General Discussion:;
Overview Panel

Chairman: Jacob Frenkel

Mr. Frenkel: Thank you very much fohese inspiringemarks.
We now have afpad ange of issued.he floor is open for a limited
period of time.

Mr. Ball: | would like to adiress this primarily to Miister
Persson. | have a ooment and question about the role of monetary
policy in the current Swedish situation. | thoughtés nteresting
that you said that the fundamentaluse of the fiscal pblems was
the collapse in demand in Sweden. Of s@ythat is the natural
explanation for the unemploymeproblem, as well, the huge nease
in unemployment. Ibne asks whylemand colpsed, it seems an
obvious possible culprit is the fact that Sweden has adomerba
inflation targetand consequently has instituted tight monetary policy
to disinflate. | would just like to ask—and | hope this isrradically
left-wing idea in this group—whether possibly in this instance the
costs of educing inflation have been greater than theshites? Even
though it is certainly valuable to reducelation, | wonder wiether
it is worth the huge fiscal pkldems you talked about and the great
increase in nemployment. Andhen, of coursethere is a closely
related questior8hould policymakers in Swenthink about reversing
this process to some degree? Given the problem afdltepse in
demand, do we need more expansionary monetary policy to stimu-
late demand, even if this perhapsks inflationcreeping back up a
little bit? Might that not be a goodéa werall?
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Mr. Frenkel: Thank you. Minister.

Mr. Persson:l can answer this very short. The answer is no. The
responsibility of monetary policy is up to the central basled that
my governothas left the room, so perhaps | can take the oppibyt
but I won't, because we have the same perspective on this question.
A small country like Sweden, with extrem&érnational depend-
ence and a big export sector, cannot haveiiofh above our main
competitors alwad. So it was necessary for us to do this and we had
to stick to it. There was no option.

Mr. Frenkel: Thank you very much. Peter Kenen.

Mr. Kenen: A very brief intervention to reflect upon an implicit
conflict between the tenor of much of thisaission in the last two
days and the Minister’s remarks a few moments ago: A policy
package must be seen to be fair, andlens must be shed. But let
me remindyou that much of our discussion about the social insurance
programs has been a discussion ¢grigenerational conflict, where
there are unambiguous gams and losers. How one squares this with
the notion of equity, I'm not sure. In fact, | don’t see how one can.
| think Pete Peterson is right to say that one has indeedhdire
the young to balance the palitical situation, although it won't achieve
equity. Let meadd just one further ecoment—and | think it bears
also on Jim Wolfensohn'’s renia. The social consensus after World
War 1l that provded the political support for the iding of the
welfare staténas, | hink, been replaced in most of the developed
countries with a much morewdsive political situationDeep dis-
tinctions betveen “them” and “us”—somtimes with racial over-
tones—have made it, | think, much more idifilt to reachagreement
on any of these issues. If we do nohfront that political reality, all
of our talk about the optimal design of policy becomes irrelevant.

Mr. Frenkel: Thank you. Marty Feldstein.
Mr. Feldstein: Just a comment on what Peter Kenaest jsaid

about winners and losers. hink one can look athe proposed
reforms in Social Security in a somewhat different way. If we don’t
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reform social security, then the current younger generation will be
losing more. And this is cutting back on theirdesand asking—as
Pete Peteson did—current retirees talso make some sacrifices.
But, the younger generation under current law is being called upon
to face hgher exes in the future an@igersacrifices.

Mr. Frenkel: Minister Persson, please.

Mr. Persson:Yes, the strongest supporthirk, in Sweden is from
the youngbecause this is a questiontmdving a fair distribution
between the generations, because they have to pay the debt service
in the future and they realizeat It is still possible for me in
Swedish society todve a discussion with thepsioners about that
and to tell them they also must think about the next geioer. And
so far, | have had political support for that type of diale.

Mr. Frenkel: Thank you. Joe Stiglitz.

Mr. Stiglitz: | have a couple comments. First, to Minister Persson:
You argue that what enabled Swederattiress its deficitvas a
crisis; yet in the Unite®tates | think thre is a Iparisan resolve to
address thddgcal deficit, and yet thelien’t quite a cisis. Although
it's not a crisisthere are underlying economic trends treatdnbeen
of great concern. In pacular, the slowdown gbroductivity growth
plus the increasing inequality has been, for a significaatibn of
the poptation, declining real wages and incomeshaligh it is not
a crisis, that may be part of thaderlying political economy that is
driving some ofwhat is going on. Thaekds me to the secopdint,
which is to reiteate the pint that Marty nade,that one of the
important aspects of defigiéduction is how it forces the rethinking
of allocation decigins. And that, oEoursejeads to the question of
the importance ofreducing the défit in the right way; hat if you
reduce the dficit by cuttingback on growh-enhancing investments
and innovation inR&D, you actually adversely affect esomic
growth. But | actually would like to argue that it goes beyond just
issues of education to dader problems ohings like ETC, pov-
erty-alleviation programs. ABete Peterson pointed out, more than
one out of fivechildren in the United tates is in poverty. We know
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the effects of povertarelong-lasting. We know the probability is
very high that the proportion of those who grow up in poverty will
wind up being a burden on the state, wilhd up in prisons. And
we know that some ates now are speing more on psons than

