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Problems with Applying Standard 

Welfare Economics: 

 Many different welfare functions (e.g., labor union 
leaders vs. rich entrepreneurs) 

 Different preferences for discounting over time 

 There will always be special interest groups that 
helped a president or prime minister get elected 
(Texas oilmen?) 

 Assumes altruism (that someone will do what is 
best for his/her country) (Balcerowitz story) 

 Assumes technical expertise to measure and judge 
very complicated policy effects 

 



Key ingredients for good economic 

policymaking 

Structure 
 Need technical expertise (experts from universities on 

loan, and professionals with career flexibility to move in 
and out of policymaking—the “Greenspan example”) 

 Need a framework that insulates these experts from day 
to day political pressures 

Process 
 Need a process where welfare point of view is 

prominently heard, and can be weighed against political 
pressures, national security pressures, etc. 

 



An Example: U.S. Council of 

Economic Advisers (CEA) 

 Created by Full Employment Act of 1946 (prevent 
depression, rely on Keynesianism) 

 Staff configuration 

 Duties 
 Memos to POTUS on statistics/calls to Greenspan and 

Rubin/answer POTUS questions 

 Participate in inter-agency debates 

 Economic Report of the President (statement of 
philosophy) 

 Troika Process (T-1, T-2, and T-3 budget process) 

 Role of personality in advising 

 



Problems with “just” CEA by 1990s 

 More and more issues international in nature 
(outsourcing debate, competition for resources, etc.) 

 Definition of national security changing 
 Not just planes and ships, but increasingly:  

 Trade linkages, capital flows, international agreements, technology 
base, patents, ability to lead (G-7, IMF, World Bank, etc.) 

 Hard to make welfare comparisons (economic 
efficiency vs. national security—apples/oranges) 

 Increasingly needed to coordinate policies—prepare for 
G-7 summits, bailouts of Mexico (1994), East Asia 
(1997), Russia (1998), etc. 

 Limitations of National Security Council (international 
relations experts focused on military/defense issues) 



Clinton Innovation: National 

Economic Council (NEC) 

 Members (State, Treasury, USTR, NSC, CEA, 
WH Chief of Staff) 

 NEC Role: run international economic policy 
(what does it mean to “run policy?”) 

 Type of people at NEC (lawyers and policy 
experts) 

 Three levels (principals, deputies, and staff 

 Examples (China into WTO? Putin debt 
forgiveness? Turkey earthquake relief) 



Other NEC Duties 

 Decision memos for POTUS (Example, release oil from 

Strategic Petroleum Reserve in an election year?) 

 Prepare questions and answers for POTUS 

 Prepare for state visits/foreign visits, determine and 

negotiate deliverables 

 Lobby Congress for POTUS’ agenda 

 Clear all communications from secretaries 

 Build consensus within economic team (Rubin legacy) 

 Clear all speeches (State of the Union, Davos, etc.)—

(policy is made by speeches!) 



Reflections on NEC: Lost 

Opportunities Today 

 Continued by George W. Bush, but lowered 
importance (economic ideologue problems) 

 A critical need in 21st century—issues like U.S.-
China trade relations, strategic investments in 
technology companies, Iran-China oil deals 

 Part of reason for Iraq problems (no weight in 
decision on economic effects, budget effects, 
financial market confidence, energy prices, good 
economic reconstruction planning, etc.) 

 Ideal forum for developing national energy policy 



International Monetary Fund 

 Purpose of IMF 
 Bretton Woods, postwar world order 

 Shore up international financial system 

 Like an international blood bank, with strings attached for withdrawals 

 Protects interests of rich shareholders 

 Description of organization 
 2500 employees, managing director 

 24 constituencies, departments 

 Main activities: 
 Article IV consultations 

  lending programs 

 Monitoring (WEO, Capital Markets reports) 

 Training 



Reflections on IMF 

 Becoming overtaken by private capital markets 

 One-sided risk function by staff—sub-optimal 
economic advice (too conservative) 

 Washington Consensus is 85% correct 

 Sweet Spot for advice: countries with per capita 
income of $3000 to $7500 (poorer have little 
capacity to implement, little leverage over richer) 

 Suffers least common denominator problem, 
too unwieldy, need more like G-7 plus China? 



Possible topics for discussion 

 Has globalization gone too far? 

 Future of U.S.-China relations? 

 Appropriateness of fiscal and monetary conditions in Europe, U.S., 
Japan, etc.? 

 Need for macro and micro reforms for Europe at same time? 

 Possible new global policy coordinating structures? 

 Should there be an Asian Monetary Fund? 

 What are the determinants of global oil prices? 

 Usefulness of int’l meetings (G-7, APEC, EU-US summits, etc.)? 

 Top global economic and financial risks? 

 What are the best building blocks for a modern economy? 

 Are U.S. trade deficits sustainable? 

 Links between budget deficits and long-term interest rates? 


