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ABSTRACT
Based on comparative empirical evidence for 22 major OECD countries, I argue that country
differences in cumulative mortality impacts of SARS-CoV-2 are largely caused by: (1)
weaknesses in public health competence by country; (2) pre-existing country-wise variations in
structural socio-economic and public health vulnerabilities; and (3) the presence of fiscal
constraints. The paper argues that these pre-existing conditions, all favorable to the coronavirus,
have been created, and amplified, by four decades of neoliberal macroeconomic policies – in
particular by (a) the deadly emphasis on fiscal austerity (which diminished public health
capacities, damaged public health and deepened inequalities and vulnerabilities); (b) the
obsessive belief of macroeconomists in a trade-off between ‘efficiency’ and ‘equity’, which is
mostly used to erroneously justify rampant inequality; (c) the complicit endorsement by
mainstream macro of the unchecked power over monetary and fiscal policy-making of global
finance and the rentier class; and (d) the unhealthy aversion of mainstream macro (and MMT) to
raising taxes, which deceives the public about the necessity to raise taxes to counter the excessive
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liquidity preference of the rentiers and to realign the interests of finance and of the real economy.
The paper concludes by outlining a few lessons for a saner macroeconomics.
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1. Introduction
This is the age of consequences: the outbreak of SARS-CoV-2 instantly exposed the inability of
governing institutions to contain the epidemic, the inadequacy of public health systems (broken
by decades of fiscal austerity) and the sharp economic and health inequalities and social
fragmentation in society. SARS-CoV-2 has clinically uncovered our societies’ pre-existing
structural weaknesses — most of which are due to the mistaken neoliberal macroeconomic
policies pursued ever since the early 1980s (Marmot et al. 2020a, 2020b; Woolhandler et al.
2021). Nature cannot be fooled.
The results of four decades of neoliberal (mis-)management of the OECD economies are not a
secret (Storm 2017): long-term growth is declining (‘secular stagnation’), suffocated by rising
inequalities in income and wealth and by an obsessive-compulsive fiscal austerity by
governments, but barely kept alive by rising (private and public) indebtedness and quasipermanent asset-price bubbles (‘financialization’). This neoliberal model suffered a first neardeath experience in 2008, in the form of the Global Financial Crisis of 2008 and the ensuing not
so Great Recession. But it rather miraculously survived, helped by massive (taxpayers’) support
of governments and central banks and more by luck than through skill. But in the process, it
further toxified, and this strongly fueled the growth of (mostly right-wing) populism,
destabilizing erstwhile stable democracies, notably Britain (‘Brexit’) and the U.S. (‘Trump’).
When we let the corona-virus enter our societies through the front-door in early 2020, the virus
rapidly found a deadly path through pre-existing socio-economic inequalities and vulnerabilities,
with individuals and families at the bottom of the social and economic scale, who were missing
out already long before the health emergency, suffering proportionally more, losing their health,
jobs, lives, food security and educational opportunities (Marmot et al. 2020b; Woolhandler et al.
2021). As daily infections rose and death counts mounted, governments fitfully responded by
imposing social distancing and lockdowns and by introducing (spending) measures to cushion the
economic blow from the health emergency and provide lifelines for vulnerable households and
businesses.
The scale of the intervention is unprecedented. Fiscal measures announced as of September 11,
2020, are estimated to equal $11.7 trillion globally (or close to 12% of global GDP). Half of these
measures have consisted of additional spending, and the other half of liquidity support, including
loans, guarantees, and equity injections by the public sector. These measures (excluding the
contingent liabilities) and the worldwide recession have pushed global public debt to an all-time
high of close to 100% of global GDP in 2020 (IMF 2020). The central banks of Britain, the
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Eurozone and the U.S. have facilitated the fiscal response by (in-)directly financing large portions
(of often more than 50%) of their government’s debt build-up.1
Hence, after decades of market liberalism and fiscal fundamentalism, policymakers had no other
option but to return to Keynes – or, more precisely, to ‘Emergency Keynesianism’. Pressed by
the gravity of events, and going off the neoliberal script, the IMF (2021) warns against
‘prematurely imposing austerity’, urging nations to “rethink” their public finance rules rather than
to rush to reduce their liabilities, arguing that most advanced economies can live with much
higher levels of public debt after the coronavirus crisis, at least for as long as interest rates are
close to zero (Giles 2021b). Predictably, the IMF’s new stance is creating a strong push-back
from heavyweights from Wall Street and mainstream academia who, pointing to the growing
risks of rising inflation, are questioning the IMF’s view that growing public debts and deficits do
not pose immediate threats. While this debate is important, I believe there are bigger, more
structural, lessons to be learned from the SARS-CoV-2 crisis – lessons which would require us to
abandon the mistaken neoliberal macro policies which brought us here in the first place. Before
proceeding to drawing out these lessons, let me first consider major stylized facts, based on
empirical evidence for a sample of 22 OECD countries (all appearing in Figure 1 and the
Appendix).

2. Stylized facts
For the world as a whole, cumulative confirmed SARS-CoV-2 mortality amounted to 2,476,526
deaths on February 23rd 2021, which is when the U.S. coronavirus death toll passed the tragic
mark of 500,000 fatalities. Out of these 2.48 million confirmed corona-virus deaths worldwide,
1,006,817 deaths, or 43%, occurred in the panel of 22 OECD countries, listed in Figure 1. Two
countries – the U.S. and the U.K. – account for close to 60% of reported COVID-19 deaths in the
panel countries, yet they account for less than 40% of the total population of around one billion
persons in the sample. As is shown in Figure 1, the relative cumulative mortality impacts of
COVID-19 vary greatly between countries – from 0.5 deaths per 100,000 persons in New
Zealand to more than 190 deaths per 100,000 persons in Belgium. The U.S. and the U.K. have
149 and 178 deaths per 100,000 persons in their respective populations.

1

In the U.S., private markets for debt revived after the Fed backstop; much of the recent debt explosion
is private.
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Figure 1
Cumulative confirmed COVID-19 deaths per 100,000 population
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Source:
Johns Hopkins University & Medicine, Coronavirus Resource Center
(https://coronavirus.jhu.edu/data/mortality); data up to February 23, 2021. NL = The Netherlands;
NZ = New Zealand; Switz = Switzerland. The same in all subsequent figures.

These differential impacts are to some extent due to ‘geography’, as island nations such as
Australia, Japan and New Zealand are better able to tighten border checks (including imposing
quarantine measures) in order to stem the spread of SARS-CoV-2 than land-locked nations in
Europe and North-America, but geography does not explain the observed differences completely.
This is illustrated by the relatively high COVID-19 mortality rates in island nations such as
Ireland and particularly the U.K. Hence, as I will argue below, more important than ‘geography’
have been three other factors: (1) differences in public health competence; (2) variances in
structural socio-economic vulnerabilities to SARS-CoV-2; and (3) the presence or absence of
fiscal constraints.

2.1 The public health response
OECD governments differ considerably in the level of public-health competence with which they
have responded to SARS-CoV-2. For instance, according to the Lancet commission on ‘Public
Policy and Health in the Trump Era’, around 200,000 fewer Americans would have died from the

5

coronavirus if the U.S. had treated SARS-CoV-2 with the same level of public health competence
that its peer developed nations have demonstrated (Woolhandler et al. 2021).2
This is clear from Figure 1. If COVID-19 mortality (per 100,000 population) in the U.S. were the
same as mortality (per 100,000) in, for instance, Germany, the cumulative number of American
COVID-19 deaths would have been 47% lower than it actually is – which would have meant
230,000 fewer deaths. As the Lancet commission concludes:
“Many of the cases and deaths were avoidable. Instead of galvanising the US populace to
fight the pandemic, President Trump publicly dismissed its threat (despite privately
acknowledging it), discouraged action as infection spread, and eschewed international
cooperation. His refusal to develop a national strategy worsened shortages of personal
protective equipment and diagnostic tests. President Trump politicised mask-wearing and
school re-openings and convened indoor events attended by thousands, where masks were
discouraged and physical distancing was impossible.”
(Woolhandler et al. 2021, p. 711).
The scatterplot of Figure 2 throws more light on the issue. On the horizontal axis, I measure,
based on official IMF figures, the difference between additional public spending on COVID-19
relief of each country (as a percentage of GDP and up to January 2021) and the unweighted
panel-average of additional relief spending for the 22 OECD countries (which is 7.2% of GDP).
To illustrate, the U.S. increased public expenditure on COVID-19 relief by 11.2%, which is 4
percentage points (of GDP) more than the panel average. On the vertical axis, I measure the
difference between COVID-19 deaths per 100,000 population in each country and the panelaverage COVID-19 mortality rate, which is equal to 86 deaths per 100,000 population. The U.S.
has a death rate (as of February 23, 2021) of 153 deaths per 100,000 population. There exists a
statistically significant negative linear relation between additional public spending and COVID19 mortality rates (but see notes to Figure 2).3 For example, countries such as Germany, Canada,
Japan and New Zealand, which could and did raise spending on COVID-19 relief by more than
the average, experienced below-average death rates. Conversely, more fiscally-constrained
2

3

Japan’s public health response focused on the controlling of overdispersion, super-spreading and
aerosol transmission already in February 2020, as researchers were trying to figure out why superspreading happens and how it affects everything, including contact-tracing methods and testing
regimes. As a result, Japan’s public health advice is to avoid the 3C’s: closed spaces with poor
ventilation, crowded places and close-contact settings. “Hitoshi Oshitani, a member of the National
COVID-19 Cluster Taskforce [….] likens his country’s approach to looking at a forest and trying to
find the clusters, not the trees. Meanwhile, he believes, the Western world was getting distracted by the
trees, and got lost among them” (quoted in Tufekci 2020). The Western world was a remarkably slow
learner, as it needed until October 2020 to change the guidelines to reflect the airborne nature of the
pathogen.
The data concern additional spending and foregone revenue and do not include contingent liabilities
and other off-budget transactions or guarantees. In the current situation, however, with heightened
uncertainty around the size and length of the economic impact of the COVID-19 emergency, the
probability that risks may materialize are almost impossible to estimate with accuracy (IMF 2020).
6

countries such as France, Italy, Portugal and Spain, which could not increase additional spending
to the same extent, experienced above-average death rates.
Of particular interest are those countries which are located far off the regression line. One group,
including Denmark, Finland, Norway and South Korea, experienced significantly below-average
COVID-19 mortality, while incurring below-average additional spending on relief measures.
These countries appear to have managed the health emergency comparatively well (so far) in
terms of both public health and public finances (focusing on ‘crushing the curve’ rather than
‘flatten the curve’). The same cannot be said for the other group which includes the U.K. and the
U.S. Both Anglo-Saxon economies experienced significantly above-average COVID-19 death
rates, despite incurring considerable above-average additional relief expenditures. The Johnson
government and the Trump administration thus stand out for their expensive mismanagement of
the public health emergency – both in terms of lives and taxpayers’ costs (Marmot et al. 2020b;
Woolhandler et al. 2021).
Figure 2
Scatterplot of additional public spending versus
cumulative confirmed COVID-19 deaths per 100,000 population

