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Steve Weisman:  The G-20 summit in Seoul has ended in a cloud of dust and pessimism and confusion. This 
is Steve Weisman at the Peterson Institute for International Economics with the great Fred 
Bergsten to clear it all up for us. Fred, was it a debacle, or was there something good that 
came out of the summit?

C. Fred Bergsten:  It was certainly not a debacle, and it’s the typical question of whether the glass is half full 
or maybe a third full and the rest empty. The G-20 summit did record some significant 
achievements. They did bless a meaningful and quasi-historic forward move in reform 
of financial regulation around the world. They also blessed a significant reform in the 
International Monetary Fund. Neither of those was negotiated at the G-20 summit, but 
without the earlier directives from G-20 summits and the action-forcing deadline of Seoul, 
those things would not have happened. So I think you have to record those steps as real 
progress and real accomplishments of the G-20 summit. The reason the glass is half or a little 
more empty is, of course, that they failed to take forward steps in terms of resolving the world’s 
big macroeconomic problems. A debate has now broken out—we already saw it at Toronto, 
but it was more acute here—whether the right step at this point of the global recovery is 
further expansionary measures like the Federal Reserve has taken with quantitative easing here 
in the United States, or fiscal consolidation, which the Europeans have decided on. 

That’s a clash between high-income rich countries. I come down on the side of the Federal 
Reserve and the United States in terms of needing more stimulus to keep the recovery 
going. Inflation is very low, there’s certainly no market pressure on the United States in 
terms of doubts about the solvency of the government, the solvency of the Fed. Interest 
rates are at rock bottom lows, and the United States remains a safe haven. The same thing 
can be said of Germany, yet Germany is tightening fiscal policy. On that one, I think the 
United States is in the right, but there is clearly a huge debate about it.

 The other big issue on which there was no resolution was the global imbalances. That’s 
a serious problem because the imbalances are now getting worse. The US trade deficit is 
rising sharply. In fact it’s subtracted 50 percent from our growth over the last two quarters, 
with the trade deficit getting much higher. The Chinese have just recorded a very sharp 
increase in their trade surplus. Those imbalances have three big problems: they can subtract 
from global growth as we’re now seeing acutely in the United States; they can sow the 
seeds for future crises—we know the big imbalances were a major cause of the underlying 
environment that led to the financial crisis in recent years; and more immediately, they 
can lead to protectionist pressures. The US Congress is coming back next week. The failure 
of movement of the Chinese does not bode well for heading off new trade restricting 
legislation in the Congress, which has already been passed by the House, and is poised for 
the Senate to adopt it as well. So we could have some new problems on the trade wars as 
well as currency wars fronts. On that issue, I think it’s fair to say the G-20 wasn’t able to 
reach agreement. They kicked the can down the road with some procedural steps. Those 
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may bear fruit, they may be healthy over time, but there was certainly a failure to deal 
effectively with the issue at the moment—and it’s needed at the moment. 

Steve Weisman: They issued language papering over their differences on the imbalances, suggesting that 
their goal was to reduce them. Was the prospect of putting a cap on the surpluses or the 
imbalances ever a realistic one? How difficult in the end was it for the United States to 
organize a coalition among other countries to get the Chinese to agree to that?

C. Fred Bergsten: Everybody for some time has been groping for effective mechanisms to deal with the problem 
of the imbalances. It’s not a new problem. It has plagued the global monetary system through 
the entire postwar period. The system that was created way back in Bretton Woods never had 
any effective disciplines on surplus or creditor countries. The countries running surpluses, even 
if they do it like the Chinese in large part by manipulating their currency to an undervalued 
level, there is no effective systemic restraint on that. So for decades there has been an effort 
to deal with that problem. The recent US and Korean effort to put in place quantitative 
limitations on current account surpluses and deficits—even without an enforcement 
mechanism—is simply the latest of a whole series of efforts to move in that direction. You can 
address the exchange rates directly, you can address them indirectly through targets for current 
account positions, you can make targets for domestic economic policies that relate to your 
current account and your exchange rate, like QE2 [quantitative easing 2] in the United States 
or budget positions. And that’s been done. Historically the G-7 did it at one point during 
the 1980s, so there’s a whole range of mechanisms. The issue obviously is political—getting 
agreement by both surplus and deficit countries on a framework, a set of norms that they will 
then live up to in an effort to avoid new problems for the global economy. 

