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Economic stimulus. Be pre-
pared.

Prime Minister Harper and
Ontario Premier Dalton
McGuinty have similarly vague
stances when it comes to how
they will manage the future
economy that awaits us. But a
growing number of economists
suggest it’s critical that we
become more pro-active now.

Both leaders understand the
importance of containing spend-
ing and reducing debt. And they
have signalled that they will
eventually react and adapt to the
gathering storm that is already
buffeting our economy. But no
details.

Federal Finance Minister Jim
Flaherty warned a sombre
Toronto Canadian Club audi-
ence recently that “this is not the
time for dangerous and risky
spending schemes that will
increase deficits and raise taxes.”
Flaherty has been assigned the
tough-talk role as he enters his
pre-budget consultations. 

But Harper has already con-
ceded his government will not
be able to meet its May election
promise of balancing the budget
by 2014/15. Instead, he and Fla-
herty talk about being “flexible
and pragmatic” should circum-
stances warrant it — whatever
that means McGuinty hasn’t yet
acknowledged that his Novem-
ber election promise of balanc-
ing Ontario’s books by 2017/18 is
unachievable. But he will. The
political process is already in
place.

The Ontario throne speech
focused on why the economy is
slowing and previous pledges to
downsize his government. But
no additional plans to curb
spending were mentioned. Don
Drummond, the former
Toronto-Dominion Bank chief
economist, who is advising
McGuinty, has already said that
Ontario’s $16-billion budget
deficit could not be eliminated
by 2017/18, unless the province
cuts its expense growth from
seven per cent a year to one per
cent. 

Drummond’s formal report,

expected this month, will give
the Liberals a macro-plan for
doing more with less. It will also
provide McGuinty the political
excuse he needs to relax the
deficit timetable by stressing the
severe program cuts and layoffs
that would be required to slash
annual expense growth to one
per cent.  

Any comparison of Harper’s
and McGuinty’s current fiscal
vagueness with the views of
leading economists should be
prefaced by a John Kenneth Gal-
braith’s caution — “economics is
the only field in which two

people can share a Nobel Prize
for saying opposing things —
and they can both be wrong.”

Nouriel Roubini, chairman of
Roubini Global Economics, who
predicted the last recession,
believes the U.S. and Europe are
“effectively in recession now.” He
argues that as current economic
conditions worsen, austerity
alone is not the answer to global
economic recovery. The first of
his eight steps to preventing a
full-blown global depression is
stimulus. “Countries in a posi-
tion to still take new stimulus
measures — the United States,

Britain, Japan, Germany,
(Canada), and others in the
Euro-zone core — should do it
and delay austerity plans.” Most
of his remaining steps are aimed
at the European Union. How-
ever, he concludes with advice
for advanced countries like
Canada. “They must plan to
restore competitiveness and jobs
with high-quality education,
training, infrastructure and
investment in alternative
energy.”

When Nobel Prize-winning,
former World Bank chief econo-
mist Joseph Stiglitz visited

Canada a few months ago, he
was even clearer: “The most
pressing problem isn’t how fast
we can balance government’s
books,” he said. “It’s how fast we
can get our people and their
potential back to work.”  Stiglitz
told an audience of senior finan-
cial decision-makers this is the
moment for Canada and the rest
of the world to address unmet
needs, and employ under-used
resources. “Failure to do so will
unnecessarily prolong the tough
times.” Like Roubini, he argues
that investments in infrastruc-
ture, technology and education

are key, saying “they typically
yield returns of 20% to 30% while
borrowing for the federal gov-
ernment is roughly 1% short-
term, and 2% to 3% long term.
You would be foolish not to
make these investments.” 

Another economist that
deserves attention is closer to
home. Sherry Cooper, Bank of
Montreal chief economist,
warned last year that global
policy makers are at risk of
making the same mistakes that
fuelled the Great Depression. 

”The misplaced belief that the
road to economic prosperity is
paved with near-term fiscal
tightening, as espoused by our
own prime minister . . . shows
we have learned nothing from
Herbert Hoover’s response to the
Great Depression. We are in
danger of repeating the defla-
tionary policies that caused the
1929 stock market crash and the
Great Depression.”

The central message from this
array of economists is that stim-
ulating aggregate demand is cru-
cial to a speedier recovery. 

Delayed implementation of
this strategy can lead to a vicious
cycle. 

Governments that focus on
dubious deficit-slaying deadlines
and severe austerity measures
lessen overall demand, which
leads to fewer jobs, which leads
to less demand. It also shifts the
whole responsibility for job cre-
ation onto the shoulders of an
already-cautious private sector. 

Let’s hope Harper and
McGuinty understand this and
are developing the contingency
plans that will be needed as the
full impact of the second great
global contraction hits this
country during 2012. Being pre-
pared will shorten the path to
recovery.
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