Sources: Data on additional (discretionary) public spending (as percentage of GDP, until January
2021) are from the IMF (2020) October 2020 Fiscal Monitor Database of Fiscal Measures in
response to COVID-19; data on COVID-19 mortality are from Johns Hopkins University &
Medicine, Coronavirus Resource Center (https://coronavirus.jhu.edu/data/mortality); data up to
February 23, 2021. Notes: (1) average additional public spending (as percentage of GDP) is 7.2%
for the panel of 22 OECD countries; the figure reports country-wise deviations from this average;
(2) the unweighted average cumulative confirmed COVID-19 mortality is 86.4 deaths per
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100,000 population for the panel of 22 OECD economies; the figure reports deviations from this
average. (3) the estimated linear relationship is negative and statistically significant at 2.5%
(when I exclude the observations for the U.K. and the U.S. from the regression).
Before proceeding further, I have to make three methodological caveats. First, since I am looking
at cumulative confirmed COVID-19 deaths (during the year from February 2020 – February 23,
2021) across 22 OECD countries, I am – implicitly – using a space-time statistical model. My
assumption is that the differences in cumulative mortality rates are unlikely to change
considerably in the future, and therefore can be read as ‘structural outcomes’ that are caused by
differences in structural economic and social conditions; as a result, I will not explicitly deal with
the time-dimension of the data. Second, my working hypothesis is that the data on cumulative
confirmed COVID-19 deaths per country do give a correct picture of the health impact in that
country. However, there are valid concerns that reported COVID-19 deaths are underestimating
the true impact of the coronavirus on mortality by (around) 20-25%. In the Appendix, I compare
cumulative confirmed COVID-19 deaths and excess deaths for 15 OECD countries and find that
the two measurements are strongly correlated. I am confident, therefore, that the relative
differences in mortality impacts are robust with respect to the method of registration (with the
only exception of Belgium, as I explain below). Finally, it is possible that country-wise
cumulative mortality impacts will change over time, for instance because of differences in
progress made with vaccinations. For example, the U.K. is rolling out its vaccination program
faster than most other OECD countries and this could, arguably, change its corona mortality rate
relative to other countries which are slower. However, despite its efforts, the U.K. still had 0.24
daily COVID-19 deaths per 100,000 population on March 7, 2021, more than double the daily
number of corona-deaths per 100,000 population in Germany (of 0.12); the number of daily
COVID-19 deaths per 100,000 population in the U.S. was 0.45 (double the number of daily
fatalities in the U.K.). I don’t expect the relative COVID-19 mortality rates to change
significantly.
Returning to Figure 2, the key factor in the mismanagement of the COVID-19 crisis has been the
delayed, reactive, politicized and/or muddled (‘on-off’) public-health response to the health
emergency, often out of fear, and encouraged by conservative media outlets and major business
figures, that “lockdowns don’t work” or that “the economic and public health damages from a
lockdown are as bad or worse than those inflicted by the virus they are meant to stave off.” The
evidence is quite clear, however: countries that most consistently prioritized the public health
emergency experienced the smallest economic damage, whereas countries that procrastinated,
postponing interventions, re-opened prematurely, and mis-managed COVID-19 abatement are
suffering the highest economic and public health damages (Alveda, Ferguson and Mallery 2020).
Figure 3 underscores this conclusion. I plot the (negative) change in real GDP during 2019-2020
for each of the 22 OECD countries against COVID-19 deaths per 100,000 population in each
country. The chart can be read as a rough representation of how well each country has protected
8

the health of its citizens versus the macroeconomic cost of doing so. There is a clear and
statistically significant negative correlation between the depth of the recession and the average
number of COVID-19 deaths. The U.K., Spain, Italy, Portugal and France all suffered excess
mortality and above-average slumps in real GDP, whereas Denmark, Finland, Norway and also
Germany experienced below-average mortality and below-average recessions. The U.K. is
probably the clearest example of how a country can end up in the worst possible outcome due to
a half-baked, reactive, and politicized policy response. It follows that there is no inescapable
trade-off between ‘saving the economy’ versus ‘saving the people’, because outcomes depend on
the quality and the consistency of public health interventions and of macroeconomic
management.
The Scandinavian countries Denmark, Finland and Norway are telling examples of how proactive and consistent policy responses (including social distancing, mask wearing, test-trace-andisolate policies and classic isolation/quarantine of individuals and communities to stop
transmission) carry the lowest cost in terms of public health and public finances. The contrast in
outcomes between Denmark, Finland and Norway on the one hand, and Sweden, known for its
more lenient approach and silent resignation to mass infections, on the other hand, is illustrative:
Sweden’s GDP decline of 3.4% is lower but still comparable to the real GDP declines in
Denmark (-3.9%), Finland (-4.3%) and Norway (-3.6%), but Swedish cumulative COVID-19
mortality rate is more than 3 times higher than that of Denmark, more than 9 times higher than
that of Finland, and 11 times higher than that of Norway.
Figure 3
Scatterplot of change in real GDP during 2019-2020 versus
cumulative confirmed COVID-19 deaths per 100,000 population
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Sources: data on change in real GDP during 2019-2020 are from AMECO Database; data on
COVID-19 mortality are from Johns Hopkins University & Medicine, Coronavirus Resource
Center (https://coronavirus.jhu.edu/data/mortality); data up to February 23, 2021. Notes: (1) the
(unweighted) average decline in real GDP for the panel of 22 OECD economies is 6.2%; the
figure reports country-wise deviations from this average; (2) the unweighted average cumulative
confirmed COVID-19 mortality is 86.4 deaths per 100,000 population for the panel of 22 OECD
economies. (3) the estimated linear relationship is negative and statistically significant at 1%.
Figure 4 reinforces the above conclusions. It presents a scatterplot of the difference between the
additional public spending on COVID-19 relief for each country and the panel-average (as in
Figure 2) and the difference between the change in the unemployment rate during 2019-2020 for
each country and the panel-average (unweighted) change in the unemployment rate (which is
equal to +1.3 percentage points).
Figure 4
Scatterplot of additional public spending versus
the change in the unemployment rate

Sources: Data on additional public spending (as percentage of GDP, until January 2021) are
from the IMF (2020) October 2020 Fiscal Monitor Database of Fiscal Measures in response to
COVID-19; data on the change in the unemployment rate during 2019-2020 are from the
European Commission’s AMECO Database. Notes: (1) average additional public spending (as
percentage of GDP) is 7.2% for the panel of 22 OECD countries; the figure reports country-wise
deviations from this average; (2) the average (unweighted) change in the unemployment rate (as
percentage of the labor force) is +1.3% for the panel of 22 OECD countries.
Most European countries in the panel (including Denmark and Finland) experienced a belowaverage increase in the unemployment rate, even when additional public spending was increased
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less than average. Spain, Portugal, Sweden and Norway experienced above-average increases in
unemployment, combined with below-average spending increases. The U.S. is exceptional (along
with Canada) in experiencing a considerably above-average increase in the (narrowly measured)
unemployment, while incurring a large above-average public spending increase. The aboveaverage increase in public spending did not ‘trickle down’ into job protection in the U.S., Canada
and Australia.

2.2 Structural differences in socio-economic vulnerabilities
The disturbing truth is that the excessive COVID-19 deaths in the U.K. and the U.S. occurred
despite excessive relief spending, because of deep and long-standing flaws in British and
American economic, health, and social policies. These structural flaws were evident, well before
SARS-CoV-2 arrived, in stagnating longevity — which throughout history has signaled grave
societal problems (Woolhandler et al. 2021)—and also in the chronically widening gaps in
mortality across social classes, ethnic groups and geography. The COVID-19 health emergency is
reinforcing these long-standing economic and health inequities, often driven by patterns of racial
disparities in housing, income and wealth, employment, and social and political rights. 4 COVID19 deaths, hospitalizations and cases have disproportionately affected Black, Latino and
Indigenous people, who carry a greater burden of chronic diseases from living in disinvested
communities with poor food options, poisoned air quality, and less access to health care.
American Indian or Alaska Native people have died at 2.4 times the rate of white people, Black
people at 1.9 times the rate and Latino people at 2.3 times the rate, according to the CDC. Excess
mortality rates are even worse for these groups. People of color are more infected, because they
are more exposed and less protected – and face more challenges to get a diagnostic test.
Figure 5 plots the percentage change in life expectancy at birth (for the total population) during
2014-2018 against the number of cumulative confirmed COVID-19 deaths (per 100,000
population). The U.S. stand out for experiencing the largest decline in life expectancy (by 0.38%)
during these years. In addition to the U.S., only the U.K. (-0.06%) and Germany (-0.24%)
experienced declines in life expectancy – longevity increased in all other OECD countries, with
the largest relative gains in life expectancy occurring in Finland (+0.68%), Japan (+0.75%),
Norway (+0.80%), Korea (+1.11%) and Ireland (+1.12%). Changes in life expectancy are
negatively correlated with cumulative confirmed COVID-19 deaths – and the correlation is
statistically significant at 1%. The chart can thus be read as a rough indication of how strongly
long-standing economic and health inequities have reinforced the COVID-19 health emergency.

4

For instance, there is a strong relationship between obesity (and overweight) and low socioeconomic
status, and in general, countries with higher income inequality have higher levels of obesity &
overweight. See Figure A.2 in the Appendix.
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Figure 5
Scatterplot of percentage change in life expectancy (2014-2018) versus
cumulative confirmed COVID-19 deaths per 100,000 population

Sources: data on percentage change in life expectancy at birth (total population) during 20142018 are from World Bank’s World Development Indicators ( https://data.worldbank.org/
indicator/SP.DYN.LE00.IN?name_desc=false); data on COVID-19 mortality are from Johns
Hopkins University & Medicine, Coronavirus Resource Center (https://coronavirus.jhu.edu
/data/mortality); data up to February 23, 2021. Notes: (1) the average percentage change in life
expectancy at birth (total population) during 2014-2018 was 0.38% for the 22 OECD countries;
(2) the unweighted average cumulative confirmed COVID-19 mortality is 86.4 deaths per
100,000 population for the panel of 22 OECD economies; (3) the estimated linear relationship is
negative and statistically significant at 1%.

In general, structurally more unequal societies are hit harder by SARS-CoV-2 than more
egalitarian societies. The reason is that economically under-privileged groups in more unequal
countries are disproportionately more exposed to and vulnerable to the virus (Marmot et al.
2020b). As argued by the Lancet commission, this holds particularly true for the U.S.: Americans
are – on average – more vulnerable to the virus, because their (average) health was hurtling “on a
downward trajectory” already long before Trump took office and SARS-CoV-2 arrived
(Woolhandler et al. 2021, p. 707). In the U.S., most of those problems revolve around the longstanding and staggering inequality in incomes and health. Since the 1980s, the Lancet
commission details, “the disparity between social and economic classes has widened” as unions
were crushed, automation and globalization destroyed high-paying jobs by fissuring the
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workplace, and tax and social policies have “increasingly favoured the wealthy” (Woolhandler et
al. 2021, p. 707) “The suffering and dislocation inflicted by COVID-19,” the Lancet commission
sums up, “has exposed the frailty of the U.S. social and medical order.”
Figure 6 presents further evidence on the association between socio-economic inequality and
COVID-19 deaths for our panel of 22 OECD countries. On the horizontal axis, I measure the
difference between the Gini coefficient of (after-tax-and-transfer) income distribution of each
country and the panel-average Gini coefficient. On the vertical axis, I measure the difference
between COVID-19 deaths per 100,000 population in each country and the panel-average
COVID-19 mortality rate. The U.S. and the U.K. find themselves in the upper-right quadrant of
the graph, which means that they have above-average income inequality as well as above-average
COVID-19 mortality. Likewise, Spain, Portugal and Italy are clear cases of above-average
inequality and above-average mortality.
Countries including Denmark, Norway, Finland and also Germany are located in the lower-left
quadrant, as they feature below-average income inequality and below-average COVID-19
mortality. Australia, Canada, Japan and Greece recorded below-average corona-mortality but
have above-average income inequality. The continental European countries Austria, France, the
Netherlands, Sweden, and Switzerland have below-average inequality but above-average
COVID-19 mortality (albeit considerably lower than the mortality rates of the U.K. and the U.S.).
Belgium is an outlier in Figure 6, having low inequality but the highest COVID-19 mortality; the
reason for Belgium’s exceptionalism may lie in the fact that Belgian public health authorities are
reporting not only confirmed cases (which are mostly hospital deaths) but also suspected cases
(such as deaths in the community, especially in care homes). We must therefore keep in mind that
Belgium’s (arguably more realistic) recorded death rate is not strictly comparable to death rates
recorded in the other countries in the panel (see Figure A.1 and the discussion in the Appendix).
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Figure 6
Scatterplot of (after-tax-and-transfer) inequality (Gini) versus
cumulative confirmed COVID-19 deaths per 100,000 population

Sources: Gini-coefficients are from OECD Data (https://data.oecd.org/inequality/incomeinequality.htm ); data on COVID-19 mortality are from Johns Hopkins University & Medicine,
Coronavirus Resource Center (https://coronavirus.jhu.edu/data/mortality); data up to February 23,
2021. Notes: (1) the average (after-tax-and-transfer) Gini coefficient for the panel of 22 OECD
economies is 30.9; the figure reports country-wise deviations from this average; (2) the
unweighted average cumulative confirmed COVID-19 mortality is 86.4 deaths per 100,000
population for the panel of 22 OECD economies; the figure reports deviations from this average.
(3) the estimated linear relationship is positive and statistically significant at 2.5% (when I
exclude the observations for Belgium from the regression).

