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Adam Posen: Good morning everyone and welcome back to the Peterson Institute. I'm 

Adam Posen, President of the Peterson Institute for International 
Economics and we're delighted to have this distinguished audience and 
even more distinguished set of speakers today for our conference on the 
Plaza Accord and monetary cooperation today. 

 
 We have many stars on the program, but I just want to emphasize that 

obviously international monetary cooperation and specifically the journey 
to the Plaza and the journeys from the Plaza are things that the Peterson 
Institute in its prior life was directly involved with and we're very proud of 
our history. And that Fred Bergsten and others here who have contributed 
so much to that and that issue through the years. 

 
 We had the opportunity working with Russell Green of Rice University to 

put together a volume, International Monetary Cooperation, Lessons On 
The Plaza Accord After 30 Years that we're releasing today, and the 
editors Fred and Russell will be up in a second just to say briefly what's in 
the volume. 

 
 Some of the papers from that, particularly those by my colleagues will be 

spoken about today but both the volume and today’s event are standalone. 
There are certainly enough material there for all of us. 

 
 The goal today is to sort of go beyond the chatter that’s been in the papers 

in the last couple of weeks of, “Oh, has there been a secret deal made in 
the G20 for monetary cooperation?” which, I think, anyone who’s been in 
the G20 room would quickly tell you is extremely difficult to imagine. 

 
 But, nonetheless, it might be something worth aspiring to and maybe there 

is a basis for that in today’s world. Clearly, the Federal Reserve is making 
remarks indicating a much higher regard for the impact of the dollar on the 
US economy than say 30 years ago, Paul Volcker did when the dollar shot 
up hugely in the 80s and led to Jim Baker and many other people in this 
room pursuing the Plaza Accord. 
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 We are very fortunate to have our board member and general secretary of 

economic policy, Lawrence Summers, with us today to start us off. We 
were able, luckily, to get on his calendar and he will, in a moment, we will 
start off with a conversation with him about the issues of international 
monetary cooperation and what he is looking for from the exchange rate 
system and from the G20 heading into the, obviously, the spring IMF 
meetings but the more fundamental economic choices.  

 
 We will follow that with a panel looking backwards but forwards on how 

successful was the Plaza, what directly are the lessons we could take. 
These speakers will be introduced at that time but we're very fortunate that 
not only we have Russell Green, with James [inaudible 0:03:01.9] Center 
for International Governance Innovation, who also the center is co-hosting 
with us today along with Rice. 

 
 Karen Johnson, the former Director of International Finance of the Federal 

Reserve Board and David Smick, author of the World is Curved. And the 
person who actually made more difference with a single conference, and I 
think anybody else I can remember so we will be having them on the 
initial time. 

 
 We also, then, have second panel after lunch. I won't forget lunch, don’t 

worry, with my colleagues Fred Bergsten and Joe Gagnon, Harold James 
of CG and Princeton, and Fabrizio Saccomanni who is a distinguished 
visiting fellow with us, and of course, former finance minister of Italy and 
was active at the Bank of Italy when the Plaza Louvre were underway. 

 
 So, it's a very exciting program. This is all on the record. This is all being 

streamed live. There will be plenty of opportunities for our audience 
present to ask questions and make comments if they are brief. 

 
 But, first, let me turn over to Fred Bergsten for a few remarks both on the 

Plaza and on the project. 
 
Fred Bergsten: Thanks Adam. And just briefly, as Adam said, this project was occasioned 

by the 30th anniversary of the Plaza agreement last September. The Baker 
Institute and Rice University, in honor of its founder, Jim Baker, the 
architect of the Plaza, decided to hold a conference to do a retrospective 
and particularly to try to join implications for the future. 

 
 Russell Green was the point man on the project for the Baker Institute. He 

will follow me and just give a few more words on the conference itself. 
 
 We, here at the institute, were delighted that three of us, Ted Truman who 

is not here, Joe Gagnon and myself, were asked to prepare papers and then 
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subsequently asked to publish the volume from the institute, co-edit it, I 
did with Russell. 

 
 The objectives, as I say, were simple. First was to hear from the architects 

of the Plaza agreement itself, their recollections of how it came together 
and what it meant at the time and whatever inferences they wanted to offer 
the future. 

 
 Jim Baker, himself, gave the keynote address which is chapter one in the 

volume. You’ll find that fascinating reading because Jim, who’s 85, is still 
right on top of things, keenly interested, and gave us some very spirited 
remarks about both the Plaza itself and what might be done today in that 
same spirit. 

 
 Also, in part one of the book, are the people who put together the Plaza 

agreement under Baker’s leadership. David Milford, who was the assistant 
secretary of the treasury, he was my successor, once removed later moved 
to be undersecretary when that job was created but he and Charles Dallara 
actually did the main negotiating to prepare for the Plaza over the previous 
two or three months in total secrecy. The agreement was sprung in secret 
to the world in September 1985. Milford and Dallara also have their 
recollections in here. 

 
 We also have recollections by Utsumi-san who was one of the key 

Japanese participants. He was their man at the embassy here, the Finance 
Ministry’s man in the embassy here and later became State Secretary 
Deputy Minister in the Finance Ministry. 

 
 Japan, as you may or may not remember, was the key foreign participant. 

The protectionists pressures that triggered the Plaza were aimed largely at 
Japan. Japan was the most eager active interventionist participating along 
with the US indeed doing the bulk of the actual intervention in the 
exchange markets to move the exchange rates in the way that the Plaza 
agreed. Utsumi has his recollections in here from the Japanese perspective. 
So, that’s section one of the book by the architects. It's fascinating reading. 

 
 Section two is an appraisal of the Plaza agreement by some of our top 

international economists -- Jeff Franco, Barry Eichengreen, Takaito, again, 
from Japan, analyzing how the Plaza worked, what it meant, did it 
succeed, what were its results. 

 
 The basic conclusions from practically all of the analysts was that the 

Plaza was a unique success in the annals of the international monetary 
cooperation because there was a common purpose agreed by the 
participants. There was an agreement to get the dollar exchange rate down 
sharply in order to correct the current account imbalances that had 
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skyrocketed to -- at that time -- unheard of levels. And in turn had 
spawned enormous protectionist pressures in the congress which 
threatened the openness of the global trading system. 

 
 So, it was those three of these -- the exchange rates, the current accounts, 

the protectionist trade pressures that motivated the activities at the Plaza 
which are depicted in that section two in the book. 

 
 The third section of the book then draws lessons for the future. Joe 

Gagnon and I did papers in that context. John Taylor has one on the 
implications for cooperation in national monetary policies. Agnés Bénnasy 
has one on the implications for the global reserve currency system and the 
like.  

 
 So, those were the three main sections of the volume. I'm delighted that 

we're releasing the book today. We have copies for you. By way of 
history, I'd like to remind you that we published the book at the time that 
analyzed the Plaza and the subsequent Louvre agreements by Youchi 
Funabashi at the time the Asahi Shinbun’s leading columnist on 
international economic and foreign affairs. He interviewed every single 
participant in the Plaza process. The ministers, the governors and their 
deputies, one exception, everybody he has interviewed and did the 
definitive book on the Plaza agreement at the time, and all of us use that as 
fundamental reference to our work today. 

 
 So, that’s the outline of the book. Let me just introduce quickly Russell 

Green from the Baker Institute at Rice University who really gets full 
credit for organizing the conference, pulling it together, co-edited the 
volume with me and will be part of our program today. Russell. 

 
Russell Green: Well, thank you Fred, Adam, and the Peterson Institute in general for 

having me today. It's been a tremendous honor to be affiliated with the 
Peterson Institute on this project and they’ve been tremendous partners. I 
thought I would just talk a little bit about how this project came to be. 

  
 So, I'm there at the Baker’s Institute, The James A. Baker Institute, and 

Baker is, as Fred mentioned, still very active. And somebody mentioned a 
couple of years ago that it was going to be the 30th anniversary for the 
Plaza Accord and this light bulb just went off. And I think it's mostly been 
a matter of being at the right place at the right time because we were able 
to pull in as you can see from the volume just this superstar group of 
people to talk about the Plaza Accord, both historically and what it means 
today, and to get them to all come to Houston, of all places, to do it. 

 
 So, we were very fortunate to be able to take advantage of this and the 

Peterson Institute has been tremendously supportive and so I really want 
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to express my appreciation to the Peterson Institute and especially to Fred 
for his help in coediting the book.  

 
 For me, this is a fun book to have. For Fred, this is probably one of three 

books he’ll push publish this year. He’s got to be the hardest working guy 
in international economics and he also knows how to put on a good show. 
So, you might think of him as the James Brown of international 
economics. Hardest working man in international economics, but he's been 
a pleasure to work with. 

 
 And we had a great group of people to work with, all very collegial, but I 

thought I would just give one very brief anecdote about how this project 
came together. 

 
 We made the mistake early on of asking the entire group of authors what 

we should call the Volume. And I tell you if I can have one piece of 
advice, it's don’t ask 12 different economists for input on a simple 
question like what should the volume be called because we couldn’t even 
agree on whether it was the Plaza Accord or the Plaza Agreement. 

 
 And so, we went back and forth and back and forth, and Ted Truman was 

solely in the Plaza Agreement camp and made a very strong argument that 
you already have the Louvre Accord, and that was without question, the 
Louvre Accord, and then you can't have the Plaza Accord as well because 
that’s two accords. If you have two accords, that’s an accordion.  

 
 I didn’t know what to say to that. So, finally, Agnés Bénnasy, she weighed 

in and she is not a native English speaker and so she said that she had had 
to -- didn’t understand what all this debate was about and consulted her 
French to English dictionary and when she did, the definition that they 
gave of accord was agreement. And so then, we all realized that we were 
sort of getting a little bit too ridiculous and so we consulted Google and so 
Accord won by like 10 hits to 1 over Plaza Agreement, so that’s where we 
are today. 

 
 So, anyway, I just wanted to kind of give you a little bit of the flavor how 

this came to be. I'll save all the serious discussion for later on in the 
program but thank you very much and I guess we have Domenico. 

 
Domenico Lombardi: Thank you, Russell. Thank you, Adam and Fred, for asking us to partner 

on this important conference. We, at CIGI, value very much the 
partnership with the Peterson Institute and the relationship that we have 
been able to forge with you and your colleagues on a number of projects. 

 
 So, turning to today’s topic, it so happens that we often talk, discuss or 

refer to international economic cooperation, but actually the instances in 
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which such cooperation is materialized over the latest few decades are 
very limited. And, I think, the excellent book that Russell and Fred, they 
coedited, do highlight this point. With the Plaza Accord or Agreement 
being defined by Fred as the totem of international economic coordination. 

 
 However, much has happened since then, since the Plaza Accord, since 

1985. First of all, the sheer size of today’s private capital flows and their 
unique ability in driving market expectations, central banking decisions. 
And despite current clouds in the global economy, the role of emerging 
economies which are accounted for the bulk of global economic growth in 
the latest few years. 

 
 And as the result of that, the new consolidated processes have emerged, 

the G20, first of all. So, this is why, I think, at least from my own vantage 
point, what I would like to accomplish in today’s deliberations is to try to 
gather a better understanding, maybe even a consensus on the factors that 
would allow to replicate the successful Plaza experience, if at all, if it can 
be replicated in today’s much more complex world. 

 
 In particular, by looking at the global political and economic landscape 

that would be conducive to that in today’s world and the technology of 
such a cooperative exercise in today’s world, namely its scope, the 
players, central banks versus fiscal authorities. And finally, its timing, pre-
emptive interventions versus reactive interventions. 

 
 So, without any further ado, Adam, I would turn over to you and again 

thank you very much for asking us to partner in this important conference. 
 
Adam Posen: Thank you, Domenico. Thank you all for bearing with us. This is a multi-

partner project and we are grateful to once again be partnering with CIGI 
which is playing such an important role in promoting issues of 
international economic governance and in that context, they were the right 
partner for us on this occasion. 

 
 The honor now falls to me of introducing the Honorable Lawrence 

Summers. Currently, Dr. Summers is president emeritus in the Charles W. 
Eliot University Professor at Harvard University. He directs the 
university’s Mossavar-Rahmani Center for Business and Government 
when I was in grad school, it was just the center for business and 
government. They’ve moved up. 

 
 In addition to serving as the 71st Secretary of the Treasury, in the Clinton 

Administration, he of course, served as the Director of the Whitehouse 
National Economic Council in the Obama Administration, as the President 
of Harvard University and as Chief Economist of the World Bank. 
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 Larry has generously served on our board and now on the executive 
committee of the Institute’s board for many years and I rely on his advice 
and his occasional correction of me, not me correcting him. 

   
 Of the interest beyond today as somebody you may be aware, he also 

recently chaired the Commission on Global Health and you may have seen 
a paper that he and coauthors just [inaudible 0:16:43.7] on the risk of 
global pandemics. One always feels a little bit strange talking about 
economic issues in the face of global warming and global pandemics, and 
civil war but in the end, we have to try to do as best we can on the issues 
that we can control and we care about. And we're looking forward to today 
not just conversation with Larry but everybody involved trying to advance 
us to a more stable international economic system. 

 
 So, can I invite Larry Summers up to the podium, I mean, up to the stage 

for a conversation? 
 
 Well, again, thank you Larry for making time for us on this occasion. 

You’ve discussed with a number of us in the past the issues on 
international monetary cooperation. Obviously, what gives this issue 
salience right now in particular is the temptation countries have to adopt 
straight up beggar thy neighbor policies in a time of declining aggregate 
demand is also of course, less acute than it was, say, in 2008 to 2010. 

 
 But, this issue of potentially having beggar thy neighbor behavior in the 

face of the next negative shock is one that, I think, concerns us and 
concerns a number of policy makers. How do you see this issue? Is there 
any hope in staving off this threat or is this a threat we should not worry 
about? 

 
Larry Summers: Let me first just join the general course of approbation for this conference 

and for this kind of inquiry and say that Fred was uncharacteristically 
bashful in not emphasizing his own role and the role of the Institute in 
bringing us to the point of the Plaza Agreement. I think it's one of the 
major examples of think tanks having a substantial influence on the 
political process and noting Fred’s prior service to the Democratic 
administration and the fact that we had a Republican administration at the 
time, it is also a tribute to a kind of bipartisanship of which we have less 
than we once did. 

 
 So, I think, the Institute is to be commended for that 30 years ago and it's 

to be commended for keeping the fires alive. And it's probably true as I 
joke from time to time that the Institute has never met an initiative it didn’t 
like, has never met an agreement it wasn’t in favor of, and has never 
believed that the right thing to do was to standstill and let markets operate 
at any moment in its 35-year history. 
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 And those are, I think, actually fair observations but it's actually probably 

constructive in a world where most people are directed at creating inertia. 
For there will be some people who are never in favor or inertia even when 
inertia is the right thing. 

 
 With respect to your question, I would say two or three different things 

and then try to come to a bit of an overall conclusion. 
 
 The first is that all of this potentially becomes much more important in a 

secular stagnation zero lower bound era. In normal times, if something 
happens that pushes the US into current account deficit, the impact on 
aggregate demand can be sterilized with easier monetary policy. 

 
 If something happens that constrains, that send somebody else into surplus 

and overheating, the impact can be sterilized with monetary policy. If 
monetary policy is not a truly independent instrument because of the zero 
lower bound, then all of this becomes much more consequential. The same 
arguments that fiscal policy has a much higher multiplier because the LM 
curve is flat, to put in technical terms, when we're at the zero lower bound, 
also implies that international economic, the interactions are that much 
more important at the zero lower bound. 

 
 And so, in that respect, these issues are much more important than they 

have been traditionally. 
 
 Second observation, as between the view that -- I'm going to describe two 

polar views and then I'm going to tell you where I come down between 
them. One view is that the zero lower bound means we're in the liquidity 
trap, it means monetary policy is impotent and it means there's not much 
monetary policy can do. That was implicit in my remarks in the first point 
I made. 

 
 The other view is the one that the Fed came to close to expressing in the 

last few weeks at some point, which is well, zero is just another number, 
rates can be negative. If rates can't be too negative, you can always do 
quantitative easing and that’s kind of the same thing. If you can't do 
quantitative easing then you can do forward guidance. And so there's 
always a way and there's just a spectrum of monetary policy responses and 
so monetary policy can really adjust and there's nothing particularly 
special about being at the zero bound. 

 
 And so those are two polar views. My view would be that truth is closer to 

the liquidity trap pole than it is to the-you-can-always-move pole. That’s 
because once long rates are down well below two, once the tenure treasury 
is down well below two, how much lower can you really take it, how 
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much investment really is there that people will undertake at one and a 
quarter tenure rate that they wouldn’t undertake in a one and three quarters 
tenure rate. 

 
 And whatever the spending is that they would undertake at one and a 

quarter and they would not undertake at one and three quarters, how good 
is it? So, I think for that variety of reasons, it is as well as a range of 
political type constraints. It's probably better to think of monetary policy 
as heavily constrained right now and I think the looming specter over the 
international monetary system is this. 

 
 Sometime in the next three years, it is nearly certain that in some major 

country there will be a recession. Traditionally, interest rates decline in the 
400 basis point range to respond to recession. Even on an optimistic view 
about the capacity of non-standard monetary policies, we do not have 400 
basis points of room and will not have 400 basis points of room when the 
next recession comes in any important place. 

 
 And so, we need to be thinking about how to respond when that day 

comes now. Indeed, if one believes and, I think, it can be rather overdone, 
but if one believes the central themes of contemporary academic 
macroeconomics with their emphasis on forward looking behavior, the 
knowledge that we will not be able to respond effectively to the next 
recession should have a significant impact on the level of aggregate 
demand today. 

 
 So, I think we are living with secular stagnation and we are living with the 

specter of much more serious secular stagnation constraints in the future. 
 
 So, yes, I think it is a good idea to seek to constrain aggressive beggar thy 

neighbor policies to the extent that it is possible to do so. I think there are 
a variety of difficulties in doing that. How should one conceptualize easier 
monetary policies in countries that are well-below their inflation targets 
and that have the consequence of reducing exchange rates? I think it is 
very difficult to define those as sinful. I think the most important 
international monetary lesson of the 1930s is that, roughly speaking, all 
the people who were trying to keep people stay on the gold standard 
themselves or keep others on the gold standard because they feared beggar 
thy neighbor spirals were on the wrong side of history. And all the people 
who were on the side of let's have liquidity and get off some international 
regime that’s constraining us from having liquidity were on the right side 
of history. 

