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1scal conservatism’

BY SIMON JOHNSON*

Project Syndicate

ASHINGTON, DC. - Inmost coun-

tries, to be “fiscally conservative” means

to worry a great deal about the budget

deficit and debt levels — and to push

these issues to the top of the policy agenda. In many

eurozone countries today, “fiscal conservatives” are a

powerful group, insisting on the need to boost govern-
ment revenue while bringing spending under control.

~ The United States is very different in this respect.

There, leading politicians who choose to call themselves

“fiscal conservatives™ - such as Paul Ryan, now the Re-

publican Party’s presumptive vice-presidential nominee

to run alongside presidential candidate Mitt Romney in

Novembers election - care more about cutting taxes, re-

gardless of the effect on the federal deficit and total out- |

standing debt. Why do USS. fiscal conservatives care so
little about government debt, relative to their counter-
parts in other countries? It has not always been this way.
For example, in 1960, President Dwight D. Eisenhower's
advisers sugyested that he should cut taxes in order to
pave the way for his vice president, Richard Nixon, to be
clected to the presidency. Eisenhower declined, partly
because he did not particularly like or trust Nixon, but
mostly because he thought it was important to hand
over a more nearly balanced budget to his successor.
The framework-for U.S. macroeconomic policy
changed dramatically when the international monetary
system broke down in 1971. The U.S. could no longer
maintain a fixed exchange rate between the dollar and
gold - the cornerstone of the postwar Bretton Woods
system. The arrangement collapsed because the US. did
not want to tighten monetary policy and run more re-
strictive fiscal policy: keeping U.S. voters happy was un-
derstandably more important to President Nixon than
maintaining a global system of fixed exchange rates,
Ironically, however, rather than undermining the
predominant international role of the U.S. dollar, the
end of Bretton Woods actually boosted its use around
the world. This turns out to be a mixed blessing, because
ithasallowed the USS. to become less careful about its fis-
cal accounts. Foreigners now hold roughly half of all USS.

federal government debt, and they are willing to hold it
whenityields a very low return in dollars, In fact, when-
ever the world looks unstable, investors want to hold
more dollar assets — even when the US. is the cause of
the instability. Last year's congressional showdown over
the federal debt ceiling may have cost the US. its AAA
sovereign rating with Standard & Poor's, but the feder-
al government’s borrowing costs are actually lower now
than they were then,

What has America done with this opportunity -
arguably the lowest-cost funding in the history of hu-
mankind? Not much, in terms of productive investment,
strengthening education, or maintaining essential infra-
structure. But the US. has done a great deal in terms of
adopting tax cuts that boost consumption relative to in-
come and lower government revenue relative to expen-
diture. This is the lasting legacy of the “temporary” tax
cuts adopted by George W. Bush's administration in the
carly 2000%s. And Americans have shifted greatly toward
political philosophies - on the right and on the left - that
regard public debt merely as a distraction.

Ryan and members of the Tea Party wing of the Re-
publican Party undoubtedly want to cut the size of the
federal government. But, in the near term, what they
promise is primarily tax cuts. The calculation is that this
will prove politically popular (probably true) while mak-
ing it easier to implement spending cuts down the road
(less obvious). The vulnerability caused by higher pub-
lic debt over the next few decades is simply ignored.

For example, Ryan supported George W. Bush's
spending spree. He also supports maintaining defense
spending at or near its current level - resisting the cuts
that were put in place under the Budget Control Act of
2011 The assumption here is that the U.S. will be able to
sellan unlimited amount of government debt at low in-
terest rates for the foreseeable future. There is no other
country in the world where fiscal conservatives would
want to be associated with such a high-stakes gamble.

*Simon Johnson, a former chief economist of the IMF, is a professor
at MIT.
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