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An Introduction to Economists for Peace and Security

Economists for Peace and Security (EPS) is a United Nations-accredited non-governmental orga-
nization (NGO) dedicated to promoting non-military solutions to world challenges.

The organization was founded in 1989 by Dr. Robert J. Schwartz and a group of distinguished
economists and policy experts including Nobel laureates Jan Tinbergen, Wassily Leontief, Franco Modigli-
ani, James Tobin, Kenneth Arrow, and Lawrence R. Klein as well as John Kenneth Galbraith, Andrew
Brimmer and Barbara Bergmann. The Board of Trustees has continued to attract renowned economists
and public figures, notably the Nobel laureates Joseph Stiglitz, George Akerlof, William Sharpe, and
Daniel McFadden, Oscar Arias, Amartya Sen, Robert Solow, and Douglass North.

Today the organization includes 13 affiliates around the world as well as trustees and fellows
including former Council of Economics Advisors Chair Jason Furman, former FDIC chair Sheila Bair, and
prominent scholars in the field including Raul Caruso, award-winning Professor of Peace Economics at
Catholic University in Milan and Duke University Professor William S. Darity, author of seminal works on
wealth and inequality.

Since its founding, EPS has focused on issues that are relevant to global peace, including the
complex interrelationships among economic development, security, conflict, climate, public health, in-
come distribution and how they influence prospects for war and peace. Our members have worked to
conduct rigorous economic analysis into these issues, and to organize meetings and seminars, publish
books, articles, exchange opinions with scholars, and government and non-government representa-
tives, and cooperate with like-minded organizations in other professions around the world.

EPS has a long-standing affiliation with the United Nations and holds special consultative status
to two UN bodies: the Economic and Social Council (ECOSOC)and the Department of Global Communi-
cations.

Economist James K. Galbraith, the Lloyd M. Bentsen Jr. Professor of Government & Business
Relations at the Lyndon B. Johnson School of Public Affairs at The University of Texas at Austin, served
as the chair of EPS from 1996 through 2016. Under his leadership, EPS expanded internationally and
convened hundreds of seminars, symposia, panels, and other opportunities for those concerned about
the state of the world to participate in discussions and hear from leading economists and public intel-
lectuals.
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EPS at the Allied Social Sciences Association (ASSA) Annual
Meetings

As part of this effort, every year we sponsor panels at the ASSA meetings, bringing
together experts to focus on critical topics relevant to peace and human well-being. In
recent years, we have presented new material that has changed thinking on many topics; for example:
Costs of the Iraq and Afghanistan Wars; Reshaping the definition of “national security” to include public
health; Reparations for Slavery in the context of US Compensation Policies; the changing Role of the
Federal Reserve; Capitalism and Inequality; Competition with China, and European security.

2023 ASSA meeting in New Orleans

This year EPS convened two panels at the ASSA meeting in New Orleans, both of which attracted
large audiences. We have transcribed and edited both panels and all
presentations in this document for the benefit of economists, social scientists, public policy practi-
tioners, and anyone interested in these important topics.

Panel 1: N : opened
with the observation that economic statistics do not currently account for the value of “natural capital”.
Thus, our most basic data, such as GDP, fails to provide any assessment of the value or condition of
biodiversity that underpins human existence. In other words, “If all the bees in the country die, GDP
can still go up.” Economists have a vital role to work with scientists, accountants, and statisticians to
change this system.

The panelists focused on how to re-imagine and re-design economic statistics to account for the
environment, including biodiversity and ecosystem services, and the mechanisms to produce such data
and integrate it into public and private financial statistics at the local, national and global levels.

The panel was moderated by EPS’ co-chair, Harvard Professor Linda Bilmes, who serves as the
sole United States member of the UN Committee of Experts on Public Administration, where she chairs
the Working Group on Climate Change and Natural Resources. Dr. Bert Kroese presented the efforts
to “mainstream” natural capital accounts. A highlight was his slide explaining the economic value of a
whale, using a whale diagram. Dr. Eli Fenichel explained the new, first-ever White House initiative on
natural capital accounting. Nobel laureate Joseph Stiglitz described his work, over several decades, to
improve economic statistics by including measures for both natural and human capital. Mayor Mauricio
Rodas introduced the perspective of cities, which account for some 70% of the world’s population and
emissions. All panelists then answered questions from the audience.

e Dr. Linda Bilmes, Harvard University (Moderator)

e Dr. Bert Kroese, Chief Statistician, International Monetary Fund

e Dr. Joseph Stiglitz, Columbia University

« Dr. Eli Fenichel, White House Office of Science and Technology Policy
e The Hon. Mauricio Rodas, Former Mayor Quito, Ecuador
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Panel 2: Inflation and Inequality was moderated by Dr. Allen Sinai, a long time EPS Fellow
and Board member who is well-known as one of the world’s leading economic forecasters. The panel-
ists analyzed the topics from several perspectives. Mayor Cantrell described how inequality and infla-
tion are affecting New Orleans, along with her enthusiasm for the upcoming Mardi Gras celebrations.
Harvard economist Jason Furman presented a wealth of data charts as he discussed inflation, inequal-
ity and how these problems are connected. Professor William “Sandy” Darity, in a talk titled “Making
America Great for the First Time”, presented his work on racial wealth disparities and inequality. Pro-
fessor Joe Stiglitz examined the underlying drivers of inflation and critiqued some aspects of Furman'’s
presentation. All panelists then answered questions from the audience.

e Dr. Allen Sinai (Moderator)

e The Hon. LaToya Cantrell, Mayor, City of New Orleans
e Dr. Jason Furman, Harvard University

¢ Dr. William Darity, Duke University

e Dr. Joseph Stiglitz, Columbia University

We are pleased to send you the transcripts so you can enjoy the panels — including the lively
commentary and discussion among the panelists and the audience — for yourself. As a reminder, EPS
would appreciate your contribution, which help us to continue engaging in the world and bringing to-
gether leading scholars to help make the world a safer, better place.

With our best wishes,
Linda Bilmes

David Colt
Co-chairs, Economists for Peace and Security

to donate, please visit our website: https://epsusa.org/donate

An Introduction to Economists for Peace and Security (EPS) Page 5 of 84


https://www.aeaweb.org/conference/2023/program/1805?q=eNqrVipOLS7OzM8LqSxIVbKqhnGVrJQMlWp1lBKLi_OTgRwjUyUdpZLUolxcIBvISkmshDBKMnNTIayyzNRykAFFBQVAAVMDkO6CxHSQLJANXDCjDx56
https://epsusa.org/donate

Nature Counts: Accounting for the Environment in National Statistics
ASSA New Orleans Panel Session

Linda Bilmes: Good morning. I am Linda Bilmes, Co-chair of Economists for Peace and Security. I am
the Daniel Patrick Moynihan Senior Lecturer in Public Policy and Public Finance at the Harvard Kennedy
School, and for the past seven years, I have been served as the United States member of the United
Nations Committee of Experts on Public Administration, where I chair the working group on Climate
Change. Wearing all those hats, I am delighted to welcome you here today.

Economists for Peace and Security is a group of experts in economics and related fields dedi-
cated to world peace and economic justice. It was founded by Kenneth Arrow, Lawrence Klein, Robert
Solow, Robert Schwartz, and Barbara Bergman. From the beginning we have interpreted our mission
broadly to include not only nuclear disarmament but also preventing the root causes of conflict, includ-
ing social equity, economic fairness, access to healthcare, and protecting the planet.

The group of individuals who have been involved as trustees of Economists for Peace and Se-
curity includes some of the finest minds in these fields, including Nobel laureates Amartya Sen, Daniel
McFadden, Eric Maskin, Roger Myerson, Oscar Arias, George Akerlof, Joseph Stiglitz, Robert Solow and
numerous prominent thinkers including Sheila Bair, Jason Furman, Robert Reich, George Papandreou,
James Galbraith, Sir Richard Jolly, and many others.

This panel today is focused on a puzzle, and an understudied intersection between economics
and the environment. And the puzzle is that governments and multilateral institutions devote an enor-
mous amount of effort to collecting data and statistics and rely on those statistics. And yet, our basic
economic metrics like GDP do not reflect the condition of natural assets like air, water, soil, insects, that
make life possible in the first place.

This deficiency in basic economic data makes it easier to deplete the natural world — as we see
all around us -- and makes it harder to measure the true economic and social condition of any country.
Yet we know that it is possible to incorporate the value of environmental assets and the ecosystems
they sustain into national statistics. And our panel today brings together four leading experts on this
subject who can tell us not only how to revise national statistics, but why it is essential to do so.

Bert Kroese is the Chief Statistician and Data Officer and Director of the Statistics Department
at the IMF. Before joining the Fund, Dr. Kroese worked for 25 years at Statistics Netherlands, where
he was an innovator in many fields. And in particular, Bert has chaired the UN Committee that helped
establish the System of Environmental Economic Accounting (UNCEEA) which has become the gold
standard for governments to include the values of environmental and ecosystem services into national
accounts. And so, we are delighted to welcome Bert.

Nature Counts: Accounting for the Environment in National Statistics
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Linda Blimes

Eli Fenichel is a Professor of Natural Resource Economics at Yale who works on a wide range of
natural capital systems from tropical forests to fisheries. He is currently on leave from Yale and serving
in the White House Office of Science and Technology Policy as Assistant Secretary for Natural Resource
Economics.

And what has happened under Eli's watch over the past year is rather extraordinary because
until this administration, the US was lagging badly in the global effort to revise economic statistics for
natural capital. In just a few months, Eli and his team produced an ambitious and exciting plan to make
dramatic changes in how we account for natural capital in US statistics and have launched a govern-
ment-wide effort to do this.

One of the features of panels at Economists for Peace and Security is that we also convene lead-
ing practitioners who bring actual on-the-ground experience to these discussions. Mauricio Rodas is the
former mayor of Quito, Ecuador, and he is an impassioned advocate for climate actions in world cities.
Mauricio has been a world leader on this subject. As mayor, he hosted Habitat III, the UN’s Conference
on Sustainable Development, and he served as president of the C40 Cities Climate Leadership Group,
The Global Covenant of Mayors for Climate and Energy, and a Young Global Leader of the World Eco-
nomic Forum, a fellow of the Global Council of Cities and Urbanization and many other organizations.
Mauricio has also worked extensively in Mexico and is a visiting scholar at the University of Pennsylva-
nia. He also serves with me as co-chair of the working group on Climate at the United Nations Commit-
tee of Experts on Public Administration.

Finally, it is always a special honor to introduce my friend and colleague Joseph Stiglitz. As you
are aware, Joe Stiglitz is one of the leading economists in the world. He has served as Chief Economist
of the World Bank, as President of the Council of Economic Advisors; he has written more than 30
books, including co- authoring with me, The $3 Trillion War about the cost of the Iraq and Afghanistan
conflicts; he has received more than 40 honorary degrees; he is the winner of the John Bates Clark
Medal in 1979 and the Nobel Prize in Economics in 2001.