 
 So, I think we need to bend over backwards to avoid making the mistake 

of in the name of preventing beggar thy neighbor policies. Stop the 
successful country by country pursuit of expansionary monetary policies. I 
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do not relate to the analogy between the US current account deficit of this 
moment and the situation that preceded the Plaza. I do not see anything 
that remotely approaches the hyper non-competitiveness of US firms 
relative to their competitors in other major countries that was such an 
important impetus for the Plaza Agreement. 

 
 I think it is very important that there be a norm that would mitigate against 

anybody’s attempt to contrive a currency depreciation for aggregate 
demand stealing without a genuine, legitimate domestic motivation. And I 
think the sense that there's going to be a substantial political price for that 
is helpful in establishing a norm. 

 
 I am skeptical of the idea that there are large major sinners with respect to 

that right. I think it was half a dozen years ago, reasonable to believe that 
Chinese exchange rate management and reserve accumulation had a 
significant mercantilist element. 

 
 I advised President Obama that in terms of actual impacts on the economy, 

a little bit of exchange rate progress was worth a vast amount of 301-ing 
and anti-dumping investigations and the like. I am quite prepared to 
believe that the hard working scholars at the Peterson Institute could make 
a case that there are some countries with populations in the low mid 
double digits that are sinners and I'm not in the position to evaluate them 
on a country by country basis. 

 
 The largest bit of questionable exchange rate alignment in the world in this 

period seems to be not amenable to anything that’s got much to do with an 
analogy to the Plaza and that is the exchange rate of Germany. 

 
 Germany has an exchange rate that renders Germany hypercompetitive. 

That is, I think, both a problem -- primarily has been a problem within 
Europe although I suspect the high point of that problem was several years 
ago, and because Germany is a large part of Europe, it impacts Europe’s 
impact on the rest of the system. 

 
 On the other hand, like we want to have a currency union, we had a 

currency union, the currency union started 17 years ago, and we're sitting 
there with the same exchange rate. It's pretty hard to call that like an active 
exchange rate manipulation and competitiveness.  

 
 So, I think this is an area that’s probably more about prevention than cure, 

and the establishment of cultural norms is it seems to me a very important 
part of the solution and the fact that amidst a rather troubled world. Not 
even Fred, can find a country he really badly, badly wants to see the dollar 
depreciate against suggests to me that the world is actually achieving that 
cultural norm in a reasonably satisfactory way. 
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Adam Posen: I think, Larry, as you know, Peterson Institute has certain characteristics 

and tendencies but one of them is to have disagreements including on this 
issue. So, some of us were willing to give others a pass before some 
others. But, anyway, I think, I want to push you a bit on some of the rosy 
place you came out. Speaking for myself, I personally believe that. I think 
the G20 agreement, first the G7 agreement, and now creeping into the G20 
of this norm I think has been very effective. 

 
 And if we look at Prime Minister Abe in Japan who is as Fred knows, 

Japan was key player last time, has come out very strongly and said he is 
not looking to depreciate the currency now. And the Chinese Government 
has seem to repeatedly say they don’t want to depreciate the currency 
now.  

 
 So, I agree with you. It seems like a victory. But, I want to take you back a 

second to things you were saying earlier. You expressed some concern 
about the norm in the 30s as the gold standard regime but the norm of we 
don’t want to do aggressive policy is because we're worried about the 
spirals.  

 
 Do you see a risk for China in particular or Japan that they, in a sense, are 

-- I don’t want to make them sound selfless but in a sense they maybe 
sacrificing too much in terms of their own domestic policies by not doing 
enough on the monetary policy. Are you saying that’s moot because, 
except for China, the monetary policy is impotent? 

 
Larry Summers: I'll say some things that are kind of responsive I think. If you’ve made it 

real clear then I wouldn’t have been able to avoid the stuff I wanted to 
avoid so I liked the way you asked the question. Let's say a few things. 

 
 First, everybody needs to approach all of this with a lot of humility. 

Basically, Japan just sort of surprised everybody with a monetary easing 
move in terms of negative interest rates. And kind of in the wake of that 
move, the currency substantially appreciated rather than depreciated. 

 
 And so, just anybody who’s like confidently pronouncing about -- we 

should do this about the monetary policies or that about the monetary 
policies needs to get some humility in the face of that observation. 

 
 I don’t see how right now after Japan did a domestic monetary easing and 

the effect of it was that the currency appreciated by five percent. 
Everybody can be mad at them for doing beggar thy neighbor stuff. They 
manage to do what the theory says is kind of impossible which is a 
domestic monetary policy expansion that reduced their own 
competitiveness. 
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 So, it's hard to be mad at them. I mean, it's the kind of thing that diplomats 

who don’t know anything about economics propose people do and then 
economists usually say is not possible. 

 
 Look, I think the Chinese dilemma is of a different sort because it seems 

to me that China’s interest as I understand them and the world’s interests 
are relatively aligned. 

 
 China -- for reasons of showing people who are in charge to be in control 

of events, and for reasons of avoiding substantially extrapolative 
expectations -- does not want to see a substantial rapid depreciation in 
their currency. And the rest of the world for reasons of competitiveness 
and beggar thy neighbor does not want to see a substantial depreciation in 
their currency. 

 
 So, everybody kind of agrees about what they’d like. The problem that is 

the classic problem whenever you have managed currencies which is as 
I've said many times before, devaluations have something in common with 
amputations, you really want to avoid them a lot but if you're going to 
have them, the worst thing is to have them come too late. 

 
 That’s the problem. The problem is if -- it's always the problem with an 

exchange rate. If the thing can't be held, it's better not to have run down 
your reserves completely and not to dissipate your credibility in the 
defense of the indefensible. 

 
 And so, I think, China is managing and playing this in a reasonable way 

but this is not an issue. This is primarily about China’s interest and the rest 
of the world’s interest being opposed. It's a matter that’s about China’s 
interests and the rest of the world’s interests standing in less than 
completely certain relationship to the laws of economics and the desire of 
capital to look forward and find the places with higher rates of return. 

 
 I don’t think that if I were in China’s shoes, I would today be seeking to 

engineer a rapid depreciation. But the primary reason for that judgment is 
not a judgment about international committee, it's a judgment about 
domestic interest. At the same time, as an observer of the situation from 
the outside, I don’t think that one can preclude the possibility that the on 
and off character of capital flow pressure will, at some point, make some 
more rapid exchange rate adjustment into something that is necessary. 
And I guess I am very skeptical about the coexistence of a major anti-
corruption campaign and a major effort to hold exchange rates with capital 
controls in a system that is as inherently porous as the system in China. 
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Adam Posen: Interesting. You’ve indicated that we've gotten into a good place in the 
major economies, but you raised again the issue of managed exchange 
rates more generally, and leaving aside whether Korea or Singapore is a 
threat to the US’ well-being with their exchange rates just for their own 
sake.  

 
 Some people, we very much respect like Stanley Fischer, others in the past 

had the times advocated very hard corner solutions for this types of 
economies, the dollarization or hard pegs, what do you think if you are a 
Korea, a Singapore, a Switzerland now? How do you figure in this 
situation? What should you be thinking about? Should you be managing 
your float aggressively or what are your options? 

 
Larry Summers: I don’t presume to want to make a prescription for economies, for any 

economy where I've, on a lifetime basis spent less than two weeks. It just 
saves me a good discipline that we share that we should all consider 
holding ourselves to. 

 
 I was, during my time at the Treasury, tended to be an advocate of corner 

solutions. I thought that floating exchange rates were a good idea and I 
kind of understand that, and I thought that if you could really lock in on a 
fixed exchange rate, that was a good idea too. 

  
 And I thought, when you had something that was in between, there was a 

strong tendency to for it to harden up as a peg but not hard enough that 
you could ultimately sustain it and it invited all kinds of dangerous 
financial pressures because people didn’t see the risks in the currency 
volatility because it was being suppressed. They borrowed heavily in hard 
currency and the like when the thing was in trouble, the local oligarchs 
figured it out before everybody else did and got their money out. 

 
 And so, I lived through a period where the Mexican intermediate regime 

ended in tears. The Brazilian intermediate regime ended in tears. The Thai 
intermediate regime ended in tears and others. And so, I came to that view. 

 
 Looking back, I don’t fault myself for having come to that view and I 

think there's a lot of truth in that perspective and there's a lot of reason to 
be cautious about intermediate regimes. I'd say there are two substantial 
qualifications that I would talk about a little differently today than I would 
have at that time. 

 
 One is, I think I'd be a little more nervous about the hard peg edge of the 

continuum. When I took that view, Argentina was looking pretty good and 
that wasn’t an unreasonable thing to think in 1998 but to come back from 
the perspective of today. The Argentina hard peg ended in tears. And so 
you have to have really hard pegs. Currency boards aren’t quite enough, 
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maybe is what you think. And then you look at the EU and the Euro area, 
and that hasn’t exactly been a smashing success in the way that its 
progenitors hoped. 

 
 So, I think I would have a longer list of necessary requisites before you 

could have a hard peg than I did when I addressed this in the 1990s.  
 
 And the second thing is, I’d probably be a little more sympathetic to 

managing your exchange rate upwards against appreciation. And we 
distinguish between a dirty float where you're preventing appreciation 
where in some sense you don’t have the constraint of having a limited 
quantity of reserves and where if you get off it, the day you get off it, 
nothing calamitous is going to happen. 

 
 And so, I would be a bit more sympathetic to resistance than I would be to 

resistance to depreciation. And I would draw that distinction somewhat 
more strongly than I would have in the 1990s. 

 
 So, I'd say I still have the same views but in a somewhat modified form. I 

think I would continue to put great emphasis on and still believe a point 
that I used to make very often in the 1990s and I've made since to know 
[inaudible 0:46:25.0] really convinced me I'm wrong but nobody has 
really ever seen nearly as taken with a point as I am, so maybe I am 
wrong. 

 
 And that is, there's all this discussion of capital controls, and there's a lot 

you can say about that and maybe we'll get a chance to say a little bit of it. 
But it's always seem to me that the first principle just like we should have 
an agenda of getting rid of fossil fuel subsidies before we have an agenda 
of raising carbon prices. Like, we should raise carbon prices but like the 
place to start the conversation is by getting rid of fossil fuel subsidies. 

 
 In the same way, it seems to me that most of the countries that get 

themselves in trouble have actively contrived policy, non-neutralities in 
favor of attracting short term dangerous capital because they think it's 
cheap. 

 
 We go through the crisis countries, Mexico with the tesobono. What was 

the tesobono? It was basically a contrivance to attract hedge fund money. 
What was a Russian GKO? Customized for the benefit of hot money. 
What was the Bangkok International Banking Facility about? Customized 
for the benefit of money.  

 
 I no longer remember just how the institution worked, but in Brazil, six 

months before the devaluation, they were carefully designing their 
instruments to attract short term money. Korea, on political grounds 
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wanted to date foreign money, not to marry foreign money. So they had 
rules that basically were very permissive with respect to short term capital 
flows and very non-permissive with respect to long term capital flows. 

 
 And so, I guess the first piece of advice I would give that class of 

countries is that if you create non-neutralities designed to dine with short 
term capital, you’ll likely to end up on the menu. That is a kind of first 
principle before you get to the exchange rate question, before you get to 
the capital controls questions. 

 
Adam Posen: Terrific. Well, I hope your points stick this time. One final question, bring 

it back to international monetary cooperation before we open it to the 
audience. So, countries of that class and some larger countries of that class 
like Brazil and India have expressed concern that they're not giving 
enough consideration or cooperation from the Fed in general.  

 
 Your friend Governor Rajan from the Reserve Bank of India just made 

another call for some form of additional monetary cooperation from the 
large advanced economies versus these other economies. What do you 
think of that call? Is there something there that we should be worrying 
about? Do we need a regime or is this just a communications issue that the 
Fed has to say we share your pain, we hear your story, and we try not to 
do too much to you? How should we think about this? 

 
Larry Summers: I'm worried about that and I talked to a number of people in emerging 

markets and I don’t have any view that I hold with a super high degree of 
confidence. I confess to some frustration, when we keep interest rates low, 
they seem to think that’s like us having a currency war to drive the dollar 
down. When we raise interest rates, they seem to think that’s like sucking 
the capital out of their economies. And the only constant seems to be their 
displeasure -- their displeasure and their desire for a larger seat at the 
table. So, I find myself having that reaction that they’ve got lessen the way 
of conviction as to what we should do than they have in the way of a 
desire to be at the table and that’s not so great from my point of view. 

 
 I confess that it made a lasting impression on me when as the 

Undersecretary or the Deputy Secretary of the Treasury in response to this 
kind of pressure in the 1990s. I persuaded a modestly reluctant, Bob, 
Ruben, and Alan Greenspan that at the time of one of the annual meetings, 
it would be terrific to have a forum with a group of emerging market 
principally central bankers but also a little bit of finance ministers. 

 
 And we planned this forum and as best I could tell, the principal interest 

that they had was in learning something from Alan that would help them 
manage their reserves to greater and more profitable advantage. And I was 
struck but how similar the questions were to a private sector gathering. 
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 That was a long time ago and different world. So, I think, one has to be 

quite careful down this road and I think that the American people do not 
want to hear that US monetary policy is being made to maximize global 
welfare. They do want to hear and they're kind of entitled to hear that US 
monetary policy is being made to maximize American welfare recognizing 
that what goes on in the big world has a substantial impact on what 
happens in the United States. 

 
 So, I think it's a good idea for there to be ever more and closed dialogue. 

One of the things I'm proudest of in my government service in the 1990s is 
having been one of the people who played a significant role in the 
establishment and creation of the G20 precisely for this kind of reason. 
But I'm a little bit puzzled by just what it is that could be done that would 
make things better. 

 
 I do think that this is an area where there's room for a fair amount of 

research in the following sense. I've heard it alleged in India that 
everything in India is much more volatile in the week before Fed meetings 
than in the period after Fed meetings. I don’t know whether that’s true.  

 
 I've heard it said of tenure interest rates in many countries if they're more 

sensitive to what the Fed is doing than they are to what the local central 
bank is doing. 

 
 So, I think the question of the extent US monetary policy impacts on 

countries that have flexible exchange rates and their own apparently 
independent monetary policies is a question that’s worth substantial study. 
And the reason I don’t take a stronger position of skepticism is that it 
wouldn’t surprise me if data could be induced suggesting really a very 
high degree of sensitivity. And if there is that kind of high degree of 
sensitivity, then somehow the notion that the global system needs to think 
about it might well be something that is warranted. 

 
 But, I think that’s a quite important qualification but I would say on 

balance, I think a certain amount of this is a desire to externalize 
responsibility for what are inherently less than fully satisfactory outcomes 
that are achievable. 

 
Adam Posen: Certain amount of misery is inherent for all of us. Thank you so much. 
 
Larry Summers: Yeah, a certain amount of misery is inherent for all of us and to the extent 

that we can find causes outside of ourselves that makes us feel better. 
 
Adam Posen:  Absolutely. Thank you so much, Larry. You’ve graciously offered to do 

some on-the-record questions with our audience. We add just a couple of 
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ground rules. We have a travelling mic up front with Jessica. If you raise 
your hand to be recognized, people towards the back can go to the 
standing mic.  

 
 When you ask a question, please be more concise than I was and please 

identify yourself, and we'll take it from there. 
 
 So, why don’t we have those two gentlemen, if you are mobile, could you 

go to the back mic and Jessica, could you give to the man on the green 
shirt over there? Please, you go first. Yes, thank you. 

 
Marty Weiss: I'm Marty Weiss with the Congressional Research Service. I'm [inaudible 

0:57:05.9] and so recent IMF papers have kind of been once again pushing 
this argument that the fund should be involved to have a more central role 
and swap agreements. Is this a good idea? 

 
Adam Posen: Swap agreements? 
 
Marty Weiss: Yes. 
 
Adam Posen: You mean, central bank’s? 
 
Marty Weiss:  Central bank swap agreements to show some liquidity. 
 
Larry Summers: I don’t have a strong opinion why. I kind of suspect that people think that 

the fund can’t completely keep a secret and I kind of think they're 
probably right in thinking that. And so, I think if the fund insists on being 
involved, they're probably a little less likely to happen if people have to 
tell the fund about it and involve the fund in it. 

 
 So, unless there's a compelling gain, I'm not sure that that would be among 

my top 25 priorities for international monetary reform that people want to 
tell the fund about their swap agreements. I think that that is fine but I 
think I believe more in democratic accountability.  

 
 So, I think the French vision that the sort of management of all things 

international monetary should be turned into a purportedly apolitical group 
of technocrats on 19th Street does not strike me as plausible. 

 
 One of the things I noticed actually maybe in your subsequent discussions, 

this can come up, is the role or non-role of the IMF in the Plaza 
Agreement. One might have imagined as a political strategy that perhaps 
the United States should seek to enlist the IMF in the task of encouraging 
and bringing everybody to this point. 
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 If that happened, I missed it in my reading of the Volume. And I think 
those whose theory of how to have better international monetary 
cooperation is to have a far larger role of the fund do need to ponder the 
systematic exclusion of the fund from the most successful and extensive 
instance of monetary cooperation in the last 30 years. 

 
 There was a practice, which I suspect has long since mooted at the 

beginning of my time in the G7 in which the managing director would be 
present for the surveillance discussion -- and there would then be a 
separate exchange rate discussion where people would like to talk about 
interventions and stuff; and the managing director would be excused for 
that part of the discussion. Kind of on the grounds that that was really 
sensitive and really political and really market oriented and you really 
couldn’t trust the fund with that. 

 
 Overtime, there basically tend to be less and less of that and so I think that 

bifurcation of the macrosurveillance went away as a practice but I don’t 
think there'd be a lot of -- I think swap agreements between central banks 
as devices for preserving stability are good. I think there wouldn’t be a lot 
of appetite for involving the fund so trying in a heavy handed way to force 
the inclusion of the fund, I don’t think would be a too terrific idea. 

 
David Smick: David Smick, international economy, Johnson and Smick International. 

I'm not a big believer, like you, in conspiracy theories but I deal everyday 
with currency traders. The latest view is that the G2 is emerging and it's 
happening coincidentally at around the same that Donald Trump and 
Bernie Sanders have offered blistering criticism of the Chinese. 