2.3 Fiscal constraints
Cumulative public relief spending to cushion the negative impacts of the health emergency for
households and vulnerable businesses (recorded until January 2021) varies between €815 per
person in Spain and €5490 per capita in Australia (see Figure 7). Average cumulative relief
spending is €2778 for the 22 OECD economies in the panel. On a per-capita basis, Germany and
Finland did spend more than 5 times as much on COVID-19 relief than Greece and Spain, and
more than 2½ as much as Italy.5 Differences in per-capita relief spending are not always due to
fiscal constraints (facing governments), as is shown by Denmark, Korea and New Zealand which

5

Public relief spending includes spending on (temporary) employment subsidies such as the Kurzarbeit
scheme to preserve jobs and workers’ incomes in Germany.
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all have below-average per-person relief funding in combination with relatively low COVID-19
death rates (see Figure 1).

Figure 7
Additional public spending on COVID-19 relief
(in euro’s & until January 2021)
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Sources: Data on additional public spending, until January 2021) are from the IMF (2020)
October 2020 Fiscal Monitor Database of Fiscal Measures in response to COVID-19; data on
GDP and population are from AMECO database.

But in countries such as France, Spain, and Italy, where per-capita spending was relatively low
and COVID-19 mortality relatively high, the fiscal capacity of government to raise spending to
cushion the economic impact of the health emergency (especially for households and vulnerable
businesses) was compromised – because these (already highly-indebted) governments had limited
access to financial (bond) markets and no national lender-of-last-resort.
Figure 8 illustrates more directly which countries are facing fiscal constraints and which not. On
the horizontal axis I plot the 2019 public debt-to-GDP ratio for the 22 countries and the vertical
axis measures cumulative public COVID-19 relief spending per person (until January 2021). If I
exclude the U.S. (which is a clear outlier), I find a statistically significant negative correlation
between public debt and per-capita corona relief spending – which means that per-capita
emergency spending is lower, the more highly indebted the country is. As shown by the figure,
this holds true for Belgium, France, Greece, Italy, Portugal, and Spain, which are all – not
coincidentally – heavily indebted Eurozone countries lacking monetary sovereignty. The U.S. is
the exception, having an above-average public-debt-to-GDP ratio as well as the highest per16

person COVID-19 relief spending. Due to its privilège exorbitant, the U.S. government faces no
immediate fiscal restriction. (We have already seen above that despite the exorbitant relief
spending, the U.S. COVID-19 death rate is among the highest in the panel.)

Figure 8
Scatterplot of public debt in 2019 (% of GDP) versus
additional public spending on COVID-19 relief (euros per person)

Sources: Data on public debt in 2019 (as percentage of GDP) are from AMECO Database; data
on additional public spending, until January 2021) are from the IMF (2020) October 2020 Fiscal
Monitor Database of Fiscal Measures in response to COVID-19; data on GDP and population are
from AMECO database. Note: the estimated linear relationship is negative and statistically
significant at 1% (when I exclude the observations for the U.S. from the regression).
Figure 9, finally, shows that the level of per-person public COVID relief spending matters for the
public health outcome. Figure 9 plots cumulative per capita public relief spending (in euros)
against cumulative confirmed COVID-19 deaths (per 100,000 population). The estimated linear
relationship has a statistically significant negative slope: the higher the per-person relief, the
lower the corona death rate. The U.S. is, again, a worrying outlier, combining the 2nd highest per
capita relief spending and the 5th highest COVID-19 death rate.
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Figure 9
Scatterplot of additional pubic spending on COVID-19 relief (euros per person) versus
cumulative confirmed COVID-19 deaths per 100,000 population

Sources: Data on additional public spending, until January 2021) are from the IMF (2020)
October 2020 Fiscal Monitor Database of Fiscal Measures in response to COVID-19; data on
GDP and population are from AMECO database. Data on COVID-19 mortality are from Johns
Hopkins
University
&
Medicine,
Coronavirus
Resource
Center
(https://coronavirus.jhu.edu/data/mortality); data up to February 23, 2021. Note: the estimated
linear relationship is negative and statistically significant at 2.5% (when I exclude the
observations for the U.S.A. from the regression).

A closer look at Figure 9 reveals that six more countries – Korea, Finland, Norway, Japan,
Australia and New Zealand – do not fit the negative relation between spending and mortality.
Korea, Finland, Norway and Japan succeeded in containing COVID-19 deaths at low levels of
per capita relief spending; Australia and New Zealand managed to protect public health as well,
but with much higher levels of public spending (comparable to that of the U.S.) This reinforces
the conclusion based on Figure 2: the ‘quality’ of the public intervention matters, and pro-active
and consistent public health responses did (so far) contain health impacts at manageable costs.

3. Lessons for the age of consequences
The negative impacts of the SARS-CoV-2 health emergency have been amplified by a
longstanding failure of governance, which did not prioritize the conditions for good health; by the
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continuing increases in economic and social inequalities and poverty; by a perpetual policy of
austerity and consequent cuts to funding of essential public services (including public health
infrastructure) that were sharply regressive; and by a poor state of the health of the population.
Now, with vaccines coming on stream, there is talk of getting back to ‘normal’. But the ‘normal’
that existed in February 2020 and before is neither normal nor acceptable. The COVID-19 health
emergency must be taken as an opportunity to build a healthier, more resilient and therefore more
equal society. This will be possible only if macroeconomists learn from their past mistakes and
change – from being part of the problem to contributing to the solution. Here follow macro’s
main failings. For reasons of space, I focus on the U.K. and U.S., the two economies suffering the
most from pre-existing socio-economic inequalities and vulnerabilities and arguably hit hardest
by SARS-CoV-2.

3.1 The deadly legacy of austerity
The crisis exposed the hypocrisy of government-deficit hawks and balanced-budget conservatives
(including many political ‘progressives’ and most mainstream macroeconomists). All of a
sudden, the U.S. and U.K. governments could spare trillions of dollars and billions of pounds for
companies big and small, as well as for helicopter drops of cash for households – spending that
was earlier deemed unaffordable and out-of-bounds. Swiftly, governments presided over the
largest peacetime spending bills in history—in reaction to the monumental failure by the same
governments to prepare for the public-health calamity that had long been predicted. For
generations, mainstream macroeconomists argued that governments do not have the money to
pay for public services, provide healthcare, invest in our infrastructure, or provide income for
seniors and low-income families. Just like a household, it was always argued, the government
must balance its budget or else risk running up inflation and high levels of debt—and ultimately
bankrupting the nation. What happened was the exact opposite: decades of fiscal austerity
weakened economies and governments, created social and political fragmentation and, by
aggravating economic and health inequalities, made populations significantly more vulnerable to
the corona-virus.6
Let me first consider Britain, the sixth largest economy in the world. Since 2010, the
conservative-led British (coalition) government prioritized government deficit reduction above
anything else. The public deficit was cut by deep (social) spending cuts (including on health care)
and reductions in public-sector jobs (plus comparatively small tax increases) in order to boost
6

The exception to this general trend was higher public spending by the U.S., the U.K. and other
countries to counter terrorist-spread pandemics. During 2010-2019, U.S. federal government agencies
allocated a total of $13.2 billion to R&D countermeasures, managed by the Biomedical Advanced
Research and Development Authority (BARDA) and Project BioShield, and to procurement of
countermeasures by the Strategic National Stockpile (SNS). See Lazonick and Hopkins (2020).
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‘confidence’ of (financial) investors and hence promote investment and growth. 7 The British
‘expansionary austerity’ measures were a comprehensive failure on their own terms, as they
delivered little growth and failed to reduce the public debt-to-GDP ratio. The deep spending cuts
did succeed in slowly reducing Britain’s public deficit (excluding interest payments) from 6.4%
of GDP in 2010 to 0.2% of GDP in 2019, but British public debt continued its inexorable rise:
from 74.4% of GDP in 2010 to more than 86% during 2015-17.
Economic stagnation, the rising cost of living, cuts to social security and public services,
stagnating real incomes for 60% of the population, stalling social mobility, rising costs of
housing8, and high household indebtedness created a deeply damaging situation in which millions
British citizens are not just struggling to make ends meet, but also affected most by the mental
health impacts of their precarious living conditions. Income inequality (measured in terms of the
S80/S20, P90/P10, the Palma ratio and the share of the richest 1%, using ONS data) increased
during 2011-2019.9 Bourquin, Joyce and Norris Keiler (2020, p. 5) of the Institute for Fiscal
Studies (IFS) conclude:
“The COVID-19 crisis hit at a time when income growth had already been extremely
disappointing for some years. Median (middle) household income was essentially the
same in 2018−19 (the latest data) as in 2015−16. This stalling itself came after only a
short-lived recovery from the Great Recession. The combined effect had been a decade of
unprecedented poor improvements in living standards, with average income before
housing costs having grown less than over any other 10-year period since records began in
1961. [….] Trends among low-income households had been worse still – they had
experienced five years of real income stagnation between 2013−14 and 2018−19. This
was entirely due to falls in income from working-age benefits and tax credits, which
offset growth in employment incomes.”
As a result, well before the onset of the SARS-CoV-2 health crisis, around 14.5 million British
citizens (22% of the population) had an income below 60% of the country’s median income (after
deduction of housing costs), a number which includes more than 4.2 million children (30 percent
of all British children). Nine children in a classroom of 30 are growing up in poverty in Britain.
Children from black and minority ethnic groups are far more likely to be in poverty: 46 per cent
7

8

9

For every £100 of deficit reduction, £85 came through spending cuts, while £15 was through increased
taxes – according to Paul Johnson (2013), Director of the Institute for Fiscal Studies.
The cost of social renting in England increased by 40% during 2008-16, while incomes stagnated,
pushing many people (further) into poverty and worsening mental and physical health. 35% of English
households in the private rental sector were living in poverty as a result of their housing costs in 201718 (Marmot et al. 2020a, p. 109).
Inequalities in the social determinants of health between English regions have grown, partly caused by
widening regional inequalities in wealth, income, employment and government funding. These
inequalities now contribute to regional inequalities in mortality from COVID-19 (Marmot et al.
2020b).
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are in poverty, compared with 26 per cent of children in white British families. The number of
people given three days’ emergency food by the Trussell Trust rose from 2,814 in 2005-06 to
61,468 in 2010-11 (Grice 2015) and to more than 1.9 million in 2019-20 (Trussel Trust 2020).
Crucially, work does not provide a guaranteed route out of poverty in the U.K.: the number of
people in work and living in poverty increased from just over three million in 2010-11 to 4
million workers (or 7½% of the labor force) in 2017-18, with 2.6 million of them in full-time
employment (Marmot et al. 2020a). 72 per cent of children growing up in poverty live in a
household where at least one person works (Child Poverty Action Group 2021). Public sector
employment was cut from 6.4 million jobs in 2010 to 5.4 million jobs in 2017, and the number of
people on zero-hours contracts has been increased from 168,000 in 2010 to nearly 900,000
people in 2018. The result is that
“Workers whose livelihoods look most at risk during the COVID-19 crisis already tended
to have relatively low incomes, and were relatively likely to be in poverty, prior to the
onset of the crisis. Employees working in ‘shut-down sectors’, such as hospitality, were
already almost twice as likely to be in poverty as other employees, and poverty rates were
higher still for self-employed people working in these sectors. Cleaners and hairdressers
stand out as groups with higher poverty rates than other workers who are unlikely to be
able to work from home.” (Bourquin et al. 2020, p. 5)
Box 1 lists some of the ways in which austerity has affected public health policy in the U.K.
Overall, it has been lethal: more than 130,000 deaths in the UK between 2012 and 2017 could
have been prevented if improvements in public health policy dealing with preventable ill-health
had not stalled as a result of austerity cuts (Hochlaf, Quilter-Pinner and Kibasi 2019). Of course,
one has to be careful when drawing this conclusion; after all, the fact that austerity was followed
by failure of health to improve, widening health inequalities and higher preventable mortality
does not prove that the one caused the other. But as epidemiologist Sir Michael Marmot (Marmot
et al. 2020a, p. 5) argues, the link is entirely plausible, given what has happened to the social and
economic determinants of health:
“From rising child poverty and the closure of children’s centres, to declines in education
funding, an increase in precarious work and zero hours contracts, to a housing
affordability crisis and a rise in homelessness, to people with insufficient money to lead a
healthy life and resorting to foodbanks in large numbers, to ignored communities with
poor conditions and little reason for hope. And these outcomes, on the whole, are even
worse for minority ethnic population groups and people with disabilities.”
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Box 1
Austerity and public health policy: the U.K. and the U.S.








the U.K.
Between 2009-10 and 2018-19 spending 
on National Health Services (NHS)
declined from 7.6% to 7.2% of GDP. In
terms of growth as a percentage of GDP, 
the nine-year period since 2009-10 is the
lowest since the first decade (1948-58)
of the National Health Service (NHS).
Government spending declined from 
42% of GDP in 2009-10 to 35% of GDP
in 2018-19. Social protection and
education spending each declined by 1.5
percentage points of GDP.

