Opening Remarks

Alan Greenspan

| am pleased to open thismaposium on the economic conse-
guences of budget deficits and debt. It britggether a group of
fiscal and monetary experts and central bankers to exchange views
on issues whose resolution will be fundamental to thieildtty and
growth of economies throughout the world.

Concern about the harmful effects of chronic deficits and cumu-
lative government delitas beemgrowing bothhere and abroad. In
the UnitedStates, policymaketsave responded to this concerith
a series of budget in#ttives, culminating in Congress’ adoption this
year of a budget resolution that projects a balanced budget and the
President’s propsals for accomshing thesame end. European
concernis evident in the firm fiscal convergence goals they have set
for membership in the European Monetary Union.

Many long-term fiscal imbanceswill have to be dislodged from
our fiscal system®ebt-to-GDP ratios generalhave been wving
upwardand are projected to rise sharply after the turn of the century
without budyet deficit redress. Also, in assessing futurekd, we
must stess hat today’sactions and commmtents are only the first
step to fiscal reform that must be condated by future legislators.
Indeed, thevilland means to follow through are at least as intqaltr
as the initial commitment to deficit reduction.
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Finding and implementing lasting solutions to the public sectors
chronic deficit problems will be neitheasy nor simple. The design
of programs to redress fiscahbalances and the formation of the
political consensus that will be needed to sustain fisfatm will
require an exceptional understanding of the dinmrsand conse-
guences of excessive deficits and debt, and of the ophansre
available for solvingiécal imbalances. Deveping a broader appre-
ciation ofthese issues will be our agenda for the next two days.

The immensity of theask before us is spelled out in this morning’s
paper by MichaeMussa and &ul Masson. kscal policy in most
industrial counties has producesteadily rising debt-to-GDP ratios
since around 1980. Sugiolicy outtomes cannot, in genal, be
sustained in the long run. Neteeless, implementation of a near-
term reversal ofttese policies will be difGult because they are the
product of deeply entrenched ecaomig, social, political, and demo-
graphic tends. Notable are increasing public acceptance of deficits
and debt, and massive social spending comaritts that were based
on assumptins and projections that have long since gone awry. In
the United States, the costs of mtaining social spending commit-
ments are certain to worsen as adverse deaptics make an
increasing fraction of the population dependent on the government
for income support and the costs of yiding health care continue
to rise.

It is all too easy to lossight of the real economic damage that
persistent deficitcan produce. Ahough the damagmay seem
small from a year-by-year perspective, theeetf§ cumulate over
time into substantialkal costs. Laurence Ball andggoryMankiw
estimate, for example, that the Unit8thtes federal government’s
50 percent debt-to-GDP ratio has reduced grogsubly as much
as 6 percent. This loss will, cburse, mount if the debt-to-GDP ratio
continues to increase. An even more worrisomeqgdl conse-
guence of rising debt ratios would be the risk of a financial break-
down.Such isks exist because there are limits todhwunt of debt
that foreignand domestic investors willingly accept. In thard-
landing scenario discussed by Ball and Mankiw, fiscal policy
pushes public debt beyonriug limit, with a resultingollapse in the
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demand for financiassets that has dire &incial and real economy
consequences.

As John Taylor points out in his paper, chronic deficits can also
present serious challenges to the conduct of monetary policy. With
sufficiently high debt rabs, the pressure cenptation taisemoney
growth as a source of finance for public spendiaigundermine the
credibility of anti-inflationary monetary policies. Hetes, how-
ever, that deficiteind debt in the Uted Statesnd most indstrial-
ized caintries have not yaeached a level where this posegdous
risk. His paper also providesteresting insights intbow monetary
policy might adjust to a period of sustained fiscal consolidation.

Difficult and controversialssues also arise in tbhoice of deficit
reduction strategieddany gptionshave been proposeunhcluding
constitutional amendments that woul@dpibit deficits the adopion
of better accounting and infmation systems, and adgtments to
existing tax and spending pregns. | am thusooking forward to
learning more from Paul Martin at lunch today about how Canada
is addessing its fiscal problems. | also expect tbatarrow'spanel
will provide interesting and useful insights into the merits of alter-
native optons as they may @y in developed counigs.

The developing cantries provide a helpful perspective ooten-
tial solutions to the problems of chronic deficits. To be sureir t
situation tends to ffer from that of industrial economies because,
as Mussa andMasson note irtheir paper, their social spending
commitments have been stter. Nonetleless, the exgrience of
selected Latin Ameécan countries discussed in Sebastian &udis’
paper nakesclear that substantial deft reduction programsan be
successfully implemented and sustained. These programs have
included innovative appexhes to the reform of socialsurance
and revenue systems, and the provision of saving incentives that we
all will want to examine carefully.

Deficit reduction stratdgs must be sustainexver an extended
period of time if they are to be effégt. Indemocratic societies this
will require a lasting consensus among policymakeibsthe pblic
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about the sowres anadonsequences of our deficit problems, as well
as agreement about the efficacy of proposed solutions. More
broadly, we must recognize that chronic budgdicits are a symp-
tom of a larger problemhait mustalso be addressed: the endeavor
of governments to preempt resoes fronthe private sector without
visibly imposing taxes on their citizens. When the dooshimnic
on-budget deficits is finally osed, pressures will ggkly build to
preempt resources through direcedit guaantees, government
sponsored credit corporatiorgdother seemingly innocuous vehi-
cles of resource transferh&se pressures must be resisted. There is
little distinction in governments’ capacity to borrow, whether funds
are direct or indirect obligains. Theapptopriate appraisal of such
vehicles is not whether they involve taxpageeditlosses, which
they may, but the extent to which they dasgdsovereigrborrowing
capacities.

There is every reason to expect this ppgium to make a signifi-
cant contribution to a greater understandinga# fiscal policy is
appropriately forged in theaars ahead.

I want to conclude by thanking the staff of the Federal Reserve Bank
of Kansas City for assembling such an excelleng@am. It prom-
ises a lively exchange of views, and | look forward to participating.