One of Joe’s perhaps the lesser known but extremely profound contributions is that for decades,
he has been calling for reform in the way we measure economic performance. In 2009, Joe chaired
a UN commission that proposed changing how we calculate GDP to include sustainability and human
wellbeing. In 2010, he chaired an international commission on measuring economic performance in
France that reached the same conclusion, and he currently chairs the successor to that group. And he
has been, along with Amartya Sen, the world conscience around the fact that our economic statistics
do not capture the underpinnings of sustainability and human wellbeing.

And so, I am delighted to welcome this amazing panel. Thank you very much for being here and
welcome to all of you. We are going to start off with Bert Kroese who will lay the table for us. Thank
you.

Nature Counts: Accounting for the Environment in National Statistics
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Bert Kroese: Thanks Linda, for the introduction and thanks for inviting me to this panel. Both through
my previous job at Statistics Netherlands, my present position at the IMF, and as a former Chair of the
UN SEEA, I have been involved in the field of National Capital Accounting [Chart 1] and I am glad to
share my experiences.

This talk will be a mix of the experiences from these three roles.

Chart 1:
NATURAL CAPITAL
ACCOUNTING
JANUARY 6, 2023
Bert Kroese
Chief Statistician & Data Officer,
Director of the Statistics Department, IMF
Chart 2:

Statistical foundation for natural capital
accounting

Progress in implementing natural capital
accounting standards

IMF activities & natural capital accounting

I will talk a bit about the statistical foundation for National Capital Accounting, about the prog-
ress in implementing National Capital Accounting standards, and what is blocking progress. I will also
say something about the IMF activities in this field.

Nature Counts: Accounting for the Environment in National Statistics
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Chart 3:

Statistical Foundation for Natural

Capital Accounting

Chart 4:

i Recent IMF Blogs—Why We Need to Go Beyond GDP?

\ How to Scale Up Private
g Climate Finance in Emerging
Economies | October 7, 2022

Further Delaying Climate
Policies Will Hurt Economic
Growth | October 5, 2022

Achieving Net-Zero \ ) ™ Public Sector Must Play Major
Emissions Requires Closing a B~ Role in Catalyzing Private
Data Deficit | August 23, Climate Finance | August 18,
2022 2022

Climate Change Mitigation - How Europe Can Protect the

Will Cause Large Adjustments Poor from Surging Energy

in Current Account Balances Y ™ Drices | August 3, 2022
- | August 16, 2022 L!“s‘ I

I think most statisticians now agree with Joe Stiglitz that we should go beyond GDP. GDP is an
important concept. It is based on the SNA, the System of National Accounts. This is a framework, a
statistical framework, and it is important to have that because it means that the data are well-defined
and well-understood and are internationally comparable. That is one of the reasons that GDP and eco-
nomic growth have had a large role in many analyses. But it is also clear that measuring GDP is not
enough. Many policy decisions have impact not only on the economy, but also on the environment and
on society. We need to have insights on what the integral effects are of policy decisions. And so, we
need integrated data on the environment, society, and the economy. I think the recent COVID crisis
made it ultimately clear: you cannot just implement measures that block the transmission of the virus
without looking at the broader effects. Measures may have immediate impact on the economy and on
society. Policy decisions have impact on many areas and coherent integrated data is important. In this
chart we see six more or less recent IMF blogs that illustrate that point. Policy makers need more data
than just GDP.

Nature Counts: Accounting for the Environment in National Statistics
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Chart 5:
i System of Environmental-Economic Accounting

Linda already mentioned the system of environmental economic accounting (SEEA). The work
on this was started long ago in recognition that GDP is not enough to base decisions on. Ten years
ago, in 2012, the Central Framework (SEEA-CF), was adopted by the UN Statistical Committee. The
UN Statistical Committee is the governing statistical body with all countries in the world being part of
it. Once a year it meets in New York and decides on new statistical standards, like the SNA. And this
SEEA central framework basically extends the SNA by systematically describing the natural inputs of
economic activities and also the discharges and emissions of economic activities into nature. It also
looks at the economic activities to protect the environment, and flows of individual natural assets like
water and timber. The Central Framework is a structured way of describing the relation between nature
and the economy using the same principles and classifications as in the SNA. Data based on SEEA can
be used in various analyses that study the environment and the economy in an integrated way.

In 2021, the System of Ecosystem Accounting (SEEA-EA) was adopted as a new additional sta-
tistical standard. It deals with ecosystems which are combinations of living things with the natural envi-
ronment that provide services. Examples are mangroves, peatlands, dunes, and oceans. The SEEA-EA
system combines the ecological and spatial view on ecosystems with the economic view. It describes
the ecosystem in a spatial way and its condition in terms of biodiversity, water and air quality etc. It
also describes the services they provide to the economy and to humankind as a whole. This is about
provisioning services, but this is also about flood protection, air filtration, clean water, etcetera.

In the ecosystem manual, ecosystem services are described in qualitative terms. There are also
chapters in it about valuation, describing these same services in monetary terms. This is the hard part
and there are still many discussions on it. This specific part of the manual is not a statistical standard
yet and is adopted as ‘internationally recognized statistical principles’. These principles are used for
example my country, the Netherlands. We have made publications using it and other countries have
too. But there is still discussion around valuation because how do you value things that are not on the
market, like flood protection and air filtration. The good thing about both parts of the System of Envi-
ronmental Economic standards is that they make the link between the environment and the economy.
They use the same concepts, definitions, exchange value approach, and can be used to make an inte-
grated description. They are used a lot to produce data. There are also all kind of application guides
and special guides how to deal with energy, water, etcetera.

Nature Counts: Accounting for the Environment in National Statistics
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Chart 6:
i Conserving Ecosystems to Fight Climate Change

So why do we need this kind of data? An example can be found in countries that have a lot of
forests. Somewhat oversimplifying, they can cut down the forest, sell the timber, make the land into
agriculture, and make a lot of money. But then they would lose the retention services of carbon and the
tourism aspects. And it is important that if you make these policy decisions, you have an integral view
of what you gain and what you lose. That is why describing the contribution ecosystem in an integrated
way, according to national accounts concept, is so important.

At the IMF, climate change is high on our agenda. We see that it threatens long- term economic
prosperity, welfare, and growth. And also in the shorter term, disruptions are caused by hurricanes and
droughts. So, both in our surveillance work, policy advice work, capacity development, and also our sta-
tistical work, we do a lot. And our work in this area is growing. Last year, we introduced the Resilience
and Sustainability Trust. It is a large fund that countries can borrow money from on concessional terms
to do economic transformations, for example, those necessary because of climate change.

Chart 7:
i Restoring Ecosystems to Fight Climate Change

“Our conservative estimates put the value of the average great whale, based
on its various activities, at more than $2 million, and easily over $1 trillion for
the current stock of great whales.”

Nature’s Solution to Climate Change - Ralph Chami, Thomas Cosimano, Connel Fullenkamp. and Sena
Oztosun

Here is another example of how a value can be assigned to the contribution of nature to the
economy. I use IMF research of a couple years ago about great whales. They are beautiful animals
and they have a value in themselves. We love the animals, but they also provide a measurable service
to humankind. One service is obviously supporting tourism as people go on excursions to see whales.
Whales additionally also play a large role in carbon retention. Whales are big animals. They store a lot
of carbon, but they also stimulate growth of phytoplankton, which also results in a lot of carbon reten-
tion. And together, depending on the specific carbon pricing, the IMF research shows that every whale

Nature Counts: Accounting for the Environment in National Statistics
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Bert Kroese

is worth about $2 million, and the current stock of these whales is valued at $1 trillion.

Obviously you can discuss the specific assumptions and people do that. But the value of zero is
wrong anyway. And if you have these numbers, you can discuss, for example, “Well, is it worthwhile
to move shipping lanes because shipping collisions for whales are a big cause for death?” That costs
money, but on the other hand you do not lose the value that the whales provide. So, this is the kind of
information that these ecosystem accounts can provide.

Chart 8:
i Going Beyond GDP (SNA 2008) and BOP (BPM 6)

AN.212 Mineral and energy reserves

AN.2121 Non-renewable mineral and energy resources
AN.21211 Oil resources
AN.21212 Natural Gas resources
AN.21213 Other mineral and energy resources

—  AN.2122 Renewable mineral and energy resources
AN.21221 Wind energy resources
AN.21222 Solar energy resources
AN.21223 Water energy resources
AN.21224 Geothermal energy resources
AN.21225 Other renewable energy resources

“Valued using social rent, Dutch wind energy resources were estimated to be worth more than 5 billion
euros in 2010 — a substantial sum, but still only 3% of the estimated value of the Netherlands’ natural gas
resources in that year.”

(Statistics 2011 - Accounts of the 2010. The Hague: Statistics Netherlands)

Not only are there relatively new systems in addition to the System of National Accounts, also
that system itself is updated. About every 15 years, we revise the SNA and the Balance of Payments
manual (about the external sector). In 2025, there will be a new version. The final decision on the SNA
has to be made, of course, by the United Nations. The proposal now is that in the new system not only
the oil and gas reserves will be included in the asset boundary, but also the renewable mineral and
energy resources which is a big step forward.

And apart from that, we will be much more attentive to net measures. So not only gross domes-
tic product, but also net measures that not only subtract depreciation from GDP but also the depletion
of natural resources.

Chart 9:

Progress in Implementing Natural
Capital Accounting

Standards
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Chart 10: Status of Implementation of SEEA

So the good news is: there are statistical standards, they can be used, they are well defined,
they are accepted by the global community, and they are well tested. In this chart (based on self-re-
porting) you can see that these standards are used in many countries in the world, but it is still very
uneven and a lot of progress still has to be made. The dark blue countries publish data regularly. The
middle blue countries produce environment economic accounting data on an ad hoc basis. And the light
ones do it only experimentally. The white colored countries do not publish SEEA data at all.

Luckily, Eli, will tell us in the next presentation that in a couple of years the United States will
have a different color. So, I am happy to hear that. And also, other countries will follow, but still the
uptake is not as large as we would like to have it. About ninety countries are now producing these ac-
counts.

hart 11:
i Towards Natural Capital Accounts - Challenges

‘ Conceptual

Methodological

Q Operational

So what are the challenges? Why isn’t every country publishing SEEA accounts? Well, there are
conceptual challenges. Like I said, how do we value a service of nature that is not on the market? There
are methodological challenges too. You need a lot of spatial information, satellite data. How do you use
the satellite data to transform that into accounting tables?

There are also limitations in the operational models. Statistical offices all over the world are not always
very well-funded. And governments sometimes give the priority to other statistics. But a main obstacle
is often the cooperation between various institutions needed to create the accounts. You cannot do it
alone in the statistical office. You need to work together with the entire government. You need to gather

Nature Counts: Accounting for the Environment in National Statistics
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data with the environmental agencies and energy agencies. This needs a government-wide approach of
institutions willing to work together to share knowledge and data. And this is not easy. And that is why
I was so happy to read your document, Eli, that in the United States, this cooperation is well-organized
now, because you really need that.

Chart 12:
i Towards Natural Capital Accounts - Coordination

s ¥ National Institute for Public Health
& and the Environment
Ministry of Health, Welfare and Sport

WAGENINGEN

UNIVERSITY & RESEARCH

_zm PBL Netherlands Environmental
N Assessment Agency

Here is how it worked in the Netherlands. We were lucky that there are two departments inter-
ested in this, the Ministry of Health, Welfare, and Sport, and the Ministry of Agriculture, Nature, and
Food Quality. They needed this data for policy making. An example is what to do with peat lands. Is it
a good idea to drain them or not. If we drain them, there is fertile land fit for agriculture. If we do not
drain them, we prevent the carbon emissions that result from draining.