 
 The theory goes that if you look at the recent developments, the Chinese in 

pivoting toward this basket concept, they had sold yen and euro assets and 
-- I mean, they bought yen and euro assets while selling dollar. And also, 
the market mood is -- this is interesting because this is coincidentally 
happening at the same time that Janet Yellen has done that pivot and that 
was suddenly international concerns or the laying -- tightening of 
monetary policy. 

 
 Now, you may not like to respond to conspiracy theories but is there a 

kind of a quiet understanding and I guess the wild card is the politics in 
Europe and I guess to a lesser extent Japan and elsewhere in reaction to 
this. 

 
Adam Posen: Just before you give your response, just to put a slightly less conspiratorial 

spin on Dave’s question, you made mention of your saying to President 
Obama -- a little exchange rate is better than a lot of 301s. And obviously, 
in our original work on the Plaza and our volume, [inaudible 1:02:53.5] a 
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lot the fear of protectionism in the US congress is being a big motivating 
force to the Plaza Accord.  

 
 So, maybe there is -- I know David wasn’t advocating the conspiracy there 

but maybe there's a more gentle political channel through which this is 
taking place. 

 
David Smick: Well, the relationship is by far the most watched so that would be kind of 

part of the thinking of why stabilizing that relationship would be of 
primary importance to the Chinese. 

 
Larry Summers: There are two or three aspects to this. First thing to say is if there was a 

conspiracy going, I'd been out of the official site for years and nobody 
would’ve let me in on the conspiracy so I have no direct knowledge of 
which I'm speaking. 

 
 It's been my observation in 10 years in the US Government that vastly 

more rationality and vastly more capacity for a conspiracy is attributed to 
government officials than they in fact possess. And in fact, one of the 
things I always say to market participants is trust me -- you spend much 
more time thinking about the official sector than the official sector spends 
thinking about you. 

 
 And if you talk to the average market participant, they think like the 

President of the United States is like spending his time thinking about 
whether structured products leading to a technical squeeze in the yen at the 
end of the quarter. And I promise you I worked for two presidents who are 
known for being highly intelligent and detail oriented and neither of them 
ever thought about anything that had that character. 

 
 Just to indulge in one more story. At the time of one the G7 summits, I 

think it was the Naples summit. There was an idea in the marketplace that 
there was going to be some major agreement about the dollar and we did 
what you’d expect us to do which is four or five days before the summit, 
we extensively briefed the President that there was going to be no major 
agreement so there wouldn’t be an expectation of an agreement. 

 
 And the President said in a press conference that there wasn’t going to be 

an agreement. And the dollar preceded to do whatever it wasn’t supposed 
to do, I think in this case, fall by 2.5 percent and the headlines all said, 
“Dollar collapses on presidential comments,” so the people who advised 
the President on his comments in the Whitehouse hated this. And they 
were very, very unhappy and they said like what the hell is going on, the 
President’s comments didn’t have anything to do with it. 
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 I said, well, let me show you a graph of the dollar. I think if you’ll look, 
you’ll find that the President spoke at 3:32 and I think you’ll find that 
between 3:32 and 3:33, the dollar fell so that could just be a coincidence 
but it seems kind of unlikely. And then they said, so why did this 
happened. You guys said we've taken it out. 

 
 I said, well, the market thinks that it was bear trap and we're all setting a 

bear trap and that now they learned after the President said this that it 
wasn’t a bear trap and so when the bear trap hypothesis went away, the 
currency fell. And I remember, [inaudible 1:06:46.3] said Larry, your 
friends in the market do not think this administration can organize a two-
car funeral. How could they possibly think that we're going to do an entire 
conspiracy to outwit the entire global capital market? 

 
 So, in general like -- I remember like one more -- I remember people say, 

that was really clever and they explained to, somebody explained to me 
what a really clever strategy we had. First, Mickey [inaudible 1:07:21.1] 
had given a speech then the President had made a remark and then I, as 
Secretary of the Treasury had said something else. That was a really 
brilliantly orchestrated three part strategy.  

 
 In my first years, I would’ve said you're an idiot. I did learn a thing or two 

over time so I did smile. Thank you, I really appreciate that. And then, I 
walked out and I said, did Mickey give a speech that mentioned the dollar? 
I have no idea. 

 
 So, conspiracies, no. And I think another thing that I think is different 

from the Plaza period is the central banks are much more independent. 
And so all these like we're all on team America and team Europe and all 
that, half the dynamic nowadays is team Europe and team America, and 
the other half is team Finance Ministry and team central bankers. 

 
 And so, these central bankers aren’t like trying to get TPP passed, I 

promise. It's just not the way that it works. Do people have a feeling that 
some of the international interactions are more important? Has it been 
noticed that really bad news in China can be really substantially upsetting 
for US conditions? Yes, that wouldn’t surprise me if that’s been noticed, 
but I think the more conspiracy oriented sides of these are fairly unlikely. 

 
Adam Posen: That’s great. One last question at the back mic and then we promised 

Larry that he has to go. 
 
Speaker: My name is [inaudible 1:09:17.4] Agency of Hong Kong. The Chinese see 

Plaza Accord as a miserable lesson and they brand the agreement for the 
lost decades of Japan. So, in this context, I'm wondering if the United 
States could persuade China to set a new sort of Plaza Accord. And 
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secondary, when President Obama met with President Xi last week, they 
pledged that the two countries should enhance their monetary policy 
coordination and avoid the competitive depreciation of their currency. 

 
 I'm wondering in the context of the economy slowdown in China, is it 

possible to do that? Thank you. 
 
Larry Summers: I think the idea that the Plaza Accord which happened in 1985 after which 

the Japanese market more than doubled and Japan had a remarkable boom 
was then the cause of the subsequent events after 1990 is, I think, 
ludicrous.  

 
 The idea that Japanese monetary policy was too loose in the context of the 

Louvre which went in the opposite direction from the Plaza and that 
contributed to the bubbles, which contributed to the problems. I think that 
is one element of what contributed to the bubbles is a problem. 

 
 I think that you have to kind of recognize that we're not in 1993 or 1994 

anymore. It's easy to say that you built up a big bubble and then the bubble 
burst and that was why Japan was kind of having all kinds of problems in 
the early 90s.  

 
 Fifteen years after the bubble burst, that’s really not very plausible and so 

I think you have to look at much deeper things in Japan. I think we're 
making the same mistake, by the way, in the United States. We are still in 
the United States attributing things to the aftermath of the financial crisis 
that are better thought of as a new reality.  

 
 And so, the Fed still has not given up on the idea of temporary headwinds 

and I can't imagine what the headwind is that was important in 2015 and 
2016 but that you wouldn’t guess will continue to be important in 2017 
and 2018.  

 
 I think I already spoke to the question of sort of China and the United 

States’ motivation. It seems to be they're largely coincident. We don’t 
particularly want to see a huge depreciation because of what it would 
mean for competitiveness and mean for the system and China doesn’t 
want to see it for its own domestic reasons. 

 
 So, I think the issues are of two kinds on China’s exchange rate and the 

risk of a significant depreciation. They're of the political capital flight 
associated with uncertainty about the future of the anti-corruption 
campaign, all of that, that’s one force. And the other is the impossible 
trinity of the trilemma of international macroeconomics that China has a 
slowing economy and needs easier money, wants to have capital mobility 
as the sign international maturity and can't really have anything other than 
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capital mobility given its integration in the global economy. And therefore 
it can't choose a monetary policy and exchange rate independently, and the 
necessary monetary policy may make a currency reduction inevitable. 

 
 I think those two things are the right way to think about the risks of a 

significant decline in the renminbi not to think about what it is people 
actively want to have because there's no large constituency except for 
people who are short the currency for a large and sudden depreciation, but 
there was no large constituency for World War I either and it happened. 

 
 And so, by saying there's no large constituency for something, I don’t 

mean that it's a certainty not to happen. 
 
Adam Posen: Thank you so much, Larry. Please join me in thanking Larry Summers. 
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Panel 1: How Successful Was Plaza? 
 
C. Fred Bergsten: We’re missing one of our speakers but he’s the fourth speaker, so we’ll go 

ahead and start and he’ll catch up with us. As I mentioned at the outset, 
the books divided into three parts. The program here is also divided into 
three parts; the first part of which was Larry and he’s now departed. So, 
now we’re going to pick up from the book itself, two sections. The first is 
an appraisal of the Plaza asking how successful was it? Why was it 
successful? What shortcomings did it have? What was the 30 year 
retrospective yielding in terms of analysis that then provides the 
foundation for the second panel, the last part of the book, lessons for the 
future and what we can do from now, drawing on the experience of the 
past. We’ve got a super panel of four people, each of whom will speak for 
ten to 12 minutes and then we’ll have plenty of time for discussion. 

 

  The first speaker is Jim Bouton. Bouton right? Yeah, Jim Bouton, who is 
well known to everybody in this business as the historian of the 
International Monetary Fund. I know people at the US Treasury and the 
Federal Reserve and everywhere else have as their Bibles on the IMF the 
works of Jim who literally was the historian of the Fund for about 20 years 
after having worked in other parts of the Fund itself for many years as 
well. He’s written two volumes on IMF history, different periods of time. 
He has done a number of books on other IMF topics and he is literally the 
expert on the record, the results, the role of the IMF historically. He 
probably had some negative reaction to Larry’s comment that keeping the 
Fund out was part of the success of the Plaza. We’ll hear from him on that. 

 

  Our second speaker is Russell Greene. Both Adam and I referred to him 
earlier. He gave us a few words earlier. Russell, in addition to being the 
organizer of the conference and his vice institute being the cosponsor, did 
a superb paper in the volume. I commend it to you. It’s a very 
comprehensive analysis of the Plaza agreement itself and Russell will 
share the results of that with us. He’s the Will Clayton Fellow in 
International Economics at Rice University’s Baker Institute. He’s also an 
adjunct professor in the Economics department at Rice where he teaches 
international finance and macro. Before moving to that academic and 
think tank world Russell spent four years in India as the Treasury 
Department’s first financial attaché there. And he helped organize, in fact, 
the US/India financial partnership which continue to have annual dialogue 
discussions today. Russell had spent some time in the office of 
International Monetary Policy at the Treasury before going to India, there 
with responsibilities for IMF, the exchange rate policies, International 
Reserve management and the like. Russell did his PhD at the University of 
California in Berkley. 

 

  Our third speaker will be Karen Johnson. Karen retired from the Federal 
Reserve in 2008 and is a self-employed economic consultant now. But for 
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many years she was at the top or right at the top of the international 
division of the Federal Reserve. She was a director of that division from 
1998 until 2007, just before her retirement. And she had spent earlier 
periods in charge of the Industrial Countries section and other key 
components of the division of international finance. She did her PhD at 
MIT, she taught at Stanford before moving to the Fed in 1979 and making 
her career there thereafter.  

 

  Our fourth speaker, who asked a question of Larry before, is Dave Smick. 
Dave’s a close friend of Adam, myself, all of us here at the Institute. He’s 
Chairman and CEO of Jonson Smick International which advises some of 
the world’s largest and most important private investors. He authored, 
most recently, a national best seller titled The World is Curved, Hidden 
Dangers to the World’s Economy. And he’s had several books before that. 
His book The World is Curved was called by Bill Clinton, no less, one of 
the top three book on the global financial crisis and David Brooks from a 
slightly different perspective called it astonishingly prescient.  So, many 
kudos to Dave for that vibe. Dave also is the founder, editor and publisher 
of the quarterly magazine the International Economy, which he launched 
back in 1987 and which he always cites a little blurb for me on the back 
cover saying, “It’s the only must read in this business”, which I find it to 
be. And I do always read it because it’s got gems every quarter that are 
extremely worthwhile.  

 

  For today’s purposes, Dave has a particular relevance and Adam alluded 
to that. In the period before the Plaza there were a series of international 
conferences sponsored by two congressional leaders, Congressman Jack 
Kemp and Senator Bill Bradley. And those conferences were essentially 
organized by David and a colleague of his at the time. And that series, 
which attracted the world’s top experts and most influential people, had an 
important impact in developing the intellectual consensus and basis on 
which the Plaza and subsequent events took place. So Dave, in addition to 
all his other attributes has a very direct relevance to what we’re talking 
about today. It’s great to have him on the panel. So, with no further ado, 
each will speak for ten to twelve minutes, We’ll then open it up for 
discussion in group and look forward to getting their assessments of how 
successful was the Plaza. Jim. 

 
Jim Bouton: Okay, thank you, Fred. It’s always an honor to be invited to speak at the 

Peterson Institute and I always manage to get to reconnect with a lot of old 
friends and colleagues. It’s a great pleasure for me to be here. I should say 
that in addition to viewing the Plaza agreement from the vantage of a 
historian and has written about it, I wouldn’t say I had a front seat in the 
events leading up to an surrounding the Plaza, but I at least had a back seat 
for about a year or so before the Plaza meeting took place. I was in charge 
of a small group in at the research department at the IMF that was charged 
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with doing regular analysis of exchange rate and current account 
developments among the major industrial countries.  

 
  And throughout that year, from about the middle of 1984 we were 

increasingly alarmed about the growing evidence of a bubble in the dollar 
exchange rate and the consequences that that could have as Fred and other 
speakers have mentioned earlier to sort of raise protectionist threats in 
congress and so on. But none of us understood what was going on in these 
exchange markets. Why was the dollar so strong?  

 
  And then we saw James Baker come in and began to push things back in 

the other direction. So it was a very exciting time to be following these 
developments and it led to an increasing urgency about the whole 
economic modeling effort on the IMF. But I have to emphasize that we 
were aware at the time that we did not understand what was going on. I 
don’t think anybody else really understood what was going on either. But 
there is nothing economists love better than new data, especially if it’s in 
the midst of a crisis. So, it was really a great time to be working on.  

 

  Later on when I became the IMF historian I wrote a history of the 1980s 
and chapter four in that history, which I called Silent Revolution. Chapter 
four deals with the whole economic cooperation effort among the large 
countries with the whole period from the Plaza to the Louvre being central 
part of that. And I don’t think I interviewed quite as many people as 
[inaudible 0:09:17] did when he was writing his book for Fred, but I did 
interview most of the key participants. I interviewed Baker, Vulker, 
Mulford from the US; Strautenberg and Tietmeyer from Germany, Toya 
Giotin, Utsumi from Japan, Nigel Lawson, and Jeffery Ludler and others 
from the UK. And it was a lot of fun to do. So, most of what I learned 
about the Plaza is in that chapter is anybody’s interested in following up.  

 

  But looking back on it now from 30 years later, I would say, if you take a 
long historical approach, while those of us writing about it at the time and 
a little bit afterwards, focused on a lot of the details - and a lot of this is in 
the new book as well - what exactly did the Plaza meeting achieve, what 
did it fail to achieve and so on. But I think that’s overshadowed by the 
whole question now of what lessons we can draw about under what 
conditions international cooperation can work and under what conditions 
does it not work? And then what implications does it send for the future. 
So, I draw four key lessons which I’m now going to describe very briefly.  

 

  The first lesson I draw is that if you’re going to have international 
cooperation on economic policy you have to have good models and people 
have to agree about those models. And if you look back on the period 
before the Plaza agreement, this was a major issue because our models 
were wrong and there was a lot of dispute about these models. In the late 
1970s and early 1980s, most of the economics profession thought that in 
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the long run exchange rates would equilibrate trade positions in current 
accounts and that there was a self-equilibrating process in financial 
markets that would lead, at least eventually, to the right kinds of exchange 
rates prevailing. We now know that exchange rates can be permanently 
hijacked by the capital account and that the trade account just then has to 
follow along to whatever is going on in the capital account. But that 
wasn’t well understood. So, if you’re going to try to have international 
cooperation you were going to be basing it on models that have since been 
largely discredited. So, that was a problem in the period leading up to and 
surrounding the Plaza. 

 

  But the other thing that was going on was there was a lot of work in those 
years about – a lot of thinking going on - about whether foreign exchange 
market intervention was a helpful part of the economic policy toolkit. And 
in those debates there was not even agreement as to what people were 
talking about. So it wasn’t as if we’d say, “Well, let’s define the problem 
and then maybe the US has one view on it; and if the exchange market 
intervention doesn’t work Europeans have another view on exchange 
intervention market doesn’t work.” The whole language the people were 
using to describe this was different in the two parts of the world. You have 
one group over here who’d grown up reading Hemingway and studying 
Tom Sargent and you had another group in other parts of the work that had 
grown up reading Proust or Thomas and studying Maurice Alley. And so 
having a dialogue between them wasn’t very helpful.  

 

  It was interesting when Larry mentioned that cultural norms is it is 
evolving as part of the process today. If he had used that kind of language 
in the US government in the early 1980s he would have been laughed out 
of the room. But it would have been much more at home in Europe. So, 
I’m not convinced that this kind of problem has gone away. We might 
have moved a little bit closer between the US and Europe but if you think 
about what it might take to have a real serious dialogue between US policy 
makers and Chinese policy makers today, I think the danger of the people 
really working with different models and speaking different languages 
literally but also figuratively about language, is a problem. So, that’s a 
barrier to policy cooperation that I think needs to be taken into account. 

 

  Secondly, you not only need good economic models but you need good 
role models. One thing that isn’t discussed very much in this book for all 
of its strengths is the failure of the Bond Summit in 1978 as having had 
lingering effects on discouraging people from even thinking about policy 
cooperation for years afterwards. The Bond Summit was informed a lot by 
the McCracken Report. I brought this along today because I have what is 
probably 0the last remaining copy of the McCracken Report in private 
hands. But I kept this over the years because I was at the OECD at the 
time and I worked in a small way on this report. And what this report did 
and what people tried to do at the Bond Summit in 1978 was to basically 
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pressure Germany into taking more expansionary policies because growth 
had slowed down so much in Germany that that was a major drag on 
world economic growth. And so there was an agreement in that summit 
meeting that Germany would take more of a locomotive approach to try to 
lead to more expansion and at the same time the US would to do more to 
try to rein in its inflationary policies.  

 

  And it failed because everybody overestimated how much growth 
potential there really was in the German economy and the failure of that 
led to a discouraging view about policy making for many years afterwards. 
We actually, at the OECD, we call this the coordinated recovery action 
program. That was what was supposed to come out of the Bond Summit 
and initials of that are CRAP, which may tell you something about our 
view of the process. I had a colleague at the OECD who spent the better 
part of an afternoon trying to come up with a French version of that that 
would spell out merde but we never quite succeeded in making it work. 
So, I think now these problems continue. 

