Roundtable Write-up:

At the roundtable discussion, led Bgrmer Office of
Management and Budget (OMB) Director Leon
Panetta and Former Congressman Bill Frenzel(R-
MN), the assembled experts discussed the relationship
between fiscal policy and the current economidsris

Richard Berner of Morgan Stanley opened the

discussion by suggesting the United States isviarg

serious financial crisis. While the Federal Reserve
Bank’s (the Fed) efforts are helping, we will stiive to grapple with the “sum of the
losses,” which may total $1 trillion. The conseques of this crisis, he suggested, are
quite real—the capital base of America’s finanastitutions will be eroded, the price of
credit will go up and its availability will becommore restricted. In his view, fiscal
policy can and will cushion some of this blow, butvill mean running large budget
deficits over the short term.

David Walker, former Comptroller General of

the U.S. Government Accountability Office

and recently appointed CEO of the Peter G.

Peterson Foundation spoke next. His biggest

concern was not the financial market crisis, but

rather the inability to get people to focus on the

$44 billion in unfunded long-term liabilities the

government faces. To do this, he suggested, you

need to relate long-term problems to current okiesthen described how the financial
crisis was created by the same four causes whigld cause a debt crisis:

A disconnect between beneficiaries and bearensiaf r

An absence of transparency in accounting.

A lack of understanding in the need for continuegheflow to back up asset
value.

An inability to keep our “eye on the ball.”

Former OMB Director and CRFB Co-chair
Leon Panetta asked the first question,
wondering how deep the present crisis would
be, and if it is possible we have bottomed out.
He also asked if, given the Fed’'s actions to
bail out financial firms, it would make sense
to better regulate these industries. Finally, he
asked if we should consider also offering
bailouts to homeowners.




With regard to homeowners, Berner believed some tffassistance would be likely, but
what type would depend on length, size and deptthefcrisis. He also posited that
financial services regulation would be totally reswlered, but over a period of time,
rather than immediately. The realization of thesprece of large cracks in the regulatory
process, he argued, would cause a “swing in theaegy pendulum”—some of it good,
and some of it not so good. Although the crisis matybe that deep, he closed by saying,
“curing the hangover’s going to take some time—geaot months.”

Jan Hatzius of Goldman Sachsuggested that while the Fed has extended thty sedfe
on the liquidity side and taken away some of tlyidity risk, they have not turned
around the fundamental dynamic. He agreed it waoldoe a very deep recession, given
the various counter-recessionary measures alregidyg lindertaken, but he also posited
that it would not go away very quickh\Lawrence Meyer of Macroeconomic Advisors
added an optimistic note, saying his organizatelhthe fiscal stimulus was “very well
timed.” In addition, it would push growth into thieird quarter before it “reverses out,”
by which time housing will have ceased to draglmdconomy, and credit markets may
have improved substantially. Addressing the qoastf regulation, he acknowledged
Berner's concerns about overregulation, but stédyedi can’t have investment banks
having access to the discount window without baké-fegulation.” Lastly, he voiced
concern about the Fed being “the only game in tbwnd suggested taxpayer dollars
should be used to take on some of the portfolib cisrently being born solely by the
Fed.

Bill Hoagland of CIGNA next asked if the
two numbers—the $1 trillion of financial
losses and the $44 trillion of long-term
liabilities—are in anyway comparable.
Berner replied in the negative, saying the
$44 trillion is a present value number,
whereas the $1 trillion reflects the erosion
of the capital base. The erosion of the
capital base can potentially force scaling
back in lending by multiples of the capital
base as banks try to reestablish a correct leverage which can have a depressing
effect on the economy.

Tamim Bayoumi of the International Monetary Fund added a note of uncertainty,
saying the economy is currently being affectedhrge different downturns, the effect of
each of which is not yet fully understood. Botk tiousing crisis, which seems to be in a
downward spiral of devalued homes and forecloswaed, the financial markets, which
seem to be in a downward spiral of devalued loand decreased lending, are
undercutting the general business cycle, whicHsis m a downturn. He wondered how
far the downturns could go, suggesting we really'tdknow, and wondered what the role
of policy could be in correcting them. Addressihg regulation question, he predicted
increased regulation in the coming years, but woeedl@ow effective it would be, given
regulators had not done a particularly good jols“thime around.”



Panetta next asked if sending people tax rebatafing $150 billion can actually do
anything to solve a $1 trillion housing crisis.