In 2007-08, 45% of all government
spending on the early years and
childcare support was targeted explicitly
at low-income families. By 2018, the
share of public spending on low-income
families had decreased to 27%.
The number of hospital beds has been
negatively affected by Private Equity
buyouts of hospitals



British government spending has not
only declined in key social determinants
of health, but that is now also allocated 
in a regressive manner – meaning that
spending allocations are less weighted
towards deprived areas and communities
than previously.

Source: Marmot et al. (2020a, 2020b).

the U.S.A.
Between 2002 and 2019, the share of US
health spending devoted to public health
fell from 3·21% to 2·45% of GDP.
Funding of the Public Health Emergency
Preparedness Program-me (the main
source of federal support for state and
local public health emergency capacity)
fell by one-third.
As a consequence of funding shortfalls,
state and local public health agencies
lost 50,000 positions, a 20% decrease in
the front-line workforce for fighting
epidemics.
Access to medical care, always
compromised in the U.S., contracted
further during the Trump administration.
One million health-care workers and
many immigrant workers at high risk of
coronavirus exposure were uninsured at
the beginning of the COVID-19 health
emergency. The number of people
without health insurance had increased
by 2.3 million during Trump’s
presidency, even before COVID-19crisis-driven losses of employmentbased coverage increased the number of
uninsured people by millions.
The number of hospital beds has been
negatively affected by Private Equity
buyouts of hospitals (in favor of
outpatient care); see Appelbaum and
Batt (2020).
During 2010-20, the budget of Centers
for Disease Control and Prevention
(CDC) was lowered by 10% (inflationadjusted). A hiring freeze in 2017 left
hundreds of CDC positions for
researchers and officials vacant.

Source: The Lancet commission on ‘Public
Policy and Health in the Trump Era’
(Woolhandler et al. 2021, p. 708).
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Improvements in British life expectancy at birth, which between 1981 and 2010 increased by an
average of 0.20 years for women and 0.27 years for men, have stalled in 2011 and have turned
into declines during 2014-2018.10 Mortality of the British middle-aged has begun to rise, one
reason being the rise in the so-called ‘deaths of despair’ (Case and Deaton 2020): deaths from
suicide, drug and alcohol overdose and alcohol-related liver disease, which, in turn, are related to
the cumulative toll on mental health caused by rising job insecurity, growing precariousness, and
economic hardship.11 The evidence is clear: austerity by consecutive conservative governments
widened socio-economic inequalities in Britain, which in turn reinforced existing inequalities in
physical and mental health more generally.12
As a result, Britain was comparatively badly prepared for SARS-CoV-2. Helped by the Johnson
government’s exceptionally poor handling of the health emergency, Britain is recording a
relatively high COVID-19 death toll, with inequalities in COVID-19 mortality rates following a
similar social gradient to that seen for all causes of death.13 Mortality risks from COVID-19 are
two to three times higher among BAME (Black, Asian and Minority Ethnic) groups than for the
white population (Marmot et al. 2020b, p. 20). These differences in mortality risks are reinforced
by differences in occupational risks: mortality risks are far lower for people in the white-collar
‘professional’ occupations who can work from home, than mortality risks for people in ‘essential’
or ‘elementary’ occupations such as health-care workers, (hospital) cleaners and domestic
workers, postal workers, bus and coach drivers whose jobs cannot be undertaken from home
(Marmot et al. 2020b, pp. 31-34). These ‘essential’ workers often hold precarious, zero-hours
jobs, especially in care work and cleaning.
In the U.K., 11 million people have been furloughed, losing 20% of their income or more in
many cases; the number of people relying on Universal Credit has increased from 3 million in
March 2020 to 6 million today; and more than 70,000 households have been made homeless
since March 2020.14 Wealthier households and retirees mostly managed to maintain their incomes
and have built up around £180 billion of cash savings, while the wealth of British billionaires
10

11

12

13

14

See Deutschl et al. (2020). Britain has the worst healthy life expectancy of any other European country.
And the situation for children is equally bad: the under-five mortality rate in the U.K. in 2019 was 4.1
deaths per 1,000 live births – one of the worst performances in western-Europe. Whatever metric one
chooses, the U.K.’s health performs worse than comparable European nations (Horton 2020a).
The number of such deaths per 100,000 adults has risen from about 30 to 61 for middle-aged men (4554 years) and from 15 to 26 for middle-aged women (45-54 years) during 1993-2017 (source: Figure 5,
p. 8, in Joyce and Xu 2019).
Ken Loach’s film ‘I, Daniel Blake’ is a powerful indictment of the cruelty of British austerity. At the
same time, the film is a positive statement of the decency and solidarity of (extra)ordinary people when
the state abandons its basic duties.
COVID-19 is a ‘disease of poverty’. Evidence shows that more deprived communities have
significantly higher case rates and significantly more admissions to intensive care. A major reason for
this is that people in low-wage jobs and in poor and over-crowded housing conditions cannot selfisolate.
This paragraph is based on Macfarlane (2021).
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rose by 35% (or £40 billion). Tech-companies, estate agents, delivery companies, supermarkets
and government subcontractors are making higher-than-ever profits (Macfarlane 2021). It is clear
that the current crisis will leave legacies that will aggravate the pre-existing inequalities in the
long term (Blundell et al. 2020).
A similar story can be told for the U.S. Box 1 details the impacts of austerity on American public
health funding and policy preparedness (Woolhandler et al. 2021; Liao and De Maio 2021). Well
before the COVID-19 health emergency, life expectancy at birth in the U.S. began to decline due
to the crisis of premature mortality affecting most demographic groups. But Black, Native
American and Alaska Native people were the demographic groups most affected by premature
mortality. Before the COVID-19 crisis, midlife (aged 25–64 years) mortality for Native
American and Alaska Native people was 59% higher and for non-Hispanic Black people was
42% higher than for non-Hispanic white people. According to estimates by the Lancet
commission, premature (avoidable) mortality in the U.S. is staggeringly high: in 2018 alone,
416,000 (mostly Black and Native) Americans would still have been alive if age-specific
mortality rates in the U.S.A. had remained equal to the average of the other six G7 nations. These
inequalities in premature mortality mirror high and widening economic inequality, with rising
incomes for the wealthiest decile of the population (and huge gains for the very rich), but
stagnant real incomes for the bottom 50%. As Woolhandler et al. (2021, p. 713) write:
“By 2014, the life expectancy of the wealthiest 1% of men was 15 years longer than that
of the poorest 1%; the difference for women was 10 years. Between 2000 and 2014, adult
life expectancy increased by over 2 years for people in the top half of the income
distribution, while the lower half of the income distribution had little or no improvement,
and mortality increased among low-income white women.”
COVID-19 has increased these health inequalities. Due to SARS-CoV-2, the longevity gap
between Black and white people increased by more than 50%. Overall age standardized COVID19 mortality rates for people of color are 1.2 times to 3.6 times higher than for non-Hispanic
white people.
In the U.S., high income inequality (in specific counties) is linked to the breakdown of critical
social systems and public infrastructure, including education, transportation, and health care (in
those counties) (Lia and De Maio 2021). Accordingly, the sad – and entirely predictable – result
of these structural inequalities driving health outcome is that (age-adjusted) mortality rates
among Black and Hispanic populations are 3.6 and 3.2 times higher, respectively, than for the
non-Hispanic White population – figures expected to increase substantially in the coming months
(Woolhandler et al. 2021; Liao and De Maio 2021).
Austerity is doubtlessly a major factor in all this. But abandoning austerity will not be enough,
because it was part of a larger, four-decade long drift toward neoliberal policies that bolstered
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corporate profits15, privatized government services16, and reinforced structural racism. In the
words of the Lancet commission,
“[Obama’s Affordable Care Act’s] provider-payment strategies reinforced decades of
market-oriented reforms that made profitability the fundamental measure of performance,
drove the commodification of care, and increasingly vested control in investor-owned
conglomerates. Commercial interests have, for decades, promoted a health-care paradigm
overly reliant on biomedical interventions, particularly pharmaceuticals, at the expense of
holistic approaches to care and attention to social determinants of health.” (Woolhandler
et al. 2021, p. 710).
Austerity has failed the U.S. population and so has the model of shareholder-value maximization
applied to health-care.

3.2 The toxic obsession with the equity-efficiency trade-off
Mainstream macroeconomists have blinders on when it comes to dealing with economic
inequality. To most, inequality is an issue outside the scope of macroeconomics, because in their
favored DSGE models, neither monetary nor fiscal policy can, by assumption, do much about it,
nor does inequality matter in determining long-run (potential) growth (Storm 2021). In addition,
most macroeconomists tend to believe that attempts to reduce inequality (by redistributive
policies) come at the cost of lower long-run growth. That is, they believe that there exists a tradeoff between ‘efficiency’ (which is taken to mean the ‘maximization’ of real GDP) and ‘equity’
(which refers to how GDP is distributed).17 If the trade-off holds, a more unequal distribution of
15

16

17

Recent research by Gupta et al. (2021) shows that private-equity (PE) ownership increases the shortterm mortality of Medicare patients by 10%, implying 20,150 lives lost due to PE ownership over the
12-year period of investigation. This is accompanied by declines in other measures of patient wellbeing, such as lower mobility, while taxpayer spending per patient episode increases by 11%.
For instance, a Wall Street Journal investigation found that the Occupational Safety and Health
Administration failed to thoroughly investigate worker conditions at an American Airlines subsidiary
during the pandemic, despite multiple employee complaints and a COVID-19 outbreak that led to one
death.
In theory, the efficiency-equity trade-off has been shown to exist within the Arrow-Debreu general
equilibrium model of complete and perfectly competitive markets. Because the general equilibrium
outcome is Pareto-efficient, no consumer could be made better off by any alternative allocation of
given endowments allocations without making another consumer worse off. Any (redistributive)
intervention in this totally unrealistic ‘first-best’ system will lead to Pareto-inferior outcomes – hence
the trade-off. But as soon as one steps outside the first-best Arrow-Debreu universe and allows for
incomplete markets, uncertainty, unemployment, informational problems, or market power, none of the
first-best conclusions hold and there is also no presumption that ameliorating one of these problems
(for instance, breaking up an oligopoly) will improve overall efficiency – as shown by Lipsey and
Lancaster (1956) in their theory of the second-best (Lipsey 2007). It is a mystery, why the trade-off is
believed to exist in the real world, even ignoring the Sonnenschein-Mantel-Debreu theorem.
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income would lead to higher economic output. “This is the one lesson concerning the distribution
of income about which almost everyone agrees”, writes Greg Mankiw (2015, p. 429) with great
confidence. In this mistaken but dominant view, more equality necessarily means less efficiency,
and hence fewer goods to be distributed. A society must balance its desire for a more egalitarian
society, it is claimed, against the conflicting desire for affluence. The equality-efficiency tradeoff provides a ready justification for economic inequality—as it implies that reducing inequality
is (too) costly. The belief in this trade-off has had toxic effects – the rising economic and health
inequalities already mentioned above – but most ‘serious’ macroeconomists stubbornly uphold it,
quite in line with Friedrich Nietzsche’s aphorism that “a bad conscience is easier to cope with
than a bad reputation.”

