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What It Is:

Fiscal austerity, or just austerity, is a term in common use in at the moment. It refers to decisions by

government to reduce the amount of government borrowing and spending. More simply, it means

cutting the size of government's fiscal deficit. Austerity normally involves a combination of measures

including increases in the taxes/revenues and cuts in government spending.  Unfortunately, in 2011

America, austerity means only cuts to vital government services as revenue increases are

considered politically unfavorable by many lawmakers.

What They Say:  We have to fix budget deficits NOW! There is a "tidal wave" of red ink that

threatens to destroy our economy.

But:  In truth, the budget "crisis" is largely manufactured, and there will only be a crisis if lawmakers

choose to create one.

The Details:

According to the non-partisan Congressional Budget Office (CBO), if congress does NOTHING

(not even raising taxes to increase revenue), then the national debt will remain manageable

through 2085. [Source, page 14, Figure 1-2 [3]]

Note: "Doing nothing" implies that Congress lets the Bush tax cuts expire or offsets

their extension, implements the Affordable Care Act as scheduled, and makes or

offsets the Medicare cuts prescribed by the 1997 Balanced Budget Act. This is what

the CBO calls the “extended baseline scenario.”

What They Say:  Austerity will promote economic growth by giving businesses and investors

confidence.

But:  The confidence of investors and businesses is irrelevant.  Austerity has been proven not to

spur economic growth.

The Details:

The theory behind the idea that fiscal austerity promotes economic growth has been shown

by both the International Monetary Fund and the non-partisan Congressional Research

Service to be false. [Source 1 [4], Source 2 [5], Source 3 [6]]

Furthermore, even though House Speaker John Boehner (R-Ohio) got "98% of what he

wanted" in terms of austerity measures in the bid to increase the US debt ceiling, only a few

days later markets experienced the worst decline since the financial crisis of 2008.  Clearly

austerity alone isn't enough to boost investor confidence. [Source 1 [7], Source 2 [8]] 

What They Say:  The business community, and others with economic expertise, support austerity

because it is sound fiscal policy.

But:  Even business and economic experts believe austerity is harmful for our economy at this time.

The Details:

Traditionally more conservative economists and business professionals have gone on the

record stating that fiscal austerity will be harmful to our nation's economic health. Most have

called instead for a focus on job creation and full employment. This includes, but is not

limited to:

Bill Gross, manager of PIMCO, the world's largest bond fund. [Source [9]]

Barton Biggs, former Chief Global Strategist for Morgan Stanley. [Source [10]]

Ben Bernanke, Chairman of the Federal Reserve. [Source [11]]

Economists and the Director of the International Monetary Fund. [Source [12]]

What They Say:  Austerity is the only path out of the recession, and the only way to create new

jobs.

But:  Economic experts from variety of backgrounds believe investment in national infrastructure
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offers a better way toward recovery.

The Details:

With interest rates on US treasuries at all-time lows, the US govt. can essentially borrow

money almost for free.  This, coupled with high unemployment and a crumbling national

infrastructure, has economic experts, from Lawrence Summers (former Director of the White

House National Economic Council) to the US Department of the Treasury, calling for

investment in America (not austerity) as a way to fix infrastructure, create jobs, and drive

economic recovery. [Source1 [13], Source2 [14]]

What They Say:  We can no longer afford a generous social safety net. Programs to aid the poor

are too expensive.

But:  We can still afford programs to help the most vulnerable, especially if we allocate money

where it's truly needed.

The Details:

Welfare programs for the poor are costly, but welfare programs that benefit the

wealthy--those who need such programs the least--cost even more.  The GOP, however,

refuses to include these "wealthfare" programs in deficit reduction packages. [Source1 [15], 

Source 2 [16]]

What They Say:  As more "Baby Boomers" have retired Social Security has caused the debt to

skyrocket. We must cut Social Security.

But:  Social Security has not contributed a penny to the deficit, and Social Security could easily meet

all future obligations.

The Details:

According to the non-partisan Congressional Research Service, eliminating the "wage base"

would eliminate 100% of all Social Security shortfalls for the next 75 years.  Indeed, it would

leave Social Security with a surplus, and the Social Security payroll tax could be LOWERED.

[Source 1 - point 3 [17], Source 2 -  [18]page 14 - Option 3 [18]]

What They Say:  Interest payments on the national debt are skyrocketing, and they will soon

consume our budget.

But:  Interest payments on the national debt are historically low, and they are projected to stay that

way through the next decade.

The Details:

According to reports from the non-partisan Government Accountability Office and the

non-partisan Congressional Budget Office, due to low interest rates the net interest payments

on the national debt are at an all-time low.  In fact, even when interest rates rise, by 2021

we'll only be paying about what we used to (2.8% of GDP) in the early 1990s under President

George H.W. Bush. [Source1 [19], Source 2 - page 54 - Table 3-1 - "Net Interest" row [20]]

What They Say:  We can't raise taxes on job creators!  Cuts are the only option to shrink the deficit.