Meyer replied that the stimulus wouldn’'t solve
the housing problem, but it serves as a huge
cushion by keeping unemployment rates from
rising rapidly at the same time as the housing
crisis continuesCBO Director Peter Orszag
further explained that because the stimulus is
delivered over a period of three months, it
actually represents a larger share of output over
that time period than one percent, thus the impact
could be quite large. In addition, by the end @& three months, he believed monetary
policy could have time to achieve its “full impdclt is possible, therefore, economic
activity is at its weakest right now, as “theraibt of stimulus still in the pipeline which
may offset some of the other things that are gomg

Robert Dugger of Tudor Investment Corporation addressed Hoagland’s point from
earlier, saying the $1 trillion and the $44 triliavere not the same number, but were
related. One trillion in capital base erosionngsiraditional calculations, should lead to
about $20 trillion in scaled-back lending, whichua act as a drag on the effectiveness
of monetary policy. Combined with higher food gscand energy prices, the decreased
lending becomes a major drag on growth. Turningddress the long term issue, which
he said was much more important despite the serémssof the financial crisis, Dugger
suggested the $44 trillion in unfunded liabilitiepresented not merely financial strain,
but actually a “stretched relationship” between Aicans. As he explained it, the budget
represents relationships between citizens, and emssguestions of who gets what, who
pays for what and over what time period each ofmtli®es so. This long-term shortfall
is a clear demonstration of strained relationshipes,stated, and, using an analogy he
would return to often over the course of the aftem said “the oxygen is going out of
the room.” The current crisis, he said, was mulscompared to the challenges in the
near future. The question for those at the talid,ia the country, was whether and how
to do something about the looming crisis befois tbo late. The key, he suggested, is to
find ways to talk about the issue that galvanizélipuunderstanding and action. He
concluded by suggesting that one way may be to

bring children into the discussion.

Congressman Paul Ryan (R-WI)spoke next,

and opened by referencing the “Taking Back Our
Fiscal Future” paper put out by over a dozen
budget experts in Washington, D.C., including
several people at the table. “I don’t know all
these people,” Ryan remarked, “but | like them,
and | like what they're doing.” He insisted fiscal
responsibility should not be a partisan issue.



There are different ideas about how to fix thesebl@ms, he conceded, but the
discussion should be on how, not if. He said boddh consensus to act is important, and
Walker and others have been wonderful in this aRaaaway entitlement spending
represents the biggest threat to our economy, lemtbhger we wait the harder it is to fix.
“There is a need for discussion,” he continued{ ‘fnostly there is a need for action.” He
then suggested we need to make it “cool” for Memslm#rCongress to propose ideas to
address entitlements, keeping three principlesimdm

We need a commitment to fulfill the missions of cemtittement programs,
namely health and retirement security.

We need to eliminate the heavy burden of debt atlgrgplaced on our children
and make these programs sustainable.

We need to “win,” not just “survive” or “handle” galization.

Ryan then suggested we would need real top-todmoteforms of these programs and
the tax code. “My generation expects choices @ir thves,” he explained, “so why can’t
we get it from government?” He further argued tttadice and competition were ideas
central to American culture, and that Congress si¢edlead with their chins” on these
issues. Ryan closed by blaming both parties ferctirrent situation, as all politicians are
looking to the next election rather than the nestteyation. To solve this, he suggested
we need to have some kind of truce to determine tioaseal with these issues.

Ed McKelvey of Goldman Sachsfollowed
Ryan’s comments about the long term with his
own views on the short term situation. It is very
likely we will be in a period of
“underperfomance” of the economy for some
length of time, he suggested. This is partly
because the type of skepticism that currently
pervades credit markets generally sticks around
for a long time, and also because, Goldman
Sachs’ analysis suggests, there is not likely to
be a rebound in housing commensurate with
the depth of the downturn. As a result there Ww#l ongoing pressure to continue
stimulating the economy, which will start to intecs with the expiration of the tax cuts
and create some real budgetary pressure.

Andrew Samwick of Dartmouth University next posited that the public needs a good
description in the popular press of who is a Bewrrs creditor and why it is so
important to pay back that creditor. The answends clear, he said, but it is clear that
moves like this have distributional consequenceasribed to be brought to light. He then
described fiscal stimulus as essentially a typebafout—we saved the credit card
companies tens of billions of dollars and put ittbe federal credit card. Closing his list
of points he wanted to see addressed, he asseryatha there is a bailout there should
be austerity imposed, yet we saw nothing of the tyjith this stimulus. Samwick said
such reckless behavior invites the next crisis.



