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THE _GRASS ROOTS AGAINST DEFICITS P S

President Reagan may well go down in history as the last great Keynesian. His
administration has increased the Federal Govermment's share of United States
Gross Domestic Product from 22.4% to Z4.6% and he has financed this increase by
borrowing to finance a huge budget deficit after reducing taxes. This policy has
been associated with a sharp turn around in economic activity from moderate

a
recession to excellent growth. In the USA, the deficit was associated with falling

[63]

real wage level and relatively free factor markets. Keynes envisaged markets which

were responsive to demand conditions. Markets so stuifed up by govermment regulation

that they do not convey signals to the unemployed

e 2ete— 3 saiEd 2 were never part of
Keynes' scheme, Market destroying regulatiom musti be atiributed not to Keynes but

to the post war Neo-Keynesians.

Waile Reagun has provided circumstantial evidence that under the right circumstauces
a Keynesian stimulus stimulates, many Americans are now asking if in the long run,
when all the deficit has been repaid, whether it will have been worth the price.

If creating a public debt stiumulates, it is very likely that servicing that dcbt
depresses. It was no part of Keynes' plan to have one deficil piled upon another;

that too 1s & Heo-Keynesian aberration.
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In Australia we have experienced something sinilar. The last Fraser bud et and the
first Hawke budgel were, in the Keymesian sense, stimulatory. ihcy did not cutl
taxes but they did increase re.l outlays by 6.3 and 7.3 percent respectively,

o

sharply increwsing the deficit, The weges pause caused rezl earnings o fall.
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The effect of the bresking of the rought cmanot be eliminated even by putiing lamm
product to one side but wfter reasonzble allowunce is made for the weather we are
left with further circumstantial evidence of = Keynesian stimulus. Whet we don't

know and cennot tell in either case, is vhat would have been the comsequence of

falling real wages slone, withou! government borrowing.
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, Increasingly rank and file Americans are worrying about the growth of thelr
govermment and its continual resort to deficit budgeting. Opinion polls show
thaet huge majorities favour a Constitutional amendment which would force the
Tederal Joverument to balance its books and prevent it absorbing larger shares of
national expenditure. The politicians aren't so sure this is a good idea. It
isn't the first *ime I have marvelled at the superior gut wisdom of o democratic

selectorate. ( Yes, including the one that tossed me out of parliament.)

If the people want smaller and balanced budgets we might expect Coagressmen to
give them what they want and claim their votes; however they know that they will
not win votes. Expenditure in its nature is concentrated on each of meny interest

groups whose members gain much from a class of govermment payment and they will

ot

punish congressmen who GO not support that payment. They have less at stake in

- &

tox savings that result from reducing individual programmes. The only hope that

Presidents and Congressmen have of gaining votes is to reduce most programyes
simulteneously hending back really big tax cuts. Such widespread cuts ars

politically enc adniinistratively too much for one huigeta
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Tn an Australian context consider the behaviour of the Liberzl znd Hetional Country
arty Premiers to the Fraser Govermmendt . (These Premiers all called for smaller

govermment and lower taxes while demanding larger States grants in general and

s a

specifically for each State. | The inconsistency of their indiv Gual positions raust
have been obvious to them but none vas vrepared to accept & amaller grant for his
Stete lest other States and other progremmes did not share the restraint. As a

consecuence, during the seven Traser yeers, the 3tetest outlays as 2 proportion Oi

Q 1.3 S NTIES 1
total ODP grew from 200k 40 22426 OT 22 percentage points while the Commonwealth's

I - . - . .
outlays grew irom 30.2% of GDF to 31.8. or 1.6 sercentage nointss

These Premiers had the gall to castizate Fraser for +he taxes he was ralsing ~for

q e el . o e oo . . 1
being too socialistic. Fraser vas too socialistic but they were gven mo N

It is a measure of the political power of Premiers that their hypocrisy went

bh wa ' 1 grants as
largely unremarked and the Commonwealth was not prepared to cut States g

re 1 11t-in i e, izper government
it undoubtedly should have done. There is a bullt-in oias toward bigs g

9 £
which so far has defied o general desire for less.
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If cericits resulied from carefully comsidered abtiempis o manage den

o 11 Lq e . | B ROl I 2 3 o . 1 . ] s 9 h
would be intersperscd with budgel surpluses. The fact tas. bhey are aol

politicians® attempts 1o buy votes unow uith thoeir ciildren's “axes. Albhoush

deficils may be rutionalised by reference to Lord Keynes they .re little more thun
evasion of political respensibility.

In <“he United States grass-roots opinion is cuming close {o forcin their Fecersl

vy

Govermment to teke ihe Iirst slep teward zmending their Constiiution 1o limit ihe

He
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srowtn of govermment ond enforce budget baluuce, The [irst step nust be the

calling of o Constiuviional convention. Thirty-four States ( over two-thirds )
can denand a convention znd thirty-two have so far peititioned Congress for it,

Playing it tough, Washington has warned that States Grants will be among ti

casualties and some 3tatle officials are reported %o be getting cold feet, Several
bodies representing people who get large taxpayer support are actively working
against the amendment, But four States, Californiu, Washington, Ohio znd Montana,
which have not yel petitioned,allow voter initiatives. In those 3tates the

pro Gonstitutional amendment lobby can appeal over the heads of the State Legislatures

to the people., This is where ithe effort is now concentratinge

The proposed amencment would prevent fiscal but not monetary mezns of conduciting

responsible demond management. Bul politiciens in almost every Westem Democracy
ave demonsircted that iler cunnot be trusted to use the fiscul 1o0l respoasibdlye.

They seem to be far more concerned with the ciccloral cycle than the business cycle.

The amendment would make it easier for politiciwns Lo say No. Pressure groups,
uneble to squeeze the taxpayer,would then be pitied sgainst each otuer for snzres
oi a cake that everybody knows is finite. The blas towards bigger government
would go. Bigger govermmeat would not be impossibie but it would no longer be

an accidental consequence of the system. A conscious dscision would first need