In the current case, the short-run parochial concerns of the surplus countries have 
prevailed. China and even more so Germany have been totally resistant to any kind of 
efforts to put limits on the surplus sides. If the surpluses can’t come down, the deficits can’t 
come down. As I said before, the US deficit is now rising again sharply, and unless we can 
get the two sides to tango, I’m afraid this is going to cause continued problems for world 
growth, for potential future crises, and in the short run, for new protectionist outbreaks.

Steve Weisman: The issue of the controversy over quantitative easing was developing over many weeks, but it 
seemed to really blow up in the week or two before the summit with rather harsh criticism 
from the Chinese and the Germans. Do you think they were using that as a way of deflecting 
the other problem of dealing with the surpluses and with the current account imbalances?

C. Fred Bergsten: Absolutely. I think this was a tactical move on the part of the surplus countries—even more 
Germany than China—to try to put the United States on the defensive and counter the US 
pressure on them to do something about their surpluses.

Steve Weisman: It sounds like they succeeded.

C. Fred Bergsten: It added to their talking points and public justification. I doubt they would have agreed 
to the guidelines anyway, but this enabled them to at least in some people’s eyes seize the 
high ground. One must note that in the German case, the criticism of US monetary easing 
does also reflect the historical paranoia with inflation. It’s rather peculiar in a world where 
inflation is nowhere to be seen. There’s no prospect of inflation in the rich countries for at 
least the next five years. So it’s a bit of a stretch I must say for Germany or anybody else to 
suggest that the Federal Reserve is flooding the world irresponsibly.
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Steve Weisman: And also after the announcement, the dollar actually strengthened, didn’t it?

C. Fred Bergsten: The dollar weakened after the Fed initially signaled back in late August that it was probably 
going to do quantitative easing. Since that time, the trade weighted average of the dollar 
has fallen about 5 percent. My guess is that that’s probably discounted most of the currency 
impact of the quantitative easing. What I’m saying is: It’s already happened, and to go 
back to your previous question, if the Germans and Chinese and others were going to get 
excited about it, they had the last two months to get excited because everybody knew it was 
coming. The currency markets certainly knew it was coming and reflected it. Incidentally, 
with respect to China, one has to note that China is still pegging to the dollar. The Chinese 
let their exchange rate go up a little bit—2 percent against the dollar over the last five or 
six months. But, they basically continue to peg to the dollar at a slightly higher rate; that 
means they’ve been riding the dollar down against all the other currencies. So the Chinese 
may complain that the QE2 is taking the dollar down against others, but they’re riding the 
dollar down against the others as well. So the net effect is that the Chinese currency has on 
balance depreciated, weakened, on a trade-weighted average basis over these last four or five 
months, particularly since the Fed announced that quantitative easing was coming back in 
August. So the Chinese, while complaining, are doing so all the way to the bank, improving 
their competitive position, and enjoying record monthly trade surpluses.

Steve Weisman: I mentioned at the outset that these summits, because they revolve around so many 
technical and economic issues, are confusing to the average American, and maybe average 
citizen of the world. So there’s a kind of sense of alarm that you get in the news coverage 
that this thing ended in discord despite the agreements on financial and institutional 
reform that you earlier mentioned. But how alarmed should the average person feel about 
the discordant notes in dealing with these global problems compared to a year or two ago 
when everyone seemed to be more on the same page?

C. Fred Bergsten: I think it is a source of real worry. The world economy is still fragile. It has obviously 
recovered substantially from the depths of the crisis, but it is not out of the woods. There are 
risks of future crises despite the progress made on financial regulatory reform. More broadly, if 
big countries start fighting each other as they have in the past, it’s a very unstable foundation 
for the world economy. So I think it is right to worry, and I think it’s essential for the 
governments now to start trying to patch it up certainly before the G-20 summit next year. 

Steve Weisman: Do you see the administration [as] aware of this and ready to tackle it?