CRFB President Maya MacGuineas

followed Samwick’s skepticism about

stimulus with her own skepticism and a

question. First, she justified CRFB’s

support for the initial stimulus, but

guestioned why Congress would consider a

second stimulus before it had seen if the

first one worked. She then asked what the

design of future stimuli should be: whether

they should aim to pump money broadly

into the economy, as the first stimulus in

February aimed to do, or should bail out certagustries, as the second stimulus seems
poised to do, or whether we should avoid fiscahatus altogether because it only delays
the inevitable. At the very least, she argueds trmisis should “knock some sense into
us” and help us realize we need budget flexibtlityleal with the crises that come along.
Unfortunately, it seems it may actually be pushisgowards more short-term thinking,
which will only bind our hands more tightly.

Congressman Frank Wolf (R-VA) spoke next of his perspective on the issue of-long
term fiscal balance. He praised those in the rdomtheir work, saying it is now
recognized, even among high-schoolers, that emigigs are in trouble. The questions
now are when do you deal with this and how? Theetim deal with it is now, he
insisted. As far as how, Wolf described a billiseosponsoring with Congressman Jim
Cooper of Tennessee to form a bipartisan commiseiodeled after the Irag Study
Group. The major difference is commission membeosld/ be required to vote on the
commission’s findings. Everything would be on thble, members would take one year
to go around the country and have a conversatitim thve American people, and a group
of 16 members—eight Republicans and eight Democeratsuld come up with a
proposal to solve the entitlements shortfall thauld see a vote. We don’t need to do
this piecewise, he concluded, because that vikdl tarever.

Rudy Penner of the Urban Institutejumped in next, suggesting one of the impediments
to quick action is the absence of Wall Street fritn@ public policy discussion. Penner
said he is not the only one who senses this absehigecited a conversation he had
recently with Pete Peterson, Wall Street invesktraerdinaire, who said he had never
seen a time in his life when the world of finaneermmed this disinterested in the world of
policy. Finishing his comments, he challenged ‘all Street representatives on the
panel to explain their absence.

Jason Furman of The Hamilton Project

posited that the lack of urgency might be
attributable to the fact that year-to-year
deficits are not as large as they were in the
early 1990s, which makes the problem
seem less urgent. He called for greater



transparency in housing policy, making it hardeolbduscate how much initiatives cost
and to whom the funds are going.

Gene Steuerle of the Urban Instituteargued that the budget process is integral to the
problems we face. There are things we all agesel to be done, but the process makes
it difficult to deal with them (for example, payinigr stimulus over the long-run).
Secondly, one of the problems with addressing l@ngr choices is that they are
presented as just that: long-term. The factasydver, their impact is already being felt.
We are already feeling the squeeze on childrentggrams, government investment,
programs that promote economic mobility and soSteuerle asserted. These problems
are problems right now.

Bill Niskanen of the Cato Institute disagreed with those at the table who labeledake
legislation passed in February as a “stimulus pgeKa In his view, it is not really
stimulus at all. It takes money out of capital neskand puts it towards consumption,
while doing nothing to incentivize work. Recessioase generally “investment
recessions,” so this type of stimulus is actualy-pyclical, and as a result will have no
positive effect. It can even have a negative effbgt reducing investment and
disincentivizing some work at the margins. He tleepressed his hope that people will
not consume their rebate, but rather use it to g@yn their credit debt. “Let’s stop
calling this a stimulus package and recognizeithata redistribution package that hurts
our longer-term economic growth,” He concluded.

Meyer disagreed strongly with Niskanen,
saying his analysis only held in a world
where we are always at full employment,
and any increase in consumption must be cut
out of consumption of something else.
“That is not the world we live in,” he
insisted. In our current situation, what is
needed is growth in aggregate demand that
will push the economy back to capacity,
which is what the stimulus will provide.

Former Congressman Jim Kolbe(R-AZ) offered his own analysis, saying Congress
has an incredibly short timetable in mind. Fomtheomorrow is the next election. As
such, they fail to look further down the road te ttomorrow for our children and
grandchildren. Thus, rather than solve this pmobten a gradual basis, the more likely
outcome is that we are going to look up one day] burselves in a major crisis, and
wonder “How did we get here?” Wolf had suggestedommission, Kolbe reminded
everyone, which he said is an interesting ideaghatld be considered. But, expressing
some of the most profound skepticism of the aftemde wondered if it would be useful
given that what it would be talking about is reaondg the entire economy. Tasking a
single commission with total economic reorganizatiseems as unlikely as it is
antidemocratic. “That doesn’t leave me with a geolilition,” he concluded.