 

  Moving on, the third lesson I draw from all this is that cooperation 
requires trust. One of the reasons that the Plaza agreement was a success 
and that process then led to another 18 months or so of successful 
cooperation through the period of the Louvre agreement was that you had 
a group of people who were working well together. You had Baker, Emile 
Zar, Stoltenberg, Mulford, Utsumi [inaudible 0:16:29] and so on; were all 
people who had similar views about things and were willing to work 
together.  

 
  If you’re going to have international cooperation people have to pretend to 

be all working together to try to promote the global welfare. But 
everybody involved also understands that everybody else is actually 
working to promote their own national interests. And usually cooperation 
breaks down because everybody else understands that the US wants 
cooperation in order to coopt everybody else to try to promote US 
economic interests.  

 
  And it’s only when those interests tend to coincide, as they did at the time 

of the Plaza and they continue to do through the period of the Louvre, that 
you can develop the kind of trust to make this work. But I think the lesson 
for that, the reason it’s important to understand this is that this kind of 
trust can never persist because national interests only coincide for brief 
periods and the kind of lack of clashing personalities that often prevails 
doesn’t persist. 

 

  My final lesson is, cooperation requires leadership. Now, it’s an obvious 
point but I think it’s important to keep in mind because one of the 
problems in making this kind of process persist was that at the time of the 
Plaza you had one group trying to coordinate policies at the summit level, 
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which was the G7, and then you had a smaller group of people trying to 
coopt the process through the G5 for the finance meetings. And one of the 
successes of the Louvre was that it then brought these two groups together 
because they expanded the finance ministers into the G7 but you lost the 
intimacy of the G5 when you did that. And so in a way it was a success 
but without the kind of overall leadership of the process continuing, it 
didn’t really continue.  

 

  So, if we look forward we see that over the period for several years, nine 
years really, leading up to the global financial crisis in 2008, we had the 
opposite gap prevailing. So, at the finance ministry from 1999 through 
2007, finance ministers were meeting primarily in the form of the G20, but 
the G7 and then the G8 continued to meet at the summit level as the main 
grouping there. And so it wasn’t until 2008 that at the summit level they 
decided to begin meeting as the G20 as well.  

 
  And so we have these two episodes where there was a major effort to try 

to bring these groups together. But the groups themselves can’t persist and 
that would lead to the point that Fred was trying to goad me into talking 
about, which I won’t talk about now. But hopefully it will come up in the 
course of our discussion later - that we do have a treaty based permanent 
global institution whose main purpose is to try to promote this kind of 
international cooperation through an existing form, and of course that’s 
the International Monetary Fund.  

 
  And so the whole question about why the IMF fails as an institution or is 

perceived to fail as an institution that can do this by itself and why you 
need to have a kind of much smaller steering committee to try to take it 
over, but that that group excludes other countries, its impermanent, it 
depends on personalities to a much greater extent the permanent 
institution. You have that clash and that has to somehow be resolved if 
international cooperation is really going to work. So, those are my key 
lessons. Thank you. 

 
Russell Greene: Thank you again for having me here today. I was noting that I’m a bit of 

an outlier in the study of the Plaza Accord because for me this is all 
economic history and so to be here where most people that you’re going to 
hear from today were already active economists and lived through this 
firsthand, it’s a little bit bold for me to be taking much of a stand on these 
issues. And so, for me it’s about writing about economic history since I 
was essentially in high school during the Plaza. But so with that caveat, let 
me attempt to give my impression of this question about whether the Plaza 
accord was a success.  

 
  So, let me first say that I slightly disagree with Fred’s characterization in 

that I don’t think there’s a big spoiler alert that if you read the book that 
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there’s necessarily a complete consensus about whether the Plaza Accord 
was a complete success. But part of the reason for that is because there’s 
so many different ways to define success in something as kind of diverse 
as the Plaza Accord. So, most of the chapters in the book address this 
question at least briefly, but it’s not clear to me that we necessarily came 
to a complete consensus.  

 

  In fact, there are still remaining areas of controversy about the Plaza 
Accord. So I think one way that we can all agree that the Plaza Accord 
was a success is that it was very much a public relations success in the 
sense that the finance ministries and Central Banks got a lot of Accord 
credit for what happened to foreign exchange markets in 1985. But it was 
that popular perception of the success of the Plaza Accord that then 
created the desire on other people’s parts, notably Marty Feldstein, to 
come out and claim that the emperor has no clothes; that I fact the Plaza 
Accord for all of its glitz had very little to do with what really happened to 
foreign exchange markets in 1985.  

 

  So, that controversy still exists and I think you pick up pieces of that in the 
volume that people today are still not a 100% convinced of whether the 
specific coordination actually matter for what happened in foreign 
exchange markets. But I think we can still agree that the Plaza accord was 
a public relations success and in this town I don’t think I have to remind 
everybody that often it’s the perception of what happened that matters 
much more than what actually happened. And I think for the Plaza Accord 
that really was the case, that the popular perception that the finance 
ministers Jim Baker and the Japanese side get a lot of credit for having 
really masterfully managed what was quite obviously a bubble in the 
foreign exchange market with a very strong dollar. For having very 
adeptly managed that they got a lot of credit.  

 
  And I think part of why that really matters is that they took that credit on 

board and internalized it and it created a lot of enthusiasm for active 
exchange rate management than had existed. And so Jim had mentioned 
the fact that we’ve had a lack of good role models leading into the 80s 
because of the lack of success of the 1978 efforts. Certainly in the first 
Reagan Administration for ideological reason, there was no enthusiasm for 
foreign exchange intervention, so there wasn’t any momentum going into 
the Plaza Accord for coordination.  

 

  So, having then had this successful round of foreign exchange intervention 
that was obviously very much coordinated, there was this new round of 
enthusiasm for active exchange rate management. So, what I want to talk 
about today a little bit is these two, sort of as there are so many ways that 
you can evaluate the Plaza, sort of look at it in terms of how the Plaza 
Accord impacted from sort of a long run standpoint this belief in active 
exchange rate management among major economies.  
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  So, it had required a lot of political skill for James Baker to get the US 

administration on board with the Plaza Accord initially, but after it was 
such a success, suddenly the Reagan Administration was much more 
willing to support active exchange rate management. And so there was a 
lot of momentum for coordination, but equally importantly James Baker 
had seen that there was this usefulness of using the dollar as a negotiating 
tool. And so, initially he used the threat of protectionism coming out of 
congress as a way to pull countries on board, but once he had the G5 on 
board with the Plaza he then held out the prospect of this Plaza Accord as 
a way to get further concessions from the Germans and the Japanese for 
more fiscal stimulus So, something sort of akin to what happened with the 
locomotive strategy in 1978.  

 

  And so I think that part of the Treasury enthusiasm for exchange rate was 
realizing that this is such a useful – that once you buy into active exchange 
rate management and coordination that you can really use it as a powerful 
lever. Now, of course, about six months after the Plaza the dollar had 
fallen really quite far. The Japanese were asking for help for preventing 
further Yen appreciation and this gave Baker the leverage to then extract 
further concessions from the Japanese in terms of pushing more 
stimulative policies in the Japanese economy in exchange for agreeing to 
go along with further coordination to help prevent the dollar from falling 
further. Of course [inaudible 00:27:26] Hayashi’s book gives a lot more 
detail on this process and what happened.  

 

  Now, as we know this then led into the Tokyo summit and the Louvre 
Accord, right. And this was essentially a two year experiment with much 
more coordinated exchange rates, which as international economists we 
love to investigate this period because it was fairly unique historically. But 
it’s probably not too controversial to say that the experiment didn’t turn 
out as well as folks hoped, but there were tremendous learnings from it. 
And I’m going to attribute those learnings essentially to how the Plaza had 
started it.  

 
  We learned that domestic, political and economic compulsions are going 

to override even the most carefully constructed arrangements for exchange 
rate coordination. Now, of course there are some folks at the Peterson 
Institute who feel like they’ve got a plan for a more carefully designed 
scheme than the Louvre. I’m not sure how that would work in practice, if 
that could work in practice. I’m perhaps a little bit more skeptical.  

 
  I guess I should also say that any learnings that we gathered form that 

Plaza Louvre experiment – maybe learnings isn’t really the right word 
because Barry Eichengreen in our book there’s a really good job of 
demonstrating that all of those lessons that we got from the Plaza Accord 
you really could have found in previous historical examples. And so 
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maybe the way to characterize the learnings from that Plaza/Louvre 
experiment is that it was really not so much a new learning as a very 
strong reminder that there are these powerful constraints to how much 
coordination is really going to work, how much room there is for 
coordination to be successful. And different from perhaps those past 
historical lessons from the 30s and the 70s, the lessons that we got from 
the Plaza/Louver period really seem to have stuck in the sense of we 
haven’t had that much ambition for coordination since then.  

 

  And I suspect that that lesson about the fact that domestic compulsions 
really tend to override your external ambition probably provided some of 
the momentum in the creation of the Euro area. And so I credit the Plaza 
the public relations success of the Plaza as having provided the impetus 
for that whole experiment form which we learned a lot of lessons. Now, 
even after that experiment ended, some time towards the end of Reagan’s 
second term the major economic finance ministers continued to believe, at 
least if not in coordination, at least inactive exchange rate management.  

 
  So they may have given up on this idea of a grand scheme but the levels of 

intervention were still really large and ideologically or intellectually there 
was still this belief that intervention by major economies can work; that it 
not only can correct market movements, market overshooting, but even 
that it can affect trade imbalances if you have active exchange 
management in the right way. So, it was still a part of the toolkit for active 
real economy management. 

 

  The problem then was that active exchange rate management didn’t 
necessarily align well with monetary policy. And so Central Banks did not 
always like this form of active exchange rate management. And in fact by 
the early 1990s the Fed had really had enough. So what had always 
happened in the US is that the Treasury Department and the FED always 
intervened at the same time when they intervened in exchange rate 
markets from separate accounts but they intervened together. But by the 
early 1990s the Fed essentially revolted and said to the Treasury, “We’re 
not going to continue to intervene with you. You’re on your own.”  

 
  Too often I guess they found that they were intervening in domestic 

markets in one direction and in the foreign exchange market in another 
direction and they felt like it was confusing their message. This is a story 
that Ted Truman and Michael Gordo among others have told and I don’t 
think it’s necessarily gotten the attention that it deserves. But that 
essentially for the US was the death knell when the FED revolted, was the 
death knell of active exchange management. You see a little bit of 
intervention on into the early 90s but it really had tempered down.  

 

  Now, the same thing had happened in Japan but the Bank of Japan didn’t 
have the autonomy to revolt. So, as we heard earlier the Bank of Japan 
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went along with intervention to prevent Yen appreciation. And essentially 
that was a mistake because the Bank of Japan was supporting loose 
monetary policy into what was already a booming economy and with 
history we know that that was a mistake. But because of the lack of 
independence in the Bank of Japan the correction couldn’t come directly 
from the Bank of Japan but had to go through the legislative process. So, it 
wasn’t until 1998 that the Bank of Japan got a legal expansion of its 
autonomy that then sort of prevents that from happening again. 

 

  But I think it’s this need for alignment of domestic monetary policy with 
any active exchange rate management that, I believe, is a big factor in the 
potential for coordinated intervention today. And that is you have to look 
at what is the monetary policy stance in all these countries and how would 
any sort of potential agreement or conspiracy or whatever or repetition of 
the Plaza, how would that line up with monetary policy? And I think 
clearly it’s not a propitious moment at the moment to see a similar 
alignment of interests.  

 

  Now, in our overview of the book, Fred and I talked about several 
meetings of the Plaza, and I commend that first chapter to you. There’s the 
short term Plaza, what happened in 1985 with exchange rate markets. 
There’s sort of the medium term meaning of the Plaza with the 
Plaza/Louvre experiment and then there’s the sort of the long run impact 
of the Plaza as it established the G5 as sort of the formal high table of 
finance. It blocked the Fund, as I already mentioned the Fund in that 
macroeconomic process with the G7, it was that Plaza/Louvre experiment 
that brought the Fund into the process. So, it sort of established a lot of the 
structures that we saw today.  

 

  Now, I mentioned that with at least the medium term Plaza that essentially 
we learned a lot from it. That’s kind of a euphemism for saying it probably 
wasn’t a big success. That medium term Plaza/Louvre experiment with 
heightened coordination probably wasn’t a big success. And in fact we 
really haven’t looked back, once that enthusiasm tapered we really haven’t 
looked back from a policy maker standpoint very seriously about that. So, 
I guess that’s kind of my assessment of whether the Plaza Accord was as 
success was focusing on that, not the controversial short run Plaza but the 
sort of medium run Plaza. And it had very long legacy into the 90s really. 
So, it was very important but I’m not sure if it was necessarily a success. 
Thanks.   

 
Karen Johnson: Thanks to Fred for introducing us and thanks to the PIIE for inviting me to 

participate here. And apologies for my voice which is somewhat raspy 
owing to some combination of allergies and a cold and I haven’t sorted 
that out yet. I very much enjoyed the chance to read the volume and for 
me it was a walk down memory lane. I was not an active participant at the 
level at which the Plaza and the Louvre took place but I was at the FED 
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and I was very much involved in the discussions there and the awareness 
of what was going on  day by day.  

 
  The question this panel sort of asked is how successful was the Plaza? 

Implicit in that question are the issues of in what way and why? My 
answer is a qualified yes, it was a success. It was a success in that it did 
contribute to resolving tensions at the time, most particularly those 
associated with the protectionism pressure. It did lead to some external 
adjustment. It voiced awareness and raised the profile of the conversation 
about monetary and fiscal policy concerning the G5 countries and it 
provided a context for global economic leadership. And that context was 
needed. I’m fairly certain of some conclusions that I will find easiest to 
express in negative terms based on the Plaza experience, but less so with 
some of the ones that I will express as positive. I’ll start with the 
negatives.  

 

  I’m taking a broad view of the Plaza, not only the events on September of 
1985 but the events that followed soon thereafter and the subsequent 
developments from those events. And indeed the academic work that it 
spawned and analysis that we’ve done since of the issues raised by Plaza. I 
conclude that Plaza teaches us the following: first that it’s a mistake for 
major countries to regard the exchange right either in level terms or in 
changed terms as a primary objective of government policy.  

 
  A depreciating dollar, or those awful words, “a strong dollar”, are not 

comparable to low inflation or sustained growth, or improved structural 
efficiency of markets s goals for economic policy. We can be misled by 
placing too much emphasis on the exchange rate itself in thinking about 
economic policy.  

 
  Second, it is a mistake to view sterilized intervention as an alternative to 

monetary or fiscal policy. Intervention comes in various forms. The book 
does a good job of spelling out the analysis of those forms and the roles 
that they were found to have played by the academics. I will set aside 
unsterilized intervention because in my mind that’s just a variant on 
monetary policy. But there are sterilized intervention, which could be 
concerted or unilateral.  

 
  Intervention can be verbal. That phrase was used a lot in intervention, or it 

might include action market transactions. It can be a form of cindering, 
which will emerge from the academic studies. That signaling might be 
ambiguous or it might be clear. To varying degrees, the benefit of 
hindsight has taught us that intervention of all these currents does not have 
a long lasting effect, but it can be shown to have a role in the short term. 
Regardless, intervention is not a substitute for needed monetary or fiscal 
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policy. It is not a way of avoiding taking monetary or fiscal policy steps 
that are needed.  

 

  Third, I think we’ve finally learned that it’s a mistake to think that in the 
real world floating exchange rates allow a country to pursue an 
independent monetary policy that will insulate it from the effects of 
others’ policies. The global economy of today is sufficiently 
interdependent that there will be spill overs and those spill overs will have 
consequences and those consequences may require policy responses; even 
in the world of floating exchange rates and in the textbook sense 
independent monetary policies. And so we cannot fail to recognize that 
when we make a set of policy decisions with respect to monetary and 
fiscal policy.  

 

  Fourth, policy coordination is very difficult and it is unlikely to be fully 
implemented. In particular the use of indicators, which occupied countless 
staff hours at Central Banks and finance ministries in the period. The use 
of these indicators to fine-tune some kind of pattern of macro policies 
across major countries to achieve some well-controlled outcome is wishful 
thinking and is well set aside.  

 

  Fifth, and this one is really important, I think. Implicit in a Plaza-like 
situation inevitably will be the issue of the distribution of the burdens that 
result from change. And resolving how this distribution of burdens will 
occur is never easy. It’s very unlikely to work out as was agreed at some 
initial meeting. And then I offer the thought that the specific answer that 
worked for the global economy in 1985 is not likely to be the right answer 
for the problems of the global economy 30 years later. However, I have 
some positive thoughts as well. Short term problems matter, and hence, 
short term solutions are important. So, polices that have implications for 
the short term should be taken seriously. Conversations and contacts are 
important, even if one recognizes from the beginning that coordination is 
not going to be complete. And the Plaza and the Accord and subsequent 
events bore that out many times over.  

 

  I think we’ve also learned, perhaps drawing on other experiences and 
pulling in other studies, Central Bank independence is of primary 
importance and it is essential. Such independence of Central Banks poses 
substantial complexity to any policy coordination effort. Exchange 
markets provide useful information and it is important to pay attention to 
those developments. But they reflect many, many things. They reflect 
capital flows, they add channels of monetary policy, they figure in trade 
behavior. They do all of those things simultaneously along with all the 
other prices in the economy. Accordingly, the exchange rates reflect all 
these forces, not just any one of them and conclusions drawn about 
exchange rates need to bear that in mind because too often one approach 
or another is taken to the neglect of the broader picture.  
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  And finally, sometimes in the real world choice is really between the 
lesser of two evils. And a good candidate for what is the greater of two 
evils is often protectionism. So, it is well to bear that in mind. As a bottom 
line, I offer the following. Negative lessons are every bit as important as 
positive ones. So, I think we should study the Plaza/Louvre and 
subsequent years for their negative insights as well as the positive ones. 
Plaza-like situations are about the real world. They’re not about the 
textbook world. They inherently involve judgments about market failures 
of some kind and market failures that pose specific problems. So, the 
policy response needs to be tailored to fit the particular problems at the 
particular time. This makes generalizations very, very tricky.  

