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The last couple of weeks have reminded me anew of the embarrassment of riches that life in Jackson
Hole can offer.

For me, the riches ranged from hikes in what felt like my own private national park and forest to meals
with world-class experts in subjects ranging from health care to the global economy.  For others I know, the
riches ranged from hobnobbing with US Senators and Supreme Court Justices to finally – finally! –  being
able to do some serious fishing.  I’m sure each of you had your own singular experiences – it’s been that kind
of summer, and we live in that kind of place.

As amazed as I am that our little valley in the middle of nowhere can offer so much richness and
diversity, more amazing still is my completely unscientific sense that, over the last several years, Jackson
Hole’s place on the world’s stage has been growing in prominence.

One critical facet of that growth has been the increasing importance of the Kansas City Fed’s annual
international finance conference.  Each year, many of the world’s leading central bankers, policy makers, and
macro-economists gather in suburban Moran to socialize, hear the latest research on global economic issues,
and discuss issues of common interest.  In recent years, the Federal Reserve Chairman’s keynote address
has come to be seen as his most important annual talk, carefully scrutinized for hints about future policy
moves the Federal Reserve Bank might take. As a result, over the course of the year, perhaps no other small
town in the world commands as much attention from the world’s financial markets as the northern anchor of
the Jackson Hole valley: Moran, Wyoming, population 395.

I didn’t attend the Kansas City Fed conference this year – I’ve found it to be an incredibly dull
spectator sport.  However, based on news accounts and conversations with folks who did go, three themes
from the conference seem worth noting.

First, according to a long-time attendee, the mood of this year’s participants – i.e. the grandees of
global monetary policy – was surprisingly sanguine.  This stood in sharp contrast to recent years, when policy
makers were quite anxious about the future of the world’s economy.

Unfortunately, this year’s sanguinity was not because attendees shared a high degree of optimism
about where things are going – to the contrary, most are quite pessimistic about the short-term, and in some
cases medium-term, prospects for the world’s economies.  Instead, their mood was more in the spirit of
having arrived at the “acceptance” stage in Elizabeth Kubler-Ross’s Five Stages of Grief.  

By this I mean that most attendees have apparently concluded that they’ve done what they can with
the tools at their disposal.  As a result, they’ve come to accept that they simply can’t do too much more to fix
the world’s economy.

To reach this point, they’ve had to pass through the central bankers’ equivalent of denial, anger,
bargaining, and depression.  Now, they’re more-or-less content to sit back, tinker around the margins, see
where things go, and hope for the best.

This sense of acceptance was reflected in the second story of interest: Fed Chairman Ben
Bernancke’s observation that the next major steps to repair the world’s economy must be taken through fiscal
policy (i.e. by politicians through budgets) rather than monetary policy (i.e. by bankers through the interest
rates and the like).  This is because bankers have shot most of the arrows in their monetary quiver, leaving it
essentially empty.
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This observation, in turn, leads to the third story of interest coming out of the Fed conference, namely
the general consensus among attendees that economists and policy makers know a lot more about how to
ruin an economy than make one work.

This is especially important – and especially ominous – because both economic theory and history
make it pretty clear that, in order to get out of the current economic mess, somebody needs to be spending
money, albeit spending it in an intelligent fashion.  Unfortunately, no one is.

At its essence, spending can come from three places: consumers, business, or government.  Right
now, business isn’t spending because consumers aren’t spending.  And consumers aren’t spending because
they don’t have any money to spend, which of course is because so many people are unemployed.

In this scenario, there are only two basic solutions.  One is to hope that the vicious business/consumer
circle of “no jobs/no consumer spending/no demand for goods/no hiring/no jobs” will eventually break on its
own. 

The other solution is for government to break that circle by spending, ideally on things such as
infrastructure improvements, research, education and the like.

Both approaches are obviously fraught with uncertainty: The consumer/business alternative because
there’s no clear understanding of how, why, or when that vicious circle might break; the government option
because of the huge federal deficit, and a general lack of faith that the government can spend money wisely.

What’s truly important, though, is the sharp contrast between those uncertainties and the clear
certainty offered by both economic history and theory: During the kind of “vicious circle” economic stagnation
we’re currently experiencing, cutting back on government spending will only make things worse, and do so in
direct proportion to the degree to which spending is being cut back.

Therein lies the most disturbing aspect of the “Let’s see how much we can slash, and how quickly we
can slash it” quality of the recent debt ceiling negotiations.  Therein, too, lies the real significance of
Chairman Bernancke’s remarks.  Right now, the primary hope for economic recovery lies with the political
system; yet right now, that system seems capable of only two things: playing a game of chicken over budget
cuts, and doing everything it can to keep President Obama from succeeding at anything (which, of course, is
due to a combination of Obama’s ineptness and the Republicans’ blood lust).  

Unfortunately, what our political system is apparently incapable of is understanding, or at least acting
upon, what both economic history and theory strongly suggest: recklessly slashing spending will only further
harm to our desperately-struggling economy.

As I’ve thought about ways to capture the silliness of the current “grow the economy by stopping
spending” argument, the best metaphor I’ve been able to conjure is an imaginary Simpsons episode.  In it,
Homer goes to a “Fiscal Prudence Now!” rally, lured by the prospect of free beer and doughnuts.  While
there, he starts choking on a doughnut and is rushed to the ER.  There, they discover that, due to years of
drinking beer and eating doughnuts, he also needs immediate heart by-pass surgery.

Homer, however, has neither health insurance nor enough money to pay for the operation.  Infused
with the “don’t spend it if you don’t have it” spirit of the “Fiscal Prudence Now!” rally, he refuses the operation. 
At that point, Marge points out that he has a choice: borrow the money and pay it off when he gets better, or
die.  Sticking to his guns, Homer insists that principle is the most important thing – he has a chance to join the
ranks of history’s great revolutionary martyrs by giving his life for “Fiscal Prudence Now!”

This is absurd, of course, but so is much of the current economic debate.  No one with a lick of
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economic sense would argue that the US deficit situation is anything but a world-class mess.  By extension,
anyone with a lick of economic sense recognizes we need not just a clear plan for addressing the deficit, but
the discipline to stick with it.

However, focusing just on spending cuts ignores the fact that reducing the deficit can also come
about by boosting revenues.  And not just by raising taxes: far better would be actually growing the economy. 
And if our goal is truly to get out of our economic mess, history and theory both argue that we’ll need some
combination of raising taxes, cutting spending and – most important of all – stimulating growth through
additional government spending (or investments, or whatever politically-charged term you wish to apply).

By all appearances, though, the current political debate is far less about fixing the economy than
using the budget deficit as a tool to dramatically reduce the size, scope, and role of government.  Sadly,
because the political/media industrial complex has succeeded in conflating the economic mess, the budget
mess, and the debate over the proper role of government, it’s likely that none of these will be thoughtfully –
much less successfully – addressed for a long, long time.


