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Most people seemed to agree that the narrowly avoided government shutdown would have
hurt the economy. But the question is whether the budget deal struck to avert the shutdown
will hurt the economy more than if Washington had just turned off the lights?

The budget deal struck by President Obama and John Boehner and other Republicans over
the weekend will cut $38.5 billion from government spending in the next year. Generally,
when the government spends less that slows the economy, just like when consumers or
companies spend less. That was afterall the reason many people thought a government
shutdown, which would have temporarily slashed government spending and furloughed
800,000 government workers, would have hurt the economy.

Thomas Lam, who follows the US for OSK-DMG Economics Group, says the budget deal
could reduce real GDP growth by at least 0.4%. The unemployment rate, which recently
stood at 8.8%, could end up anywhere from 0.2% to 0.4% higher than it would have been
without the deal. And Lam is not alone. Nor is he the most worried. Diane Swonk, chief
economist at Chicago-based Mesirow Financial, says negative impact of the budget deal
could be more than double Lam's estimate or 0.9%. She now estimates that GDP will grow
3.3% in 2011, down from a pre-deal estimate of 4.2%.

But, strangely enough not everyone thinks the budget deal will hurt the economy. Mark
Zandi, of Economy.com, for one, says the budget deal will have a minimal affect on U.S.
growth. Some even say it could boost the economy and jobs. Here's why:

First of all, as Zandi points out, the economy is in better shape than it was a year ago. So
perhaps some reduced amount of government spending won't be noticed as companies and
individuals begin to spend more. Perhaps. But in looking for a bright side of the government
cuts, the New York Times repeats this argument for why the budget cuts might boost the
economy:

As the government spends less it borrows less, and companies can borrow more. As the
government collects less money in taxes, companies may increase spending and
investment.“This cut combined with other cuts in entitlement reform will give the economy
and businesses and investors some positive news on the fiscal front in Washington,” said
Chris Edwards, director of tax policy studies at the Cato Institute, a libertarian think tank
that favors even larger reductions in the federal spending.

My problem with that first paragraph is that companies don't have a borrowing problem.
Remember, IBM was able to borrow at just 1% last year. Any large company that wants
money has been able to get it and get it at historically low rates. Yes, there have been some
small companies that have been unable to borrow. But that is because of a lack of credit.
And the people who see upside from cutting government spending are making an interest
rate argument not a credit argument.
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In the end, the question of whether the budget deal will hurt or help the government comes
down to what you believe about our debt level. If you believe we are at some breaking point
where we are about to hit some serious questions about whether we will be able to pay back
all the government has borrowed, then yes the budget deal could boost growth by keeping
interest rates low. If not, then this budget deal is likely to slow the recovery somewhat. How
do we decide whether America is at the debt breaking point? Well that's the topic of another
blog post.
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As usual, the New York Times editors are clueless about economics:
"As the government spends less it borrows less, and companies can borrow more."”
Ridiculous. Federal sales of T-securities do notin any way reduce the ability of companies to borrow. Bank
lending is restricted only by bank capital, and bank purchases of T-securities do not reduce capital or lending
funds by even one cent.
"As the government collects less money in taxes, companies may increase spending and investment.”
True, but what has this to do with reduced federal spending? There is zero connection between federal deficits
and federal taxes. In fact, additional federal spending increases the ability of companies to spend and invest.
Rodger Malcolm Mitchell
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Log in to Reply
Add Your Comment:
You must be logged in to posta comment.
« Back to The Curious Capitalist Home Page

More News from Our Partners

« App maker planning = Newsweek Owner Sidney = Save or Spend: What Will

= Five Favourite Films with

Will the Budget Cut Deal Hurt the Econ...

The Curious Capitalist Favorite Links
Barry Ritholtz
Calculated Risk
Ezra Klein

John Gapper
Justin Fox

Marginal Revolution
Mark Thoma
Market Observation
More Money

Paul Krugman
Planet Money
Street Sweep
Swampland

TIME COVERS

Get your favorite PERSON OF THE YEAR covers today!

Get 4 Free Preview Issues!
Fuinave ] [ST =]
[ | | |

[Cikamm—{ CLICK HERE |

Archive
4 April 2011
SMTWTF S
12
3456789
10111213141516
17181920212223
24252627282930

= Japan Disaster: Most

Twitter competitor?

= Surprise! Online TV is
making money

« Hot new feature for
gadgets: built-in ads

Harman Dies

= Madoff Trial Will Use The
Real Names Of Bank
Employees, Judge Says

= EU Announces Huge Fines

For Laundry Cartel

You Do With Your Tax
Refund?

Walmart Woos Customers
With Revived 'Low Prices,
Every Day' Campaign

In Housing Market's
Suspenseful Story, the
Tell-Tale Stat I's Inventory

Nick Frost

= RTon DVD & Blu-Ray:
Harry Potter and the
Deathly Hallows Part I

= Five Favorite Films with
Emma Roberts

Shocking Pics

= The 31 Wildest Conspiracy

Theories

= The Many Faces of Serial
Killers

More on TIME.com » Quotes of the Day »

...time.com/.../will-the-budget-cut-deal-...

Today in Pictures »

2/3



4/13/2011

The Men Behind the 'Draft Donald
Trump' Movement

. Inside the Mind of the Long Island
. Killer: This Ain't Hollywood

Why Top Chef Masters Is So
Depressing

Subscribe to Sign Up for
RSS Feeds Newsletters

Powered by

...time.com/.../will-the-budget-cut-deal-...

Stay Connected with TIME.com Leamn More »

Will the Budget Cut Deal Hurt the Econ...

"Brothers, whatever you wanted,

" Restored
you have got ... 15 days.
Egy pt's Major-General MOHAMMED EL-
KHATIB, after Egypt's former
president, Hosni Mubarak, and his sons
were detained pending investigations
into accusations of corruption and
abuse of authority
More Quotes »
Reat_l TIME Get TIME ?ﬂﬁglsrsﬁihgngmg ; Ine
Add TIME Mobile on Become a Fan Twitter  sussomines [P |
Widgets Your Phone of TIME Updates .
8 Advertise
with us!

3/3



