US presseure to spend less now – student loan forgiveness prove
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Conscious of the big growth in state debts over the pandemic and energy crisis periods this decade, there is some wish by governments to control spending and borrowing a bit better. This is supplemented by new flexibilities over definitions of state-debt controls, and suspension of old debt ceilings. US President Joe Biden got away with lifting the debt ceiling for the rest of this term of his presidency. The European Union has suspended enforcement of the Maastricht Treaty requirements to keep running deficits to under 3% of Gross Domestic Product (GDP) a year and to keep the stock of state debt below 60% of GDP. Both regions think climate transition is a good reason to have substantial subsidy and debt programmes to channel more investment into renewables and the electrical revolution they favour. The need to support many business and family incomes over Covid lockdowns and the Ukrainian-led energy price spike has embedded higher spending in some budgets. A softening of EU spending rules The European Union (EU) has set out its wish to have a new control framework for debt and deficits to replace the clear treaty demands. It is favouring abandoning the treaty requirements and going over to national negotiated targets for debt and deficits. Member states would be entitled to exceed the targets where they had good cause and the EU agreed. The European Central Bank (ECB) is not entirely happy about this development. It has stated that: “It is important that the vulnerability of euro area public finances is addressed through both growth-enhancing reforms and a gradual reduction of the GDP debt ratios. This will require a swift implementation of the investment and structural reform plans under the Next Generation EU programme and prudent fiscal policies for years to come.” The Bundesbank is even more worried about policy drift on deficits. It says the current proposals are “off the mark”. “They would soften the fiscal limits and make the process of determining them almost entirely opaque.” The US Supreme Court is an exception to the general trend to more government intervention and spending. The EU itself is more understanding of the way most member states kept their borrowings well above the 60% of GDP limit and have pushed them much higher this decade. The EU is keen to get in on the borrowing act, now moving ahead with substantial bond issues on its own covenant to finance preferred EU programmes. It had given itself the permission to borrow to help finance the NextGenerationEU programmes, SURE, the Macro Financial assistance programmes, Euratom and the European Fiscal Stability Mechanism. Whilst it moves ahead with new EU taxes, it remains unable to take over major income and employment taxes that are still largely the preserve of member states, so borrowing is a useful safety valve to pay for its increasingly expensive policies. The largest newer commitment is the Next Generation EU programme with a multi-year price tag of €800bn. US pressure to spend less The US Supreme Court is an exception to the general trend to more government intervention and spending. This body is coming to have a bigger influence on US policy given its disagreements with the incumbent president. It came to a judgement that has a direct effect on US budgets and borrowing. The Justices decided that President Biden’s expensive student loan forgiveness programme exceeds his powers under the Higher Education Relief Opportunities for Students Act 2003. If he wants a general programme of relief for many students, totalling an estimated $430bn, he needs to legislate for major changes to the student loans programme, which would not meet with Republican approval in the House of Representatives. The administration is now working on rescuing what they can of student debt relief under the defined powers. The president makes public criticisms of the Supreme Court, seeing some of its recent judgements as political. The court has a majority of 6 conservative judges to 3 liberal judges following President Trump’s appointments, They are appointments for life. The court upset Democrat opinion with its Roe v Wade judgement limiting abortion rights. More recently it has upheld the right of a weddings website designer to decline service tailored to same sex couples on the ground that the First Amendment to the Constitution upholds the right to free speech. The court also ruled against affirmative action by colleges and universities to influence their admissions procedures. Some Democrats would like to change the numbers of judges or other features of the court, but it is a central institution laid down in the Constitution. Governments on both sides of the Atlantic have expensive habits, recognising the need for substantial subsidies and tax breaks to accelerate the electrical revolution. Energy policy and industrial policy are becoming more government-led and controlled. The problem is the era of ultra-low rates and readily available borrowings for governments has passed. With each increase in interest rates to curb inflation governments face climbing interest charges on the new debt they borrow and the old debt that they must roll over and refinance. Markets as a result must live with rates that are higher for longer, given the impact of government and Central Bank interventions. Share investors must live with a more volatile climate for individual sectors and companies as governments do more directly to tax the successful or subsidise those that will do most to help governments and to speed the route to net zero. 
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