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Elusive Consensus at IMF Spring Meetings: Part |

Douglas A. Rediker says the debates over growth vs. austerity at the annual IMF-World Bank meetings were lively

but inconclusive.
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Steve Weisman:  The spring meetings of the International Monetary Fund and the World Bank have
brought the usual mob scene of central bankers, finance ministers, and other policy makers
and scholars to Washington. Douglas Rediker, visiting fellow at the Peterson Institute and
a former member of the executive committee of the IME is here to talk with me, Steve
Weisman, about the meetings and the talk in the corridors.

Doug, a number of columnists and commentators have said there was an unusual lack

of consensus among the economists who met in Washington, over where the economy is
going and what should be done about it, particularly the issue of growth vs. fiscal austerity
and consolidation. What was your impression?

Douglas Rediker: I've been picking up on that point. This is more of a return to normal. What I mean by
that is for the past several years, these meetings have been largely if not entirely focused on
crisis response. Now, when we are in a crisis response mode, everyone pulls together and
deals with the imminent destruction that they’re trying to forestall in the U.S., the financial
markets, and then in Europe.

Last October in Tokyo, the annual meetings of the IMF, were basically characterized by

one great big exhale. There was no imminent crisis that policymakers and those around
these meetings had to actually deal with on a moment to moment basis. But then this set of
meetings really was that area in between. The crisis is clearly not over, but it’s not imminent
either. So there was a return to the broad and narrow focus of interesting and debatable
economic issues that are both academic and real world centric.

That’s why there was a lack of consensus. Well, there’s a lack of consensus in the real world.
There’s a lack of consensus in the academic community and I think these meetings were

a reflection of that. A lot of good work was done, I'd say. A lot more than usual, because
there was this ability to actually focus on some of the nitty-gritty issues. 'm not saying a lot
of progress was made in any given direction, but I do think a lot of issues were hammered
out and are better framed than they were before the meetings actually took place.

Steve Weisman: ~ What about this issue of growth vs. austerity, which is perhaps simplistically phrased just
that way. Is it more complicated?

Douglas Rediker: First of all, you're right in the question. The growth vs. austerity debate is misleading.
Certainly the Europeans argue that what they’'ve embracing is far more than outright
austerity. There are a lot of other aspects to what has been imposed and is being imposed
on the euro zone and other members of the European Union. But let’s face it, that’s the way
people seem to understand it, so let’s go with it.
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And the growth versus austerity debate last week dovetailed with this challenge to the
Rogoff-Reinhart study, which ended up being a pretty big issue, even amongst those who
don’t read hard academic text like the Rogoff-Reinhart paper and the book that they wrote
on the back of it. The idea that policymakers were affected by this idea that 90 percent of
debt-to-GDP created a negative growth dynamic had really sunk into the policy making
community around the world.

That study, published in a working paper two or three years ago, concluded that there was
a 90 percent threshold, after which debt does cause negative growth or contraction. Your
suggestion is that this has had international impact among finance people. How did you
perceive this challenge to their methodology at the meetings?

First of all, take a look at where Europe was ten years ago when the euro was introduced.
They imposed a stability and growth packed target of 60 percent of debt to GDP. Now you
fast forward to last year and the year before, where Greece was in the headlines, and where
120 percent of debt to GDP was considered the threshold for sustainability.

Now I'm sure it’s just a coincidence, but this 90 percent figure falls smack dab in the middle
of the optimal 60 percent and the absolute extreme 120 percent. So 90 percent really fit
with a basic narrative of: you'd better stay close to the 60 percent than 120 percent, and 90
percent is just about the worst that we're going to tolerate before things start to get bad.

In other words the challenge to their methodology and their precise 90 percent figure did
not undercut the idea that at least somewhere in there is a debt threshold that’s dangerous.

Absolutely. But it’s not necessarily that 89 percent is good and 91 percent is bad. It is likely
that there is a gradual impact, but there’s not, as the Rogoff-Reinhart study implied, a

real point at which things accelerate in the wrong direction. Don’t test that point, and 90
percent is where everyone assumed based on that study and the popular understanding

of that study, that’s where people thought it was. And when I say people, it’s not just lay
people on the street, its actual policymakers. That’s where this is all coming home.

At the spring meetings last week, the debate, which is always ongoing, between the growth
versus austerity as we're going to use that phrase in it’s oversimplistic fashion, those forces
are always battling it out and have been for decades. But here you suddenly had Europe as
Exhibit A. You had the 90 percent figure suddenly, if not debunked, certainly challenged at

a time when the economic growth trajectory of Europe overall is really suffering.

So there are those who would argue, independent any Rogoff-Reinhart studies, that the
solutions to Europe’s problems are having, what I would consider to be the inevitable
impact on growth and that maybe have gone too far. But the point is, this only added a
very easily understood fuel to the fire that said, “Wow, what Europe has already been doing
isn’t bearing the fruit that some would say it needed to. You've got higher unemployment
than people expected; slower return to growth, in fact increasing contraction in some cases.
And now suddenly it’s all worth it, because we're forestalling a very bad event.” Le., this 90
percent threshold, had been taken out from under them.

Doug, I'm going to end Part 1 and we’re going to pick up on some of the other issues at the

annual meetings in the second part of this conversation.
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