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Why Austerity? Hope, Fear, 
Corruption and Class
1. The restoration of confidence.
2. Class interest: reduce support for the poor by dismantling the welfare 

state.
3. The failure of the Bush tax cuts to “starve the beast.”
4. Unsustainable debt and fear of default a la Greece.
5. Political compromise to get the debt ceiling raised.
6. The power of the “household” analogy.
7. The specter of future tax increases.
8. Belief in “crowding out” -- deficit cutting creates jobs.
9. Belief in “crowding out” – lower deficits allow lower interest rates --

the legacy of Rubinomics.
10. This time will be different (see 1937).



Keynes on vested interests vs. ideas

“Practical men, who believe themselves to be 
to quite exempt from any intellectual influences, 
are usually the slaves of some defunct 
economist.  Madmen in authority, who hear 
voices in the air, are distilling their frenzy from 
some academic scribbler of a few years back.  I 
am sure that the power of vested interests is 
vastly exaggerated compared with the gradual 
encroachment of ideas.” Keynes, The General 
Theory, 1936, p. 383.
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Which “defunct economist”?

Some Keynesian lessons

1. The multiplier effect and the need for 
symmetry.

2. Redistribution and effective demand 
growth (expansion with fiscal neutrality).

3. Persistence of unemployment equilibrium.
4. Endogeneity of the fiscal balance.
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US GDP Growth Rate and the % Change in the Public 
Budget Balance, 1991-2010

Sources: Weeks, J. 2011. How to calculate the deficit: Can’t Anyone in Congress Count? 
http://jweeks.org/Measuring%20the%20US%20Deficit.pdf
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US GDP and Public Finances, 2005-2010 (billions of 
dollars)

Sources: Weeks, J. 2011. How to calculate the deficit: Can’t Anyone in Congress Count? 
http://jweeks.org/Measuring%20the%20US%20Deficit.pdf
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Austerity and OWS

Occupy Wall Street movement shifts the 
national conversation from “debt“ to 
“jobs.“
Political class retains focus on fiscal 
austerity.
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urces: Boushey, H. 2011. On Ideas on Evidence Connecting Inequality and Economic Growth and Stab
Paper presented at SCEPA Fall Seminars. The New School. 11/15/2011 
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What happened to economic 
ideas?

In the era of “New Keynesians” and “New 
International Economics,” ideas 
themselves driven by “practical men” and 
“madmen in authority.”
Keynes vs. Schumpeter



Schumpeter on ideology in 
economics

“Analytical work begins with material provided 
by our vision of things, and this vision is 
ideological almost by definition.  It embodies 
the definition of things as we see them, and 
wherever there is any possible motive for 
wishing to see them in a given rather than 
another light, the way in which we see things 
can hardly be distinguished from the way we 
wish to see them.” J. Schumpeter, History of 
Economic Analysis, 1954.
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Models as metaphors

The rhetorical power of the Keynesian model –
endogeneity of the fiscal balance – is weak 
compared to the power of the metaphor of 
austerity rooted in hope, fear, corruption and 
class.
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US GDP and Public Finances, 2005-2010 (Percentages)

Sources: Weeks, J. 2011. How to calculate the deficit: Can’t Anyone in Congress Count? 
http://jweeks.org/Measuring%20the%20US%20Deficit.pdf
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