But:  Cuts are not the only option.  We can raise enormous amounts of revenue simply by reforming

existing taxes and closing loopholes.

The Details:

The progressive Institute for Policy Studies has identified five simple tax revenue reforms

that could raise a total of as much as $4 trillion over the next ten years. [Source, page 2 [21]]

Establish several higher income tax brackets for millionaires: $60-$80 billion a year

Scrap overseas corporate tax havens: $100 billion a year

Introduce a modest financial transaction tax: $150 billion a year
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Revamp the estate tax to include progressive rates: $25 billion a year

End preferential treatment for income from dividends and capital gains: $88 billion a

year

What They Say: US corporations can't help, they are already too highly taxed!

But:  Corporations don't pay their fair share anymore, and tax loopholes result in a much lower

effective tax rate.

The Details:

In 2010, according to the non-partisan U.S. Bureau of Economic Analysis, U.S. corporations

recorded pre-tax domestic income of $1.241 trillion. According to the non-partisan Office of

Management and Budget, these corporations paid $138 billion in corporate income taxes, an 

effective tax rate of only 11.1 percent. [Source 1 - page 24 - Table 1 [22], Source 2 - Table

2.1 - 2011 Estimate [23]]

If these pre-tax profits had been taxed at the current 35 percent statutory tax rate,

an additional $296 billion in corporate taxes would have been paid.

If 2010 pre-tax profits were taxed at the 50.25 percent statutory tax rate in effect in

1961, $485 billion of additional tax revenues would have been collected.

   

Links:

[1] http://demaa.org/labor/users/oryx2046

[2] http://demaa.org/labor/blog/austerity-fact-sheet

[3] http://cbo.gov/ftpdocs/122xx/doc12212/06-21-Long-Term_Budget_Outlook.pdf

[4] http://www.economist.com/node/17147618?story_id=17147618

[5] http://www.pbs.org/nbr/site/features/gersh/R41849.pdf

[6] http://rortybomb.wordpress.com/2010/10/05/imf-economist-and-roosevelt-institute-on-alesina-an

d-ardagna/

[7] http://thehill.com/blogs/blog-briefing-room/news/174925-boehner-i-got-98-percent-of-what-i-want

ed-in-debt-deal

[8] http://www.google.com/hostednews/ap/article/ALeqM5i5yrdIW2N02_La9ihXvU0Iqfbliw?docId=515

b15a5736f4691928db40d6c312576

[9] http://www.washingtonpost.com/blogs/ezra-klein/post/bill-gross-deficit-reduction-can--and-should-

-wait/2011/05/19/AG85ZqeH_blog.html?wprss=ezra-klein

[10] http://krugman.blogs.nytimes.com/2011/07/01/hedge-fund-hippies/

[11] http://www.washingtonpost.com/blogs/ezra-klein/post/at-best-neutral-and-probably-somewhat-n

egative-for-job-creation/2011/05/19/AGQXVLgH_blog.html?wprss=ezra-klein

[12] http://www.newstatesman.com/blogs/david-blanchflower/2011/04/osborne-imf-growth-fiscal

[13] http://www.treasury.gov/resource-center/economic-policy/Documents/infrastructure_investment

_report.pdf

[14] http://www.washingtonpost.com/opinions/how-to-avoid-a-lost-decade/2011/06/12/AGjnG8RH_sto

ry.html

[15] http://www.washingtonmonthly.com/magazine/julyaugust_2011/features/20000_leagues_under_

the_state030498.php?page=1

[16] http://money.cnn.com/2011/02/15/news/economy/mortgage_interest_deduction/index.htm

[17] http://demaa.org/labor/../../../info/austerity/social-security

[18] http://aging.senate.gov/crs/ss9.pdf

[19] http://www.gao.gov/special.pubs/longterm/debt/budgetdebt.html

[20] http://www.cbo.gov/ftpdocs/120xx/doc12039/01-26_FY2011Outlook.pdf

[21] http://www.ips-dc.org/files/3053/unnecessary-austerity-unnecessary-government-shutdown.pdf

[22] http://www.bea.gov/scb/pdf/2011/03%20March/0311_profits.pdf

[23] http://www.whitehouse.gov/omb/budget/Historicals

Powered by TCPDF (www.tcpdf.org)

Page 3 of 3

http://www.bea.gov/scb/pdf/2011/03%20March/0311_profits.pdf
http://www.whitehouse.gov/omb/budget/Historicals
http://www.whitehouse.gov/omb/budget/Historicals
http://www.tcpdf.org