Orszag suggested that since the current plan atlkattfocusing solely on long-term
issues—didn’'t seem to be working, perhaps it wdaddhelpful to tie these problems in
with the obvious inefficiencies in the health camarket as a way to generate action on
both fronts. Is it more compelling to show thesefficiencies rather than focus on the
gradually degrading path we’re on, he wondered. @aming doesn’'t seem to be
working, he asserted. The question at hand noWsispuld we bang the drum harder?
Or change our approach?”

Responding to Orszag, Panetta suggested that ah@neblem was not health care, but
rather the fact that we are dealing with a dysfienel government. “You can only
govern by leadership or by crisis,” Panetta asdedad Washington seems generally to
choose the latter. When things go wrong a consefmms, but there is little forward
thinking. In 1987, Panetta recalled, markets adshind Reagan told both parties “we
have to sit down and establish some fiscal respoitgi” Bush did the same thing in
1990. Clinton also took on this challenge, altHowg first on a more partisan basis.
“Why the hell can’t that happen today?” he wondereétlVhat is wrong with the political
process” that a president and Congress can’t r@acgreement, Panetta asked?

Robert Reischauer of the Urban
Institute attributed a lack of compromise
to a lack of accountability. Turning to
address the short-term crisis, with an eye
towards longer-term issues, he suggested
the conversation thus far had implied we
were masters of our own destinies. While
true in the 1970s and 1980s, he said, that is
no longer the case. “Our ability to find
solutions on our own is gradually
eroding,” he insisted, “and we have to
consider that” as we move forward. Echoing Kolbgdnt, he said the situation with
which we are faced is not a “tsunami,” but rathelawvly-rising sea level. As such, we
must address causes rather than effects. Unfaelyn&ehavior does not reflect a true
understanding of the causes of the problems, ddrehiwho claim to know Social
Security is disappearing still fail to save foriremnent. There will be a penalty for not
acting sooner, he concluded.

Ryan sought to address Kolbe’s concerns as welting his own optimism to counter
Kolbe’s pessimism. Describing his experiencesoaint hall meetings, Ryan said he
believed the American people are ready and waftingig ideas and big changes. Given
citizens have that attitude, there may be two srise can capitalize on and solve:
healthcare and the expiration of the Bush tax ctifsiese give us an opportunity to wipe
the slate clean and start from scratch,” he sugdest

Stuart Butler of The Heritage Foundation next sounded one of the afternoon’s themes
when he asserted the problem at hand was not ornkeobudget, but rather one of
political science. The answers to the problemsadserted, were essentially all known.



The issue is they are politically difficult to enac

“Members of Congress can see the problem, but

they feel unable to act.” Yet it is by no means

impossible to get people to focus on a long-term

problem. Consider global warming, Butler

suggested. It is an issue that is not an immediate

crisis, and yet people are focused on it. Why,

then, can we focus on global warming but not

entitlements? Public engagement seems to be the

key, he asserted. “When you tell people [about

the problem] and show them up front, they

react.” He closed by proposing a two-stage compnsthat engages the public to set the
parameters of the discussion in the first stagé, ases those suggestions for policy
proposals in the second stage.

Former Congressman Jim Jones (D-OK)sserted another part of the problem arises
from changes to the body politic. Congressionatrdits, he suggested, are now drawn
such that candidates are encouraged to run taghear the left, rather than towards the
middle, in order to get elected. This discouragesipromise and increases partisan
rancor. Jones continued by impugning the mannexhith elections are conducted.
They fail to convince voters that some sacrificdl We necessary to rectify current
problems. As a result, he concluded, voters littielerstand the long-term shortfall we
face. Finishing this point, he then asked a temdinguestion: if the recipients of the
stimulus use the money to pay down debt, will Nenéhe same stimulating effects as if
they use it for consumption?

Former Congressman Tim Penny(D-MI) quickly interjected, saying that he felt the
stimulus was ill-conceived because he saw it asa gdea for economies to pay the
price every once in a while for their misbehaviéte then stepped back, saying he would
like to hear Jones’ question answered.

Furman gave his impression, saying if you run tleel Fhodel under the assumption
people will spend the stimulus you find a strongesitive economic impact than if you
run it under the assumption people will save itskdnen did not explicitly disagree with
Furman, but added that the better choice for thesituals who receive the benefit is to
pay off their debt.

