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We Already Built the Wall 



The Gate Keepers 



What Everyone “Knows” For Sure 



And, Of Course, Entitlements 
Are to Blame 



The Battle is Over How to Fix It 

•  Democrats say,  “We have a 
revenue problem!” 

 
•  Republicans say, “We have 

a spending problem!” 



What If It Just Ain’t So? 



What if … 
•  Deficits don’t drive up interest 

rates and => crowding out 
•  What if the debt doesn’t burden 

the next generation 
•  China really isn’t our banker 

•  There is no long-term debt 
problem 

•  We’re looking at this all wrong 

•  We need the government to be in 
deficit even in so-called good 
times 



~H.P. Minsky 

“Government deficits sustain aggregate profits 
when private market determinants of aggregate 

profits would lead to a fall in aggregate 
profits...Government deficits sustain and even 

increase business profits whenever private 
investment turns down..”  









Another Way to Look at the Deficit? 

•  G > T 
•  Suppose  

G = $100 and T = $90 
•  The “deficit” is $10 

•  But wait! 

•  That $10 has to go somewhere 
•  A government deficit is a 

surplus in some other part of 
the economy 



What Almost Everyone Is Missing 



Now Examine the Deficit Obsession  

• At the height of the Great 
Recession, budget deficits 
exceeded  $1 trillion!

• President Obama announced 
that the U.S. was "out of 
money" 

• Established a deficit-
reduction commission  

• Simpson-Bowles proposed 
more than $4 trillion in deficit 
reduction over 10 years 

"I'll wash Mitch McConnell's car.  
I'll walk John Boehner's dog." 

~President Obama 



Government Balance (%GDP)!
Actual" Projected 

CB&PP!

Simpson-Bowles/Obama!



Perspective 

Matters 



Government Balance (%GDP)!
Actual" Projected 

Which path would you choose?!



Government Balance (%GDP)!

Non-Government Balance (%GDP)!

Actual Projected 



The Government Deficit = The Non-Government Surplus! 

Governmen
t	


Non-
Governmen

t 	
$$$	


A Simple and Indisputable 
Accounting Fact	


G > T	


or 
Their red ink is Our black ink!	






Kalecki-Levy Profit Equation 





Why "It" Didn't Happen Again 

•  "[T]he ability of the 
Federal Government and 
its agencies to contain 
and offset the tendency 
of our capitalism to 
deteriorate into serious 
depressions." -HPM 

•  Big Government 
•  Big Bank 





? 

Deficits Can Be Too Big or Too Small 



Deficits Are Mostly Automatic 

      Unemployment 

Deficit/Surplus 



–H.P. Minsky, 1995 

“Government tax and spending policies, which 
turn from surpluses towards deficits whenever 

the economy contracts and from deficits to 
smaller deficits or surpluses whenever price 

inflation rears its head, has the power to contain 
both depressing and inflationary potentials of our 

economy.”  



Turning Into the Skid 

•  When the economy starts to 
weaken, unemployment rises 
and the deficit increases 

•  The impulse is to fight against it 
(with austerity) to keep the 
deficit in check 

•  But that only makes things 
worse 

•  Like turning the wheel in the 
opposite direction in skid 

•  You have to turn into the skid 
to regain balance 



–HPM, 1995 

“The task before today's economists and public 
officials is to meet the challenges of the present 

without forgetting the valuable lessons of the 
past...the neoclassical economists and the 

developers of our current political agenda are 
incapable of leading America into a new period 

of sustained prosperity.”  

Awaiting A New Policy Paradigm 



Who Will Lead? 
•  American politicians have 

embraced economic myths and 
policies that have led to slow 
recovery 

•  There is an urgent need for a 
different way of thinking about 
money and deficit spending 

•  There are big challenges ahead 
(infrastructure, education, 
climate, etc.) 

•  We need an economic framework 
to complement a more robust 
challenge to austerity  



Budgeting Gimmicks 

• Dynamic 
scoring 

• Generational 
accounting 

• Fair Value 
accounting 



Fiscal Outlook 
•  Era of threatened shutdowns will 

continue 

•  Debt ceiling will be more difficult to 
raise 

•  House GOP loses seats but Freedom 
Caucus gains leverage with leadership 

•  No compromises with Dems 

•  Might finally abandon budget 
resolutions  

•  Or allow them mostly for reconciliation 
for non-budget purposes 

•  Likely puts more pressure on the Fed 



[T]here is no assurance that capitalist economies, when 
plunged into downturn, will over any interval revert to 
what had been normal. Understanding this phenomenon 
and responding to it seems the central challenge for 
macroeconomics in this era.... I suspect it will lead to more 
emphasis on fiscal rather than monetary actions in 
depressed economies. 
 
"If we could come up with better fiscal policy...then that 
takes the pressure off of us to try to come up with other 
ways to do it, like through a large balance sheet. It also 
means we don't have to turn to quantitative easing and 
other policies as much."    - John Williams, SFO Fed, Oct., 2015 
 
 
 

- Larry Summers, Nov 2, 2015 



~H.P. Minsky 

“We need to recapture our can do spirit and 
eliminate from the seats of power those of little 

faith and of little vision.”  



Thank You! 