 
  I offer an example, something that actually came up this morning in the 

conversation with Larry that I see, anyway, from my perspective from my 
time as the FED, as being part of the Plaza and the policy coordination 
effort and at a Central Bank’s swap lines. These are sensitive, often highly 
charged policy tools that were created originally to provide resources for 
exchange market intervention. And following the period of time after 
Louvre, as we moved into the 1990s, when exchange market intervention 
became little used and basically rejected by significant players in the 
global scene, there was substantial discussion at all kinds of levels about 
whether or not we should eliminate swap lines because they seemed to 
hold out the thought that we were going intervene again and there were a 
lot of people who wanted to preclude that. And eliminating swap lines 
would be a signal that we were precluding that.  

 

  Well, in fact that didn’t happen, we did not eliminate them. And when the 
major country financial crisis came along we discovered that swap lines 
could serve an entirely different purpose and solve an entirely different 
short term problem. One that had not been foreseen. So, I take this 
pragmatic, practical, real world example as one showing that the kind of 
policies that were used at Plaza and Louvre can be very useful and need 
not be ones that are supported as global generalizations, but that are 
specific to particular problems, that are specific to particular points of 
time.  

 
  My basic message from Plaza is pragmatism. It was a set of actions 

directed at a set of problems. It supports the realization that the changing 
global economy needs leadership that is grounded in the realities of the 
present time but that also evolves as the global economy evolves. Thank 
you. 

 
Dave Smick: Thank you very much. I’ll try to make this make this quick. I thought the 

book, the text that you put out today, is just excellent, very well done, well 
written. Adam Posen suggested that I sit on the panel primarily to 
comment on the International Monetary Conference that I envisioned and 
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then helped organize in November of 1985. It was called the US 
Congressional Summit on the Dollar and Trade and sponsored by, 
officially, the congressional leadership, but it’s actually Bill Bradley and 
John Kemp were kind of the dominant players. Jean and John Deprayor 
are here, who were contacts with Senator Bradley and it was a very 
interesting time. Now, this private conference, it was private and it 
achieved a far reaching bipartisan consensus. Fred was there and he was a 
major participant, but the consensus was that the era of benign neglect and 
exchange rates needed to end. I think as Hobart Rowen of The Washington 
Post wrote at the time, “The conference,” he said, “Put the final nail on the 
coffin of the pure floating exchange rate system.”  

 

  So, why I’m mentioning any of this? There is this argument that the Plaza 
was irrelevant because the dollar in the months before September ‘85 was 
weakening anyway. Here’s an alternative theory. It’s just a theory. As 
1985 progressed, financial markets in my view were receiving plenty of 
input that the era of benign neglect of the soaring dollar would soon be 
over. In early February, for example, the first week that James Baker 
became Ronald Reagan’s second Treasury Secretary, Treasury officials 
initiated an early round of intervention to weaken the dollar. Around that 
time we were well underway with our discussions and planning for our 
congressional summit. The summit was a private non-profit conference 
supported largely by financial contributors from Wall Street. What 
Bradley and Kemp, two prominent presidential candidates in waiting were 
up to, that was big news.  

 

  And there’s more. In June of ‘85 I met with Japanese Ministry of Finance 
Official, Makoto Utsumi over at the Four Seasons hotel in DC, to explain 
the rationale for the conference. Again, this was as early as June, months 
before the Plaza Accord. To my surprise within weeks, we were able to 
announce that the Japanese government was endorsing the conference, 
sending their top people. And throughout the year there were a number of 
press mentions. By early September, nearly a month before the Plaza, the 
Wall Street Journal ran a paragraph in their front page Washington Wire 
section describing the conference and how it was going to be a bipartisan 
across the board attack on the whole benign neglect policy. So, in the short 
run the Plaza was not a fluke because the dollar was weakening. The Plaza 
was a culmination of efforts of kind of the political system rising up and 
saying, “We’ve had enough.”  

 

  As I look back on that period, it’s seldom mentioned that what happened 
was that officials expertly managed the so-called global financial theater 
in influencing financial markets. And theater is important. Summers and I 
were talking going out, I said, “The problem, I agree with you what you 
said about conspiracies, but I deal with currency traders every day. So I 
also know the top guys, they always trade the conspiracy.” The guys who 
made money trade the conspiracy. But if you look at the importance of 
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theater back then, using relatively little sterilized invention, the G5 
theatrical production for financial markets proved to be highly compelling 
over a several year period. There was a sense the US was in charge, the 
G5 led by the US was in charge. It was a game plan for diverting rising 
protectionism pressure. I used to sit in Dick Darmon’s office when he was 
Treasury Secretary, his name’s not mentioned, but he was a player behind 
this and that’s all he talked about, was theater. He was by the way the Ted 
Cruise of the 1980s if you—yeah, he was not well-liked.  

 

  Just to give you a sense. Some will say this is all nonsense. Six months 
after Fred Bernanke became Fed chairman I asked him what he found to 
be the biggest surprise of the job. And without hesitating Bernanke 
responded, “The theater.” He said he always knew that management of the 
theater of monetary policy was important. He just didn’t know how 
important. And my sense today is no one is in charge of the theater and the 
theater is dark. Some say intervention doesn’t work. Is that because if the 
intervention policy itself or the size of global financial markets? Or is it 
that our leaders, our actors are just not that competent these days?  

 
  Which brings us to the ultimate question of this gathering and I guess of 

this afternoon’s talks, is a Plaza 2 possible? Would attempting a Plaza 2 
even be advisable under today’s conditions? After all you can make an 
easy case, currency invention is hardly a guarantee of increased net 
exports and enhanced prosperity. The devaluations can be deluded by the 
offsetting effect of global supply chains and other factors. What do we 
make of the less than perfect response to the Yen appreciations since 
2013? I read that global investors made a killing on Japanese stocks and 
Japanese corporate profits rose but the little guy got killed.  

 
  And the Chinese experience in the last half decade, the US trade deficit 

non-oil goods jumped despite the fact that the Chinese currency 
strengthened. I think the book explains well that currency devaluation 
depends on the state of the economy, composition of its exports and 
imports of the nature of the economies with which it trades, including the 
pricing power of exporting companies. I think Barry Eichengreen probably 
put it best. He said, “Changes in exchange rates are much more likely to 
succeed when the emphasis on correcting exchange rate alignment with 
economic fundamentals, not the other way around. But even then it’s 
tricky with things like theater management coming into play.”  

 
  This room is full of some of the world’s best theoretical experts on the 

workings of the foreign exchange system. That’s not me. I just deal with 
currency traders every day. Let me tell you how they—well first of all let 
me say, I saw a difference in the currency markets. Really it started to 
occur in 1985 but really by the turn of the decade it really had happened. 
You had currency markets which had been relatively small before the 
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Berlin Wall fell and financial liberalization were mostly bond traders. 
They tended to respond to interest differentials. And I saw during that 
period that with financial markets -- with the foreign exchange markets 
suddenly becoming the main event, the big profit setter, the big huge deep 
pool, so that a big hedge fund, [inaudible 00:55:53] for instance, could 
play in that pool and not get caught because of the depth of those markets 
in the major currencies. I saw a change. You not only then had former 
bond traders trading foreign exchange. You had former equity traders and 
a huge influx. And these traders were not as much influenced by interest 
differentials than they were by growth differentials.  

 

  So you had this combination of the two and those, I think, as you went 
from the Plaza to the Louvre and beyond, one reason intervention was 
difficult in the foreign exchange markets was that the markets themselves 
had changed. You had this combination, you had people who looked at a 
lot of different things beyond the workings of changes in interest rates 
usually relative to what the Federal Reserve was up to. And I think that’s 
one reason why markets have been fickle.  

 
  It’s interesting. I’ll just mention this. I was in my current position now, 

over 30 years, I can’t remember—I’ve had clients ask me almost every 
conceivable question. No one asked me ever what I thought about the 
current account deficit, ever. But I read the literature and it always fixates 
on that. But I can just tell you, the currency markets don’t look at that. 
They look at a variety of things, but not that. Just quickly, I think today the 
trading community looks at the global theater, the stage of finance and 
they see two main actors, the US and China, and those actors would have 
to perform well for there to be a Plaza 2 effectively.  

 

  The problem is that both actors are under tremendous emotionally stress 
and in the trading community the view is that one of the actors seems on 
the verge of a break down. China with its internal politics and turmoil is 
not prepared to lead the world in anything and would a Plaza 2 even be 
sustainable given the political uncertainties of China, the world’s second 
largest economy.  

 
  We can have a long-term discussion about whether we’re pessimistic or 

optimistic about China, but I think in the last couple of years the biggest 
surprise in foreign exchange has been how much the move to safety has 
completely dominated the thinking of the foreign exchange markets. And 
policymakers do various things, they expect certain results, but they do not 
factor in that it’s a hell of a dangerous world and the financial markets 
know it and they see negative interests for interest rates everywhere 
practically. And they look and say, “Safety is important.” And that creates 
some of these unpredictable capital flows that are just throwing off the 
policymakers and it’s why a Plaza 2 is going to be difficult, it’s going to 
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challenging; maybe not impossible, but challenging. And I guess if you 
say, “Well it’s challenging, but what’s the alternative?” Thank you.  

 
C. Fred Bergsten: Okay, thanks to all of the speakers. The floor is open for questions. In the 

back up here and we’ll start with those two. 
 
Ted Altman: Great, thanks very much. Ted Altman from the Council of Foreign 

Relations. I actually want to ask the panel a pre-Plaza question, which is, 
how was it possible that the exchange rates got so far out of whack? Was 
it simply Regan Administration benign neglect? Were there other one-time 
forces at play? And is there any lesson there going forward? I mean we 
heard from Larry Summers that the current situation probably isn’t 
currently out of whack, but how do we prevent another situation from 
arising in the future where currencies become so misaligned that 
something like Plaza seems necessary? 

 
C. Fred Bergsten: Who wants to respond? Jim. 
 
Jim Bouton: Yeah, it’s actually a good question. The analysis that we made in the IMF 

at the time was able to explain the movement in exchange rates up to 
around the middle of 1984 on the basis of what we like to call the 
fundamentals. And the fundamentals were partly just relative returns, 
relative interest rates. But what seemed to be driving that was the choice 
of a very different mix of policies, macro-policies in the US and in the 
other major countries. So, part of what was making the US economy seem 
to be recovering well in the early-1980s was a very tight monetary policy 
engineered by the legendary Paul Volker and a corresponding very 
expansionary fiscal policy under the Reagan Administration. You could 
not have had the shift to fiscal expansion without the monetary tightening, 
without leading to a disastrous continuation of inflation.  

 

  So, the combination of those policies worked for the US under the peculiar 
circumstances that they inherited at the beginning of the 1980s. No other 
country was following that kind of a policy. So, it was very clear that you 
could explain and you could model what was driving exchange rates 
through that whole period. But then something really changed around the 
middle of 1984 and suddenly the models we had developed didn’t explain 
that anymore. And it was clear that the financial markets were developing 
a mindset where, because they knew that there was this – I’m not sure how 
benign it was – but this policy of neglect on the part of the Reagan 
Administration, they expected that to continue, they expected it to 
continue to lead to further increases of the value of the dollar.  

 
  And so like any classic bubble, people just started taking investment 

decisions on the assumption that recent trends would just continue and so 
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the dollar would already go up in value, why not buy it? And that was a 
situation that simply could not be sustained. 

 
C. Fred Bergsten: Ted, let me just amplify that. As you can tell from the discussion here 

today, economists have very different views about Plaza, the run up the 
results, and all that as usual. But on this one point the question you raised I 
think there’s unanimous agreement on what Jim just said, that the last 
20%, 30% run up in the dollar in that period was pure speculative bubble, 
could not be explained by any set of economic fundamentals. So, it was a 
bubble, but it was dramatic and pervasive. I’ll never forget, in January of 
1985 when the dollar was peaking I happened to be in Europe. I had 
discussions with Ramen Bar who had been Prime Minister of France and 
author of his country’s leading economics textbook, Fritz Lloyd Vargas 
who was at the time head of the Swiss National Bank Central Bank, highly 
respected Central Bank.  

 

  They both said, “Fred, we’re a different world. The dollar with never 
again be below three marks. Well the dollar had risen from something like 
two marks to 3.3 at the time. It peak about 3.5. After the Plaza period the 
dollar was at like 1.35. But the point was that some of the most respected 
intelligent experienced people in the world thought that what had occurred 
was a C-change that was going to be permanent. So, it was the bubble of 
all bubbles and when it finally broke it did change, of course, 
dramatically. But the agreement was speculation, bubble, extrapolation of 
current trends, as Jim said, and I think everybody who’s studied the period 
agrees with that view. Yeah. 

 
Arthur Alexander: Arthur Alexander, Georgetown University. I’m wondering to what degree 

the willingness to go into Plaza was kind of the last gap of the Bretton 
Woods system. And we have such a great panel here. People who lived 
through that period. Twelve years or so after the collapse of the Bretton 
Woods, we still have staffs, analysts, economics in the United States and 
elsewhere who have spent their careers defending, maintaining that 
system. And my question is, to what degree then did that experience 
inform the kinds of policies that you were willing to entertain at that time? 

 
Jim Bouton: If I may, I wouldn’t call it the last gasp, but I think you made a very good 

point about the link between the collapse of the Bretton Woods system in 
1973 and the effort to try to restore some kind of sanity to exchange rates 
in 1985. The reason I wouldn’t call it the last gasp is I think it’s a 
continuing discussion about the extent to which it makes sense to leave the 
determination of a very important relative price to financial markets 
without regard to the underlying policies that can lead to dramatic 
movements. When I used the term earlier that the exchange rate could be 
high-jacked by the capital market and I think that’s a very important 
phenomenon in today’s world.  
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  And so we went through another last gasp, if you will, in the aftermath of 
the Asian crisis in the 1997/98 where up for a few years prior to that there 
had been a huge shift in thinking, particularly around Washington and 
especially in the IMF, to thinking that very open capital flows eliminate all 
this regulation, was the way to go and just let exchange rates move to 
whatever level that might be necessary and if countries had strong 
underlying policies that open capital markets would lead to a good 
solution. And after the Asian crisis there was just a huge pullback from 
that. Now, was that the last gasp? Fred has been taking his last gasp for 
about 30 years now and I think he’s—I don’t see Fred going away on this 
issue. 

 
C. Fred Bergsten: No, no. Wait, you miss characterize. It depends what you mean by the 

Bretton Woods system. Some people mean fixed exchange rates when 
they say the Bretton Woods system and there were certainly no effort at 
the Plaza or was there every by me to restore fixed exchange rates. Moford 
stresses in his chapter in the book that he was the main operational 
architect, that full respect for markets, recognizing how they did overshoot 
and so the objective was to correct the overshoot, but there was no effort 
to restore fixed rates, if that’s what you mean by the Bretton Woods 
system.  

 
  Now, it’s true the Louvre agreement, when there was fear that the rates 

were going back excessively in the other direction, did try to put in a 
target zone system with fairly wide bands, so you might say that was an 
effort at a compromise. And some people, including some of us here, had 
in mind something like that. That’s what Darmon actually wanted to put in 
place. It held for a little while, but not for too long and basically the lesson 
was it was it was too hard to carry out.  

 

  Now, if you mean by the Bretton Woods system the broader context of 
monetary cooperation among leading countries, then as we point out in the 
overview chapter in the volume, Plaza, Louvre, the whole period, was an 
effort to restore a more active system of policy cooperation among the 
major countries. And that was important because as some of us have said 
the first Reagan Administration was the absolute opposite. I mean benign 
neglect of the dollar, but absolute opposition to international economic 
cooperation. And I put that explicitly.  

 
  I mean Barrel Sprinkle succeeded me at the Treasury and literally would 

have liked to pull the US out of the International Monetary Fund if he 
could have gotten away with it. And viewed intervention as the evil of all 
evils and actually gave away the foreign exchange that he had inherited 
from my Treasury when they had to pay into the IMF for a quota increase 
so that they wouldn’t be tempted ever in the future to intervene. So the 
US, far from being a leader of international economic cooperation, went to 
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the exact opposite degree and actually rejected the concept of international 
economic cooperation.  

 

  So, in that sense, the Baker Treasury and the Plaza period was an effort to 
restore not only some cooperation in the global economy but US 
leadership thereof. When Jim talked about leadership in his remarks as a 
lesson, he talked about G5, G7. I draw six lessons from it in my paper, in 
my chapter of the book. And to me lesson number one was you have to 
have leadership, but by that I, the US leadership. Because my conclusion 
was without US leadership none of that was going to happen. And I think 
the Plaza and the whole period exemplified that.  

 
  So, again it depends so what you mean. Certainly not fixed rates but 

broader cooperation, yes indeed, was a fundamental objective. If you read 
Baker, Baker is very interesting on it and Baker and his keynote speech at 
the Houston conference reiterated his strong view that you got to go back 
to that, we need it today, big gap in the system today and Baker felt very 
strongly about that and tried to achieve it. Karen please. 

 
Karen: The major problem throughout the monetary economic policy during the 

1970s was not the gradual tumbling or the non-gradual tumbling of the 
Bretton Woods system. It was the inflation rate. By the time Paul Walker 
became chairman of the Federal Reserve the US totally lost international 
respect. The Federal Reserve was thought to be failing in its responsibility 
to produce good monetary policy.  

 
C. Fred Bergsten: Turn on the mike. Karen, please turn on the mike. We want to record your 

remarks. 
 
Karen: Oh, I’m sorry. My apologies. So, my point is that the problem of the 1970s 

and the problem that confronted us in the very early ‘80s was the very 
high rate to which US inflation had risen. And the fact that that has totally 
undermined the credibility of the Federal Reserve both at home and 
abroad as capable of delivering good monetary policy. And I think the role 
of the US as the country that should be providing international leadership 
because it was seen to be the cause of the breakdown of the—the failure of 
the Bretton Woods didn’t cause inflation. Rather the reverse in many 
people’s minds.  

 
  So, the tension that existed because of the tight monetary and easy fiscal 

policy that Jim quite correctly pointed out, was the consequence of vocal 
monetary policy. And the subsequent attempts, like by Plaza say, was to 
figure out how if we have solved the US monetary policy problem and 
we’ve gotten US inflation under control, how do we get back to something 
more normal? And Plaza was a piece of how you get back to something 
more normal. 
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Dave: Can I add something on this? 
 