Penny next gave his assessment of why there has bee
so little action on long-term shortfalls in receetrs.

In the 1980s, when the parties came together te pas
Social Security reform, there was “a higher calibker
leadership,” he asserted. There was a willingtess
put everything necessary on the table, but that is
unfortunately absent from the current discussion.
Instead, the most prevalent attitude seems to bebn
“I'll only come to the table if you take X off the



table,” he lamented. The choices are also moffecdif now, he added, which doesn’t
make things any easier. In the 1980s and earl¥d,98ongress was able to assemble
solutions that did not cut harshly into individyabgrams, but the problem has grown
since then, and those choices are no longer alaildkioser to the point of crisis, where
the choices are much harder, it seems bipartiseeeagent is only achievable on bills
that bust the budget yet seem painless, Penny siggheln reality, these only make the
problem worse. While he said he appreciated Ofszagnt, he added the health care
debate can become mired in people’s unwillingnessmake what are obviously very
painful decisions. Since most of the cost growdimes from the last two years of life,
the health care decisions that will bring costs dane likely to be very painful decisions,
and no one wants to talk about them. Unfortunatedyconcluded, we are going to have
to start looking at hard decisions such as theseguse there are no easy decisions left.

Jones chimed in, insisting the question was howamdd bring the public to face these
choices. His proposal: activate young peopleeyTdre the ones more likely to face the
cost, he said. He added that a strategy focusegoang voters could pay particular
dividends in U.S. House and state legislature ielest where young people will hound
their parents into “throwing away a vote” on a ddate from a party they may not
support. His organization, he said, intends tadhmlconference for young people to
inform them about the kind of world they are inkiag.

Hatzius changed the topic slightly, going back tguastion that MacGuineas had asked
earlier about what sort of interventions might besinlikely to succeed in the current
environment. He said he supported a mix of fisoad monetary policies, with close
attention paid to the way they are combined. Imegal, he asserted, we have a good idea
about where macroeconomic equilibrium is located| us in which direction we want
to push things to get back to long term stabiliby.housing prices, he added with some
trepidation, it is often hard to know whether tlewmomy has overcorrected, or not yet
corrected enough. If it has overcorrected, efftwtbring prices back up to sustainable
levels may be helpful. Conversely, if it has net finished correcting, attempts to raise
prices could actually work to sustain a downtutheathan alleviate one.

Bob Bixby of The Concord Coalitionadded his view, suggesting that the solution is to
find a way to make sacrifice cool. At present, $sd, people have a hard time
conceiving of long-term consequences, a problememeountered repeatedly on the



Fiscal Wake-Up Tour. People think the fiscal statlris the result of war costs and tax
cuts, when the real problem is entitlements. énsed to Bixby if we cannot explain why
these issues affect them today, these people caenwon over. The fact is, if people do
not have a concern for the future, this issue isgoing to resonate with them. You
simply cannot tell them this issue is going to eiff¢heir economic lives today. If
everyone is going to live in the short term, herneal; the is never going to be action on
this issue. Referring to President Kennedy’s sstjge in his Inaugural Address that
people ask what they can do for their country, Bidsserted that this is simply not a
prevalent attitude anymore. The rhetoric has cedrtg “are you better off today than
you were four years ago,” and that mindset strorigiyprs short term thinking among
voters and politicians. The goal should be to nsd@ifice cool again, he concluded.

Walker jumped in and suggested the group collelstivan the word “long-term,” which
stifles interest in these issues.

Berner spoke next, saying that the silver lininghi@ housing crisis is that it shines a light
on our housing policies. Changes to the 1997 laensified subsidies that encouraged
speculation in housing, and led to overinvestmedsing terms first suggested by
Dugger, Berner asserted if we are investing motgounsing than we are in our children,
that may be bad for our future. Concurring withant made earlier by Panetta, Berner
said one of the factors motivating the reformshaf 1980s was that Americans felt more
constrained in terms of their economic possibditi@he levels of growth experienced in
the 1990s were unexpected, and changed the ndttivs debate. Thus, more leadership
iS necessary to get these issues back into thégsgotHe praised Ryan for his faithful
dedication to addressing long-term problems. ihgrto address Penner’s question, why
no one on Wall Street is interested in public pgliBerner asserted that some people,
including himself, are, and have been for 35 yedrderest has waned, however, as
people on Wall Street have failed to
perceive public policy decisions as
affecting their self-interest. As the Fed
plays an increasingly large role in this
crisis, interest is increasing, to the
point that there is more interest on
Wall Street about Washington, D.C.
now than in the last 25 years. Lastly,
rephrasing a point Meyer made earlier,
Berner suggested that allowing only
the Fed to address these problems
places an immense burden on monetary
policy that could be inflationary. A more balanagmproach, he suggested, could provide
a better outcome.