on educatn. Andthat is a reflection of the failure over the last
fifteen years to adess some of thesenderlying problems of
poverty. The third point | want to raise very briefly igds nterested

in the discussion of how one thinks about the allocatrongss, and
Alan Auebach emphasized one tool. Otw®l that hasn’tbeen
talked about very much is capital budgeti That eemphasizes the
point that oneought to distinguish between comsption expendi-
tures in theoublic sectoand investment decisions, even if you don't
have a formal capital budget. And thatrig$ me to thgeneral point
that the Minister aised, which is themportance of having fairly
shared burdns and the aeern that some of us have had in the recent
discussion, thagome of the propsals in the Wited Sates have not
been based on fairly sharedlans. Fornstance, there has nm¢en

a significant attack on corporate welfare in a way that there was in
Canada, which MrMartin talked about yesterday. The one big
success | guess we have had so far is the attheke we have
eliminated the mink subsidies, whialas sanething like $2 million

a year. But large amounts ohetr aspects of ¢porate welfare still
maintain. | think that one of theal problems right now is that many
of the deficit-reduction programs being advocated ivew@rogram
cuts that are being used to finance tax cuts for the wealthy. | know
some people bedve some of those tax cuts wgeneate hrge
amounts of economic growth. But | think the evidencéhahis not
that great. And the social distinction that Nes rise toeally makes

the difficulty of deficit reduction even greater.

Mr. Frenkel: Thank you. Some of the remarks have an exclama-
tion mark at the end of them rather than a question mark. | assume
we will define this one as an exclamation mark. Michael Bruno.

Mr. Bruno: Mr. Persson, my egaments regard industrial aotries
that have a deficit of 1Percent and also the equal sharing of the
burden. If one may draw at all from the experience of a nonindustrial
country with large deficits, a reduction of the deficit from 10 percent
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to zero hagvariablyled to growth benefits—namely, it is a positive
sum gainThathas been true for diss-developed regions. To what
extent would yosaythat is corect? In your case, | vatd make the
argument that not only do you want to care for the equal sharing of
the burden, but since the cake willligger overime,there will be
more to redistribute. Ais wauldn’t havebeen the case ifou had
continued tdhave a ddtit of 10 percent. Politically, thisvould help

you. It doesn’t solve the prodin, because the penss are fair.

Mr. Frenkel: Minister.

Mr. Persson:l have chosen to be very careful about the assump-
tionsabout growth—very carefubecause that is the most sensitive
factor in all my calculatins. So | have growth rates fabout 2.5
percent after three yeamiccession. Then | have growth rates in the
coming year for about 2 peent.That isnecessary, because | also
have to face the question that was puraal Martin yesterday: What
will happen if there is a downturn in thesiness cycle? | can now
say in my calculations, | haverahdy built that in. | have security
for that. But, oftourse, you araght. A lot of examples give us good
support for anticipating better growth fitwe future. If | were to get
better growth, all my calculains would be much, much better, and
we would be in a very favorable situati But, it is not my interest
in this phase of the consolidation program to pointhat. My
interest is to say to the Swedish people, you still have a very deep
crisis. Don't think ofnew berfits, just think of fourvery hard ars.
And, if | begin to bcus on gowth and new income, hink | pethaps
will lose my grip.Call it whatever kind of tactic you want to call it,
but I think it is necessary at this phase.

Mr. Frenkel: Bruce MacLaury.

Mr. MacLaury: This isa commentand a question for Jim Wolfen-
sohn, if | may. First, Jim, I'm very glad that you were persuaded
to speak to us ithin ninety days ofyour taking officeand ddn’t
wait for six months. You could not be more eloquent after another
ninety days. My question addresses the point that was iterated and
reiterated throughout the discussions of yesterday and today on



430 General Discussion

fiscal policy,that there is an essential need for credibility of govern-
ment and gogrnnments, and the sustainability bidir policies—both
economic and social policiestHink weknow from the past that a
number of the developing aatries have not had what one can call
governments that areadile or pticies that are sustainable. The
guestion is: To what exterian the World Bank influence those
policies andhe stability of the governmentin its oway? We think

of conditionality as being a feature of the IMF rather than of the
World Bank primarily. But my question i€an the World Bank use
its influence to sustain policies ancdibility?

