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Ways out of economic depression 

Bruce Duncan 

Australia has so far escaped much of the havoc caused by the 

global financial crisis, but it is not immune to the effects of 

economic ideology, particularly free-market neoliberalism, 

which typically calls for reduced public spending, balanced 

budgets, wage and tax cuts, and a reduced role for governments. 

We can see the effects of these views with the Victorian 

government recently announcing cuts of 4,200 public service 

jobs, and sharply reduced spending on TAFEs. The Queensland 

government is abolishing 14,000 public service jobs, many in 

health services, and reducing spending on social services and 

housing. Even the Commonwealth government is not immune 

to pressure, as it struggles to produce a surplus budget. 

Political hype about balancing budgets can go to absurd 

extremes. Tony Abbott warned that Australia could go the way 

of Greece with excessive debt. Such claims reflect a climate of 

exaggerated concern about debt. Instead Australia could be 

taking advantage of historically low interest rates by embarking 

on major infrastructure projects, increasing employment, and 

laying the basis for sustained growth in productivity. 

Today's economic debates are similar to those of the 1930s, 

when people thought of a national economy like that of a household. If you fell into debt, you had to trim 

back spending. During the Great Depression, governments cut spending as markets collapsed, and sent 

their economies into a downward spiral only arrested by world war. 

Today, we face a not dissimilar political climate, with obsessive demands that governments balance 

budgets by reducing public spending. But cutting budgets will not revive economies. 

In the early half of the 20th century, British economist John Maynard Keynes argued that governments 

could stimulate growth and employment, putting economies back on a growth path. Today, one of the 

clearest voices calling for a return to Keynesian economic policies is Paul Krugman, professor of 

economics at Princeton University, who won the Nobel Prize in Economics in 2008. 

In his recent book, End this Depression Now!, Krugman argues that austerity will only impose pain, 

entrenching unemployment. 

He argues that the US must vigorously revive its economy, and that warnings about a debt crisis are 

greatly overstated. US borrowing costs are very low, and have in fact been negative. The US had borrowed 

$5 trillion in additional debt by early 2012, which meant an interest burden of $125 billion a year. In an 

economy of $15 trillion a year, this is easily manageable. 
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Likewise, the European drive towards austerity is 'deeply destructive'. Krugman says fears of inflation are 

deluded in such a deep depression, and he suspects that fear is simply a disguise for creditors to insist that 

governments honour debts fully, and not allow inflation to erode the value of those debts. 

Greece aside, the problems of Southern Europe largely stemmed from German capital flooding into Spain 

and Italy, causing a huge housing bubble, and inflating wages and prices, leaving their industries 

uncompetitive. Ireland, Spain, and Italy had not been profligate, and before the crisis were running budget 

surpluses, Ireland and Spain with low debt, and Italy reducing its debt. 

Krugman argues that the way out of the crisis is to allow 'moderate but significant' inflation in surplus 

countries, and to increase inflation to 3–4 percent for the Euro zone as a whole, gradually eroding the pubic 

debt. This was how the United States managed its debt after the Second World War. Germany and some 

smaller countries today need to provide fiscal stimulus, not prolonged austerity. 

Other economists support stimulus policies. In early October, the chief economist of the International 

Monetary Fund, Olivier Blanchard, said it was necessary for Germany to allow increased inflation for 

relative prices to adjust among struggling Euro countries, lest the crisis continue to drag on for years. 

Writing in the Australian Financial Review, the economic and political commentator Max Walsh quoted 

the former chief economist of the IMF, Kenneth Rogoff, that 'a sudden burst of moderate inflation would be 

extremely helpful in unwinding today's epic debate morass'. 

Krugman considers the depression 'essentially gratuitous: we don't need to be suffering so much pain and 

destroying so many lives'. He thinks we could end the distress and return to full employment 'very fast, 

probably in less than two years'. 
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