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Abstract

The economists since Adam Smith have being studying the mac-
roeconomic effects of the public debt. In the era of free competition,
Hume, Smith, and other economists think that issuing public debt by
the government will corrode the country’s productive capital and,
therefore, are against it. Ricardo are also against issuing public debt
on a large scale by the government, but the reason he gives is that
issuing public debt is the equivalent to taxes. Ricardo has proposed
the latter — named Ricardo Equivalence Theorem. He thinks that
the government just increases its income temporarily by issuing pub-
lic debt, and in the long run, the increased debt must be repaid
through increased tax, and there were no real increase in the wealth.
Therefore, the macroeconomic effects of issuing public debt are the
same as those of increasing tax. Substantive change in the view of
issuing public debt took place after the government intervention
thought became into shape. The great depression in 1930s showed
that the main reason for the fluctuation of the capitalist economy was
the shortage of effective demand. Keynes maintains that the govern-
ment should iron out the economic fluctuations through demand man-
agement. He thinks that issuing public debt is the best way to in-
crease the demand and employment. Economists such as Tobin in-
herited Keynes’ thoughts on the public debt and emphasized the posi-
tive effects of public debt in increasing demand and stimulating the

economic growth. Constant expansion of public debt market in vari-
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ous countries since World War II has increased the importance and
roles of public debt policy in macroeconomic management. And the
institutional reasons of continuing expansion of public debt market is
that the credit money system and the floating exchange rate system
have cleared the government’s technical obstacles for implementing a
deficit-budget policy.

The public debt policy in China has experienced the similar de-
velopment path as in the western countries. Before 1980s, public
debt was restricted and prohibited, and in 1980s and the middle of
the 1990s, state bonds were resumed and developed. In the latter
half of 1990s, the role of public debt in macroeconomic management
has been accepted gradually. And the classical thought of balanced
fiscal policy has given way to the expansionary fiscal policy. The
public debt policy has become one of the main policies for the gov-
ernment to manage the demand and promote the economic growth. It
is also recognized that public debt is not just a matter of fiscal poli-
cy. And more and more attention was given to the roles of the public
debt and public debt market.

The development of the public debt theory in China was embed-
ded in the institutional changes of economic management system,
and it was closely related with the national income distribution and
capital management system. The financial pressure caused by the
change of national income distribution system was the institutional
reason for resuming public debt issuance. Another reason for the de-
pendence of economic growth on public debt policy was that the lim-
itation of the policy financial institutions makes issuing public debt
become.the only form of public credit, and public debt policy has

become the main tool for the government to implement industrial
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policy.

When we study the macroeconomic effects of the public debt,
we have to answer the basic question of debt-neutrality. According
to the Barro and Ricardo Debt-Neutrality Doctrine, the macroeco-
nomic impact of public debt is realized by influencing consumers’
decisions. If the increase in government debt can influence consump-
tion, savings and investment ( the interest rates) , issuing public debt
can influence the macroeconomic operation, and the expansionary
fiscal policy is effective; If issuing public debt and increasing taxes
have the same effects on the economy, the asset effect of public debt
will not exist, and the use of public debt policy to manage demand is
not effective. The Debt-Neutrality Doctrine is the focus in the debate
between Keynesianism and the new classical economics. The new
classical economics thinks that issuing public debt will not achieve
the same result as cutting taxes in stimulating the consumption, and
therefore, they are against Keynes’ opinion of expansionary fiscal
policy supported by issuing public debt and suggest reducing govern-
ment intervention. Keynesians with Tobin as the representative
proved that the debt-neutrality principle does not hold on the basis of
a lot of research, and the expansionary fiscal policy ( the public debt
policy ) is effective.

The contribution of the theories on debt-neutrality is that it re-
veals the essential relationship between the government debt and tax,
and that between the government expenditure and individual wealth.
It gives the constraint of government budget, and reminds the gov-
ernment of considering, in making fiscal policy ( debt policy), the
relationship between issuing public debt and future increase of tax,

the impact of government expenditure ( deficit) on the civil wealth,