12

We had a lot of cooperation with our environmental and our energy agencies in creating these
accounts, especially with Wageningen University. They did a lot of the modeling, the satellite images, et
cetera. A lot of data based on SEEA can be found on the Statistics Netherlands webpage. For example,
a complete set of ecosystem accounts, including the difficult monetary valuation.

Chart 13:

i Towards Natural Capital Accounts - Cooperation

A possible way forward to support members....

ARIES, while young, stands out as the first real-world tool for social-environmental systems modeling, using
knowledge and models built independently by many actors and endorsed by the scientific community to
produce holistic outputs, making evidence-based environmental decision making easier and more effective.

producing a complete, exportable assessment of flows and values.
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Cooperation on data and algorithms is another exciting way forward. There is a new development
called ARIES hosted by the Basque Center for Climate Change. ARIES stands for Artificial Intelligence
for Ecosystem Services. This is a website containing open-source satellite data. It is interoperable data,
which means they can be approached in the same way. And ARIES also contains a lot of artificial intel-
ligence models that can be applied to the satellite data in order to automatically generate ecosystem
accounts, basically for any region in the world, including local areas.

Nature Counts: Accounting for the Environment in National Statistics
Economists for Peace and Security (EPS) Page 14 of 84



Bert Kroese

You can also bring your own data in the system. In the US, you probably have better satellite
data than on the ARIES platform. You can also bring your own artificial intelligence model and combine
that custom model and the data that is there to produce your ecosystem tables. It is tested in a number
of countries in the world, and I hope this brings forward the adoption of SEEA-EA.

Chart 14:

IMF Activities & Natural Capital

Accounting

So now to the IMF, because that is where I work now. Climate is very important for the IMF
because we see that it has a large impact on economic and financial stability. The role of the statistics
department is to provide data supporting the work of the IMF and the member countries. One way the
statistics department is doing that is by introducing a climate indicators dashboard.

Chart 15:
i Mainstreaming Natural Capital Statistics at the IMF

This dashboard can be found on the IMF website. There are basically five parts: One part is
about the relationship between climate and economic activities. The second part is about cross border
indicators like trade, foreign direct investments. The third part is about physical and transition risks and
about green finance. The fourth part is about government actions related to Climate Change. And the
fifth part contains more general climate data.

The idea of the Climate Indicators Dashboard is to bring together internationally comparable
data. This dashboard is hosted by the IMF but we do not do it in isolation. We work together with the
World Bank a lot. But also with OECD, the United Nations, FAO, and with many other institutions. Bring-
ing the data together is really a global initiative. Not all the countries and all relevant indicators are in
there yet. This is work in progress.

Nature Counts: Accounting for the Environment in National Statistics
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Chart 16:
G20 Data Gaps Initiative

The last thing I want to mention is something very exciting, the G20 Data Gaps Initiative. Last
November, the world leaders of the G20 in Bali asked the IMF to work together with other institutions
like the Finance Stability Board, UN, World Bank and the G20 economies to fill data gaps. And they
decided on 14 data gaps. Seven of them were on climate, and the other seven were on FinTech, access
to finance, income and wealth inequality. A lot of work will be done in the coming years to fill the data
gaps based on these recommendations and that will also greatly benefit the data availability on climate.
I wrote a blog on the DGI initiative with Deputy Manager Director Bo Li from the IMF.

Chart 17:
h G20 Data Gaps Initiative

Rec. 1 Greenhouse Gas Emission
Accounts and National Carbon Footprints

Rec. 2 Energy Accounts

Rec. 3 Carbon Footprint of Foreign Direct
Investment

Rec. 4 Sustainable Debt and Equity
Financing

Rec. 5 Physical and Transition Risk
Indicators

Rec. 6 Government Climate-Impacting
Subsidies

Rec. 7 Mitigation and Adaptation Current
and Capital Expenditures

GDP at Risk by Climate Hazard

The seven DGI recommendations related to climate are to develop and publish data on: 1)
greenhouse gas emission accounts and national carbon footprints in order to help deciding mitigation
policies; 2) Energy accounts: the use and supply of energy, including renewable energies; 3) carbon
footprint, foreign direct investment, and looking at carbon leakage; 4) sustainable debt and equity and
financing - trying to come up with definitions and data that are internationally comparable. 5) Physical
and transition risk indicators - what risks are affecting the economy; 6) government climate impacting
subsidies, and 7) current and capital expenditure on climate mitigation and adaptation. This latter rec-
ommendation is important because if we have an unambiguous definition of government spending on
these things, we can also use that to benchmark countries on their investments in mitigation.
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This is basically what I wanted to say in my presentation. The positive message is that there are
statistical standards to describe the relationship of the environment and the economy. These standards
use the concepts of the System of National Accounts so data on the environment can be compared to
economic data we are used to. These standards are already used in a lot of countries, but we hope for
further uptake in the coming years. The IMF has the topic of climate change high on the agenda, and
we will try to improve our database to support that purpose. Thank you.
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Eli Fenichel: So, it is great being here. I am Eli Fenichel, the Assistant Director for Natural Resource
Economics and Accounting at the White House Office of Science and Technology Policy. [Chart 1] If
you are not familiar with OSTP, we work for the President’s Science Advisor and we basically are the
in-house science policy think tank. And this administration has realized that social science is a big part
of science. So, I am excited to be here telling you about the progress that we are making on including
the environment in national accounts.

Chart 1:

Nature Counts: Accounting for the Environment
in National Statistics:
Progress in the United States

Eli Fenichel PhD
Assistant Director for Natural Resource Economics and Accounting
White House Office of Science and Technology Policy

Last April, Secretary Raimondo, our Secretary of Commerce, announced that the US will initiate
natural capital accounts and regular standardized environmental economic statistics. [Chart 2] She
went on to say that we will be developing a national strategy and that by the end of this year we will
begin implementing that national strategy and you can see her remarks on YouTube.

Earth Day Announcement
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And yes, last August, we put out a National Strategy for Natural Capital Accounts, environmen-
tal economic statistics, and took public comment on that for 60 days!. You can view that. To date, we
are up to 27 different departments, offices, agencies involved enthusiastically. This is an all-of-gov-
ernment approach working very well. And I will push back a little bit on what Linda was saying be-
cause there was actually quite a bit of expertise spread out through the US government in this area
and not just USGS. And people have been enthusiastic to jump in and work together.

The strategy makes five principal recommendations. And I will go through what those five
principal recommendations are. The strategy itself is almost a hundred pages long and there is a lot
of detail under each of these, which we will not have time to get into, but I would be happy to dis-
cuss with people afterwards.

Chart 3:

Recommendation 1: The natural capital accounts and environmental-economic statistics should be
pragmatic and provide information to:

a. Guide sustainable development and macroeconomic decision making;

b. Support Federal decision making in programmatic, policy, and regulatory settings;
c. Provide structure and data that promote the competitiveness of U.S. businesses;
d. Support resilient state, territorial, Indigenous, Tribal, and local communities; and
e. Facilitate conservation and environmental policy.

The first recommendation is to be pragmatic. It is easy in this space to get lost in theory and try
to get to the perfect. But our national accounts, over their long history, have been a pragmatic tool.
And, there have been conceptual debates from the very beginning and the national accounts have con-
tinued to evolve. So, the goal here is to be pragmatic and provide information, and we focus on the five
focus areas: one being sustainable development in macroeconomic decision-making -- much along the
lines of what Bert was just talking about. And also, in supporting federal decision-making in programs,
policies, and regulations.

And one of the things about a statistical system is it is not just the data, but it is the structure
and the patterns in the data that help guide those decisions, which is why this is so important. We also
recognize the need for the federal national accounts to help guide the private sector, taxonomies and
organization information and benchmarking data. We also recognize that a lot of our national accounts
data gets used to parametrize, and feed into, local planning models at various levels. It would be won-
derful if the economy and the environment moved along together on a single track, rather than we
analyze the economy and then we analyze the environment in some ad hoc way. And then try and push
them together, but [we were to produce] an integrated set of statistics, and finally, of course, help with
conservation and environmental policy.

1 The National Strategy was finalized weeks after the panel discussion and the final strategy is now available at https://www.whitehouse.gov/wp-content/uploads/2023/01/Natural-Capital-Accounting-Strat-
egy-final.pdf”
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Chart 4:

Five Principle Recommendations (2)

The second recommendation was to make sure that these are, first and foremost, domestically
comparable through time, and then also to advance international comparisons and harmonizations. So
domestic comparability through time goes right to what Bert was just saying about the need to be able
to repeat the same statistics over and over again on a regular basis. The national strategy for the US
proposes to get to at least an annual updating, and then it is also important to be engaged internation-
ally -- and hopefully, we are planning more engagement internationally.

Chart 5: . g .
Five Principle Recommendations (3)

The third recommendation is to ensure that these are embedded in the US economic statistical
system. And this is important because there has been some debate about whether or not environmen-
tal statistics should just be a separate set of statistics. But, we think that they should be aligned with
the economic statistical system and aligned with supply-use tables that underpin the national income
and product accounts as well as the national balance sheet -- and that they do need to work together.
So, what this means is using the internationally agreed standards that we have been hearing about
today, guided by things like the SEEA program, and developing supply-use tables.

It also means going beyond GDP. We spent a lot of time thinking carefully about how do we do
that in a practical way? And we concluded that we need to think about the GDP boundary and the SNA
boundary. And, then we need to have a small number of other tractable boundaries that we can also
work towards -- and then using the best available economic science for monetizing the value of natural
assets. I am going to say a little bit more about B and C because I think these are some of this is related
to the ideas we have been hearing about this morning already.
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Chart 6:

Valuation is determined by accounting boundaries.

» SNA boundaries are too narrow for some uses,

+ SNA boundaries are not as narrow as portrayed & implemented,

« Welfare theory does not provide trackable implementation
boundaries.

Path forward

« Implementing SNA assets — including natural assets.

« Establishing clear boundaries beyond the GDP boundaries.
« National Strategy propose to work with 3 boundaries.

Valuation needs good economic science

» Standards need to be similar to the rest of national accounts.

» No counterfactual - Crosswalk between BCA and national
accounting.

« Can measure prices and quantities - need index number theory
for value changes.

« There is a lot of expertise in the federal government that will
develop valuation guidance.

Valuation from an accounting standpoint is guided by the accounting boundaries. That is kind of
what has to be valued. The SNA boundaries are clearly too narrow for some questions, and some policy
questions, but certainly, GDP has proven useful for other policy questions as it is -- or as it has evolved,
is probably a fairer way to say that. Also, the SNA boundaries are not quite as narrow as they are often
portrayed and often implemented. So, there are some real gaps between what is in even the 2008 SNA
that Bert was talking about -- being revised right now -- and what actually gets implemented in most
countries. And that is true in the US as well.

