The true costs of national debt
Pierre Lemieux’s new book casts much-needed light on an issue
that will hound generations to come, according to Julie Novak
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DOING NOTHING IS RULED OUT IN THE PUBLIC
DEBT PROBLEM AS A SUSTAINABLE COURSE
OF POLICY ACTION IN AN ERA OF HIGH DEBT

CONTINUED

The book draws upon empirical
research to support that point, for
example quoting a notable recent
empirical study suggesting that a
ratio of gross debt to GDP exceeding
90 per cent leads, on average, to a
cumulative 24 per cent loss in gross
output. One of the more important
discussions in The Public Debt
Problem concerns the complex web
of financial relationships between
indebted governments and financial
intermediaries, such as large banks,
many of whom benefitted from a
range of bailouts during the GFC.
Financial sector regulations have
contributed to a process in which
governments ensnare private
financial institutions within their
gravitational pull, thus allowing
governments to more easily borrow,
for example, by putting obligations
on banks to purchase their securities
on favourable terms. The GFC era
practice of central banks radically
lowering their interest rates has also
been used to assist governments to
alleviate the interest costs of debt,
even if the rock bottom interest rate
strategy implies the destruction of
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productive capital in the longer term.
Finally, Lemieux carefully weighs
various options all of which have been
openly canvassed in public policy
discourse about what the US should
do to resolve its debt problem. Should
the government announce an open
default on its debt obligations? Should
it undertake a stealth default through
inflation? Should government
expenditure be reduced? Should
nothing be done whatsoever? Doing
nothing is ruled out in The Public
Debt Problem as a sustainable course
of policy action in an era of high debt,
as it would perpetuate the current
run of economic underperformance
and may, in any case, amount to an
eventual disorganised default fraught
with numerous economic risks. The
stealth default option of repaying
the debt through money printing,
otherwise known in the common
parlance as ‘quantitative easing,’ is
dismissed as a feasible option, in that
the eventual costs of price inflation
would create serious distortions
in real markets. A default through

the backdoor of inflation would
likely raise the prospect of other
policies, such as tariffs and capital
controls, exhausting opportunities
for economic exchange, and could
even have disastrous political
consequences should voters crave
for a ‘strong leader’ to resolve the
problems caused by government
policy in the first instance.
Lemieux maintains a fairly
sanguine view about the merits of an
open default of existing debts, labelling
it the least bad alternative ‘if feasible
and if spending cannot be deliberately
reduced’. However The Public Debt
Problem canvasses a number of
important caveats militating against
the feasibility of such an option,
including potential resistance by
powerful creditors, a loss of reputation
in capital markets, potentially
reduced access to financial markets
for repudiating governments, and
lost opportunities to institutionally
restrain large public sectors.
Ultimately, Lemieux’s first
preference, is for a significant
reduction in government spending,
particularly focussed on the
rationalising the welfare state

and reducing government roles
in productive functions that can
be readily undertaken by the
private sector.
As desirable as it would be to
starve the fiscal leviathan and force
politicians to reconfigure their
spending priorities, Lemieux is
under no illusion this is a seemingly
monumental task: ‘government
missions have been creeping up, and
sometimes exploding, for more than
a century. Give Leviathan an inch,
and he will take a mile’. However the
realisation of systemic reductions in
government expenditure, according to
Lemieux, would yield the significant
upside of a restoration of liberty
and prosperity enjoyed by previous
generations. As he describes it, ‘it
is in the whole Western world that
the sovereign debt crisis provides an
opportunity to chain Leviathan’.
Although The Public Debt Problem
is primarily written for an American
audience it contains more than
sufficient conceptual material that
can be universally applied to explain
the debt problem, and the mechanics
of public borrowing described in the
book are similarly applied by most
Western governments including
those in Australia. As a more
practical matter, the spiralling debts
confronting the United States and
Europe continue to weigh down those
respective economies, with significant

flow on implications for economic
performances of Australia and
other Western economies. In other
words, it is essential that Australians
understand the problems of the US
and Europe to appreciate why the
world seems stuck along a slower
lane of growth post GFC, and why
we should at every turn refuse to
travel down the failed Northern
Hemisphere path to fiscal penury.
Written in a style
comprehensible to the intelligent
layperson, Pierre Lemieux’s The Public
Debt Problem: A Comprehensive Guide
injects welcome clarity and insight
into an issue that has long been
held hostage by the empty rhetoric
and false analysis of proponents for
larger government. R

THE PUBLIC
DEBT PROBLEM
IN AUSTRALIA
2008-2009
Australian general
government gross debt
rose from 11.8 per cent of
GDP in 2008 to 16.9 per
cent in 2009

2011
That debt has since risen
to 24.2 per cent of GDP
in 2011

2008-2011

Australia’s general
government gross debt
to GDP has grown by 106
per cent from 2008 to
2011, third highest in the
OECD
The non-financial public
sector gross debt to GDP
ratio for Australia has
increased from 15.1 per
cent to 28.6 per cent from
2008-2011
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