C. Fred Bergsten: I think the US administration is sincerely committed to a cooperative international approach 
to try to get the world economy back on track. Partly that’s selfish because US growth itself is 
inadequate, and as I said, the renewed deterioration of the trade deficit is robbing the United 
States of growth and job creation. US domestic demand over the last six months has been 
growing at a 4 percent rate, twice as fast as GDP output. If that had been fully reflected in 
output growth and job creation, the economy would be perceived domestically, including 
by voters, as much stronger than is the case. So the international dimension is absolutely 
essential for the United States in purely selfish terms. On top of that, I think the United 
States continues to have at least some of its traditional devotion to world leadership on these 
issues—to try to maintain an open trading system, try to avoid currency wars, try to avoid an 
outbreak of capital wars. But it does take 2, or now 20, to tango, and we’re going to need a 
lot better cooperation. You can’t have leadership if you don’t have followership and there are 
two axes of conflict now: the US-China axis of conflict has been there for some time over the 
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imbalances, though in some other areas cooperative, but that’s still a fundamental cleavage 
and that one may get much rougher, including by Congressional action. 

The new cleavage, the new axis of difficulty, is within the Western alliance. Again, it’s got 
historical roots. The United States and Germany have bickered over currency and fiscal and 
monetary stability for 40 or 50 years, even when Germany and Europe were much weaker 
compared with the United States. That has been a very traditional area of discord. But it 
has now flared again with Germany’s very large surpluses, Germany having to become again 
the paymaster for Europe—to pick up the check for the Greeces and Portugals and now 
Irelands [and their excesses]. The Germans are very unhappy about that. They don’t like the 
Americans now coming in and adding to the criticism of them for inadequate economic 
growth and an excess of surpluses, so that’s a new axis of dissent. And it means that we’ve 
got a kind of three-cornered global economic debate that will not be healthy for the world 
economy, or for the financial markets, unless it can be resolved fairly quickly.

Steve Weisman: These discordant notes focus on what seems to be a change in the zeitgeist right now from 
two years ago, with European attitudes, especially in Germany and the United Kingdom, 
favoring consolidation and a more conservative approach. It may be driven by anxiety.

C. Fred Bergsten: It may be, but we don’t yet know how that comes out in the United States. There has been 
a debate of that kind going on here increasingly for the last year.

Steve Weisman: And we certainly saw it appear in the elections.

C. Fred Bergsten: And we now have the president’s budget commission coming forth with a very aggressive blue-
print for reducing the budget deficit, which was immediately denounced by vested interests 
on all sides of the debate. It’s the typical thing—everybody wants the budget deficit [to be] 
corrected, as long as it doesn’t happen at his or her expense. So, are people really serious about 
budget consolidation at a time when unemployment is still close to 10 percent and the econo-
my needs growth? I doubt it. I think decisions could be made over the next year or two to take 
significant budget cutting actions phased in over the next three, four, five years. I think that’s 
the way to square the circle, but I’m not sure our politics will even promote that. What has 
changed is Europe. The Europeans, in the wake of the Greek crisis and the spillover to other 
peripheral countries in Europe, but even to some extent to the United Kingdom, have adopted 
a program that our colleague Jacob Kirkegaard calls concerted fiscal consolidation. That is 
undertaken even by Germany, which is the safe haven within Europe, which has absolutely 
no pressure from the bond market vigilantes. Nevertheless, Germany has adopted a balanced 
budget amendment and is cutting its fiscal deficits on a steady five-year basis. That condemns 
Europe to slow growth, which in turn probably means large European trade surpluses adding 
to the global imbalances difficulty—not helping to correct it. That shift in European thinking 
driven by Germany’s new power as the renewed pay master of Europe as a whole, affects the 
international debate and has the impact peculiarly of aligning Germany with China against the 
United States. That is a very peculiar outcome in terms of underlying economic interests and 
rationality, but it does mean that it’s even harder to reach the kind of international accord in 
the G-20, the International Monetary Fund, and elsewhere, that I think is really badly needed.

Steve Weisman: On that sobering note, thanks Fred Bergsten.