On the other hand, we often think about economic welfare theory, which is my academic back-
ground. I spent a lot of time thinking about that. But as you dig into it, welfare theory does not provide
a trackable accounting boundary for implementation. When I have to go talk to the people at our agen-
cies about building a supply- use table, we need to find a path forward.

First, we need to actually implement the SNA boundaries around things like biological assets.
And [we need to] figure out how to get the attribution correct because there are a number of natural
assets, environmental services in the SNA, but they are probably misattributed to other things. Then,
we want to establish other clear boundaries to go beyond GDP. We have proposed two additional
boundaries for a total of three boundaries, and we have modified this OECD flow chart to try and map
out how these different boundaries work together. The two additional boundaries we focused on are
actually well-known that people have discussed since the beginning of the national income and product
accounts.

One of these is an additional boundary that addresses defensive expenditures and the assets
associated with them. We have actually noticed as you go through the history [that] there have been
things that would have been in defensive expenditures -- and over revisions of the SNA --have actually
just made it into the GDP boundary. So, we think this is actually important to be forward-looking, peri-
od, and get ahead of the curve. Then, the other one is household-produced services, and particularly
those related to the environment. We are thinking specifically here about certain leisure and cultural
experiences. This does not bring everything that everyone would want into the system, but we have
some boundaries to start moving the fence posts a little bit further, while maintaining the operability of
GDP.
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What does this mean for valuation guidance then? We want to make sure we set high standards,
but we want to align them with everything else going on in the national accounts. And so, we do not
want to set a standard for the environmental-economic statistics here [raises hand high] if the standard
for everything else is here [puts hand down low]. Where does that leave us with valuation? A lot of
our valuation experience for the environment involves non- market valuation, as has been mentioned.
A lot of that has been developed in the context of benefit-cost analysis where there are clear counter-
factuals. National accounts do not have clear counterfactuals. That does not mean the methodologies
are unsound or not transferrable, but we need to do a careful crosswalk, and we have begun thinking
about how to do that.

We know we can measure prices. We know we can impute prices for other things in national
accounts. We know how to impute prices. We know how to measure quantities. One of the things we
highlight in the strategy, that we seem to be lacking, is the appropriate index-number theory to think
about that change in values. But there is a lot of expertise in the federal government, and federal ex-
perts are already starting to think about how we resolve these as part of our strategy.

Chart 7:

Recommendation 4 use a 15-year phased approach to transition from research grade

environmental-economic statistics and natural capital accounts to core statistical products:

* Produce a new forward-looking headline measure focused on the change in wealth held in
nature: Change in Natural Asset Wealth.

» Supporting products, tables and reports that,

» Information in physical and monetary units - dashboards.

« First pilot accounts appearing in 2023, ... long term meeting high statistical standards and
producing a durable & comprehensive set of statistics to expand the national economic accounts.

We also realized that we needed a long-term strategy. The national accounts have evolved over
many years along with the national income and product accounts and the statistical system. So, we
set out to lay out a 15-year phased approach right from the start, recognizing that we have a fair bit
of research scattered around the US government in places like USGS, but also the BEA (U.S. Bureau of
Economic Analysis) and also NOAA and also NASA and also Bureau of Labor Statistics. How do we to
advance those from being one-off research projects to being core national statistics that do not carry
any research disclaimers? So that when federal government employees talk about them, they do not
put this little disclaimer that says, “this is just my personal opinion,” but is it actually the core statistics
of the US?
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Chart 8:

Data matter
Statistical information is very useful in the supply-use table form

Physical and monetary accounts are important because they work like a Rosetta stone and help
people talk to each other.

Dashboards are useful for communicating these data.

Aggregation or a summary statistic matters

Aggregation requires a common unit — monetary units are best candidate for an aggregate statistic.
« Change in wealth is well supported in the literature and what the US intends to use.

« Means filling out the non-financial, non-produced balance sheet.

That is where we want to get to over the next 15 years. That is also going to involve developing
a new forward-looking headline measure that aggregates these. We are thinking about a change in the
natural asset wealth, read off the non-financial, non-produced section of the balance sheet. That alone
is not enough because it is also important to provide the underlying data, since a lot is lost in aggrega-
tion, in both physical and monetary terms. And we believe that dashboards will be quite useful. Who
knows if dashboards will still be the technology that is the most useful in 10 years? But right now, that
is what we are thinking. Maybe it will be like holograms or something; I do not know. And then also,
while we have this 15-year phased strategy, we are not waiting. We are expecting to see our very first
pilot accounts emerging by the end of this year.

Chart 9:

Recommendation 5 apply existing authorities and make use of the substantial expertise within
Federal departments and agencies, by coordinating across agencies.

Authorities include:

« Paperwork reduction act (1995)
+ Evidence act (2019)

+ GAO report (2007)

The fifth recommendation is to use the existing authorities and the substantial expertise within
the US government. As a whole, the US government was actually far ahead in the early 1990s, and then
that all got scattered. So that is the best way to think about this. We did not lose it. It just kind of got
scattered and went off in different directions, and now we are bringing it back together.

A lot has changed since the early 1990s in the US. We have completely overhauled our statistical sys-
tem since BEA's initial foray into environmental- economic statistics. We had the Paperwork Reduction
Act and the Evidence Act, which overhauled the way our statistical system works. It created the modern
version of the office of the office of the Chief Statistician of the United States.

Karin Orvis is the current chief statistician, [who] has all the authorities to do environmental-economic
statistics. And actually, the Evidence Act is probably the first time that Congress actually called for na-
tional statistics related to the environment.
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Chart 10:

Working hard to finalize the National Strategy
* 71 thoughtful and overwhelmingly supportive public comments

Activities already underway
+ Chief Statistician’s office coordinating natural capital accounts
and environmental-economic statistics (classifications and
valuation)
» Federal experts are actively working on:
« Land account
« Air emissions account
« Environmental-activities account
« Marine account
« Water account
« Pollinator account
« Forest account
« Urban green space account

https://www.whitehouse.gov/ostp/news-updates/2022/12/15/joint-statement-
of-the-government-of-the-united-states-of-america-and-the-government-of-
australia-on-cooperation-on-natural-capital-accounting-environmental-
economic-accounting-and-related-statisti

So, what is going on right now? [Chart 10] We are working incredibly hard to finalize the national
strategy. I think we are getting close. We received 71 very thoughtful public comments. One of the in-
teresting things about these, I will say, is that they look more like journal peer review comments, than
the types of public comments we often get in government. These 71 comments, I think, were on the
average of three to four pages long.

There are a lot of ongoing activities already. The Chief Statistician’s office has already brought
somebody in to start shepherding the technical work on natural capital accounts and environmen-
tal-economic statistics. We have folks in our various agencies across government already collaborating
on a wide range of topical areas in the first and second phases. And then just last month we signed a
joint statement with the government of Australia for further collaboration around environmental-eco-
nomic statistics and natural capital accounting. So, I am excited to further converse with this group,
and really grateful to Linda for pulling this all together.

Linda Blimes: Thank you. So, we have heard now about the challenges in the statistics, and the work
that is going on today and the progress that is being made. How does this translate to the ground?
What difference does it make? And so, I am delighted to introduce the former Mayor of Quito, Ecuador,
Mauricio Rodas, to help us understand how this kind of data can help governments, especially cities
around the world that are trying to use this data. And also to hear about what cities need from econo-
mists. Thank you, Mauricio.
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Mauricio Rodas: Thank you so much Linda for this invitation. It is great to be part of this exciting
conversation. So yes, we have heard about the importance of natural capital accounting at the national
level but let us also think about it as a tool for sub- national governments. How can NCA be implement-
ed at the local level, and what would be the benefits of doing so?

Chart 1:

Subnational governments’
financial challenges and
opportunities, and the
potential for natural
accounting at the
local level

January 6, 2023

3 £
Sk

MAURICIO RODAS, FORMER MAYOR OF QUITO

So first of all, why should we be thinking about cities? What is the role of cities in the battle
against climate change? Well, we live in a highly urbanized world. By the 1800s, only 3% of the world’s
population lived in cities. Now, more than half of the world’s population lives in urban areas. It is pro-
jected that by the year 2050 it will be nearly 70% of the world’s population living in cities. It is in cities
where more than 80% of global GDP is being produced. But if we talk about climate change, we must
consider that it is in cities where more than 70% of CO2 emissions are taking place.

Chart 2:

1800 2022 2050
Only 3% percent of the
population lived in cities

55% of the world’s population It is projected that it will reach
lives in urban areas 68%

More than 80% of global GDP is generated in cities

Cities are where 70% of the world’s CO2 emissions take place
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Chart 3:

Facts

Countries would not be
able to meet their NDCs
and the Paris Agreement
without an effective role
from cities in tackling

About 75% of the urban

infrastructure that needs

to be in place by 2050
does not exist today.

Mauricio Rodas

climate change.

It will cost between 4.5
and 5.4 trillion per year
to build low-emission and
climate-resilient
infrastructure in cities

Therefore, it will be impossible for countries to meet their NDCs and meet the Paris Agreement
goals without an effective role from cities in tackling climate change. And for cities to do that, they need
to undertake a huge transformation in their infrastructure to make it climate resilient. The good news is
that about 75% of the urban infrastructure that will be needed by the year 2050 does not exist today.
So, we have time to make some significant changes in the way we develop that infrastructure to make
it climate friendly. It is estimated that it will cost between $4.5 and $5.4 trillion dollars per year to build
low emission and climate resilient infrastructure in cities. That is the amount of money that cities need.

Chart 4:
International Financial Architecture

Cities confront an infernafional financial system that was
designed under a Bretton Woods' nation-states-focused system,
providing little financial access to subnational governments.

It is critical to foster bold and disruptive reforms to the current
financial architecture to make it fit for purpose to the
challenges of a mostly-urbanized world.

Unfortunately, cities confront an international financial system that was designed for countries,
not for cities. It was designed under Bretton Woods in the forties when the world was not nearly as
urbanized as it is today. We live now in a different reality, and unfortunately, the international financial
system has not changed. It is still following the Bretton Woods logic of the forties, without reflecting
the highly urbanized reality we are experiencing. And that is why it is so important to analyze and dis-
cuss bold and disruptive reforms to the international financial system to make it more cities-friendly.
Otherwise, it will be impossible for cities to tackle climate change in an effective way. Therefore, it will
be impossible for countries to meet the Paris Agreement goals.
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Chart 5: .. . .
Cities Financial Challenges

No budget provision for Emergency Situations

« Limited local government revenues and intergovernmental grants
« Inadequate Financial Autonomy

« Unsustainable fiscal system

Inaccessibility to international finance for cities

« Some cities are banned from international borrowing

+ Dependency on sovereign national guarantees

+ Low municipal credit-worthiness

« Lack of Institutional capacity (project preparation capacity and management)

Limited engagement with the Private Sector

+ Inadequate regulatory and legal framework for public private partnerships
« Insufficient profit margin

+ Limited flexibility in procurement to support innovation

What are the kinds of challenges that cities face regarding this current international financial
system? There are no budget provisions for emergency situations in cities. When an emergency hits,
cities have a very hard time confronting that reality. As we all know, they lack financial autonomy. They
are constrained to intergovernmental transfers, and they have, unfortunately, unstable financial sys-
tems. More importantly, cities do not have proper access to the international financial system. In many
countries of the world, cities are even banned from international borrowing. In some other countries
like Ecuador, cities can access international finance. But they need a national government’s guarantee,
which you cities may not be able to get because of political rivalries between the national and the local
government. This is something that I personally witnessed, experienced and suffered from. So it is a
big problem.