C. Fred Bergsten: Sure.  
 
Dave: I call it the Greenspan thesis on why the dollar soared and the economy 

was increasingly robust at the time. His argument is that it was not just 
fiscal and monetary polies, but that by the early ‘80s and certainly the late 
‘70s, there was a global consensus that American industry was discredited. 
America Corporations were dinosaurs. The German and Japanese 
corporate models, they were the future. And I always found this amazing, 
but Greenspan agued, or still argues, that when Ronald Reagan fired the 
air traffic controllers it was a paradigm shift. He was in private consulting 
business with a lot of corporate clients. And he said, they were intensely 
interested in this because if Reagan pulled this off there was no general 
strike of the transportation system in the US and everything shutdown. It 
was an indication that labor was willing to cooperate or at least look the 
other way in a massive US corporate restructuring. And that’s essentially 
what happened. And that corporate restructuring was shocking to the 
international system.  

 

  Senator Bill Brach who went on to be Reagan’s first trade negotiator told 
me, not long ago – because we were talking about this – and he said, 
“When I went to Tokyo for my first round of negotiations it was prior to 
the air traffic controllers incident and the Japanese officials he sat down 
with were smug and dismissive.” And then his second trip came after the 
Greenspan thesis set in. He said that it was a C-change. It was, “Oh, well, 
we can work this out. Let’s cooperate. We’re all together.” Anyway, I 
mention that because it’s anecdotal, but I was always struck by 
Greenspan’s sense of that.  

 
C. Fred Bergsten: Time for maybe one more question. Gina. 
 
Gina:  This is more of a comment in terms of why a politician like Bill Bradley 

would have spent the amount of time and political capital that he did on an 
issue as technical and as alien to public discourse as exchange rates. And 
Dave talked about theater. At the time you had congressmen taking 
Japanese cars, having Japanese cars deposited on the steps of the US 
Capital and whacking them to pieces with sledgehammers. And the fear 
that people like Bill, and I assume Jack Kemp had too – and it comes back 
to the short term nature of it all – they were really afraid that this 
animosity would lead to serious protectionist legislation and that the costs 
of allowing this to come into being would be a return to the ‘30s. This was 
sort of the mindset at the time.  
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  So, whether you could ever see a need for another Plaza Accord, it seems 
to me that were we to get into a situation where China was perceived the 
way Japan was in the ‘80s and whether it was due to the perception that it 
was Chinese exchange rate manipulation that was the cause. I could see 
the reaction from congress and depending on who is president, giving rise 
on the part of some of the more thoughtful and intelligent politicians that a 
Plaza Accord-type initiative was necessary to head off something 
absolutely horrendous. So, I think the jury’s out on what we’re going to 
see in the next few years. 

 
C. Fred Bergsten: We’re going to turn to that question this afternoon, a need for a Plaza 2. I 

want wrap up this session now. I’m not sure the panel clearly answered the 
question, did the Plaza succeed? I would just say in ten seconds, the 
exchange rates did change enormously and the misalignments clearly were 
corrected. The current account imbalances did come down dramatically, 
not back to where they started, but by about 50%, and the protectionist 
pressures that you describe were in fact fought off and by the time 
congress finally passed the trade Bill three years later, it did nothing 
damaging to US trade policy or the world system.  

 
  So, in those senses which I think were the three fundamental goals of the 

Plaza agreement, it worked, whether the  Plaza ought to get credit for it or 
not is debatable but the outcome was as sought by Baker, his team, the 
second Reagan Administration. So, I think in that sense it’s fair to say the 
Plaza was a success. Adam. 

 
Adam Posen: Thank you so much, Fred. Thank you, James, Russell, Karen, and David 

for what was terrific to people who made this happen and saw the insights 
in real time, but also the historic perspective. You’ve all earned a free 
lunch. I’d like to invite everyone to that lunch. We will reconvene in half 
an hour for the forward looking panel emphasizing today. Although, of 
course, this panel certainly had forward looking implications.  

 
  Just a reminder that we are distributing today and available for sale on the 

web is International Monetary Cooperation: Lessons from the Plaza 
Accord after 30 years.  And as a special bonus we are also making 
available the classic that Fred and Larry Summers earlier mentioned, 
Managing the Dollar: from the Plaza to the Louvre. Buy them both get a 
discount. The www.amazon.com of the Peterson Institute goes forward. 
Anyway, thank you all very much. We look forward to reconvening in a 
half an hour. Thanks to all. 
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Panel 2: Time for a New Plaza?  
 
Adam Posen:  Good afternoon. Welcome back to our final session today, after lunch, of 

the Conference on International Monetary Cooperation: Lessons from the 
Plaza Accord after 30 years, which we’re proud to host with CIGI, here at 
the Peterson Institute.  

 
Our final panel today is going to be looking at the active debates today in 
the world of insane trade monetary cooperation. Obviously, Larry 
Summer’s remarks will start off the conference, as well as our 
distinguished prior panel. We’re fully cognizant of the current events, and 
talked about those, but we have a very distinguished group drawing on 
some of the papers that we published in the new book that Fred and 
Russell edited, to give you some insights into how we think things are 
moving forward.  
 
I would like to call upon my colleague, Domenico Lombardi of CIGI, to 
chair this panel. Thank you.        

 
Domenico Lombardi: Thank you, Adam. Earlier this morning I was saying that it would be 

important to reach some understanding, maybe even a consensus on two 
main factors regarding the feasibility of a new Plaza, with referring to the 
global political and economic landscape that would be conducive to a new 
Plaza, if at all. And also the technology of how this new Plaza could be 
implemented, referring to the scope, to the players and to the timing. Just 
to put some further issues to the panelists, I would like just to briefly 
summarize what are some critical elements that have emerged in the 
discussion so far and that I hope that the panelists will be addressing in 
their remarks.  

 
I think one element that came up in the discussion was leadership, namely 
US leadership. And clearly, in the ‘80s, the US was the undiscussed 
leader. I will say that today, the US is still the leader, however, the world 
has grown, has become much more multifaceted, multipolar, and of course 
this poses additional challenges. Related to that, there is a fundamental 
asymmetry. At the time when the Plaza took place, the US was able to 
mobilize the G5 – that is the most important players at the time; now we 
have the G20 – but clearly as it has emerged in the context of the 
discussion so far, only a small subset of those countries are really relevant 
to a possible new Plaza. 

 
 Finally, the role of the IMF, the G20, the very fact that you have 

institutions or platforms aiming at international cooperation does not lead 
to or mean necessarily that that cooperation is going to take place. And 
therefore what kind of gimmick will be feasible, bearing in mind that 
organizations like the IMF and G20 do provide for significant political 
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capital and legitimacy, which I think are a key requirement in today’s 
much more complex world. The final element, I think, was also evident 
into this discussion, the role of personalities. I think Fred and Russell were 
referring to Secretary Baker. And therefore, what is the role of these 
personalities who are willing to take risks, and are willing to leverage on 
their political capital to make unprecedented initiatives to happen? 

 
 So to discuss about this and further issues, we have a wonderful panel. 

Fred Bergsten, of course, is the co-editor of the book, together with 
Russell Green, the founding director of the Peterson Institute for 
International Economics. Joe Gagnon, Senior Fellow at the Peterson 
Institute, and a former FED economist. Harold James, a colleague of mine 
at the Center for International Governance Innovation, and a professor at 
Princeton University. And Fabrizio Saccomanni, former Senior-Deputy 
Governor of the Bank of Italy, former Finance Minister of Italy, and 
currently distinguished visiting fellow here at the Institute. And he was 
actually among those who took part in the Plaza and Louvre Agreement, 
when he had the key responsibilities at the Bank of Italy. 

 
 So I would invite the panelists to come to the podium, and I would invite 

them to confine their remarks to no more than 10 minutes, so that this is 
going to leave time for us to have a Q&A and wrap up the conference. 
Thank you very much. 

 
Larry Summers: Well, the topic for this afternoon is, is it time for a Plaza 2? Might also 

view this as a test of something Larry Summers said this morning. He 
noted, you will recall, that we were not remotely near the time for a Plaza 
2. To preview my conclusion, I agree, it’s not time for a Plaza 2, but I’m 
not sure it’s too remote, as he suggested. So I’ll have a modified 
conclusion with respect to Larry’s assertion.  

 
 We can recall from the morning discussion what motivated the Plaza 

Agreement in 1985; a huge increase in the dollar exchange rate leading to 
substantial currency misalignments, a big increase, for that time, in current 
accounting balances among the world’s most important economies. And 
all that, in turn, producing a very sharp protectionist outbreak in the 
Congress, threatening the global trading system, especially with respect to 
Japan. 

 
 So I think the first question is how those three variables might apply 

today. So let’s take a look. On the exchange rates, we note that in 1980 to 
‘85, the dollar virtually doubled in value and became hugely overvalued 
by anybody’s concept. We had another sizeable rise in the dollar from 
1995 to 2002; not as big, did not lead to a Plaza Agreement, but also led to 
some big imbalances.  
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 Today, we now have had over the last five years a substantial rise in the 
dollar exchange rate. Not yet to the Plaza degree, but about in line with the 
second largest dollar appreciation of the post-war period, and particularly 
rapidly over the last three years. In fact, Larry, in one of his recent 
statements, pointed out that the dollar has only risen as rapidly as in the 
past 18 months twice during the past 40 years, and those are the other two 
periods. So point one is the rise in the dollar, while clearly not yet to Plaza 
levels, is getting into that ballpark, and therefore at least raises the 
question of whether misalignments are starting to arise. 

 
 The second variable is the current account imbalances. The imbalances 

that produced the Plaza Agreement were gargantuan for that time, but only 
got up into the range of 3% to 3.5% of GDP. In the more recent period 
they spiked to much higher levels back in the middle part of the last 
decade, dropped then around the time of the Great Recession, but now 
have risen again. And I’m taking the liberty of using the projections of my 
colleague Bill Cline out to 2020, where he gets the US current account 
deficit back up getting into the 4.5% to 5% range.  

 
 Again, not as big as we had 10 years ago, but interestingly, considerably 

larger than we had at the time of the Plaza Agreement. So again, you 
might say the data are a bit mixed. Looks somewhat worrisome, if not 
quite as bad as it was 10 years ago.  

 
Then comes the third question. Has all this lead to trade protection of 
anything like the intensity that produced really the motivating driver for 
the Plaza Accord back in 1985? I know in my chapter in the book that one 
of the critical lessons from Plaza period, at least to me, is that external 
imbalances of a country can become unsustainable, not for international 
financial reasons, but for domestic political reasons. And that’s an 
important analytical point because practically the entire literature in 
international economics is all about unsustainability of deficits because of 
a lack of financing. The US had no lack of financing. There was no lack of 
financing for the US imbalance at the time of the Plaza. What became 
unsustainable was the domestic political situation as manifests through 
trade policy. And so, that variable has to be looked at in a substantial way.  

 
Now, last year, during the intense congressional debate over trade 
promotion authority, there was indeed a huge debate about currency. But 
interestingly, and I emphasize this in my chapter, it was not about the 
macro-forces – the differences in monetary policies, the differences in 
growth rates – that are the drivers of today’s current accounted balances 
and particularly dollar appreciation. It was all about currency 
manipulation. It was all about the cheating by China and others, violating 
their IMF obligations not to competitively devalue, by keeping their 
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currencies from appreciating and building up, earlier in the decade, huge, 
huge surpluses.  

 
 The Congress, understandably, I think, saw those currency manipulation 

practices as an unfair trade practice legitimately to be dealt with in the 
context of trade policy. And so, in their deliberations about exchange 
rates, which were front and center in the debate last year, the question was 
not macro-imbalances, a la Plaza, but rather manipulation. And so that 
configuration continued all the way through the legislation and changes in 
policy that resulted from that debate, or had to do with manipulation.  

 
There have been changes in policy. The Treasury was induced, shall we 
say, incentivized to go out and create a side-agreement to the 
Trans-Pacific Partnership, the declaration, the joint declaration on 
macro-economic policy by the TPP countries, setting up a consultative 
group on currency. And more importantly, the passage by Congress of the 
Trade Facilitation and Enforcement Act in February, the so called 
Customs Bill, which provides significant new instructions to the Treasury 
for implementing currency policy. 

 
 Mark Sobel doesn’t have to do this now the way he did before, but if he 

did, he’d be under some stronger strictures, I think, from the governing 
legislation. Now, the protectionist issue has of course now come back 
even more notably – no worthily – in the political campaigns. As I say, in 
the Congressional Debate it was primarily not about new protection. They 
weren’t talking about increasing barriers. They were talking about trying 
to counter currency manipulation as an unfair trade practice. Now, in the 
political campaigns, particularly with Trump, we find explicit calls for 
new trade protection. No other way to call it.  

 
 So, a key question for our topic today; what is the degree of causality 

between that sizeable run up in the dollar, the likely continued increase in 
US current account deficits and the political pressure that has been 
generated in the political campaigns to go in the direction of protectionist 
trade policies? Again, I don’t think any of that’s going to eventuate. I 
don’t think Donald Trump’s going to be our president. Even if he were, 
the law doesn’t permit him to do a lot of the things that he says he would 
do. But the pressures have clearly arisen, and so I would submit again that 
we’re moving into dangerous territory. Not yet enough certainly to 
motivate a new Plaza agreement or anything like it, but at least raising 
questions that point us to worry about moving too far in that direction, and 
therefore a possible need for remedial policies. 

 
 So the bottom line from all this, at least in analytical terms, and that’s 

what I want to focus on, is what degree of currency misalignments may we 
now be experiencing? And there I turn to the work of my colleague, Bill 
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Cline, who produces fundamental equilibrium exchange rates for the 
major currencies every six months, and then I make some modifications of 
my own. So what I’m showing you here in this chart is three different 
ways to assess the presence or lack thereof of currency misalignments at 
the present. And I’m using Bill’s data, his models and his parameters, but 
I’m changing a couple of the major assumptions.  

 
 Bill himself, as most of you know who follow our FEAR analysis, permits 

countries to run current account surpluses and deficits of 3% of GDP, and 
only if they look like getting outside that range does he deem their 
currencies to be misaligned. On that basis – and that’s what I call the Cline 
range – he’s got the dollar modestly overvalued, 8%, the euro and the yen 
modestly undervalued and China essentially in equilibrium.  

 
 However, a lot of people think Bill is a little too easygoing in permitting 

countries to run surpluses and deficits of 3% of GDP. In fact, the IMF staff 
thinks that’s too easy. So the IMF staff has come up with norms for 
current accounted balances suggesting that the US ought to limit its 
external deficits to about 1.6% of GDP. The euro, they give a surplus of 
2.2%, but they suggest that both Japan and China should run current 
account balances, zero positions. 

 
 And so, what I’ve redone is redone Bill’s analysis to see what the 

implications for currency, appropriate this would be, with the IMF norms 
as your current account targets. And then, just for good measure, I’ve 
suggested, well, maybe instead of only China and Japan going to zero, 
what if we thought the US ought to run current account balances. A lot of 
people would argue conceptually US should run current account surpluses. 
Rich country, should have capita export, should run surpluses. Without 
going that far, saying what would happen if we aim for a zero balance for 
the US and let’s say that for the euro as well? 

 
 So then you get these other outcomes that I am depicting on this chart. 

And there you get some different outcomes. Once you get, just focusing 
then on those second and third columns is that the dollar is overvalued by 
something like 20% to 25%; the euro’s undervalued 5% to 15%; China 
around 10%, and Japan, interestingly, a little over 20%. 

 
 Now, those are misalignments in terms of trade-weighted exchange rates. 

What we call fundamental equilibrium rates, FEERs. But those are trade-
weighted average exchange rates. But what Bill’s analysis shows is that 
the dollar is basically overvalued against virtually all currencies. That’s 
like the Plaza period. So that would mean if you were shooting to 
eliminate the misalignments, all those other currencies, although they 
would not go up much against each other, would go up a lot against the 
dollar. And so, in that last set of three columns, what I’ve shown is how 
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much other currencies would have to go up against the dollar to achieve 
the outcomes in terms of trade-weighted averages. Over here, on the left-
hand side of the panel.  

 
There you get some whapping imbalances. The euro would have to go up 
between 20% and 40%. And I show the numbers, taking it up to 1.30, 
1.50. The RMB, far from depreciating, which we all worry about now, 
would have to appreciate somewhere in the 30% to 35% range, and the 
yen would have to appreciate in the 40% to 50% range. 
 
Again, I stress, this is all based on normative judgments. You can make 
your own judgment as to what the right current account targets are, but if 
you follow either the IMF staff or certainly the zero norm, you’d find that 
the misalignments are pretty big. What is significant is that those 
misalignments, under those admittedly controversial concepts, are not all 
that far away from the Plaza.  
 
Remember that after the Plaza, the dollar went down by about 30%. And 
here, the suggestion is, well, maybe it’s overvalued now by 20% to 25%. 
The dien and yen both appreciated about 50%. Now, on this suggestion, 
the euro’s undervalued something like 20% to 40%, and the yen is 
undervalued somewhere in the same range as it was demonstrably, or at 
least arguably, as a result of what happened after the Plaza. So, on this 
kind of analysis you might say we’re in the same ballpark of 
misalignments, impending imbalances, potential protection and responses 
that we were at the time of the Plaza Agreement. 
 
Now, I hasten to say there are very strong arguments against trying to do a 
Plaza Agreement right now. Mainly, that the US economy, of course, is 
doing considerably better than Europe or Japan, that the US is in position 
of tightening monetary policy, others are still loosening. And so, as Barry 
Eichengreen puts it in his paper in the book, the notion of a Plaza 
Agreement now would be inconsistent with the underlying economic 
fundamentals. And as I’m sure what Larry had in mind in suggesting that 
we were not remotely near that kind of situation, I’m merely suggesting 
that it’s not so remote, although I concur there’s not a case for a Plaza 
now.  
 
In addition, though I worry a lot about the protectionist rhetoric in the 
presidential campaign, and I worry considerably about the retreat from 
open-trade policies that we saw in the Congress last year. And in the 
ongoing debate in the Congress about TPP, whose passage is very 
uncertain one has to admit, I would not say that the protectionist pressure 
is anything like at the point now that it was in 1985, when bills, including 
import surcharges, had already passed the House of Representatives. I 
mean the famous Rostenkowski Gephardt Benson Bill passed the House of 
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Representatives calling for significant across the board US import search 
charges, and that’s the kind of thing that the Plaza was aiming to head off. 
Well, certainly not at that point now.  
 