Figure 10
Scatterplot of (after-tax-and-transfer) Gini coefficients versus
change in real GDP during 2019-2020

Sources: Data on real GDP are from AMECO Database. Data on inequality (Gini coefficients)
are from the OECD (https://data.oecd.org/inequality/income-inequality.htm ). Note: the estimated
linear relationship is negative and statistically significant at 1% (when I exclude the observations
for the U.S.A. from the regression).

The COVID-19 health emergency is exposing the equality-efficiency trade-off as a myth: it does
not prevail in practice. Figure 10 illustrates the point when it comes to the efficiency with which
countries are handling the COVID-19 crisis. It shows that more unequal economies suffered a
deeper recession due to the COVID-19 health emergency – as (roughly) a one-point increase in
the Gini coefficient is associated with a decline in real GDP by ½ percentage point. More
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egalitarian countries were more ‘efficient’, in terms of macroeconomic costs, in responding to the
emergency – a conclusion that is reinforced in terms of public health impacts by the finding from
Figure 6 that SARS-CoV-2 mortality rates are significantly higher in more unequal societies.
We can look at the same issue in one more way. Relatively inegalitarian Britain, which has a Gini
coefficient (after tax and transfers) of 0.36, suffered 100 COVID-19-deaths more (per 100,000
population) than relatively egalitarian Germany (with an after-tax-and-transfer Gini coefficient of
0.29), while spending roughly the same amount of money of relief measures than Germany on a
per-person basis (i.c. €3,198 per British citizen versus €3,334 per German citizen). Britain further
experienced its deepest annual fall in GDP since the 18th century (with real GDP in 2020 down
by 10.3% relative to 2019), while Germany’s real GDP declined by ‘only’ 5.6%. Likewise, the
inegalitarian U.S. (having a Gini coefficient of 0.39) suffered 70 COVID-19-deaths more (per
100,000 population) than more egalitarian Germany, while spending almost double the amount of
money on COVID-19 relief than Germany (i.c. €6,525 per American citizen versus €3,334 per
German citizen). Comparing the U.S. with Denmark (why not?) is even more sobering: Denmark
has a (after-tax-and-transfer) Gini coefficient of 0.25 and lost 122 persons less (per 100,000
population) to SARS-CoV-2 than the U.S., while spending less than half the amount of money
(i.c. €3,061 per Danish citizen versus €6,525 per American citizen). The recession of the Danish
economy (a decline in real GDP of 3.9%) was less painful than the American recession (a decline
in real GDP of 4.6%). Therefore, more unequal countries suffer from a deeper recession and
much higher mortality, while spending more on COVID-19 relief. The reason is that high income
inequality is associated with the breakdown of critical social systems and public infrastructure –
and with greater social fragmentation and poor governance of the economy and of public health.
In recent congressional testimony, Federal Reserve Chair Jerome Powell rejected the notion that
the goals of equality and growth necessarily conflict. Senator Elizabeth Warren (D-MA) put the
question to him directly:
“You’ve talked a lot about how inequality undermines opportunity and mobility, and
you’ve described it as something that holds our economy back. So, I take it from these
comments that you believe that inequality weighs our economy down and stunts economic
growth. Is that a fair statement?”
To which Powell replied: “Yes, it is.”18
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In recent years, economists working in the IMF and the OECD finally began to understand that one
cannot separate issues of economic growth and stability on the one hand and equality on the other. In a
similar vein, Anna Stansbury and Lawrence Summers (2020, p. 56) conclude that “the shift towards
more corporate income, that occurs as [the wage share declines], operates to raise saving and reduce
demand. [….] So, decreases in labor power may operate to promote the reductions in demand and
rising gap between private saving and investment that are defining features of secular stagnation.”
Knowledgeable macroeconomists such as Lance Taylor (2020) knew this all along; Taylor’s (2020)
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The economic and health (deficiency) impacts of the COVID-19 emergency are unevenly
distributed and hence will further deepen pre-existing inequalities, particularly so in the most
unequal OECD countries. If not undone, the entirely predictable macro impact of heightened
income and health inequalities will be a reinforced shortage of aggregate demand19, feeding into
slower long-term growth and stagnating (median) living standards (Storm 2017; Taylor 2020).
Secular stagnation will become hard-wired into our economic systems – turning the short-term
recession into permanently lowered economic growth. This shows how dangerous the equalityefficiency trade-off myth actually is, because by stubbornly prioritizing ‘efficiency’ over ‘equity’,
we ended up in the worst possible outcome, conspicuously failing on either count.20
What is also not counted is the political fall-out of staggering inequality and growing economic
and health deficiencies for the majority. As pointed out by the Lancet commission, in the U.S.,
the 2016 county-level vote for Trump was closely correlated with mortality trends. Counties in
which more than 60% of people voted for Trump had higher life expectancy in 1980 than those
counties in which more than 60% of people voted for Clinton. However, by 2014, the Trump
counties lagged more than 2 years behind counties that had voted for Clinton (Woolhandler et al.
2021, p. 713). Helped by political money (Ferguson, Jorgenson and Chen 2019, 2021), four
decades of neoliberal policies that wreaked economic hardship and worsened health, also
precipitated the rightward political shift that led to Trump’s election, what might be labeled a
‘politics of despair’ (Woolhandler et al. 2021, p. 714). The societal cost of this political shift is
difficult to overstate.

3.3 The oppressive power of functionless financial investors
The SARS-CoV-2 health emergency has accentuated as never before the oppressive power of –
what Keynes (1936, p. 376) called – ‘functionless financial investors’ over central bankers,
treasury officials, politicians and the real economy. The excessive liquidity preference of these
functionless investors is a structural causal factor underlying the ongoing secular stagnation and
weakening of the real economy (Storm 2017; Palma 2020; Taylor 2020) and, as such, a major
driver of heightened public-health vulnerabilities. And these functionless investors have grown so
big as to become of systemic importance to the stability of the financial system. Exploiting its
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recent model analysis demonstrates how rising income (and wealth) inequality has been holding back
U.S. economic growth (see also Storm 2017).
The rich have a higher propensity to save than the poor. Data for the U.S. (1980-2008) by Saez and
Zucman (2016) show that the average savings rate of the bottom 90% of income earners hovers around
2%. The top 10% to top 1% of income earners save roughly 10% and the top 1% saves around 33% of
its income. Greater inequality therefore increases the national savings rate and lowers aggregate
demand – because the (super-)rich do not reinvest their savings/wealth in the real economy.
Automation, AI and robotics are factors complicating the argument on this point, because many
routine-based jobs are vulnerable to easy automation and distance performance. See Storm (2017) for
an analysis of growth in a dual economy.
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systemic importance, the rentier class has taken central banks and treasury officials hostage to
push its partisan interests (Palma 2020). The corona-crisis has entrenched rentier power over the
macroeconomy even further. Let us see how this has happened.
Predictably, stock markets crashed in early 2020, following the immediate stoppage of economic
activity as financial investors adjusted to the new (unexpected) reality of a world with SARSCoV-2. As shown in Figure 11, the S&P500 Index lost 27% in just seven weeks – between the
week of 07-02-2020 and the week of 20-03-2020. But then the panic was over. There followed a
remarkably quick recovery and by early July 2020, the S&P500 Index was back at the level of
early February. Overall, the Index increased by 63% during 20-03-2020 and 19-02-2021 – and is
now 18½% higher than on 07-02-2020. This is quite extraordinary for a year in which the U.S.
economy tanked (real U.S. GDP fell by 4.6%), U.S. unemployment (narrowly defined) increased
by 4.2 percentage points (or 7 million additional unemployed workers), and debt of the U.S.
government rose by 19.2 percentage points of GDP.

Figure 11
S&P500: stock-market ‘panic’, followed by ‘mania’
(February 2020-February 2021)
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Source: S&P Dow Jones Indices, FRED Database. Notes: The index is shown in thousands; rates
of growth indicated in the figure are for the respective phase.

Many observers fear that it is another mania. Veteran financial investor Jeremy Grantham, the
British co-founder of the U.S. investment firm GMO, for instance, warns that a ‘a fully-fledged
epic bubble’ has formed on Wall Street (Pratley 2021). “Featuring extreme overvaluation,
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explosive price increases, frenzied issuance, and hysterically speculative investor behaviour, I
believe this event will be recorded as one of the great bubbles of financial history,” Grantham
wrote in a letter to investors.
The mania is not confined to just the stock market. U.S. home prices have soared during 2020, as
households took on almost $1.2 trillion in new mortgage debt in the final three months of 2020,
the highest quarterly volume in the history of the New York Fed’s data (which begin in 2000).21
U.S. households refinanced more mortgage debt in 2020 than any time since 2003, while
mortgages taken out to purchase a home surged to the highest since 2006. First-time buyers took
on more debt than at any time in history. Collectively, homeowners withdrew $182 billion in
home equity in 2020, or an average of about $27,000 for each household (Chappata 2021). Note
that more than 70% of originations in Q4 of 2020 went to borrowers with the highest credit
scores (higher than 760), which means that those benefiting from the boom in housing prices are
Americans who are disproportionately the most creditworthy already (Chappata 2021).
The renewed ‘mania’ is, according to IMF economists Tobias Adrian and Fabio Natalucci (2021),
driven by a combination of factors: a belief that unprecedented government COVID-19 relief
measures for households and businesses will continue; the expectation that interest rates will
continue to remain very low for the foreseeable future, which helps to explain the attractiveness
to speculators of monopolistic tech firms22, the revenue streams of which are tilted far into the
future; the hope that vaccines rollouts will enable a global economic recovery already in 2021;
and, most crucially, an almost universal confidence that central banks will, in all circumstances,
continue to unconditionally backstop private financial markets (by directly buying private bonds).
The Federal Reserve bought about $12 billion in corporate bonds (including junk bonds) and
exchange-traded funds made up of corporate debt – notably without conditions requiring those
corporations of which it bought those bonds, to keep all their employees. The bond purchases are
intended to ensure that the corporate bond market functions smoothly and that large corporations
can borrow by issuing debt. While its purchases have been relatively small relative to the size of
the overall market, the Fed’s actions have restored confidence in the bond market and enabled
large U.S. companies to embark on a borrowing binge. Adrian and Natalucci (2021) point out the
dilemma facing central bankers:
“While there is for now no alternative to continued monetary policy support, there are
legitimate concerns around excessive risk-taking and market exuberance. This situation
creates a difficult dilemma for policymakers. They need to keep financial conditions easy
21
22

This paragraph draws on Chappata (2021).
During February 24, 2020 and February 24, 2021, the share prices of Facebook, Alphabet (Google) and
Amazon rose by 34%, 51%, and 60%. The stock price of Zoom Video Communications grew by 260%,
while the share price of Tesla increased by 350% over the same 12-month period. As a result, U.S.
billionaire wealth has ballooned by over $1 trillion since the beginning of the pandemic in March 2020
(Collins 2020).
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to provide a bridge to vaccines and to the economic recovery. But they also need to
safeguard the financial system against unintended consequences of their policies, while
remaining in line with their mandates.
With investors betting on persistent policy backstop, a sense of complacency appears to
be permeating markets; coupled with apparent uniform investor views, this raises the risk
of a market correction or “repricing.” A sharp, sudden asset-price correction—for
example, as a result of a persistent increase in interest rates—would cause a tightening of
financial conditions. This could interact with existing financial vulnerabilities, creating
knock-on effects on confidence and jeopardizing macro-financial stability.”
The dilemma is not at all a new one, however, as J. Gabriel Palma (2020) explains: ever since the
early 2000s, the actions of central bankers to contain financial panics by providing liquidity have
turned financial markets into a state of ‘perpetual mania’. As Palma (2020, p. 13) mockingly
observes:
“Indeed, while output, employment and investment were sinking like a stone [….], one
financial insider lamented, “… our biggest mistake may be that we have not been
optimistic enough”,
adding:
“Banking on perpetual fiscal and monetary stimulus, a fear of underperforming the market
prompted money managers to chase the gains, despite bleak prospects for the real
economy and WHO’s warning about the pandemic becoming endemic – they just could
not miss out on the next Tesla.” (Palma 2020, p. 16).
Central bankers, given the task to safeguard the stability of the financial system, are in the
stranglehold of financial speculators, who, using the ultra-low interest rates, continue to
speculate, taking excessive risks, while knowingly betting on a persistent and unconditional
policy backstop. Hence, central bank Quantitative Easing (QE) policies designed to help reduce
systemic risks in financial systems, are, paradoxically, enlarging these risks – driven by low
interest rates and the growing mismatch between abundant liquidity and a relative shortage of
safe financial assets (Palma 2020; Kane 2020).
Importantly, QE’s capacity for reactivating the real economy has been minimal, as the extra
liquidity mostly stays within the financial system where it is used for anything but creating
additional productive capacities.23 The situation is even worse: the excessive liquidity preference
of rentiers is a structural causal factor underlying the secular stagnation of the real economy. It is
precisely because major asset markets are backstopped by central banks that the excess liquidity
23