On top of that, cities in many countries of the world lack the proper level of creditworthiness or
the institutional capacity to develop bankable projects. And when it comes to the private sector, in many
countries of the world, cities experience a regulatory framework that is extremely difficult to implement
-- for example, to undertake public-private partnerships, which is preventing cities from receiving pri-
vate sector investments.

Chart 6:
Cities Financial Challenges

¢ According to the World Bank, less than 20% of the largest 500 cities in
developing countries are deemed creditworthy, severely constricting
their capacity to finance investments in public infrastructure.

« This reality only accentuates the problem, as it is foreseen that it will be
in:
* Medium and small-size cities in the global south where most of the
future urbanization expansion will take place.
* These cities have even more limited resources and capabilities for a
climate-friendly development.

Going back to the point of creditworthiness, according to the World Bank, less than 20% of the
500 largest cities in the developing world are deemed creditworthy. We are talking about the 500 larg-
est cities. Can you imagine the situation of the medium and small-sized cities in the developing world?
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It is much worse. And the problem is that it is estimated that those are the cities that will grow the
most in the developing world. That is where the largest portion of urbanization will take place during
the next few decades. Those cities are not prepared for undertaking the kind of challenges they have
under the current financial architecture.

Chart 7:

Natural Capital
Accounting in Cities

Natural capital accounting is a tool
that can help subnational governments
make better informed investments by
providing a consistent and widely used
framework for including natural assets
in their decision making.

Now, why can natural capital accounting be an effective tool for cities to improve the conditions
they have to face to access international finance? Because natural capital accounting can become a
tool that will help some national governments make more informed investments, providing a consistent
and widely used framework to include natural assets in their decision-making processes. Unfortunately,
not many cities are doing so. Very few cities in the world have implemented natural capital accounting
systems effectively.

Chart 8:

Vivid Economics estimated that for

(] . . .
Case Studies ST e,
London

* London has more than 47% green space (parks, gardens, and woodlands) and
2.5% blue space (ponds, canals, rivers and lakes). Most of these spaces are owned

or managed by the London boroughs, and other public agencies (such as The Royal Parks and Lea Valley Regional Park
Authority) or environmental organizations.

* With constraints on public funding, these organizations are struggling to invest in and maintain these public spaces.

* London’s public parks have a gross asset value in excess of £91 billion.

The Natural Capital Account for
London’s Public Green Spaces is a
significant contribution to the work
necessary to ensure that NCA is
applicable in an and
can be applied effectively to urban
green infrastructure.

One of them is London. Some of the public agencies in charge of taking care of green and blue
spaces in the city of London developed a study. They hired Vivid Economics, which estimated that for
every pound spent on maintaining parks, £27 are considered as benefits of these kind of investments.
They came up with a figure of £91 billion in assets for their green spaces. And of course, they valued
the ecosystem services that these green spaces are generating.
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Case Studies
City of Toronto (Ravines)

In 2018, the City of Toronto assessed and monetized
benefit estimates of 8 ecosystem services provided by
natural capital in the ravine system:

1. Recreation 5. Carbon sequestration
2. Physical health 6. Food provision

3. Mental health; 7. Aesthetic appreciation
4. Gas regulation (e.g. air quality) 8. Habitat and refugia.

« Based on the monetized benefits, the total annual value of the ravine system’s ecosystem services is estimated to be $822
million

These results were incorporated in the City of Toronto's municipal asset management process, they created an asset inventory of the

ravine system and applied the same natural capital accounting framework to urban forestry assets throughout the city.

Something similar happened in Toronto. In Toronto, they assessed the ravines systems and the
estimated value of the ecosystem benefits was estimated to be $822 million. But again, much more has
to be done. There are just a few other examples worth highlighting, and it is fundamental to foster the

implementation of natural capital accounting systems in cities. But in order to do so we face several
challenges.

Chart 10:

Natural Capital Accounting in Cities Challenges

Paradigm Shift: Know How:
* When we think about "Natural Capital” we ¢ Cities lack the capacity to use natural
rarely picture an urban area in our mind. capital assessments in their development
plans to enable ongoing monitoring and
* Nature has often been associated only as a assessment of natural capital stocks to
rural feature, when in fact urban areas are maintain and restore them.

home to an amazing myriad of ecosystems

and natural wealth. * Poorly managed natural capital therefore
becomes not only an ecological liability, but
a social and economic liability.

Bert mentioned some of the challenges that national governments are confronting. Many of
them also apply to the sub-national level, but on top of that, cities have additional difficulties.

First of all, we need to promote a paradigm shift because when we think about natural capital,
we rarely have an urban picture in our mind. Most times, we think about rural areas as those that are
related to natural capital. When in fact, cities, urban spaces are home to a vast diversity of flora and
fauna. And that is why it is so important to take care of urban biodiversity, but most importantly, to put
value, and monetize urban biodiversity.

There is also a problem regarding capacity. Cities lack the capacity to use natural capital assess-
ments in their urban development plans. We need to develop that institutional capacity. There is, of
course, just like it happens at the national level, a problem regarding measurement.
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Chart 11:

Natural Capital Accounting in Cities Challenges

Measurement:

* Cities lack the capacity to measure flows— * Not enough complete urban data available
typically called ‘ecosystem services'—as on natural capital, their changes over time,
well as the underlying ‘natural capital’ and the exchange of goods and services
stocks giving rise to these outputs. between the environment and the economy.

* Many national governments do not possess * Lack of available data constraints local
natural capital accounts or any sort of asset governments face in incorporating natural
registry of the amount of natural capital capital accounting into policy-making
stocks they possess, and cities less so. decisions.

Cities lack the capacity to measure the economic value of ecosystem services, which is funda-
mental to foster a proper natural capital accounting system. And also, there is a lack of data, and not
only for natural accounting, but for many other aspects of urban life. In addition the lack of data is
preventing local governments from proper urban development planning.

Chart 12:

Natural Capital Accounting in Cities Opportunities

By creating formal NCA and ecosystem goods and service accounts, subnational
governments and businesses could better understand the current situation, innovate,
conserve, and plan for environmental shocks.

Natural capital accounting presents opportunities for collaboration between
national and subnational government policy-makers, social scientists, economists and
accountants to demonstrate the value of enhancing green spaces and biodiversity
throughout our cities.

On the policy side, NCA can demonstrate that economic benefits from green spaces
are not equally distributed and therefore, future investments can be targeted
spatially to correct this inequality.

Now, what are the opportunities? There are many. By creating natural capital accounting sys-
tems in cities, national governments will be in a better shape to understand the current situation, in-
novate policies, and conserve urban biodiversity in a much better way. Natural capital accounting also
represents opportunities for a better collaboration between different levels of government, the private
sector, and civil society, to conserve and restore urban biodiversity throughout our cities. And if we talk
about policy, NCA can show the benefits of green spaces in a city to better allocate resources for a more
equal distribution of green spaces in the future. We want to have more equally developed cities. If we
want to address inequalities in different areas of the cities, the allocation of resources to develop green
spaces is fundamental.

Now, this is an idea that Linda and I have been talking about. Also, I had the opportunity to
share it with Joe. If we think about the need to reform the current international financial architecture
to make it more city-friendly, there are some ideas that have been discussed that are on the table to
promote bold and disruptive reforms.
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Chart 13 Green Cities Development Bank-GCDB

GCDB is a disruptive idea still in the making

GCDB will unlock new
financial instruments
and funding
mechanisms currently
unavailable through the
existing international
financial architecture.

It would lend directly to

It aims to combine ke o 5
Y cities and subnational

Promoted by C40 and elements of
other organizations development banks with
since 2019. the proven green bank
model, focusing on cities.

governments enabling

the rapid development
of sustainable urban

infrastructure projects.

One of those ideas to further explore is the creation of a Green Cities Development Bank. So, this
would be an institution that could combine the benefits of a green bank with the model of a multilateral
development bank for cities.

This idea was promoted by C40 in 2019 and is currently being discussed. It is still an idea in the
making, and it would be a mechanism to provide direct financial facilities for cities to undertake the
kind of infrastructure transformation they need to tackle climate change effectively. The institution, for
example, could become a guarantees fund. It can become a way of providing more concessional grants
directly to cities, provide technical assistance, among other services, and a part of it can be precisely
the development of natural capital accounting.

hart 14: Green Cities Development Bank-GCDB

NCA can become a main tool for cities when trying to access finance:

Whether it is financing
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This bank can become a mechanism to foster the implementation of this tool by providing tech-
nical assistance for cities. This can be done by developing a standardized way to measure natural cap-
ital, creating different mechanisms to make natural capital accounting an effective tool to attract more
investments in cities, [and] particularly coming from the private sector, putting value on nature in cities.

So, these are the kind of ideas that are being discussed now. I think that combining them in a
meaningful way can help cities and urban areas around the world, protect their natural capital, fight
against climate change in a more meaningful way, and more importantly, provide a better quality of life
for their citizens. Thank you.
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Linda Blimes: Thank you. So, before we hear from Joe, I wanted to mention again that we are going
to transcribe and edit these presentations and publish them on the Economists for Peace and Security
platform, where they will made be widely available.

Joseph Stiglitz: What I am going to do is try to put a lot of what has been talked about in perspective
and focus comments on a few particular issues. I am so impressed with what has happened over the
last 10, 12 years since we began working on this -- and I will talk about what I actually began working
on 30 years ago. Then I will come back and give some other examples.

Chart 1:
Nature Counts: Accounting for
the Environment in National
Statistics
Chart 2:

Global “Beyond GDP” agenda

« Long recognized that GDP was not a good measure of wellbeing
« Yet over time, took on increasing importance—focus of attention
« Multiple omissions

+ Inequality

« Insecurity, leisure, and other aspects of subjective wellbeing

« Sustainability in all of its dimensions

« Important—what we measure affects what we do; what we don’t measure
won’t be acted on

« Sarkozy Commission, OECD Better Living Index
« Now being incorporated in decision making by many governments

« Including in budgeting by some treasuries

The idea that you needed to go beyond GDP was actually recognized very early, even by Kuznets,
who set up the national income accounts. He was very clear that it was not a measure of welfare. It was
a measure of market income. I think he was worried that it would become a measure of welfare, and
over time it has increasingly become that measure. As is often the case, the people who create these
things understand the downsides more than the people who use them afterwards. There is a famous
quote many of you may know from Robert Kennedy, in a famous speech he gave, that "*GDP measures
everything except that which is worthwhile.” He then went on and elaborated on that and I think he
captured a lot of our discontent with GDP.
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Our original commission talked about a number of things that were included that should not be—
defensive expenditures, for instance. GDP goes up when we spend more to protect ourselves against
violence, and GDP goes up when we have to repair from climate change. So, if we do not do anything
about climate change, GDP may go up but it will be just the opposite of what we want. So that, to me,
is a really good example of why GDP is not reflective of what we really care about.