So the bottom line, I would suggest, is that there is no case for trying to go 
to a Plaza Agreement right now, but all the variables that motivated Plaza 
are at least raising yellow warning signs that we have to be pretty closely 
monitoring and watching to make sure that we do not get to that evil point. 
 
Some of you had the great pleasure, I’m sure, to hear my Niarchos lecture 
here at the Institute three years ago, and I suggested at that time that unless 
we found constructive, positive ways to avoid a buildup of renewed 
imbalances, we might face a rerun of the Nixon and Connally shocks of 
1971. To people here too young to remember – when the Nixon 
Administration applied across the board import search charge, took the 
dollar off gold. And secretary Connally famously said, “My view is that 
the foreigners are out to screw us, our job is to screw them first,” and he 
tried to do that as best he could. 
 
I warned in my remarks at that time three years ago that unless we found 
constructive and positive ways to avoid a recurrence of these problems, we 
might face the recrudescence of John Connally. And, folks, we have it. 
Donald Trump is John Connally squared, if not cubed. And so, fortunately 
not anticipating a Trump presidency, but taking into account that that’s 
become a serious part of the US political debate, it seems to have attracted 
tens of millions of supporters of the primary period. I will simply reiterate 
my warning that if the variables I talk about go too far, we’d better do 
something constructive about them, perhaps a la Plaza. 
 
Final point. Some observers believe that the latest meeting of G20 finance 
ministers in Shanghai did in fact produce what I’ll lightly call Plaza Light; 
very light; call it micro-plaza, if you want. But there is speculation – and 
this is some of David Nix’s conspiracy theories – but there is some buzz 
that the finance ministers and Central Bank governors, in their last 
meeting, did at least implicitly come out with a kind of coordinated set of 
policies that at least tried to reduce the imbalances and the problems we 
have today.  
 
Now their goal, number one, was clearly to reduce the risk of a sharp 
decline of the RMB, since that could unsettle the whole world economy, 
but a second goal would be to limit a further rise of the dollar and avoid 
further overvaluation of the dollar, and the consequences that that causes. 
And then goal number three, derivative of the others, of course, is 
strengthen the expansion of the world economy. 
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So, subsequent to that time, the FED did decide not to raise interest rates, 
as had previously been signaled. The ECB and Bank of Japan have both 
talked about reducing their reliance on further cuts and interest rates in 
favor of QE, on the grounds that that would have less disequilibrium effect 
on exchange rates. China has adopted at least a bit more fiscal stimulus. 
The other G20 countries said they would consider that, and the Germans 
have done a little. China has indicated it will continue intervening to limit 
the depreciation of the RNB, opposite to the manipulation of several years 
ago, trying now to keep the RNB from declining. And the whole G20 
agreed for the first time to consult closely on any future exchange rate 
interventions.  
 
Now that’s nothing like a Plaza, but it does portend in certain specific 
directions that might be heading in the direction of similar types of policy 
coordination, might suggest moving in that direction. It is interesting, 
since China’s sort of the centerpiece of this whole discussion now, it is 
interesting to note that China has been behaving for the last year or two 
something like there would have been a Plaza Agreement. The Chinese 
have been intervening extensively to keep the R&B from declining i.e. 
keep the dollar from rising further, stop the imbalances from getting 
worse, and that is a kind of indicator that at least some model of 
cooperation, whether or not a full blown G2, is underway. The Chinese 
might even welcome some help from other countries in intervening to 
keep the exchange rates from getting further out of line.  
 
So, my answer to the question of this afternoon’s panel is simple. No, it is 
not time yet for a Plaza Agreement, a Plaza 2. However, all the underlying 
variables that caused Plaza in 1985 are flashing at least amber warning 
lights. There may be some beginning steps in the direction of trying to 
avoid those problems becoming worse. We all have to stay closely tuned 
to it. And I look forward to what my colleagues on the panel have to say 
about the topic. Thank you. 

 
C. Fred Bergsten: Okay, thank you. So I’m going to present the chapter I wrote in the book, 

and it’s a little backward looking, but it’s also both backward and forward 
looking. In a nutshell, the question I want to ask is, does foreign exchange 
intervention matter, and if so, what should we do about it? And I should 
start by prefacing, after this morning’s talk, this is sterilized intervention, 
really, because these countries, for the most part, are using their interest 
rate policies to deliver stable inflation. And so, when you think of that’s 
the environment which we’re going in, then intervention is sterilized. 

 
 Starting in the ‘80s and all the way up to present, economists have been 

skeptical. I think it’s still fair to say most economists are skeptical that 
sterilized intervention has big effects. But really it wasn’t until after the 
year 2000 that intervention really became significant and sustained enough 
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for you statistically to be able to identify these effects, and that’s, I argue, 
what’s changed. 

 
 In fact, looking at the imbalances in the mid-2000s to as recently as 2013, 

I find that foreign exchange intervention is by far the biggest factor behind 
the imbalances. And therefore, because it does matter so much, then it 
seems to me – and it’s a cross-country policy – that we do need rules. So 
to briefly recap the state of the literature, there’s a lot of research done on 
foreign exchange interventions, effects on exchange rates, and 
disagreement about whether they had any effect at all, but even those who 
argue they do have an effect said it was temporary.  

 
 The big problem, though, with all this research, is partly, A) there wasn’t a 

lot of intervention to look at. The amounts were small. But the other part is 
that we just don’t have good models of exchange rates. The exchange rate 
is notoriously difficult to predict, it’s notoriously volatile, and therefore, 
it’s really hard to prove how it would have moved differently if you 
wouldn’t had the intervention. 

 
 So the insight that drove my research starting from a few years ago is that 

maybe we should look directly between intervention and current accounts. 
That’s what we care about. They’re both measured in dollars, so this 
commensurate sort of units. And also we have better understandings of 
currents accounts, at least somewhat ability to model them, so we can have 
a better sense of what would have happened. 

 
 In my work, starting a few years ago, finds large and persistent effects of 

intervention on current accounts. Now recently, in the past two years, 
some researchers have come up with very clever ideas as to how to get at 
the what if question in exchange rates. And including my colleague here, 
Levia Blanchard, but others at the IMF, they find that using these new 
ideas they have, they do find that intervention has large and persistent 
effects on exchange rates. And interestingly, if you then take their results, 
and apply standard trade elasticities to those effects, you get effects 
implied on the current account that are very much in the ballpark, indeed, 
perhaps larger than I’m getting. 

 
 So the one thing I would start with, just for terminology; it seems to me 

that intervention is a bit narrowly defined. And what really matters here, 
this is about portfolios it’s about what governments are doing to portfolios, 
it’s about what governments are doing to barrow or land in foreign 
currencies. And so I want to talk about net official flows. Now net official 
flows, the biggest component is foreign exchange intervention. Sometimes 
I’ll use that as shorthand, but another big component where we can get the 
data – it’s not always available – but where we can get the data, is 
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sovereign wealth fund purchases of foreign assets, which also are 
government purchases of foreign currency.  

 
 And then, just for logical consistency, if you, instead of lending to 

foreigners and foreign currency, you borrow from them in foreign 
currency, that should have the opposite effect, and that’s minus official 
external borrowing. That’s a small part of the story, but it actually works 
too. 

 
 So basically, this graph shows what happened to the imbalances over the 

past 35 years. What you have on the dash line is the combined current 
account surplus of all countries with a surplus. So it’s the surplus half of 
the imbalances. And it’s scaled by world GDP. And that’s the dash line in 
this chart. Now the solid line in the chart is what their governments are 
doing, what they’re lending abroad on net in foreign currencies. And what 
you see in the ‘80s and ‘90s is not too much.  

 
The spike around ‘87 is the then massive Japanese intervention around the 
time of the Louvre Accord, which I remember I was just starting my job at 
the FED at the time. I remember thinking this is a huge amount of 
intervention. Well, it’s been dwarfed by things that happened since then. 
And interestingly, it seems to me, there does seem to be a strong case that 
in fact, the large increase in intervention here is driving the large increase 
in global imbalances. And now, they didn’t have the data complete for 
2014 – I guess ’14 probably would now be available, but in 2015 it’s still 
not – but they are soon to be coming down.  

 
 The book has some statistical analysis and we don’t have time here to go 

into that, but I just would like to give a shout out to co-authors on a 
different paper that I worked on, which I take a table in this chapter in this 
book, based on work I did with my co-authors. Tam Biomi, who is a 
colleague here, now visiting at the Peterson Institute and he was at the 
IMF when we wrote the paper. Christine Zebrowski, also at the IMF, 
Horacio Sapriza and Juan Miguel Andonio, at the FED; all worked with 
me on a paper that is on the IMF website now for the conference last 
November. 

 
 I took regression there. And you can just read about it in the book. One of 

the key issues is getting at causality. Causality works in both ways. What 
you want to do is you want to try to look at estimates that focus on the 
causality running from intervention to the trade bounds. And so effectively 
what we do is we drop China in countries like China from the Regression, 
so we can focus on other countries where they’re not responding to current 
accounts. But I’m not going to go through that. We don’t have time. 
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 Let me instead say a different aspect of the paper, which is let’s look at a 
few case studies just to get a sense of the intuition here. The first case 
study is Norway. What we have in Norway is a very freely floating 
economy. There is almost no foreign exchange intervention during this 
time. They didn’t have any foreign exchange rate target. Their monetary 
target was directly targeted at price stability and no intervention in 
Norway. They had, of course, large oil exports. That’s the dotted line on 
top. Then the current account is a solid line below that.  

 
In early ‘90s they set up a sovereign wealth fund and they started making 
purchases in 1996 – that’s the dash line – and so the sovereign wealth fund 
basically equals the entire net official flows in Norway, because they 
weren’t intervening and they weren’t borrowing. So what you find is that 
the current account basically follows the official flows of the sovereign 
wealth fund pretty well. Now there’s some correlation, obviously, with oil 
exports because oil exports are the source of much of the sovereign wealth 
fund outflow. But as you can see, there’s actually a widening gap between 
the oil exports. And the sovereign wealth fund flows at the end of a 
sample, and the current account goes down with the sovereign wealth fund 
flows, not staying up with the oil exports. 

 
 This is true across oil exports. What you find is that whether an oil 

exporter has a current account surplus or not depends entirely on what the 
Government does with the oil revenues. If it saves them by buying foreign 
currencies, it will have a surplus. If it does not save them, it will not have 
a surplus. I think this is a pretty clear case. 

 
 Another case is Morocco. In the late ‘70s, Morocco undertook some large 

external borrowing in foreign currencies – very large, as a share of GDP – 
that’s the dotted line. And I’ve also shown official flows in which factor in 
exchange intervention, but as you can see, exchange intervention was tiny. 
It was foreign currency borrowing. That pulled the current account 
balance down – that the solid line – not as much as the borrowing, but 
quite a bit. And then as the borrowing diminished, so did the current 
account. Again, a pretty clear case. 

 
 A very interesting case is Korea. Korea coming out of the Asian crisis had 

a current account surplus. Again, the solid line. They were intervening. 
That’s the dash line. But those were coming down to something 
sustainable and moderate in 2001 to 2002. Then, in 2003and 2004, as the 
global economy picked up from recession, demand for Korea’s exports 
boomed. This put upward pressure on the Korean exchange rate. Korean 
exchange rate is the dotted line. The Government didn’t want to allow this 
appreciation. It wanted to damp it down, light to the export boom. So 
intervention soared – that’s the dash line – as they tried to fight the 
appreciation of their currency, and therefore their current account went 
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way up with the export boom. So that’s a case of endogenous intervention, 
where the current account was driving intervention as they were trying to 
stabilize the exchange rate.  

 
 This is the kind of thing that’s taken out of the main regressions, because 

we don’t want that reversed causality, but the interesting thing is that in 
Korea something happened in 2005. What happened was there was a 
political outcry over losses, financial losses on intervention. The wan did 
appreciate a little bit, despite the intervention, and this showed up as a loss 
on the dollars that Hillary bought, and there was some hearings in the 
Korean parliament at which politicians got an earful about why were they 
making these losing dollar purchases. 

 
 And so, in response to the political pressure, the Government of Korea 

backed off. And as you can see, the dash line falls sharply starting in 1995 
with this political pressure. Now, without so much intervention, the wan 
starts appreciating further. As you can see, the dotted line ticks up further. 
And lo and behold, the current account comes way down. So this sort of 
demonstrates both the endogenous and exogenous role of intervention in 
all this. Clearly, Korea’s current account was driven by its intervention 
policies. 

 
 So pulling this all together across many countries, what we have here is, 

for 2013, I have looked at the countries with the largest current account 
surpluses. There’s eight countries there. And they had 736 billion of total 
current account surpluses. The little model that I estimated says that they 
should have 660 billion. There’s other factors, like demographics and 
fiscal policy. But the intervention is the next two columns, the official 
flows and the lag stock, 488 billion - that’s about two thirds of the 
surpluses of these countries - can be traced right back to these policies.  

 
 Finally, let me just conclude with the policy rules. It seems to me that a 

minimum standard for rules—now that we know intervention works and it 
can actually get you a lot of exports and current account surplus, countries 
will be tempted to use it to grab demand in a global slowdown. As Larry 
said today, in a world of secular stagnations, countries will be looking for 
sources of growth. That leads to a huge temptation to abuse this policy 
because it steals growth from other countries. 

 
 So a minimum standard, which I think will be consistent with IMF 

articles, would be that if you have excess reserves, and you have a current 
account surplus, you should not be allowed to continue to buy reserves. 
You could make an exception for non-renewable resource exporters who 
want to save some of that for future generations, but within limits. And it 
could have a symmetric rule for deficit countries. It seems to me this is a 
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minimum rule. It’s what [inaudible 00:40:21] and it would be sort of a do 
no harm. 

 
 So finally, possibly we could consider a stronger standard. Beyond that, 

maybe we could encourage countries to do stabilizing foreign exchange 
interventions, so that if their current accounts seem to be above a norm 
that was acceptable, maybe they could push their exchange rate up, and if 
it was below a certain norm, they could push it down. They could 
intervene in that direction. I would not want any commitment on a 
particular value of exchange rate, because we don’t know really much 
about where they should be, but it should be focused on the current 
accounts being out of whack. Certainly we wouldn’t want monetary policy 
to be used up to the detriment of price stability and employment stability.  

 
 The goal here would be do something good at the margin. And I think the 

key point here where I think many professional economists would disagree 
would be seeing sterilized intervention as a powerful additional tool. I 
think the evidence is becoming more and more clear it is a powerful 
additional tool beyond monetary policy. This is not conventional wisdom. 
But something like this kind of rule seems to me is what Plaza was all 
about, and so maybe it’s something that we should think about going 
forward. 

 
Harold: It’s a great pleasure to be here with you and to think about this very 

interesting book that we’re reflecting on and where we’re reflecting on the 
historical lessons. I was struck by many of the contributions in the book, 
and I think in particular it was also commented on this morning. The 
speech by James Baker, the Treasury Secretary at the time of the Plaza 
Agreement, was really remarkable, and very, very interesting, and worth 
going over in some attention. 

 
 One of the lines that struck me in that was that he was thinking of the logic 

of where the Plaza was pointing, and in a sense it’s also the logic behind 
the suggestions that Fred Bergsten was making in the book and this 
afternoon. Basically goes in the direction of saying that there should be 
absolute stability, a global currency. This one sentence from James Baker 
where he says that, but then admits there’s no practical way to establish 
what may be the most effective solution; a global currency.  

 
 I think it’s worth pointing that out, because one of the lessons and one of 

the aftermaths of the Plaza that didn’t really get commented on a great 
deal in the book or in the discussion this morning, was that it did have a 
sort of afterlife after 1987. After the intense phase of collaboration or 
operation coordination in the Plaza to Louvre exercise ended in the 
European setting. We’re obviously thinking, in part because many of the 
speakers have been American, about the American role in the leadership in 
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pushing the Plaza, but the last stage of the agreement, of this intense 
process, the Louvre Accord in February 1987, was also in many ways the 
result of the activity of the French Finance Minister, Édouard Balladur. 

 
 And Balladur continued to think about the lessons of this, and then really 

pushed those over the next couple of years in ‘87 and ‘88, in a series of 
papers that provided the basis for exactly what Secretary Baker referred to 
– a single money – but in the European setting rather than in the world 
setting. And in a sense then, through Balladur, the Plaza to Louvre 
exercise had an enormous afterlife; a very, very important afterlife in the 
move of Europe to a single currency.  

 
If you’re looking at the European experience, and then thinking about 
lessons from that, you think very quickly that the problem with this is that 
it’s very hard to have monetary unification without a fiscal unification. 
And that’s obviously also the story that’s going to stand in the way of 
schemes like those advocated sometimes by Richard Cooper, or Bob 
Mandel in taking up some earlier schemes, historical schemes, interesting 
schemes for a global world money. 
 
In some ways, our experience of the intense phase of cooperation really 
tells us that it doesn’t work on the global level. It might work in a regional 
setting, but even working in a regional setting produces major strings. But 
obviously, at the same time, as everybody has been stressing today, the 
Plaza was addressing a real problem. And we heard about that problem. 
It’s the problem of the current account imbalances, and it’s the problem of 
the currency misalignments, and it’s the problem of the rise of 
protectionism. 
 
And I fully agree with Fred Bergsten on these issues, that they’re around 
today. And in particular the trade protection issue, I think, is really very 
worrying. It’s not just a matter of Donald Trump. It’s also key to the 
campaign of Bernie Sanders. It’s also reflected in Hillary Clinton’s 
reaction to the Sanders campaign. And if you think of her, I think rightly, 
as one of the architects of the Trans-Pacific Partnership, it’s really 
frightening to see the way in which she’s retreated from that potential 
agreement in the course of the political campaign.  
 
So there’s clearly this mood around, but it’s very, very hard to think that it 
can be dealt with by currency agreement. And I think that’s the consensus 
of the meeting. And in a sense, in the same way as Secretary Baker 
provided a kind of reductio ad absurdum about the Plaza by saying that the 
ultimate logic of the Plaza would lead to global money, I think Fred 
Bergsten, this afternoon, has really produced a reductio ad absurdum of 
applying the Plaza today when he laid out that chart about the exchange 
rate movements.  
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Because if you think about the euro appreciating by 40% against the 
dollar, what that would do, I think almost immediately, is to blow up the 
euro altogether and blow up the European Union. So it’s actually very, 
very difficult to envisage that kind of agreement taking place, which is 
why I think the panel so far has been reaching a consensus on this. 
 