Mr. Wolfensohn: Well, again making a broad generalization
which can be criticized in thearticular, if youtake a segment of
countrieswvhere there idtis fragility in government and where you
are asking governments take the sort ofdng-term economic
decisions of the type we’re talking in terms of edumatihealth,
transportation, infrastructure, training tfe governments them-
selves in terms of human resoas, wlere thoseggovernments are
changing andare under these acute social pressures to which |
referred, there is a signifant role for the World Bank to be there as
a stable fiend to help from government to government. idseie |
think which weface at the moment is that in thelwme of literature
which | read lefore | came to thbank and I've read since, the bank
has been sigrifantly criticized as being an institution which has
not always been partner, but halseen dictating along with the IMF
in terms of what we think is the approge canditionality and the
appropriate futre for the countries. And, hink thechallenge for
us, in order to fill the gaBruce, isthat we fave to be true parers.
We have to be perceived to berking with the locakountiies, with
whatever government is in power, to be reliable, to bdestatbe
modest in a process which égtraordinarily difficult. And, if we
could be in that position, then yatan beadviser to successive
governments. Angou can be a source of stability. That is a tough
road, but it is road that | think the bank should pursue andaibn
which | very much hopthat we will be able to do in the yeatsead.

Mr. Frenkel: Thank you. The penultimate remark. Terry Burns.
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Mr. Burns: Thank you very much. | would like to support tizese
that Marty Feldsteirhas made. Weshould not underestimate the
difficulties inherent in the political picess, and a lot of the discus-
sion that we have had today emphasizes this. Most political choices
are very dificult. | have watched politians at very close quarters
for fifteen years, and possibly uniquely find that my opiniotihefn
has not dinmished. If anything, my view of thehas been enhanced,
as | have watched the complexoptems hey wrestle with. | am
impressedhat the nost difficult choices ase when the costs and
benefits of decisions get out of line; when costs emerge today and
the benefits come later; or where the benefits emedgytand the
costs come later. That is why with metary policy we haveeen the
move toward independent centralrtks and institubnal arrange-
ments which relieve the tension i¥eten the short-term andrger-
term effects of policy changes.

The case for the balanced thget comes out of the same stable.
Anything we can do to prevent the politicabpess aviling diffi-
cult choices byincreasing public borrowing is to be welcenh |
have been struck by the absence of support at this meeting for
legislating for bahnced budgets, and hibk that des reflect the
techncal difficulties inherent irany legislation—particularly with
regard to variatinsover thecycle. But we have also seen—and |
think it has been verynpressive from both the financeinisters we
have heardtis mornirg—the impotance of precommitment and the
reputation of the people inwad in heir determination to improve
public finances.

Institutional ctange can help. Take, faxampe, the poblem
governments oftelavewith handling capital expenditure in the
public sector; the costsiae today and the benefits are spread over
time. In this case changes to gounting frameworkan help by
giving us a better measure of the actual resouroesivied. Even
more imporant, we have seen the benefits of/atization. | have
been impressed by the way in whichvptization in the United
Kingdom has avaded many of the probims nherent in capal
expenditure decisins. Thepublic sector has had a godeal of
difficulty in the pastihding the resources for capital expétude.
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It has been muckasier to geneate finance for the capitatqgrams
of large utilities since they have been in the private sector than it
ever was when they were in thelgic sector.

And my feeling is that many of the same lessons go for the huge
problem of intergenerational diffences in terms of costs and reve-
nues inherent in social security deoiss. It has been fascinating for
me to see the way in which thesdussion has ewentrated on this
issue. This is thelearest case of the need for people to make
commitments knowing that sooner or latieey are going to have to
pay the bills. Anything wecan do in terms of an institutional
framework to nakethat choice more transparentis likely to improve
our chances of making the right decisions. That is tloegestcase
for moving from pay-as-you-go semes to funded schemes. Simi-
larly, the case has been made in the papers featpring pensions
and it is possible that privatization could play an important part
improving decisionmaking in this areawsl|.

As much as people may betdrmined today tsolve the deficit
problem, what we have seen in many other walks t€ypds that
it is crucial to put in pce arinstitutional framework which makes
sure that these ideas persist and that they dbaumme simply the
fad of the day and that somewhere down the road we all turn our
attention to diferent isues.

Mr. Frenkel: Thank you. The final remark by John Taylor.

Mr. Taylor: After Terry's remark ljist wanted to say not all of us
have that many problems with balanced budgletstun my paper,
| tried to find ways to make these kinds of rules work #nad's a
good topic for the future. One other solution, which didn’t
mention, is political reform—things like term limits, which | think
is more applicable to the United States. This could vezly deal
with some of the political fpblems that Peted®erson aised. And
lastly, | would just like to link what we did a little earlier with Jim
Wolfensohn’s rerarks. When you aréinking about budget cutting
and the implicatins for the interational financial institutions,
remember that one of the realisons to reduce budget deficits is to
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increase saving and, in particular, world saving. The UnitateSt
now is really a drain oworld saving. If that could be turnedound,

it would have an enorous mpact—on world growth, intest rates,
and development in other couiets.






