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Research conducted by the Roosevelt Institute suggests that a narrow focus on the “fiscal
cliff” and the threat of “automatic” cuts in federal spending could imperil a fragile recovery.
Felicia Wong, President and CEO of the Roosevelt Institute, presents the arguments in favor of
stimulus spending that benefits the nation as a
whole and puts America back on the path to longterm growth.

The language describing the
contemporary American economic downturn is jarring—the housing bubble popped, unemployment exploded, and a fiscal cliff
looms. Yet perhaps even more
jarring is the persistent language
prescribing deficit reduction as a
sort of economic panacea.
Debt reduction is not necessarily
a fundamentally objectionable
goal—but it must be meticulously timed. The alarmist rhetoric employed by conservatives,
emphasizing the immediacy of
the debt crisis and its unprecedented scale is simply not true.
The current American debt is
not the largest in history; in 1946,
when the country was experiencing a war boom, public debt
was 108.7% of GDP compared to
67.7% of GDP in 2011. Nor is our
federal deficit unprecedented.
The deficit in 1943 was the infla-
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tion-adjusted equivalent of $4.3
trillion today compared to 2012’s
projected deficit of $1.33 trillion.

Avoiding the
austerity trap
As history clearly suggests, focusing on reducing the deficit in
our current economic condition
is simply a bad idea. There are
a number of theories and studies
that emphasize the relationship
of debt-to-GDP ratios and growth
but, as Roosevelt Institute fellows
Arjun Jayadev and Mike Konczal
point out, these studies consider
deficit-cutting measures only
during non-recessionary times.
When countries do in fact cut
during an economic slump, the
result is typically lower growth,
and/or higher debt-to-GDP ratios.
John Maynard Keynes sums up
this idea when he wrote that “the
boom, not the slump, is the right
time for austerity.”
As Roosevelt Institute David
Woolner points out, this argument closely resembles one that
consumed the American public
in the first half of the twentieth
century. Franklin Delano Roosevelt, elected in the wake of the
devastating 1929 stock market
crash and its ensuing depression, insisted that the state had
to spend its way out of the crisis,
and he did so through a number of programs in his “New
Deal.” His critics, however, were
unconvinced by Keynesianism
and insisted that the best way to
end the Great Depression was to
balance the budget. Of course,
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FDR won that argument, and in
so doing, won lasting benefits for
the American people including
social security, Federal Deposit
Insurance, and a much-improved
public infrastructure system.
Despite the prolific legacy of
the New Deal , conservatives at
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FDR’s time as well as those today
insist that it was World War II,
and not his public programs, that
lifted America out of the Great
Depression. The huge flaw in this
thinking—as Woolner also points
out—is that the New Deal spending worked, but that it was
“not enough to pull us out
of the deep trough we were
in. For that we needed much
more spending, the kind of
spending—and borrowing—
that occurred in World War II.
According to the logic of today’s
budget hawks, such a massive
level of deficit and debt should
have brought the U.S. economy
to a screeching halt once the
war was over. But that did not
happen. On the contrary, the
period of economic growth that
occurred in the United States
after the war was the largest and
longest the world had ever seen.”
It is apparent that the risk of not
spending is greater than that of
borrowing—particularly when
the potential long-term productivity gains in terms of education
and infrastructure are considered. And President Obama’s
current approach involving
spending and quantitative easing
has encouraged recovery while
protecting the country’s future
growth potential.
Although the economic debate
on this side of the Atlantic is
typically framed as one about
debt reduction, it is essentially
the same as the austerity debate
throughout much of Europe. But

those countries that have adopted austerity measure in Europe,
have little to show in terms of progress—unemployment remains
high, and industrial production
is low. In the United Kingdom,
where conservatives hoped that
austerity would boost business
confidence, there has been no
evidence that this occurred, and
the country continues to struggle
against ongoing economic stagnation—only corroborating the
power and continuing relevance
of Keynesian economics.
And so the biggest question here
is: What are the next steps necessary to preserve this recovery
and encourage further growth?

Raising taxes to
invest in the future
In the short term, we must push
past the manufactured “fiscal
cliff” crisis. Many of us believe
that the predicament could more
aptly be described as a fiscal
slope or even an “austerity bomb”
– either term correctly emphasizing that this is a question about
the deficit being too small, rather
than too big. We must also support President Obama’s proposal
to allow the Bush tax cuts on the
wealthiest 2 percent to expire at
the end of this year.
And in the longer term, we need a
broader set of revenue increases,
since, as Roosevelt Fellows Mark
Schmitt and Jeff Madrick point
out, it is clear that the real problem with our current tax system is that we don’t raise enough

revenue. Madrick points out:
“[I]n three years or so, America will need a sharp tax
increase. Its average tax rate,
including federal, state, and
local, is 10 percentage points
below the OECD average. If
that is reduced to five percentage points, it would raise
nearly $1 billion more a year.
There is little evidence such an
increase would impede economic growth.
Any such tax increase should
only partly be used to pay down

the debt. It should be used to
shore up major entitlements
programs, develop a public
option for health care, and
increase infrastructure and
education spending.”
With little or no evidence that cutting public spending during recessions is good for economic health
or growth, we must resist arguments to do so – however loud they
may be – and, following FDR’s lead,
fight the difficult fight and invest
in our own economic future. M
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