There is also inequality, insecurity, whole other aspects of subjective wellbeing and sustainability.
And I am going to talk mostly about sustainability in all of its dimensions. I am going to talk about nat-
ural, environmental sustainability, but there are also social and political sustainability. The importance
of this has already been mentioned because what we measure affects what we do, and what we do not
measure will affect what we do not do. I am old enough to remember when inequality started really
increasing in the mid-seventies -- and under Reagan it grew a lot. His solution was to stop measuring
it because if you stop measuring it, it will disappear because nobody will notice it.

Of course, many of us thought that was not going to be the solution to the problem of inequality.
The reason that President Sarkozy in France pushed to establish the International Commission on the
Measurement of Economic Performance and Social Progress was that he felt under enormous pressure
to produce [higher] GDP. Governments are rated on how high GDP is. But he also knew that French
citizens in particular were very sensitive about the environment, and that if he did not do things that
were good for it, he would be held accountable.

He wanted us to create a framework, you might say a report card, that was better than GDP, that
was more reflective of what the citizens of France were concerned about. And then that morphed into
the OECD Better Living Index and the initiatives of the OECD. One of the aspects of moving this into the
OECD is that it is important to have international comparisons. It is important to have comparisons over
time, but also international comparisons. That is why it is really important for the IMF to do it because
the OECD is really specialized in the advanced countries. I began an initiative when I was in the Council
of Economic Advisors under Clinton to create a system of environmental accounts, a green GDP, even
satellite accounts.

For those who do not know, most of the GDP statistics are developed in the Department of Com-
merce. So, the Council of Economic Advisors, working with the Department of Commerce, was making
some progress until a large group of congressmen said that if you continue to do this work we will to-
tally defund this whole area of government. We knew we were onto something important because if it
were unimportant, they would not have put the political capital into threatening us with defunding. But
it did put a cold shower on our progress at that time. And in the work that we did in the successor in our
Commission on the Measurement of Economic Performance and Social Progress, and the successor at
the OECD, there was active participation from the statistical offices of many of the European countries
and Canada, but not the United States. We were an observer but not really engaged. That is why I am
really pleased that now we are fully on board. That is a big change.

One of the reasons I think that this is so important is because it affects policy. We have been
concerned about the extent to which these statistics are influencing policy. And there are a few coun-
tries that have picked up this agenda of beyond GDP. Most of them are not yet focusing on the envi-
ronmental statistics but focusing on other aspects. Former New Zealand Prime Minister Jacinda Ardern
has been particularly concerned about aspects of the “beyond GDP” agenda having to do with children
and their wellbeing. It is a kind of capital that is not well measured typically, and she has made the
measurement of that important. One of the interesting things about both New Zealand and Australia is

Nature Counts: Accounting for the Environment in National Statistics
Economists for Peace and Security (EPS) Page 33 of 84



Joseph Stiglitz

that a lot of the support for this initiative is coming from the Ministry of Finance. And that reflects their
view that better statistics, in a broader sense, including those that better assess the environment of
children, as well as every aspect of inequality, lead to better resource allocations. And the ministries of
finance feel that to do that is part of their responsibility in allocating money. And they think that our
statistical systems today do not give the kind of information that is important to them in making those
allocations.

So, I think this is a really good time for this conversation. Next May, at the G7 meeting in Japan, these
issues are getting discussed at the level at least of the finance ministers, and hopefully of the presi-
dents. This had happened once before in the Pittsburgh meeting of the G20, but then it got lost — and
so there were lots of other things that happened in the world. But I am hopeful now that this is being
brought back onto the agenda.

Chart 3:

Sustainability

« Best measure of ability to sustain standards of living is captured by wealth
« Physical capital
« Human capital
- Social capital
« Natural Capital
= Critical problem is valuation, determining relevant prices
« Especially hard in context of biodiversity
« But even for climate change
Debate about the social cost of carbon
= But we know zero is not the right price
« Implicit price we assign when we ignore natural capital

This session is about one aspect that is not captured well in our GDP statistics — this notion of
sustainability. And there is a strong basis in economic theory explaining why the best measure of the
ability to sustain standards of living is captured by our measures of wealth—more accurately, wealth
per capita. If our wealth (per capita) is going down, we're less able to sustain standards of living. And
it is going down: We are not investing for the . That is why it is very important to have measures of
wealth in all the dimensions. Traditionally we focused on physical capital. We talked about human cap-
ital; there was work on social capital, and this session is about natural capital. I think trying to create
systems of natural capital accounting is a really important aspect of the assessment of sustainability.

There are two aspects of doing this. One is the physical measurements. What is going on? And
here some of the methodological and technical advances are really incredible. You can actually measure
physically CO2 concentrations or emissions, or what is happening to water. You can do it with satellite.
So, what is going on the physical side is very impressive. But from the economic point of view, the
hardest issue is valuation. How do you take these fiscal numbers and add them up? And it is not only
that many of these things are not marketed. When they are marketed and there is a price, there are so
many market failures that there is no correspondence between the market price, and, you might say,
the social marginal value.

And that is really important to recognize — that the prices we want to use are unrelated to market
prices. There may be a price of water, but it does not have anything to do with the value of water [or]
the value of water in terms of Adam Smith, but in terms of the marginal value of clean water.
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So that presents, I think, the biggest challenge and there are a number of methodologies that are used
to value various parts of this.

I loved your discussion of the whale. You talked about each whale being worth
$2 million. And you mentioned that it is partly because of the impact it has on the whole carbon system,
including plankton. But we have to then value carbon. As many of you may know, one of the first things
that President Biden did was to call for a revisiting of the price, the social cost of carbon. President
Trump had put a price of $7 a ton. Obama had it at about $30. And the number that President Biden’s
team came up with, I think the final is around $60. That is half of what it should be. It is clearly much
higher than that. I think the models they use to calculate are really, really defective.

Interestingly, one of the members of the Council of Economic Advisors -- not a member but a
staff member colleague of mine at Columbia -- Noah Kaufman, has written a paper where he pointed
out it should be $120. And I think that is really in the right ballpark, partly because they left out a
whole set of things like risk and how you value risk and how you value impacts on inequality. But that
means that if the effect of carbon storage associated with plankton is an important part of the whales’
valuation, your whales are much bigger than $2 million.

Chart 4:

Need for a dashboard

« International Commission on the Measurement of Economic
Performance and Social Progress recommended using a
dashboard, so that we could at least keep tabs on what is
happening quantitatively to key aspects of the environment

» Such metrics should be an important part of our system of
national statistics

« Carbon emissions
« Key air pollutants
« Wetlands

« Other components of natural capital

But when we go into the areas of biodiversity, which are some of the things that we have been
talking about, those values are even more difficult to estimate. So, that was one of the reasons that our
commission recommended the need for a dashboard. When aggregating things you lose information,
and the point of GDP is that you want a nhumber that you can focus on. But one number is too few for
describing an economy. A billion numbers are too many to grasp. And so, one way of thinking about
it goes back to the pragmatic approach of what we are trying to do here. One wants to have a set of
numbers small enough that you can focus on what is going on and discuss it, but not so small that you
lose information that is important for assessing what is going on in the economy.

So, the way I sometimes describe this is if you were driving a car there are two numbers that
you might want to know: The speed of the car and how far you can go. Say you can go 250 miles and
you are going at 50 miles an hour. If you added 250 and 50 you get a number 300 that does not tell
you anything. It does not tell you either how fast you are going or how far you can go. So, there are
some cases where trying to add things up does not make sense.
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Trying to think judiciously about what the elements of the dashboard are, when you can aggregate
and when you do not want to aggregate, seems to me one of the critical things. You may not want to
aggregate because the numbers are not commensurate, as in the example I just gave. But you may not
want to aggregate because of the degree of uncertainty on some of the variables: The imprecision is
so great that when you add up something that is precisely known with something un-precisely known,
the total is un-precisely known. That clouds the information you have about the part that you do know.
So that is why we recommend a dashboard.

Chart 5:
Estimating values

« In some cases, we can provide good estimates (or bounds) of
valuations

« Capturing effects on health and life expectancy
« Methodologies for capturing individual valuations

« Social cost of carbon, derived from target consistent approach—
approaches consistent with achieving globally agreed objective of limiting
climate change to 1.5 to 2 degrees C.

« Appropriate approaches need to take risk into account—resulting in a
higher value to the decrease in key components of natural capital

We’ve come to appreciate the importance of climate risk—key driver in climate
policy

Similarly, there are large risks associated with the deterioration of other aspects
of natural capital, the degradation of the environment

There are multiple uses for quantitative assessments of natural capital and how it is changing. In
terms of estimating the values, in some cases, some of the things that are not marketed, we can make
inferences. For instance, we do not have slavery anymore so we do not have market values of life, but
we can make inferences about what people feel about the risk of losing their life, the statistical value of
life. So that is one aspect of risk and there are other aspects of risk that we can make inferences about.
We have to think about them cautiously from the choices people make. Linda and I, in our book, did
a lot of that in terms of assessing some of the cost of the Iraq war. So that is one area where you can
make some inferences.

Another methodology that has been used at times is contingent valuation: what people are will-
ing to pay in order to preserve something. So, whales are something where even before it was recog-
nized that whales were good for the carbon system a lot of people had very fuzzy feelings about whales
and would have been willing to pay quite a bit to make sure that we had the biodiversity of whales. It
was not for the oil they got from them or for the meat, but just having an ecosystem with whales.

So, while in the area of these non-marketed goods we cannot get the same precision that we
have in the case of marketed goods, we can still make inferences.

That brings me to another point I want to make in the area of GDP. We make all kinds of as-
sumptions and we ignore all kinds of imprecisions, and it just does not bother us. The macroecono-
mists run regressions as if these data meant something and they have some systematic characteristic
to them. So, they do mean something, but they do not have the precision that we often pretend they
have.
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Chart 6:

Aggregation

« When we obtain reasonable estimates of what is happening to
various components of natural capital, can use these numbers
to assess whether economic growth is sustainable—and to
assess whether today’s consumption comes at the expense of
the wellbeing of future generations

« Including risks that we are imposing upon them

We know that any good is sold at multiple prices in different stores and on different days. And
the way you collect the data may affect the prices that you use. So that is just one example of how
we treat depreciation, depletion and so forth. A lot of the stuff that goes into this SNA, System of Na-
tional Accounts, are conventions like all accounting conventions that are agreed upon. It is pragmatic;
we make agreements to go ahead and make comparisons, but there is no holy grail. And what we are
trying to do in this arena is to make a similar set of conventions, to be able to continue to discuss them
and say where are they wrong.

Chart 7:

Promoting national and global dialogues

» Need scientific assessments of the consequences of the changes in
natural capital

« Economic evaluations of these consequences can sometimes be done
through inference—values derived from valuations individuals place
on health

« Because of large risk and absence of markets in many of relevant
areas, we need policy dialogues to make other assessments, and can
“back out” social valuations from these deliberations

= Example: international decision on climate change

« But to repeat: Zero is not the right number; omission of natural
capital from systems of national accounts is a major omission

Let me just conclude with the importance of promoting national and global dialogues. We need
to think about this at multiple levels. We need the scientific assessments of what is going on, and
the quantitative measures of what happens. The effect of photo plankton in storing carbon was not
something that was appreciated 20 years ago or 10 years ago. So, we really need to recognize that
our knowledge about the science of natural capital is going to be changing very dramatically. And that
recognition means that things that we did not include before we will want to include. So, we will have to
revisit our systems of natural capital more than we do physical capital. Because I think we are learning
more. It is a very complex system.