“Indeed, (according to Moody’s) in the UK less than 1% of the resources generated by new corporate
bonds after ‘QE’ (quantitative easing) were used to create new productive capacities.” (Palma 2020, p.
3).
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is used for financial investments with ‘safe and high returns’ – rather than for risky and lower
returns in the real economy.
The remarkable increase in the concentration of the asset management industry24 has been a key
factor in strengthening the stranglehold of the rentier class on central banks and governments,
because the “correlated behaviour of big conglomerates, combined with their sheer size, has
repercussions on asset price stability that are mostly felt during times of market stress” (BenDavid et al. 2020, p. 29). Excessive concentration in the U.S. asset management complex poses
systemic risk – and exploiting its systemic importance, the rentier class has taken central banks
hostage to push its partisan interests (Palma 2020).
Accordingly (and no matter how much this violates every possible principle of ‘market
economics’), given the ‘perpetual orgy’ in financial markets, to borrow Palma’s (2020) words,
financial firms use the real economy to extract even more liquidity to be employed in win-only
financial bets. The “Big Three” asset managers – Vanguard, BlackRock and State Street Global
Advisors (SSGA) – have a combined market share of 80% in the mutual funds industry and –
crucially – together hold more than 20% of the shares in the average S&P500 company (Braun
2020, p. 3). The mutual funds operated by three giant asset managers therefore exercise strategic
control over most of the U.S. corporate sector.25
Corporate managers understand that what is most important for them is to meet financial
performance targets to satisfy their largest shareholders and to maximize their own – stockoptions – pay. This has led to the financialization of U.S. corporations and to massive stock
buybacks, which obviously is in the joint interest of corporate executives, the mutual fund
managers and the richest households as well (Lazonick, Sakinç and Hopkins 2020).26
The interests of the giant asset managers who work in the interest of the wealthiest 10% of U.S.
households, and of corporate managers (who themselves belong to the wealthiest 10%) are
aligned in suppressing wage growth and raising the profit share in income. The stagnation of
24

25

26

For example, whereas the top-10 institutional investors collectively owned around 5% of the U.S. stock
market in 1980, they now own more than 26.5% of U.S. stocks. See Franzoni (2019).
Benjamin Braun (2020) calls this the “Great Re-Concentration” of share-ownership in the U.S. and
argues that this has far-reaching consequences for the U.S. macroeconomy including through anticompetitive effects of ‘common ownership’.
Research by William Lazonick, Mustafa Erdem Sakinç, and Matt Hopkins (2020) documents that the
465 companies in the S&P 500 Index in January 2019 that were publicly listed between 2009 and 2018
spent, over that decade, $4.3 trillion on buybacks (see Figure 9A), equal to 52% of net profits, and
another $3.3 trillion on dividends, an additional 39% of net profits. Lazonick, Sakinç and Hopkins
write: “Why have U.S. companies done these massive buybacks? With the majority of their
compensation coming from stock options and stock awards, senior corporate executives have used
open-market repurchases to manipulate their companies’ stock prices to their own benefit and that of
others who are in the business of timing the buying and selling of publicly listed shares. Buybacks
enrich these opportunistic share sellers — investment bankers and hedge-fund managers as well as
senior corporate executives — at the expense of employees, as well as continuing shareholders.”
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(median) real wages and real household income of the bottom-80% of U.S. households (Taylor
2020; Stansbury and Summers 2020; Storm 2017) is, in considerable measure, the result of the
re-concentration of share-ownership and the aligned interests of executives, money and asset
managers and the wealthiest households – and of the political money (Ferguson, Jorgenson and
Chen 2019) they use to enhance their interests within the political system. Hence, rentier
capitalism is also, quite directly, to blame for the widening socio-economic and health
inequalities which increased the deadly vulnerability of large groups in our economies to
infection with SARS-CoV-2.
The SARS-CoV-2 health emergency has reinforced the stranglehold of the rentiers on central
bankers, by triggering an additional, crisis-induced, glut in liquidity in an otherwise stagnating
economy. Specifically, the average personal savings rate of the U.S. increased from 7.5% in 2019
to 16.2% in 2020, after peaking at 33.7% (on a monthly basis) in April 2020. As a result, deposits
in commercial banks rose by 18%, from $12.8 trillion in 2019 to $15.1 trillion in 2020.27 The
reason for the increase in savings, occurring at low interest rates, is the crisis-induced drop in
consumer spending on ‘social consumption’ (which constitutes roughly one-third of overall
consumer expenditure). Such spending was cut the most by the already high-saving rich and
super-rich who, as the dominant wealth-owners in the U.S. (Taylor 2020), are also benefiting the
most from the permanently rising asset prices (Figure 11).28 Banks, rich households and money
market funds, flushed by cash, face a relative shortage of safe financial assets – and increasingly
resort to higher risk investments, knowing they can always sell problematic assets to the central
bank.29 The SARS-CoV-2 health emergency is magnifying existing financial stability risks – not
just due to the large increases in (already high levels of) sovereign debt, but also on account of
higher corporate debt, lower bank profitability, weakened solvency, asset-price bubbles and
increased systemic risk in the financial sector.
The hands of central bankers including Federal Reserve chair Jerome Powell, the European
Central Bank’s Christine Lagarde and the Bank of England’s Andrew Bailey, are tied by the
functionless financial investors. Neel Kashkari, the president of the Minneapolis Federal Reserve,
is clear:
27
28

29

Data on personal savings and commercial bank deposits are from the FRED Database.
The same happens in the U.K. Bank of England surveys show that people on incomes below £35,000
spending more than they take home in income (they are dis-saving). While those making more than
£35,000, and especially more than £55,000, are saving.
Eric Rosengren, president of the Federal Reserve Bank of Boston, told the Financial Times that the Fed
lacked sufficient tools to “stop firms and households” from taking on “excessive leverage” and called
for a “rethink” on “financial stability” issues in the U.S. (Politi 2020). Lael Brainard, a Fed governor,
said in a speech in September 2020 that expectations of extended low interest rates were “conducive to
increasing risk appetite, reach-for-yield behaviour and incentives for leverage”, thereby boosting
“imbalances” in the U.S. financial system (Politi 2020). Fed officials fear that the U.S. central bank
could be forced to raise interest rates earlier than it would like, if mounting financial sector risks are not
kept under control.
33

