M5. COLLINS: Thank you very much, and al so
t hank you for the opportunity to address the Comm ssion
on the issue of trade deficits.

I, too, have four points that I'd like to
make, and I'Il do ny best to stay in the five-mnute
timefrane.

The four points, let me just go through
themindividually. The first one is that a session that
focuses on the inpacts of the trade deficit on the U S.
macro econony nmay suggest that for sonme reason the trade
deficit has a causal role in the other key aspects of
macr oeconom ¢ perfornmance that we care about.

And, in particular, in ny view, the nost
I nportant macroecononm ¢ performance variable is growth
rates because of their direct effect on the standard of
living -- and I"Il come back and nmention those points as
| go al ong.

So, ny first point, then, is that in sone
ways that's perhaps a msleading way to phrase the
| ssue, because there’s no sinple causal relationship
bet ween trade deficits and a country’s econonic growth
or, for exanple, its inflation rate.

And to try to illustrate that point, in ny
handout 1’ve distributed two graphs which show the

rel ati onship between trade deficits in the US., as a

11



share of GDP, since 1960, and in the upper one, the
annual CGDP growth rate, and in the |ower chart, the
rel ati onship between trade deficits and the inflation
rate. [See Insert 1]

And the clear point | think that’'s nmade by
this graph is that there is sinply no correlation in
U.S. history between those variables. The U S s as
likely to have very strong grow h performance in years
in which the trade deficit -- the trade balance is in
deficit as it is to have strong growh performance in
years that the trade balance is in surplus.

A simlar point can be nmade about the
relationship between the U S experience wth trade
deficits and inflation. Statistically, there is sinply
no correlation between those variables. Again, | think
the chart nakes the points admrably. The U. S
experience with high inflation was actual ly at
i nternmedi ate ranges of the U S. trade deficit -- or
trade bal ance fromthis period of history.

And | say a little bit nore about the fact
that statistically there’'s actually a small negative
correlation, but it’s not very strong.

And, so the first point, then, is that
there is no sinple causal relationship. It’s other

factors that are driving the key things that we care
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about and also are driving the trade deficit.

The second point that | would like to nmake
is that in fact the current U S. scenario is one that
I ncludes extrenely strong performance on many, many
di mensi ons and al so includes a | arge trade inbal ance, a
deficit, which is forecast to grow before it shrinks.

The point is that that scenario is not
I nconsistent wth the continued forecast of very strong
econom ¢ behavior, and I’Il cone back to sone of the
risks in a nonent and touch on sone of the points that
t he previous speaker raised.

But, very sinply, the U S. economc growh
rate, its performance in terns of job creation, have
been extrenely strong, and if you l|look, as well, at
correlations in other countries, you see again that
there is no presunption that trade deficits would be
associated with poor performance in those dinensions.

And over time, the strength of the U S. enploynent
grow h has affected many di nensions of the |abor force,
and so concerns that | think were w despread sone years
ago that the strong economic performance was
concentrated anong hi gher incone groups or perhaps those
workers with the highest skills are no |onger as
rel evant today. In fact, average real wage growth has

I ncreased strongly, and there has been sone strong
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| nprovenent at the lower skilled and |ower incone
| evel s, as well.

And, so that strong growh perfornance
seens to be, I think, the best way that we know to try
to help all levels of the U S. workforce, and that has
not been hindered or squandered by the fact that the
trade inbal ance has been quite | arge.

| also have to nention that the U. S trade
i mbal ance, the deficits, are part of the strong
I mprovenents in the gl obal econony in recent years. 1In
fact, the increased health, the recovery in mny
countries from the currency crisis is very directly
related to the fact of a strong U S. econony, which is
providing world demand for products.

And that brings nme to the forward-I|ooking
section, which is the third point I1'd |like to nmake, and
that has to do with whether there are risks | ooking
forward associated with this |large trade inbal ance.

The forecast, as | nentioned briefly
before, are for continued strong growh and for the
trade deficit, perhaps, to deteriorate sonewhat before
it inproves. M best guess -- and, here, I'll be nore
explicit than | amin the witten comments -- ny best
guess is that the scenarios |ooking forward are ones

that do not require any macro intervention or any kinds
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of interventions to deal wth the trade deficit,
although it’s certainly true that one cannot predict al
of the possibilities that m ght happen in the future,
and there certainly is sone possible potential for the
type of hard |l anding that Dr. Preeg di scussed.

Let nme nove on quickly. Does that mean
that there are never reasons for concern about trade
I ntbal ances? No, clearly there are reasons. My Dbest
assessnent is that we should not be so concerned about
the macro consequence at the nmonment. U.S. investnent
grow h has been strong, and al though private savi ngs has
declined, the national savings rate has actually been
I mproving strongly, as well. So, those are things to
nmonitor. They're not reasons for concern at the nonent.

As far as the ability to continue to
finance those deficits, | think we see no immediate
reason for concern on that front, and the U S is in the
very admrable situation of having a nunber of |evers
that it could bring to bear if the situation were -- as
| said, | think this is unlikely -- but if the situation
were to turn down in the near future. And, so | see no
reason for major adjustnents at the nonent.

| think the, perhaps, final point that |1'd
li ke to make focuses nore on sonme of the mcro issues,

and the point there is that clearly trade, |ike other
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mar ket interactions, creates |osers as well as w nners.

When there are trade deficits, the distribution of
those | osers is perhaps sonewhat different than it woul d
be in other circunstances.

But one of the clear |essons from economc
policy -- and I'll finish with one final sentence -- is
that in order to deal with concerns, ones need to target
policies exactly on the objectives. And if the
objective is to help or assist workers who' ve been
di spl aced, trade policies are extrenely poor mechani sns
to achieve that objective. Directly targeted |abor
mar ket policies are nuch nore effective.

Let nme stop there. Thank you.
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CHAI RVAN  V\EI DENBAUM Thank you, Dr.
Col l'i ns.

The third briefer is WIIliam Beach,
Director of the Center for Data Analysis of the Heritage
Foundat i on.

M . Beach.
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