We will also have to continue to revisit the economic valuations. I think we are beginning to un-
derstand better the consequences of market failures and to be able to correct for some of those market
failures -- for the implication they have on the shadow prices of capital goods, including natural capital.
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The integrated assessment models were good models for assessing what was going on 30 years
ago. But they are not particularly good models now because most of them do not include adequate
assessments of risk and inequality and have a number of other deficiencies. Because of the large risk
and absence of markets in many of the relevant areas, we will need to have policy dialogues to make
other assessments.

Sometimes we can back out valuations from those assessments. So, one way of thinking about
what is the correct shadow price on carbon today is what the international community has said. Do we
want to take the risk of allowing climate change of an increase in temperature more than 1.7 degrees?
They said, no we do not. Well, what does that mean? That says their evaluation of that risk has put a
shadow price on that.

We cannot criticize that. That is a valid assessment of that risk. And if economists ignore that, we
are ignoring something of first-order importance to the community, i.e., the international committee is
making a decision about that. So, economists have actually not been very helpful in this because they
have not paid attention to things that are first-order reports to most people, as they think about climate
change. But to repeat something that was said several times already, what we know is [that] zero is not
the right number for the valuation of natural capital. And omission of the natural capital from systems
of national accounts is a major omission.

Nature Counts: Accounting for the Environment in National Statistics
Panelist Discussion

Linda Bilmes: Thank you. I'd like to take a few questions, but before I do, I just want to summarize
what we heard about the importance of this issue. We heard about the enormous progress, particularly
on the technological and scientific side. We also learned about a couple of challenges, and I'd like the

panelists to address two particular challenges.

First that many of the key decision makers, who are going to be using and relying on and need-
ing this data are in cities. Cities will be making decisions on topics such as whether to protect a forest
that is filtrating water, to a large extent. or to build a cement water treatment plant instead? So how
do they make that decision? How do we translate environmental economic data into a format that is
easily usable for cities and other decision makers, particularly on infrastructure projects? And shape the
multilateral institutions and to make those projects creditworthy?

A second question relates to the valuation challenges that Joe Stiglitz just described. How do we
incorporate natural capital into a situation where we have such an imperfect market? And let’s touch
on the issue with respect to the private sector and how to bring the private sector into this. We'll start
with you Bert.

Bert Kroese: Okay, thanks for these great inputs. Before I answer the question, I want to come back
to the situation of the US. The US has actually been very instrumental to bringing forward these stan-
dards. About 600 people have contributed in producing these ecosystem standards. Many US academ-
ics, people from BEA and all were very involved. So, there is a lot of knowledge here in US and I want
to acknowledge that.
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Coming back to cities. Well, I think the whole idea of ecosystems also applies to cities. I think
one important requirement is that there should be very detailed satellite data Luckily, I think there are
satellite companies that want to work together with the statistical community on this; for example, I
talked to the European Space Agency (ESA) last week before Christmas. I think there are many things
that can be done.

On valuation, yes, we can talk for a long time about that. It is clear, there were many discussions
when we produced this ecosystem accounting manual. Agreeing on the principles how to measure
the extent and condition of ecosystems and the qualitative descriptions of the services was in the end
relatively straightforward. But the discussions on valuation were more difficult. There are two chapters
in the manual on this and basically all arguments and approaches are there. Obviously if there is a
well-functioning market its simple, we know what to do. But if it is not, what do you do? A number of
approaches are described. For example, you can look for similar products that are on the market. You
can also look for what the costs would be to produce something that would provide the same service.
For example, for flood protection, what are the costs of creating a dam or dike to provide the same
flood protection a mangrove forest gives? For recreational services, you can measure how much money
people want to spend on gasoline to go there. At least that says something about how much they are
valuing it. So, there is a lot there already, a lot of methods. Nothing is perfect though and there is still
a lot of discussion.

But I agree with you, Joe. The value zero is wrong anyway. Also in the CPI and National Accounts
this kind of valuation assumptions are made. We will keep doing research on valuation, and I hope we
will make progress.

Eli Fenichel: Okay, so I think everything Bert has said about local is a hundred percent accurate, and 1
think the technologies are getting better to make that possible, very rapidly. The one thing I would add
is I think that, or I should say I am optimistic that as cities can start doing natural capital accounting,
at the very least they are showing managerial competence that I would hope in the not too distant in
the future they’ll be able to bring to capital markets. And I think some of the issues that Mauricio was
talking about, about the limitation cities face in accessing capital that are structural, natural capital
accounting isn’t going to help, but it is going to push those issues further. So, I am optimistic on that
front. It is something we have been thinking about.

On valuation, I agree with Bert, we can talk about this for hours. It is something I am very inter-
ested in from my academic life as well. I think what I will say is that personally having thought about
this, looked at this a lot, the issue is not about measuring prices and quantities. I think actually if you
sit down and do the math, it all works out to be approximately, certainly good enough within the other
errors in international accounting. We do imputed prices on other things, like owner occupied housing,
not particularly controversial. The real issue becomes how do you do, when we know we have prices
and quantities both changing in welfare theory, we approach this one way through Hicksian measures
in national accounting, we approach it through index number theory. There are some cases with super-
lative measures where we know these line up, but we have not fully worked these out for when you've
got non-market effects in there. And I think this is just a technical issue, and we just need, I think,
just more people, like in this room, helping dig in on it, because it is a small community that is thinking
about it.
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Mauricio Rodas: So, something that for me is fundamental is how can we foster political commit-
ment on the part of mayors to do these kinds of things? If we think about what was happening 10,
15 years ago, back then, you saw very few mayors that were committed to the climate agenda. That
has changed dramatically. Now, you see a lot of mayors doing great work on climate, working very en-
thusiastically on it, actually, and sometimes leading the way at the national level, being very bold and
disruptive. And the reason for that, I think, is because they have realized that climate change is not
only important for the sake of climate and the planet, but for the sake of improving people’s quality of
life. And I think that when mayors have incorporated that component into their agendas, that made a
huge change.

Of course, a lot still has to be done. But I think this is a kind of mechanism that we should pur-
sue with mayors by making the case of how developing a natural capital accounting system can help
them to attract more investments into their cities. And to develop climate projects that will, at the end
of the day, improve people’s quality of life, and actually save people’s lives. When they incorporate that
dimension into their political speech, it turns out to be very sexy, actually. Because the problem is that
when mayors in the past talked about climate, it was not sexy enough. So that is why not many of them
did it. Once they have realized that talking about climate change and doing projects in that particular
area can become sexy -- because at the end of the day, it is about improving people’s quality of life
and saving people’s lives -- then the situation changes. And I think we can do something similar with
natural capital accounting by making the case of how beneficial it would be for them as a mechanism to
attract more investments, and to demonstrate the importance of valuing nature for improving people’s
quality of life. At the end of the day, it is a political game. Mayors are politicians, and they need to find
the political profitability of doing this. And I think that this a very easy case to make, but we need to
do it fast.

Joseph Stiglitz: So, the first point I make, one of the things that makes cities so interesting is that
they are a complex, interacting system where externalities are really important. And it's exactly in areas
where externalities are important that economics finds the greatest challenges, to put it euphemisti-
cally. That is to say, pricing is difficult, trying to assess the value of one thing versus another, the kind
of questions that Linda pointed out. Some of this is understanding the science of these externalities.

I think every time we see something like what happened in Houston -- from having so much of
Houston paved over -- and what that did to water; it reminds people that cement has consequences. It
has advantages in durability, but it has some very big disadvantages. And green may be better not only
in carbon, but in other ways. But the point I want to make is that because it's a very complex system,
valuations are going to be very, very difficult. And I think the big advance is that people are beginning
to now think about some of these systemic effects in a more systematic way. And I think that is a big
advance.

The second thing I did want to comment on was that I think the green city bank, which you have
been promoting, is a really good idea. While getting the private sector, green finance, is really import-
ant, one has to remember that the private sector is very bad in assessing long-term investments, and
climate is long term -- nature is long term. The private sector is very bad at assessing risk, and there is
a lot of risk in everything we are talking about in terms of climate. And the private sector does not do
anything about public goods and externalities. So, I think we can expect a lot more of the private sector
and we can try to get more out of it. But in the end, in some of these vital areas, it is really important
to have more active public-sector, multilateral development institutions, and in particular, green city
banks.
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And one of the reasons why I like the idea of green city banks and green community banks
-- and there are some being developed around the world -- is that they focus on the community. And
because they are focusing on the community they do focus inevitably on some of the externalities of
the interactions. And so, you can get the voices of those who are being affected more directly in a green
city bank than you get at a very high level, at the multinational.

The final comment I want to make is how it is important to realize that we make a lot of imputa-
tions in our GDP accounting, and they have consequences. Our measured inflation would be markedly
different if we treated housing differently than the way we do. We are all going to suffer because the
Federal Reserve does not understand this very well. And so, it has hyperventilated about some aspects
of inflation, and we are going to talk about that a little bit in a session we are having this afternoon.

The fact that there is this debate about the right social cost of carbon, is it seven, 60, or 120,
makes a very big difference for our decisions. And so that kind of valuation, I think, is a first-order of
importance. And climate change is probably the existential issue of the day. And if we cannot get that
right, then we are not going to get a lot of our other policies right.

Linda Bilmes: Thank you. Let’s take some questions So the gentleman over there.

Stefan: So, I am Stefan of Zurich and investment. So, I have a question on method and communica-
tion for method. When you've been talking about building an index for the valuation, I want to point out
there is a problem sometimes of nonlinearity. For instance, if you, say, I want to build an index where I
have the value of the water aquifer and the value of insects, pollinators, and the value of other things,
well, the problem is that without pollinators, you have no economy at all. Without water aquifers, you
also have no economy at all, because we'd just decline entirely. And so, there is no linearity there,
which aggregating, as Joe was saying before, does not make sense, because without a single element
of those, you have zero. And so, I was wondering, is there any work on that that has been done that
will take into account which is critical of that?

And about communication, whenever there is an event, COVID, Ukraine, we read in the newspa-
pers, “Oh, this country, the UK has lost 20% GDP.” Now, when is it that we will read... Can we expect,
at some point, to read in the newspapers, “Oh, this or that country have increased GDP, but have lost
10% of their natural capital,” for instance? Because that would change a lot of the conversation. And
so, do you have any reflection about why is it that it is not happening yet? We will see it one day. How
ready are the data that you guys are preparing? But by the way, congratulations. It was really very
interesting and insightful. Thank you very much.

Bert Kroese: On the latter part, that is exactly what should be done. That is goal, that we do not only
publish the economic development, but also what happened to the environment, to natural capital,
and to climate. We are not there yet. But for example, in Statistics Netherlands, we publish data for
the greenhouse gases along the same rhythm and according to the same definitions as reported GDP
amounts. At least you can see it in the same time and tell the story in the same way. For example, we
have made more profits but on the other hand we had more carbon dioxide emissions.