“I don’t know what the best policy solution is, but I know we can’t just keep doing what
we’ve been doing,” he said. “As soon as there’s a risk that hits, everybody flees and the
Federal Reserve has to step in and bail out that market, and that’s crazy. And we need to
take a hard look at that” (Politi 2020).
Even a hint that the Fed might try to reduce the flow of stimulus, not to mention the slightest
suggestion of an interest rate increase, will be enough to depress markets and cause painful stock
market drops. Hence, in an unmistakable expression of Stockholm syndrome, the IMF (2021) is
warning that governments and central banks must maintain their COVID-19 rescue programs or
risk triggering a stock market or financial sector crash, which would bring down the whole
economy.
Higher public debt, as the late sociologist James O’Connor (1973) argued, increases capital’s
power over the state: a government that is not pursuing market-friendly policies will find it hard
to obtain funding from the bond markets. Of late, the structural ‘oppressive power’30 of the
rentiers has become so strong that it is forcing states and central banks to de-risk certain systemic
liabilities, notably repo liabilities collateralized by (investment-grade) tradable securities.
Escaping the constraints of state-backed money, financial firms use the repo liabilities as ‘private
money’ in transactions within the shadow banking system – and what renders repo liabilities
‘money’ is their ability to store value at par, that is, to credibly promise par convertibility
between repo deposits and state-backed money through collateral valuation (Gabor 2020, 2021).
To provide a safety net to these intra-financial markets, the state needs to ‘de-risk’ the tradable
securities used as collateral. Likewise, under rules defined by global finance, the state is forced to
‘de-risk’ certain asset classes held by private asset managers including notionally ‘green finance’
and ‘public health-related bonds’.
The SARS-CoV-2 health emergency reinforces the oppressive power of global finance – as
central banks bailout global finance, while governments are in no position to reform it. So, here
we are, after four decades of neoliberal economics and obsessive-compulsive balanced-budget
conservatism, stuck in a stagnating and unequal economic system, dominated by rentier interests,
in which monetary policymakers are powerless, states are bonded by (even higher) debts, and the
economic, social and medical orders are frail. To paraphrase Mr. Kashkari, I don’t know what we
should do to remove the stranglehold of the rentiers, but I know we can’t just keep doing what
we’ve been doing until now.
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John Maynard Keynes (1936, p. 376) famously called for “the euthanasia of the rentier, and,
consequently, the euthanasia of the cumulative oppressive of the capitalist to exploit the scarcity-value
of capital”, adding that an “intrinsic reason for such scarcity, in the sense of a genuine sacrifice which
could only be called forth by the offer of a reward in the shape of interest, would not exist, in the long
run …”
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3.4 The misleading rhetoric that taxes don’t need to be raised
Newspaper reports claim that austerity has been officially buried – and that the renewed emphasis
on fiscal policy, rather than on monetary policy, “would revolutionise a generation of
policymaking in which economic stimulus efforts have largely been driven by independent
central banks motivated by concerns about inflation but not influenced by politics” (Giles 2021a).
True, governments and central banks have rolled out unprecedented stimulus measures in a bid to
cushion their economies from the massive negative impact of the SARS-CoV-2 health emergency
(Figure 2). And in most OECD countries the official line is that tax rises are not appropriate now
given the current economic crisis. Indeed, most economists join the IMF (2021) in warning
against repeating the mistake of ‘prematurely imposing austerity’, made in 2010 and 2011 when
the OECD economies had not yet recovered from the financial crisis of 2008-09. Laurence
Boone, the chief economist of the OECD, goes further and argues (Giles 2021b) in favor of a
rethink of macroeconomic policy in favor of fiscal policy (rather than monetary policy). Boone
advises that governments use fiscal stimulus for as long as necessary (and for as long as interest
rates remain low), relegating independent central banks to a secondary role (Giles 2021b).
For economists belonging to the school of Modern Monetary Theory (MMT), the
‘macroeconomic policy revolution’ is not yet going far enough. In their thinking, government
spending by a monetary-sovereign state can be increased to any desired level, without needing to
worry about raising tax revenues to “pay for” it, not just now (during the COVID-19 crisis) and
not just for as long as interest rates remain low, but in principle always when there is excess
capacity in the economy. The logic behind this claim is that as long as the central bank in a
monetary-sovereign nation is willing to issue new money on behalf of the government (i.e.
purchasing government bonds), the government can spend more without needing to tax more.
Higher government debt is not considered to be a problem, especially not when it is held (for
eternity) on the books of the central bank. Therefore, (monetary-sovereign) governments face no
financing constraints in cushioning the negative shorter-run impacts of the COVID-19 crisis and
also possess the necessary funding capacities to address the longer-term structural inequalities in
health and economic conditions, which made many economies so vulnerable to the virus in the
first place (Figure 5 and Figure 6).
It is plain and conventional Keynesian understanding that ‘premature austerity’ must be avoided,
because in a crisis driven at least partly by insufficient spending, anything that will further reduce
private-sector spending will only worsen the crisis. It is uncertain for how long this will be the
case, but in view of the severity of the economic costs of the crisis (especially for the low-income
groups working in ‘essential’ occupations) and the low interest rates, there is clearly no reason to
cut back on public spending any time soon. That said, there is no good reason whatsoever to jump
to the conclusion that “government debts are never a problem” and “taxes don’t have to be raised
to repay the debt”. For one, government debt constitutes a problem for nations that lack monetary
sovereignty, such as the Eurozone member states Belgium, France, Greece, Italy, Portugal, and
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Spain (Figure 8). In theory, their problems would be solved if the European Central Bank would
be completely accommodative – which it is currently, but not in an uncontested manner, and
which it will not likely remain. Governments in smaller open-economy economies including
Australia, New Zealand, South Korea and the U.K. face (foreign-exchange) constraints, because
financial investors may sell their monies in exchange for other currencies, reducing the
international value of their currencies – and this will make it more expensive to pay for imports
and service the foreign debt (Palley 2020). Especially for balance-of-payments-constrained
economies, it may be sensible to reduce the public debt-to-GDP ratio by higher taxation, but
only, of course, after the COVID-19 crisis is passé.
But even for a government of a monetary-sovereign state such as the U.S. borrowing is not
without cost. The most often mentioned barrier to monetary financing of public spending in the
U.S. is rising inflation. An economy with slack – there is unemployment and under-utilized
production capacity – can absorb increased public spending at a stable rate of inflation. But
eventually, a point will be reached where the goods and services purchased by the government
cannot be immediately newly produced, as the slack is gone, and hence the government will have
to compete with the private sector for economic resources. This will drive up wages, energy
prices and prices of other intermediate and capital goods – and inflation will rise. In MMT
thinking, the state must then step in and raise taxes at this point – to lower demand and stop
inflation from rising.31 In conventional thinking, the Federal Reserve must do the heavy-lifting,
raising the interest rate to stop inflation from accelerating – and the higher interest rate will, at
least, partly crowd out the impact of the fiscal stimulus.32 In both cases, there is a limit on public
debt from which follows a need to step up taxation (Henwood 2019).
I am afraid, however, that much of the above discussion about taxes is beside the point. Pumping
in more money and raising public spending – financed by the central bank – will do nothing to
mend the highly unequal and un-equalizing processes of income generation in the U.S. and the
U.K. As a result, a large proportion of the money injected into the circular flow of expenditure
and income leaks into the financial circuit via the process of saving, where it is directed to
bidding up asset prices (Palley 2020). Therefore, government spending (financed by borrowing
from the central bank) has only a limited capacity for reactivating the real economy and creating
new productive capacities, because – to use Arthur Okun’s metaphor (but with a twist) – it is like
transferring water into a ‘leaky bucket’. The fiscal stimulus leaks away, via the pockets of the
super-rich, into the financial system, where it will drive up asset prices, which (as we know) are a
further reward for these functionless investors (Taylor 2020).
31
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MMT ignores the fact that such fine tuning of fiscal policy is impossible due to internal (decision) and
external (implementation) lags. MMT also seems to ignore the political economy of fiscal policy,
especially the risk of the ratcheting up of deficits by politicians averse to higher taxes (Palley 2020).
In this scenario, the government has to pay a higher rate of interest on its growing debt. In a slowing
economy, this could lead to a debt-trap-like situation, and to avoid out-of-control (or unsustainable)
public finances, the government may be forced to raise taxes to lower its debt.
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Evidence shows that this is what is happening. Consider Figure 12 which shows the ratio
M3/GDP in the U.S. during the period 1970-2020 (in panel a) and the scatterplot of the annual
percentage change in M3/GDP versus annual consumer price inflation (in panel b). U.S.
consumer price inflation was high during the 1970s (13.1% on average per year), lower during
the 1980s (7.2% per year), and much lower during the 1990s (3.4% on average per year) and
during 2000-2008 (2.4% on average per annum). Over all these years, when decadal U.S.
inflation came down by 10.7 percentage points, U.S. money supply remained relatively stable as
a percentage of GDP, fluctuating between 55-60% of GDP. And when the M3/GDP ratio
increased significantly during 2008-2020, following the Financial Crisis of 2008 and the SARSCov-2 emergency in 2020, average annual consumer price inflation in the U.S. fell to 1.4%. The
leaky bucket is at work, as a large part of the money injected into the circular flow of expenditure
and income leaks into the financial circuit via the process of saving. The picture is similar for the
U.K. where the M3/GDP ratio rose from around 67% in 1987-88 to more than 135% in 2018
(panel a of Figure 13). British consumer price inflation declined over time, however. Hence,
increased money supply (relative to GDP) does not correlate with higher inflation in the U.K.
(see panel b of Figure 13).
Rising M3/GDP ratios do not, therefore, show up in higher consumer price inflation. MMT and
conventional macro miss the point that higher consumer price inflation is unlikely to act as a
signal, warning governments of ‘overheating’. Rather, the over-spending will show up in asset
price inflation – and higher prices of land, real estate, and shares benefit the rentier class and
worsen income distribution even further (Taylor 2020). This way, the effect of monetary
financing will be to reinforce and further facilitate the excessive liquidity preference of the superrich, locking the rest of the economy into stasis and growing inequality. The claims that debts do
not need to be repaid and taxes do not need to be raised are thus misleading, because these
obfuscate the inescapable need for progressive taxation as a foundation for a healthy and
therefore fairer economic system.
In the MMT view, public spending can be financed by borrowing from the Federal Reserve; the
income generated by the public spending will generate jobs and incomes and hence tax revenues
will increase, with which the loans from the Federal Reserve can be repaid, if that is deemed
necessary (for instance, because the economy reaches full employment and inflation is starting to
increase). What is missed by MMT, however, is that this way of funding the ‘full employment’
public spending program leaves the post-tax-and-transfer income inequality untouched, allows
the excessive liquidity preference of the super-rich and big corporations to persist, and thereby
enables further asset-price inflation which reinforces the already excessive income concentration
in favor of the rentiers in an otherwise stagnating real economy (Storm 2018). The excessive
liquidity preference of rentiers is, to repeat, a structural causal factor underlying the secular
stagnation of the real economy.
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Taxes are indispensable not just for reasons of microeconomic redistribution, but even more
strongly to put a curb on the extreme liquidity preference of the functionless investors. This
requires at the minimum (i) more progressive taxation to redistribute income and wealth from the
rentier class to the rest of the economy (Saez and Zucman 2019); and (ii) a financial transactions
tax (FTT) to discourage ‘short-termist’ financial market activities that are unproductive and rent
seeking (such as certain high frequency trades and trading in OTC derivatives) and to redirect
liquidity to productive investments in the real economy. Combined with higher real wages
(Taylor 2020) and more countervailing power for workers (Stansbury and Summers 2020), this
redistribution is needed to revive aggregate demand and to remove the stranglehold of the superrich and the big corporations on monetary and fiscal policy-making.
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Figure 12
M3/GDP (percentage) and inflation: U.S.A (1970-2020)
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Panel a: M3/GDP (1970-2020)

Panel b: scatterplot of annual percentage change in the M3/GDP ratio
and annual inflation (1970-2020)
Sources: Data on M3 and GDP are from OECD Statistics. Data on inflation (measured by annual
changes in the Price Index of Personal Consumption Expenditures) are from the Federal Reserve.
The estimated linear relationship is negative and statistically significant at 1%.
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Figure 13
M3/GDP (percentage) and inflation: U.K. (1986-2020)
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Panel a: M3/GDP (1986-2020)

Panel b: scatterplot of the annual percentage change in M3/GDP ratio
and the annual inflation (1986-2020)
Sources: Data on M3 and GDP are from OECD Statistics. Data on inflation (measured by annual
changes in the Consumer Price Index) are from the Federal Reserve. The estimated linear
relationship is not statistically significant.
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Figure 14 illustrates the macroeconomic importance of taxation. It shows that the income-share
of the top 1% is higher, the lower is the tax-to-GDP ratio in a country. The U.S. is a case in point:
the share of taxes in U.S. GDP (at 24.5%) is far below the (unweighted) OECD average tax share
of 36.1%, while the income-share of the richest 1% of Americans (at 18.7%) is much higher than
the (unweighted) share of the 1% in the OECD as a whole (of 11.5%). The Scandinavian
countries, Austria, Belgium, France, Italy and the Netherlands all have much higher tax-to-GDP
ratios and below-average income shares for the top 1%.
Figure 14
Scatterplot of tax-to-GDP ratio (in 2019) versus the income share of the top 1%

Sources: Data on the tax-to-GDP ratio in 2019 are from OECD Statistics; data on the income
share of the top 1% are from the World Inequality Database. Notes: (1) the (unweighted) average
tax-to-GDP ratio is 36.1% for the panel of 22 OECD countries; (2) the unweighted average
income share of the top 1% is 11.5% for the panel of 22 OECD economies. (3) the estimated
linear relationship is negative and statistically significant at 1%.
Figure 15 reinforces this conclusion: the Gini coefficient of (after-tax-and-transfer) income
inequality is lower in countries in which the tax-to-GDP ratio is higher. The U.S. stand apart
(again): (after-tax-and-transfer) income inequality is highest in the U.S., while the tax-to-GDP
ratio is the lowest in the groups of 22 OECD economies (if I exclude Ireland). We already saw
earlier that higher inequality is associated with a higher COVID-19 mortality rate (Figure 6) and
declining longevity (Figure 5).
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Taxation enables a form, however mild, of ‘socialization’ of investment, as part of the incomes
and wealth of the rich is transformed into socially useful public investments (including in public
health infrastructure). Taxing takes those resources out of private hands and puts them into public
ones, with at least the potential for them to be spent on more socially useful purposes than exotic
financial derivatives, bitcoins or vain missions to Mars.
Hence, taxes can and must be raised – and some taxes such as the wealth tax, taxes on dividends
and capital gains, the FTT, the land-value tax, carbon taxes, and marginal income tax rates on the
top incomes (including billionaires’ incomes), can be raised without stifling the recovery from
the COVID-19 recession, provided the revenue is used for fiscal stimulus (Hope and Limberg
2020; Jung and Nanda 2021). It will be crucial to put regulation in place to prevent offshore
income-hiding. If the money is wisely spent, it will reduce economic and public health
vulnerabilities, while reviving economic growth and creating jobs. Even better, the higher taxes
will help to purge the excessive liquidity preference of the rentier class, contributing to “the
euthanasia of the cumulative oppressive power of the capitalist to exploit the scarcity-value of
capital” (Keynes 1936, p. 376).
Figure 15
Scatterplot of tax-to-GDP ratio (in 2019) versus
the Gini coefficient of (after-tax-and-transfer) income inequality