Dugger spoke up next, referring to a joke Bixby Inaade earlier about a “bridge to the
19" century.” Dugger agreed somewhat, saying thesotiglimate was like that of 1858,
with the oxygen going out of the room and a growenigis emerging amongst American
citizens. With a current account surplus in th8Q9 there was some flexibility to deal



with such problems, but that flexibility is decrees When he was running for
President, Lincoln was once asked what principlevag going to govern by. “I'm going
to preserve the union,” Lincoln replied. TurnimgRyan, Dugger suggested Ryan, too,
would be asked what principle he was going to asggotzern when he told people at town
hall meetings about the types of hard choices theyld have to make. It is a question
that needs an answer, he insisted.

Former Congressman Charlie Stenholm (D-TX}old a story about a Blue Dog meeting
he had attended five years ago. Congressman LewdlloD-IA) had pounded the table
and demanded to know why Texas was reimbursed yndaiice as much per
Medicare/Medicaid recipient as lowa. His fellonuBIDogs agreed that it was not fair,
and began a quest to understand disparities inthheare costs across geographical
regions. Stenholm closed by saying he felt mahehsid to be done to find the answer.

Bayoumi next sought to address a few lingeringdssuFirst, with regard to Hatzius’
guestion about whether the economy had adequatelgated, or even overcorrected, he
asserted that economies rarely stop at the rigiatl,l@and usually overshoot their mark
somewhat. Second, with regard to winning stragefpe getting these issues resolved, he
asserted that the best method would be to talktadjoldren.

Phillip Swagel of the U.S. Department of the

Treasury spoke next, saying until the housing crisis

hit, the Treasury had been heavily focused on long-

term issues, including inequality issues, which aifre

special interest to Secretary Hank Paulson. Asqgiar

this work, Swagel stumbled across a Department of

Labor training proposal that suggested there cbeld

productivity gains in better training of U.S. worke

Assessing the proposal, the Treasury decided that

indeed there could be robust gains from trainiritéf

focus was not on “hard” cases such as single pa@nhistorically unreliable workers,
but rather on individuals who have show a strortgcaiment to the labor market but
have, as yet, few marketable skills. All of thien has since been lost under the shuffle
of the sub-prime crisis, but may be worth resumecif the entittements question is
insoluble.

Steven Hess of Moody’s Investors Servicgaid that the rating of US Treasury Bonds
was among his responsibilities at Moody'’s, and &keles the AAA rating is solid and
justifiable. In 1999, Moody’s downgraded Japaneseds from a AAA to a AA rating,
reflecting concern that the government was in nsitmm to stop high and rising debt.
They turned out to be correct, as the Japanesargoeat now has debt far in excess of
annual Japanese GDP. Strangely, however, Japandbaseen rising interest rates on
their bonds. Despite this seeming contradictioesdisaid he does not feel the U.S. has
similar flexibility. The U.S. is more reliant omreign investors and foreign markets.
Thus, if the U.S. situation begins to look likettlod Japan in the late 1990s, which is to



say, out of the control of the government, Hesselbet Moody’'s might be even quicker
to downgrade American bonds.

Niskanen offered to close the roundtable on amuptic note, suggesting the situation is
not as bad as it seems. Making a quick run thrahghrecent history of fiscal policy, he
suggested that, despite numerous crises along dlye ag well as changes in where and
how the government is allocating funds, the sizg@fernment has remained relatively
constant since 1952. The tax system has remaissengally the same since 1986
despite major welfare reform under a divided goweent. Niskanen encouraged those at
the table to take heart and believe that theselgmabcan be addressed, especially with a
divided government. All that is required is a gthcommitment among those in the
government to solve the issues.

John Engler of the National
Association of Manufacturers
lightheartedly detracted from Niskanen’s
point, lamenting that the very body they
have been indicting all afternoon, the
Senate, is about to place one of its own in
the office of the presidency. With the
group in a good humored, if pessimistic
mood, MacGuineas closed the roundtable
discussion with the expectation that a
room with so many smart people working
hard on these issues will some day
produce, or encourage, a strong leader
who will focus on long-term fiscal issues.