Perhaps I think we might also think about the ways the world has changed 
since the 1980s. And in particular, I wonder really whether we would be 
as right to focus on current accounts as people where in the 1980s. We 
also had that this morning from David Smick; that he says that foreign 
exchange dealers don’t think about the current account. And in general, 
it’s also clear that those big current account imbalances that we just heard 
about have really diminished since the global financial crisis.  
 
Really, what’s driving the wealth today is much more big movements on 
the capital account, and they’re largely independent of the current account 
movements. And we should be addressing those movements if we’re 
thinking of a way of dealing with the challenges of the global economy.  
 
So Central Banks are really doing something rather different now than 
they were dealing with in the 1980s. And the discussion – I think a very 
interesting discussion – about the effectiveness foreign exchange 
intervention, and whether it’s sterilized intervention or unsterilized 
intervention, that’s a really big theme of the 1980s, this famous paper by 
Dominguez and Frankel, and it’s reflected nicely in the book by Frankel.  
 
There’s still a debate about foreign exchange intervention. We just had 
that from Joe Gagnon. But it’s only a relatively small number of countries 
that do the foreign exchange intervention. And in the big area between the 
Europe and the United States and Japan, it doesn’t really play a role at all. 
But there is something else that plays a very important role, and so I 
thought it might be interesting to put that on the table for the discussion, 
because there’s a sense in which the experiment in unconventional 
monetary policy is actually replicating some of the artifacts of the 
intervention policies in the 1980s. 
 
And I think it doesn’t sound so plausible to think about that in this 
country, but once you start doing this in Europe it becomes immediately 
apparent that QE is in effect a kind of exchange intervention, because the 
QE, at least as the ECB has been doing it, involves buying securities very, 
very often from foreign holders of those securities. And so you can think 
about what the effects of that would be. If the foreign holders of the 
securities are just selling the securities to the ECB then you’ll have an 
effect on the exchange rates, and it may well be that that’s the most 



60 

effective thing that QE has done in terms of providing stimulus to the 
European economy. 
 
It could also be that if you’re thinking of it from the portfolio management 
point of view of the people who are selling the securities, then they might 
want to rebalance by buying other assets in Europe. And they might want 
to buy real assets, make investments in the European economy, and if so, 
that would also be a great stimulus, and there’s obviously also been a lot 
of discussion, in particular in regard to Chinese investment in the EU. But 
QE, in other words, has a kind of effect on the exchange rates, and on the 
position. Now if we think of what the analogy of the Plaza today would 
be, I think it would probably have to contain some element of a discussion 
of QE and the coordination of QE effects. 
 
So when I was trying to imagine as an answer to the question that we were 
asked to deal with – what a modern Plaza would look like – my idea is that 
it involves something like this; a discussion of avoiding bad spillover 
effects from QE and bad depreciation effects that prompt then the 
protectionists’ pressure and prompt the idea that the world is moving back 
to the world of the 1930s.  
 
Fundamentally, we’re always here in the discussion of the 1930s. Larry 
Summers brought that up as well this morning; that the lesson from the 
1930s was that you shouldn’t have been worried about the effects of 
exchange rate depreciation as long as you were getting the stimulus. And 
the trade war discussion was really a kind of sideshow and was blinding 
people of what should have been done in terms of monetary policy. But 
clearly there was the trade war aspect of the 1930s, and I think you need 
then to think of the implications of that for today when you’re designing 
coordinated monetary policy between the major currency areas. Thank 
you. 

 
Fabrizio Saccomanni : Thank you very much for inviting me here. And congratulations for this 

excellent book which brings back the topic of international monetary 
cooperation on the agenda of the discussions that are going to take place 
here in Washington these days. I think this is a very relevant issue.  

 
I think I will take advantage of the fact of being the last speaker. Every 
topic has already been covered too. Perhaps make a couple of comments 
about the historical background of the Plaza Accord as seen from Europe, 
because a lot of the papers, because of the nationality of their authors, 
concentrated on the US-Japan relationship, which, of course, was crucial. 
But I must say that there was a strong interest in Europe as well, and 
certainly in Germany, France and also the United Kingdom, but also in 
other countries, like Italy, that were not formally represented in the G5. 
Although Italy and Canada had been participating in the G7 since the 



61 

Summit of the G7 in Puerto Rico and actually Italy was already at the first 
G6 in Rambouillet. 

 
 So I think this is a peculiar aspect of international monetary cooperation, 

in which a smaller number of countries wanted to play a key role. But at 
least as far as the central banks of the countries that were not fully 
represented in the G5, I think we did play a rather active role. And I think 
it is not just a sort of purely factual remark, but I think there has been a lot 
of elaboration about the fact that when the Plaza Agreement took place in 
September, the dollar was already starting to decline, as if this was the 
result of some sort of automatic or autonomous correction by the markets.  

 
Now that’s not true, because I think there was certainly an important 
statement in January 85 by the G5, which indicated that they were ready to 
conduct a coordinated foreign exchange market intervention in compliance 
with the agreements reached by the G7 Summit in the previous year. In 
February, precisely on the 26th of February, there was a first episode of 
coordinated intervention conducted by the European Central Banks, 
conducted under the guidance of the Bundaberg Bank, the Bank of France, 
the Bank of Italy, and also the Bank of Japan, as soon as the day came to 
their shore. 

 
 I think that was probably the turning point in the trend of the dollar. I think 

the reason why countries in Europe participated was that because of the 
bubble that has been so eloquently described by Fred. I think there was 
intense fear that these would restock inflation in Europe, and also, 
particularly for all importing countries, like certainly France and Italy; 
there was the problem of increasing the oil bill that would become all the 
more difficult to bear if this trend and the appreciation of the dollar would 
continue.  

 
 I think this is an important factual consideration. I must say that in the 

summer of ‘85, there was an element of confusion, because the G10 that 
was at that time still alive. The group of 10 produced report of the reform 
of the international monetary system that had been prepared by my former 
boss, Lamberto Dini, who was the chairman of the deputies of the G10, in 
which basically came out very much strongly against coordinated 
intervention. And instead reiterated the fact that perhaps the only solution 
to discuss the international spillovers or repercussions, as they were called 
at that time, was through IMF surveillance.  

 
 I think that created some confusion, when in fact the dollar started to 

appreciate again a little bit during the summer months, because it wasn’t 
clear whether the action undertaken by the European Central Bank in 
Japan in February would be followed up later on. So I think the Plaza 
Agreement really made a very important contribution, and I think I don’t 
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have to repeat what has been already said. Obviously, the objective was 
supposed to stop the dollar appreciation, and I think the objective was 
achieved. Then the Louvre was supposed to stop the dollar depreciation 
and that objective too was achieved. So I think under the very special 
circumstances at the time, I think the objectives were certainly met. 

 
 I think another omission perhaps in some of the historical recollections of 

not only of this period, but subsequent period, was the important 
coordinated intervention conducted by the G7 in support of the euro in the 
year 2000. This was again a situation in which I think Larry Summers also 
played an important role, because, I think, he basically agreed that the 
decline of the euro, which had gone completely out of end. At that time 
would have systemic implications also for financial stability, affecting also 
the United States, which I think was a courageous decision to take at the 
time.  

 
 I think that probably these kinds of episodes—and I recall that Michael 

Musso, who was still at the time the chief economist of the IMF, wrote a 
piece in which he said, “Maybe foreign exchange market intervention 
doesn’t work, but you should not intervene in a situation like this. If not 
then, when are you going to intervene?” So I think that was an important 
recognition.  

 
Now, going back to the question of the panel, whether there are the 
conditions for a new Plaza, I think the book is reach of things about the 
need for a new approach to international monetary cooperation. And I 
think this is the key contribution that comes from the papers by Fred, by 
John Taylor, by Ernest [inaudible 01:03:34], and also by Joe Gagnon. 
There are also other contributions. I think the very role played by 
Secretary Baker, and also by Paul Volker, they all hint at the need to 
reconsider the scope for international monetary cooperation. 

 
 Now I agree that there is not much scope for sort of a Plaza type of 

agreement, but I’m very much worried about what I have called on a 
number of written occasions the fault lines in the international monetary 
system. Now, what are the fault lines, is that we have a completely 
different type of approach, by the G7 on one side, and the major emerging 
markets on the other side, on some of the fundamental positions about the 
working of the international monetary system. 

 
 Now, the G7, particularly in that rather blunt statement that was issued in 

February 2013, while I was still not a minister of finance. Because, I think, 
I would have objected to that kind of strong language which said the 
monetary policy should be purely oriented to domestic purposes and we 
should not target exchange rates, and forget about the possible implication 
of spillover. The G7 approach is free-floating, free-capital markets, no 
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intervention, perhaps more transparency about monetary policy, and 
perhaps some sort of promise of liquidity assistance through perhaps the 
swap network.  

 
 On the other hand, the emerging markets, they consider completely 

different approach, in which they consider essential for an exchange 
market intervention, capital controls, and a huge accumulation of reserves. 
So how do you reconcile this kind of different approach? Unfortunately, 
through capital controls, and leading you possibly to the risk of financial 
fragmentation, and also to trade protectionism. And we have seen already 
the proliferation of bilateral regional agreements and so forth.  

 
So I think what a new approach to international monetary policy 
cooperation should be to look at the impact of financial globalization and 
avoid the periods of boom and bust which are created by the financial 
cycle and the risk of currency wars. In order to do that, I think the major 
countries should use all available instruments. Of course, first of all, 
monetary policy, fiscal policy, reforms, but there should be no preclusion 
about using foreign exchange intervention if this is required.  

 
Now, in conclusion, obviously, the Plaza and Louvre were unique, and I 
don’t think there are the conditions for a resumption of that type of action. 
Although the figures that Fred produced are indeed quite impressive. But I 
tend to agree with what Jim Bolton said, that the capital movements have 
hijacked the exchange rates. And I think we now need to look again at this 
kind of broad implications of the financial cycles, looking at the work that 
has been done by the BIS, and by other economists, and also take into 
account that as I implied, if you want to pursue these kinds of policies, 
then the result is to go back on the road of financial integration and trade 
integration, which I don’t think is going to be very helpful to the world 
economy. 

 
 So, to sum up, I think it is certainly the lesson from the Plaza, Louvre is 

that probably under present circumstances it’s wrong to focus our attention 
on the exchange rate alone, but I think it would be wrong also to ignore 
the foreign exchange movements entirely. And I think we have to perhaps 
work on this kind of issues, taking into account that, for example, as it has 
been said just a moment ago by Harold James, the quantitative easing 
policies that have been adopted by the European Union are indeed an 
attempt to ensure that a decoupling of interest rate movements between the 
United States and Europe will continue as long as needed to overcome the 
recession and the risk of deflation in Europe. This is a novelty. Interest 
rates used to move in unison, and the attempt to achieve a decoupling of 
course will have an effect on the exchange rate, but that I think in this kind 
of global financial system we are living in is probably inevitable. 
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 So I think in terms of what Domenico Lombardi called the technology of 
the cooperation, probably this cooperation should remain within the G20. 
And perhaps, as Fred indicated, some steps are going forward in that 
direction. But as far as monetary policy and exchange rate policies are 
concerned, the role should be allocated to a smaller group of Central 
Banks, including the major players, of course, will be in a sort of a new 
G7 or G5 or G6, whatever the chosen numbers, but I think the G20 
unfortunately is in my view a little too big to conduct concrete formal 
cooperation in these delicate areas. Thank you. 

 
Domenico Lombardi: We can open up and we have time for a few questions. Let’s group the 

questions, and then we go back to the panelists in reverse order. I have 
Mark Obol, Michael Jim Bolton and then Bill Cline.  

 
Mark: I just had a set of interrelated questions, and I apologize for missing this 

morning’s presentation, so I hope I’m not overlapping. The first of the 
interrelated questions is do countries agree on what should be 
coordinated? And especially for floaters, should countries coordinate 
under aligned policies, or should they afford exchange rates and then back 
up the policies consistent with that? And then, if we do agree on what to 
coordinate, what objectives are we trying to achieve? Are we trying to 
achieve growth rates, or trying to achieve current account patterns, or are 
we trying to achieve a pattern of fiscal sustainability, and do countries 
agree on that? And then, if they do agree, do countries agree on the 
economic model that gets them towards those objectives? That was it.  

 
Domenico Lombardi: Thank you, Mark. Jim? 
 
James Boughton: I’d like to just return for a moment to the point that Fred made earlier 

when he said in his view what leadership means in this context is a name 
for US leadership. And I think that was certainly right in 1985, and you 
could not have had the Plaza meeting without strong leadership from the 
US. He’s probably still right in 2016 that if this Shanghai G20 
communicate couldn’t really mean anything unless it was fully embraced 
and led by the US following responsible policies, but will it still be right in 
2020?  

 
Assume that China becomes the world’s largest economy by then. I don’t 
think anybody would say, “Well what we need is Chinese leadership,” but 
they’re not going to be saying anymore that it can’t work without US 
leadership. What they’re going to be saying, it seems to me, is that it needs 
to be more of a peer process, that countries need to show more mutual 
respect and cooperation if in fact cooperation is going to succeed. So it 
seems to me that makes it harder, but if anyone could comment on how 
they think that might work, I think that would really be helpful. Thanks. 
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Domenico Lombardi: Thank you, Jim. We have one more question from the mic over there.  
 
Barry: Barry Wood, RTHK in Hong Kong. I just wanted to ask you, Fred, in the 

context of your Plaza Light observation, it seems to me that your 
subsequent sentence about a potential G2 is perhaps more relevant. 
Certainly Japan at a G20 meeting in Shanghai wouldn’t have agreed to 
something that saw the yen go up when all these, as we hear from Larry 
Summers, would have suggested it would have gone down. 

 
Domenico Lombardi: Thank you. Last question from… I’m sorry I have to cut you out. 

Apologies. 
 
Max: Got the answers, of course. 
 
Domenico Lombardi: Okay, so let’s make it in reverse order, and try to be very succinct, if you 

can certainly. Fabrizio,  
 
Fabrizio Saccomanni : I think I’d say a word about the question by Mark Sobel. I think in the 

present circumstances we should target growth. And I think because 
particularly in Europe if the prospect of stagnation and deflation continue, 
that, of course, will have a very negative impact also on the collision. But 
I think that that applies also to the global scene. We have a deterioration of 
the growth prospect in the emerging countries, in China, in Brazil, in India 
perhaps is an exception, but in the other as well.  

 
 So I think that should be the key objective, but we shouldn’t do it the way 

it was done by the G20 in Australia, in which it was promised that we all 
will increase our growth rates by 2% without saying how and by how 
much. In a way, one should perhaps look back again at the locomotive 
approach that was so much criticized in the ‘70s, but we should look at 
previous examples of policy coordination to learn from our mistakes and 
improve, rather than completely forget about it and rely entirely on the 
operational market forces.  

 
Domenico Lombardi: Harold. 
 
Harold: So yes, I agree on the coordination issue. I think, the general framework of 

thinking about greater growth is right, and also more concretely thinking 
of it in terms of greater leeway for fiscal action at the moment. I think 
that’s really the question that’s out there.  

 
The second question, on leadership, Jim Burton’s question, I wonder 
really, I mean in some ways, by many measures, China is already the 
world’s largest economy. But the question that we’re thinking about here 
of these financial sector destabilization issues, that’s not really so much an 
issue of what China is doing, but it’s an issue of dollar funding and in part 
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of euro funding. So those issues are really important. In a sense, when you 
are thinking about who is the global lender of last resort, it’s the Federal 
Reserve System. It was very clear in the discussion of the swaps this 
morning, and that’s because banks rely on dollars for funding, but it’s also 
a euro issue now.  

 
Domenico Lombardi: Thank you. 
 
Speaker: Thank you. It would take a long time to answer Mark Sobel’s question, 

and also Barry’s, and I’ll just make one quick point, which also happens to 
address to something that Harold and Fabrizio said in their comments, 
which is, I think when countries meet to discuss policies, I think all 
policies are fair game for discussion. Absolutely, it’s fine, but if you look, 
for example, the IMF articles, there’s a clear distinction between internal 
policies and external policies. Internal policies are monitoring fiscal, 
external is for exchange intervention and currency policy. 

 
 Countries in IMF only have restrictions on external policies, not internal. I 

think that’s important. My research says that’s a good distinction to make, 
because it matters a lot when you go out and buy assets, whether you’re 
buying domestic assets or foreign assets. The spillovers are much greater 
in the second case, and the domestic benefits are much smaller. There’s 
much more presumption that the world has a right to put restrictions on 
external policies than internal policies, but that’s just a tiny step towards 
answering your question, Mark. 

 
Domenico Lombardi: Thank you. Fred, so you can conclude. 
 
C. Fred Bergsten: To Mark, I would say all of the above, but you forgot one as a goal, and 

that’s maintaining an open trading system. And that’s what we were 
focused today, really was the underlining driver behind the Plaza, and 
could again become the underlying driver if the protectionist pressures that 
Harold and I talked about really did start to get out of hand. 

 
 On both Jim and Barry, I don’t think it makes any difference whether the 

US or China is the biggest economy in the world. We’re within a few 
trillion dollars of each other. We’re going to be within a few trillion 
dollars of each other for a while. China is going to keep increasing its lead, 
but you’re not going to get any progress on the macro issues, most the 
financial, the growth issues in particular, but probably the trade issues, 
unless the US and China agree. And that’s the case for a G2. Not in a 
sense of replacing the G5 or 7, or even the G20, or certainly not the IMF, 
but being the steering committee within the steering committee without 
whose prior concurrence you’re probably not going to make much 
progress. 
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Domenico Lombardi: Thank you, Fred. And on this note I’m going to turn over to Adam. 
 
Adam Posen: Well, thank you all. I’m sorry to cut things off, but we have had a very full 

day, and our speakers and our audience have been very generous so far. I 
would just like to thank again Fabrizio and Harold especially for joining 
us, and Domenico for partnering with us, with CIGI and chairing the 
panel. Thanks as well again to Russell and to Fred for producing the fine 
volume which is available. And a final shout out, which I didn’t do earlier, 
to Joseph Gagnon, whose research agenda in this area, including his paper 
for this volume has been key, and has played a great role in helping us put 
together this conference as well. Thank you very much, Joe. This meeting 
is adjourned. 

 
 

 
 