Sources: Gini-coefficients are from OECD Data (https://data.oecd.org/inequality/incomeinequality.htm ); data on the income share of the top 1% are from the World Inequality Database.
Notes: (1) the (unweighted) average tax-to-GDP ratio is 36.1% for the panel of 22 OECD
countries; (2) the average (after-tax-and-transfer) Gini coefficient for the panel of 22 OECD
economies is 30.9; (3) the estimated linear relationship is negative and statistically significant at
1%.
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4. Conclusion: the long over-due revolution in macroeconomics
Like infectious diseases of the past, SARS-CoV-2 is, mostly, a disease of poverty and inequality.
A pervasive political indifference to inequality, combined with decades of cuts to the most basic
social protections, has left large segments of our populations dramatically vulnerable to the
arrival of this virus. As Richard Horton (2020), the editor of The Lancet, writes for Britain:
“The pandemic is not the making of a single coronavirus, but the combination of three
epidemics: the virus, the chronic conditions that make people more susceptible to it, and a
situation of deepening poverty and inequality. A single pandemic is too simple a narrative
to capture this reality. What we’re faced with in Britain is a “syndemic” – a synthesis of
epidemics.”
This is not just true for Britain, but for almost all OECD countries in our analysis, albeit to
different degrees. These pre-existing chronic conditions, all favorable to the coronavirus, have
been created and amplified by four decades of mainstream macroeconomic policies – in
particular (a) the deadly emphasis on fiscal austerity, consisting of a dogmatic balanced-budget
conservatism, used to justify decades of underinvestment in public health infrastructure
(including disease prevention and health promotion) and social protection; (b) a foolish belief that
redistributive policies will harm economic growth,33 which explains the stubborn unwillingness
to reverse or reduce the social, economic and health disparities that have left the underprivileged
in society so profoundly unprotected; (c) a Uriah Heepish obsequiousness to the supposedly
superior rationality of functionless financial speculators, which has allowed the rentier class to
have its cake and eat it; and (d) a deep-rooted aversion to raising taxes, fueled by the ReaganThatcher-inspired (“there is no such thing as society”) de-legitimization of the state’s role in
financing critical social, economic and health expenditures.
Such was the ‘conventional wisdom’ in macroeconomics – and those who challenged the
conventional wisdom were swiftly dismissed as not understanding its intricacies and internally
consistent logic (Storm 2021). Once conventional wisdom has been made “more or less identical
with sound scholarship, its position is virtually impregnable,” as John Kenneth Galbraith (1958,
p.36) pointed out. For decades, mainstream macroeconomics has thus acted as “the influential
and invaluable ally of those whose exercise of power depends on an acquiescent public”
(Galbraith 1973), legitimizing misguided macro policies and neutralizing any suspicion that there
might exist feasible alternatives. While some would argue – again – that the failure and failings
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For example, British Prime Minister Alexander Boris de Pfeffel Johnson, born into privilege himself,
famously stated (in 2013) that “some measure of inequality is essential for the spirit of envy and
keeping up with the Joneses that is, like greed, a valuable spur to economic activity” (quoted in Horton
2020b).
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of mainstream macro are “principally a failure of the collective imagination of many bright
people [….] to understand […] the system as a whole”, 34 the more honest answer is that “people
were doing what they were paid to do, and behaved according to their incentives, but in many
cases, they were being paid to do the wrong things from society's perspective.” 35 And as Upton
Sinclair famously remarked, “It is difficult to get a man to understand something, when his salary
depends upon his not understanding it!”
To solve this crisis of the corrupted collective imagination, macroeconomics must be reformed –
by ditching its ideological blinders which prevent it from understanding that inequality, income
distribution and demand matter for growth, in the short and in the long run; that there is no such
thing as an inescapable equality-efficiency trade-off; that government spending on health and
social protection is not a ‘cost’, but is critical to maintain social stability and to strengthen
societal and individual resilience to deadly pathogens; that extreme inequality is economically
wasteful, socially destructive and politically dangerous; that our current financial system is
cannibalizing our real economy; that instead of letting irrational and greedy functionless financial
investors ‘discipline’ governments we must bring the financial system under democratic control
and abolish socially wasteful financial speculation; that the extreme liquidity preference of
functionless investors is our biggest social and economic problem and has to be quashed; that we
must urgently and radically get ‘money’ out of our political systems, because it is a big problem;
that government budgets don’t need to be balanced; and that redistributive taxation is critical, not
just to invest in social overhead services that enhance labor productivity, lower the reproduction
costs of labor, and thereby increase the rate of profit, but more importantly to re-allocate income
and demand away from speculative finance and toward investment in productive capabilities,
social protection, education, public health and other socially useful activities.
“The enemy of the conventional wisdom,” wrote Galbraith père (1958, p.38), “is not ideas but the
march of events…The fatal blow … comes when the conventional ideas fail signally to deal with
some contingency to which obsolescence has made them palpably inapplicable.” COVID-19
gives the fatal blow to the conventional wisdom of mainstream macroeconomists. A revolution in
economic thinking is long overdue (Galbraith fils 2021).

34

35

Tim Besley and Peter Hennesy (2009), Letter to Her Majesty the Queen who had asked why nobody
saw the crisis coming.
This is the answer given by Professor Luis Garicano, to whom Queen Elizabeth directed her question
when she visited the LSE (Stewart 2009).
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Appendix
Table A.1:
Australia
Austria
Belgium
Canada
Denmark
Finland
France
Italy
Germany
Greece
Ireland
Japan
Korea
NL
NZ
Norway
Portugal
Spain
Sweden
Switzerl.
UK
USA
average

Data set and sources
1
3.64
94.91
191.94
58.61
40.43
13.28
126.54
158.84
82.44
58.92
85.24
5.96
3.05
89.21
0.53
11.44
155.84
144.76
124.21
116.33
181.97
152.90
83.24

2
-4.9
-7.1
-8.4
-5.8
-3.9
-4.3
-9.4
-9.9
-5.6
-9
-2.4
-5.5
-1.5
-5.3
-6.2
-3.6
-9.3
-12.4
-3.4
-4
-10.3
-4.6
-6.30

3
11.7
8.5
4
12.5
5.9
2.6
5.2
4.9
8.3
6.8
5.9
11.3
3.5
4.6
19.5
5.4
3.2
3.5
5.2
4.8
9.2
11.8
7.0

4
5490
3595
1538
4692
3061
1099
1739
1327
3334
1050
4152
3865
952
2063
6855
3225
615
815
2360
3557
3198
6525
2790
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5
2.4
1
0.5
3.7
1.1
1.2
0
-0.1
0.9
0.7
0.3
0.8
0.8
1
n.a.
1.8
1.5
2.6
2
0.5
1.3
4.2
1

6

7

n.a.
13.7
19.6
n.a.
11.7
10.5
17.8
24.9
11.6
26.6
5.7
27.5
n.a.
11.3
n.a.
5.8
17.9
24.8
4.8
n.a.
19
19.2
16

34
28
27
32
25
26
29
33
29
34
31
33
30
28
33
25
34
35
28
30
36
39
30.5

8
12.44
9.23
8.49
14.30
11.23
9.95
9.99
8.82
12.96
12.88
11.57
12.44
14.14
6.97
11.42
10.44
11.59
12.20
8.96
10.91
12.74
18.72
11.13

9
0.55
0.25
0.38
0.18
0.31
0.68
0.01
0.31
-0.24
0.49
1.12
0.75
1.11
0.13
0.56
0.80
0.25
0.24
0.37
0.67
-0.06
-0.38
0.42

Explanatory notes & sources:
1:
2:
3:
4:
5:
6:
7:
8:
9:

Cumulative confirmed COVID-19 deaths per 100,000 population; source: Johns Hopkins
University
&
Medicine,
Coronavirus
Resource
Center
(https://coronavirus.jhu.edu/data/mortality); data up to February 23, 2021.
Percentage change in real GDP during 2019-2020; source: AMECO Database.
Additional public spending on COVID-19 relief (as percentage of GDP, until January
2021); source: IMF (2020) October 2020 Fiscal Monitor Database of Fiscal Measures in
response to COVID-19.
Additional public spending (in euros) on COVID-19 relief per person; sources: see (3);
data on GDP and population are from AMECO Database.
Change in the unemployment rate (percentage points) during 2019-2020; source: AMECO
Database.
Change in public debt (percentage points of GDP) during 2019-2020; source: AMECO
Database.
Gini-coefficients (in 2019 or closest year to 2019); source: OECD Statistics
(https://data.oecd.org/inequality/income-inequality.htm ).
The income-share of the top 1% in 2019; source: World Inequality Database.
Percentage change in average life expectancy at birth (total population) during 2014-2018;
source: World Bank’s World Development Indicators
(https://data.worldbank.org/ indicator/SP.DYN.LE00.IN?name_desc=false)

Cumulative excess deaths
There are concerns that reported COVID-19 deaths are underestimates of the true impact of the
coronavirus on mortality. The Financial Times has gathered and analyzed data on excess
mortality — the numbers of deaths over and above the historical average. Table A.2 compares
cumulative confirmed COVID-19 deaths per 100,000 (until February 23, 2021) and cumulative
excess deaths per 100,000 (at different dates, all well before 23-2-2021). The comparison is
problematic, because the data for cumulative confirmed COVID-19 deaths are from February 23,
2021, while the data for cumulative excess deaths are less recent – sometimes by two or three
months. But if we consider Portugal, for which the time-gap between confirmed COVID-19
deaths and excess deaths is only nine days, we see that cumulative excess deaths are 40% higher
than cumulative confirmed corona-deaths. Likewise, for the Netherlands, cumulative excess
deaths are 26% higher than cumulative confirmed COVID-19 deaths.
For the U.S., the difference is negative; but this is due to mismeasurement. Cumulative excess
deaths in the U.S. on January 16, 2021 were 467,897 persons, while cumulative confirmed
COVID-19 deaths on February 23, 2021 (five weeks later) were 500,244 persons. More than
100,000 people died of COVID-19 in the U.S. in the 31 days of the month of January 2021
according to Johns Hopkins University data. Assuming that cumulative confirmed COVID-19
deaths in the U.S. were 100,000 deaths lower on January 16, 2021 than on February 23, 2021 (or
400,244 deaths), I find that cumulative excess deaths in the U.S. were around 17% higher than
cumulative confirmed COVID-19 deaths in mid-January 2021.
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For Belgium, cumulative excess deaths (20,169) on January 31, 2021, are lower than cumulative
COVID-19 deaths (21,923) on February 23, 2021. Cumulative COVID-19 deaths on January
would have been around 20,900 on January 31, 2021, which means excess deaths were around
3½% lower than confirmed corona-deaths. As explained in the main text, Belgian registration of
COVID-19 fatalities is probably more comprehensive than that in any of the other 21 OECD
countries in the panel.
However, as shown in Figure A.1, cumulative confirmed COVID-19 deaths per 100,000 are very
closely and significantly correlated (at less than 1%) with cumulative excess deaths per 100,000.

Table A.2:

Austria
Belgium
Denmark
France
Italy
Germany
Korea
NL
Norway
Portugal
Spain
Sweden
Switz
UK
USA

Cumulative confirmed COVID-19 deaths per 100,000 population (until
February 23, 2021) and cumulative excess deaths per 100,000 population
Cumulative confirmed
Cumulative excess
COVID-19 deaths per
Date
deaths per 100,000
100,000
Difference
cumulative
(until February 23, 2021)
(%)
excess deaths
110.3
94.91
16
Jan 31, 2021
174.8
191.94
-9
Jan 31, 2021
22.3
40.43
-45
Feb 7, 2021
94.4
126.54
-25
Jan 31, 2021
138.4
158.84
-13
Nov 25, 2020
58.7
82.44
-29
Feb 7, 2021
1.1
3.05
-62
Dec 6, 2020
112.5
89.21
26
Feb 7, 2021
6.5
11.44
-43
Jan 3, 2021
217.6
155.84
40
Feb 14, 2021
170.8
144.76
18
Jan 31, 2021
114.0
124.21
-8
Jan 31, 2021
116.5
116.33
0
Jan 31, 2021
173.9
181.97
-4
Feb 5, 2021
142.3
152.90
-7
Jan 16 2021

Sources: Cumulative confirmed COVID-19 deaths per 100,000 population: Johns Hopkins
University
&
Medicine,
Coronavirus
Resource
Center
(https://coronavirus.jhu.edu/data/mortality); data up to February 23, 2021; cumulative excess
deaths:
Financial
Times
Coronavirus
Tracker
(accessed
March
7,
2021);
https://www.ft.com/content/a2901ce8-5eb7-4633-b89c-cbdf5b386938
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Figure A.1
Cumulative confirmed COVID-19 deaths per 100,000 population versus cumulative excess
deaths per 100,000 population

Sources: see Table A.2. The estimated linear relationship is positive and statistically significant at
1%.

Inequality and overweight & obesity
According to the World Obesity Federation (2021), countries with high levels of overweight
people, such as the UK and the US, have the highest death rates from COVID-19. There is a
strong relationship between obesity (and overweight) and low socioeconomic status, and in
general, countries with higher income inequality have higher levels of obesity & overweight. This
is shown in Figure A.2 which plots the (after-tax-and-transfer) Gini coefficient against the
proportion of men suffering from overweight and obesity (in the male population of a country).
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Figure A.2
After-tax-and-transfer Gini coefficients versus
the proportion of men suffering from overweight and obesity

Sources: see Table A.1. Data on the proportion of men suffering from overweight and obesity are
from Global Obesity Observatory https://data.worldobesity.org/ . Note: The estimated linear
relationship is positive and statistically significant at 2.5% (when I exclude Japan from the
regression).
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