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Not helpful to compare federal debt with household debt

5 weapproach the stare

elecrions, fssues about

the econoty, especially

e cost of living, will be

at the top of the agenda during
the campaign.

People want o hear solutions

{0 eCoNOmic Woes, 1ol eXCHSEs Or
who is to biame.
_ The cost of living issue has
been around for decades, bur i
became seriots since 2008 and
worsened during the Covid-19
pandemic.

Thequestion is whether peaple
can feel ir. True the grogs do-
mestic product number sounds
convineing, the inflation rate is
on- a-downward trend, the jobs

data looks good, and invesiors

are Coming 10 our country.

The government has rolled ont
measures and intiarives, includ-
ing opening up the market o
competiticn, introducing the
Rahmiah concept, announcing
the People’s Income Initdative,
introducing. the People’s Facili-
ties Initiative, and initiating
schemes and direct subsidies and
gid under the 2023 Budpet,

* U Also, the govemmentis plan-
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ning 1o CoMme up With Imdre eco-
nomic measures-and strategles,
like ' a more targeted subsidy
mechanism, a progressive wage
model, REzhmah economic policy,
a mid-term review of the 12th
Malaysia Plan, the New Industri-
7l Master Plan 2023, a5 well asthe
tabling of the 2024 Budger.

The mast awaited annotnece-
ment is the Madani Economic

.

Marrative framework. =
While doing all these — not to
mention the fight against comup-

ton, good govérnance and trans-
parency — the ringgit contimies
its slide, capital outflows contin-
ue. and prices continoe to in-
Crease;

Cpunter-measures take time o
bear fruit. However, I @cd-
nomics, it is expectations that
matter.

ThatIs why in economics, plan-
ningandommunication arecn-
cial. Planning and ' communica-
tion need coheremcy. With co-
herency, comes expeciations.

< But if the government Keeps

highlighting that the economy is
facing a RM1.S trilifon debt prob-
lern. then of coursa the cost-of
living issue will be difficult to
manage, let alongsolve

To address the cost of living,
salaries must be oo up, jobs MUsT
be available, social safety net
must be adequate, business
ecosystem must be creardd, and
basicservices provided.

The government must set s
priorities right: is reducing debt

more important than reducing

the cost of living?

The main problem here is not
the debrt level, but the metaphior
we use to understand debt level

The federal debk levelisa prob-
lem ifwe compare it with houss-
hold debt. This is called the fal-
lacy of composition.

It's as if we belleve that cars are
madeof rubbersimply bécause of
the fact that one component of
the vehicle, the tyre, is made of
rubber.

Public finance s more compli-
cated than personal finance and
they are not similar.

It iz'erucial to note that at the

fevel of the ceonomy as a whole,
spending determines income,

whereas at the individual leval,
income Is the main determinant
of spending. ;

Why? The short explanation
would be thar spending is the
lifebiood of capitalism.

In other words, if there i5-no
borrowing, the economy will stop

o

WI'!E; the government spends,
\tcreates a multiplier effect tothe

-eronomy, Where it gives money o

the pesple to buy and the busi-
nesses to invest and trade. Only
then istax collection possible.

Similarly, before the federal
government issues bonds, spend-
ing must come first through re-
SErVes. :

Inflation should not be an issue

‘as long as spending expands the

productive capacity of the econ-
Oy,

Orneimportantspending by the
government, which can magnify
the productive capacity of the
econtmy, is the spending on its
people in the form of broadening
the cconomic and social benefits
as well ‘@5 spurring econofmis
growih in 4 way that is sustain-
able:and inclusives

These will “reduce. the cost of
living, bring down the honsehold
detat-1evel, and Improve the well-
beingofthe people.

. Public debt level may increass
now, bur ir will stabilise in the
[uture. A metaphor [sconceprual
in nature, It cannel directly state
truths.

When we infer the implications
of pubrlic detw iike an individual
djgbt. we have committed the fal-

- lacy of composition-in our un-

derstanding of dne of the com-

_plexecopomic issues confronting

our economy today.
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