Another thing is that in the Netherlands, we produce the Monitor of Wellbeing, which is basical-
ly built on the concept of natural, social, human, and economic capital. Every year in May, when the
government has to go to parliament and has to discuss the consequences of its policies, this monitor is
there too. As a result, the whole picture of development can be taken into account.
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What happened to human capital in terms of education and health? What happened to natural
capital, including many of the things we discussed today? What happened to social capital, trust in
government and democracy, et cetera? And so, the day that the government goes to parliament, not
only the economic consequences of policy is taken into account but at the same time, simultaneously,
the other things. That is a big advantage and is also taken up in the media. There is no attempt to
summarize all values in one number, but it is more like a dashboard.

On the non-linearity, I do not really know. I think it is important to present the ecosystem ser-
vices separately, and do not do oversimplification.

Joseph Stiglitz: Can I ask one question that is related, which is does anybody ever calculate if climate
change continues in the way it is going, what will happen to the natural capital of the Netherlands
with such a large fraction of the country being underwater? You know, if you could calculate the con-
sequences for the natural capital of your country, of what is going to be happening if you did not do
anything and climate change proceeds? Has that calculation been done?

Bert Kroese: I think there are many studies in that direction, because part of our country is below sea
level. Actually, the house where I live in the Netherlands is about sea level. I do not know if there is
one definite number, but there are various models and studies. And it is not only the sea level, but also
the rivers, that are flooding.

Eli Fenichel: On the alignment, fully agree, and if you look in the US national strategy, it is not coin-
cidence that the goal is to release the annual numbers along with the -- I believe third quarter GDP is
what we said -- for all the reasons that Bert has discussed. On the non-linearities, there is a fair bit of
work. There are two kinds of non-linearity; there is sort of what I would call standard non-linearities
that are important and that is like curvature, and then there is non-convexities, and I think there is
more on the former than the latter.

One of the challenges of moving natural assets onto the national balance sheets is it is probably
not reasonable to think about the total value of natural assets. However, changes in the value of natural
assets can be measurable, because we know that small to moderate change in assets do have finite
value. This notion that we can value changes for things, even though the things might be infinitely
valuable if they went to zero. But we are not in a realm of where we are talking about going to zero,
hopefully, right?

So, if we are talking about changes that are more marginal or more incremental, that is where
the issue of how you build index numbers really matters. And that is the exact problem of when you
have changes in prices and changes in quantities -- it is not a straight difference. And this has been
known for 40, 50 years or more, right? And so those are the exact questions to be asking.

Mauricio Rodas: So precisely because of what Joe mentioned regarding the communitarian aspect
of urban life, I think cities are very fertile ground for developing a natural capital accounting system
-- because since there is this strong communitarian feeling. I think that for local authorities, it should
be fairly easy to communicate the benefits about investing in nature by having these kinds of accounts.
So, I think it can become a very strong communication tool for public authorities.

Now, the point is how to convince those public authorities to develop these kinds of systems.
And the problem is that I think that many mayors around the world do not even know about this, or the

Nature Counts: Accounting for the Environment in National Statistics
Economists for Peace and Security (EPS) Page 42 of 84



Panelist Discussion

effectiveness that this could generate for them. So, I think it is also a communication effort that should
be done with mayors. And I think that international organizations and city networks can play a vital role
in doing so by demonstrating that, for example, developing these systems can, as I said before, not
only help make the case about why it is important to invest in nature, but also to improve the shape
of cities, to access finance, to attract more investment. I think that when you make that connection, it
becomes really attractive, and mayors can be part of these kind of efforts.

Linda Bilmes: We will take next question.

Speaker 3: Yeah, I have a rural question. The focus on cities is quite interesting, but if any of the
panelists could comment, the question of soils and soil fertility, is that better along than some other
areas of natural accounting? Does it present special challenges of... Whatever you can say about soils
and soil fertility, and it is of interest to cities as well.

Linda Bilmes: Eli has some expertise on expert on soil fertility

Eli Fenichel: I am not an expert on soil fertility, but I have worked with experts on soil fertility.
Speaker 3: Department of Agriculture.

Eli Fenichel: Yes, and outside experts as well.

Yeah. What I will say is no. I actually think soil fertility is lagging more than many others, and it
is because soils are so complex. And one of the challenges that you see in just measuring things like
soil organic matter is within field variation can be greater than between field variations. So, the technol-
ogies for doing the biophysical measurements that we have talked about -- that are advancing rapidly
-- is an area that is like, three years, four years ago, when I was working with a team, and everyone
was saying how hard that was. Now, people are saying it is hard, not super hard, and that is moving
very quickly.

And then what we don't see are a lot of great arms-length markets in agricultural land, right?
The markets are not super thick, like you would see in residential housing, right? The markets are
much thinner when you are looking at it, so, there is not as much churn. A lot of it is rental and not
well recorded and well reported. And so, the economic data are a little bit fuzzier than you would see
in an urban setting, frankly, or a suburban setting on the economic side. And the biophysical measures
of soil fertility are rapidly advancing. I would be optimistic, in say, five years out, we will be in a much
better place. But I think right now the primary measure people are looking at is soil organic matter,
or soil carbon, which are basically the same thing. Those measures are still really hard to do at scale
repeatedly and reliably.

Joseph Stiglitz: Yes, I think this all comes down to what we are trying to measure here. Is it private
values or social values?

If we understood well the relationship between the physical characteristics of the soil, and the
fertility of the soil, then we can say how the (market) price should depend on soil fertility, because we
know what can be produced at what costs, and therefore we know the rents on the land, and therefore,
we know the value of the land, and how it varies with soil fertility. As it is, that may be different from
actual market valuation. We know, too, that the value of land does not incorporate well, in many cases,
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the risk of being underwater or being hit by a devastating hurricane. Thus, land values do not even
incorporate well “private values,” but they do an even poorer job in incorporating social values— reflect-
ing externalities on others, e.g. associated with water run-offs.

So, I think the evidence right now is strong that land markets are so flawed that in areas where
we have good estimates of productivity or the destruction of climate change, we ought to use those
estimates and not the market estimates. In doing so, we are in effect marking a correction for the ob-
vious market failure of ignorance.

Linda Bilmes: I think we have time for one more question. Yes?

Wes Austin: Hi, Wes Austin, US Environmental Protection Agency. So given that there was an effort in
the nineties in natural capital accounts that was sunk due to political opposition, I am wondering how
we can ensure that the numbers that we are tracking right now in this current effort do not meet the
same fate. And this also goes to other efforts abroad that might face political opposition.

Linda Bilmes: Thank you, that's an important question about how do we politically insulate these
efforts this time.

Eli Fenichel: So this is what I and my team have been thinking about for many months, and Joe was
around the first time (in the early 90s), so I am curious what Joe has to say as well, because I have
not talked to Joe about this. I have talked to other people who were there. What happened officially
in the 1990s -- and I am going to give the official version that is in the congressional record -- is that
Congress paused the BEA's work on environmental-economic statistics and gave BEA $400,000 to go
get a peer review on the methodologies. That is “"Nature’s Numbers,” which satisfied the congressional
request -- and there have been multiple peer reviews, including a GAO report in 2007 that there were
questions about a green GDP -- but the whole idea of environmental-economic statistics was something
that the US should be moving forward on. So this all happened in 1992 to 1994, when the BEA first
worked on environmental-economic statistics. The 1995 Paperwork Reduction Act was passed, creating
the modern version of the Office of the Chief Statistician, which is in the Office of Management and
Budget in the White House. The Chief Statistician has the authorities to coordinate across agencies and
develop new statistical products. That has been delegated by Congress.

In 2019, just to confuse everyone, Congress passed the 2018 Evidence Act, but I have been
always told that, to remind people it passed in 2019. This Act, again, changes the statistical system,
and for the first time really elevates a lot of the natural sciences, so like EPA where Alex Martin is the
statistical officer at EPA now. That is because of the Evidence Act, which basically allows elements with-
in EPA, USGS -- that were not part of the statistical system -- to become part of the official statistical
system, coordinated in the Office of the Chief Statistician.

So, while this does not guarantee that somebody will not throw a fit in Congress, Congress did
overhaul the way the statistical system is designed since the first go around, and this is not BEA doing
this. It certainly has the support of the Secretary of Commerce. And on Sunday, I am doing another
panel specifically on the US strategy with Jed Kolko, the Undersecretary of Commerce, as well as some
chief economists from other departments that are engaged in this. It is being run or overseen by the
chief statistician, who has the authority from Congress to develop these new statistical products, in-
cluding in the Evidence Act, which specifically calls for statistics related to the environment for the first
time.
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So yes, somebody in Congress could throw a fit, but now the legislation is much clearer than it
was in the early 1990s.

Joseph Stiglitz: Yeah, I mean, it is always going to be difficult, and I think they have moved in the
right direction. Obviously, if you have a president who does not want to... You know, like President Rea-
gan did not want to talk about inequality, so he stops doing it. There are ways of, quote, “complying:”
he appoints the wrong chief statistician and the frameworks and institutions that are created to try to
move forward - there is no commitment. This 15-year plan is great, but it does provide momentum. It
does expose any government that does not continue on in this line to having gone back on what was
a plan and progress.

One of the things that is important here is that this has become an international effort. So having
norms set by the IMF and the OECD makes any deviation by the United States or any other country
more exposed, and that is all you can do. You can reveal that you are not complying with those inter-
national norms of collecting data. Then that raises questions, why do not you want to collect the data?
And that becomes part of the politics itself. So, creating these structures does create a momentum, but
it is not irreversible. And so, it is not perfectly insulated from either Congress or from the administra-
tion. But it has some momentum that I think is very positive, and particularly when there are interna-
tional institutions that are moving along.

Linda Bilmes: Thank you all very much. On this final point, let me offer one anecdote from when I
served as the Assistant Secretary of Commerce for Management and Budget in the 1990s. The National
Weather Service, which is part of the Commerce Department, was modernizing and closing hundreds
of field offices. These offices held a hundred years’ worth of paper weather records from local weather
stations all over the country. We requested funds to protect and digitize that information, but many
Members of Congress didn’t recognize the value of that effort. There just wasnt much awareness at
that time that 100 years of weather records was actually valuable.

And even securing funds for modern computers at the Bureau of Economic Analysis was not
easy, because some Members did not recognize the need to invest in improving and securing accurate
data. But I think that since then, there has been progress in terms of cooperation, in terms of the global
effort around this, and in data quality. We deliberately chose an international panel today that is leading
these changes. As Joe said, the norms are changing around this issue, and hopefully that will benefit
the outcome over the next few years.

<<session concludes>>
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“Inflation and Inequality”
ASSA New Orleans Panel Session

Linda Bilmes: Good afternoon. I am Linda Bilmes, Co-Chair of Economists for Peace and Security
(EPS), and I hold the Daniel Patrick Moynihan Senior Lecturer Chair in Public Policy and Public Finance
at the Harvard Kennedy School. I am delighted to welcome you to the second session that Economists
for Peace and Security is sponsoring today. I see some familiar faces in the room from the earlier ses-
sion, which focused on how we can revise the way we produce national and international economic
statistics to incorporate environmental values.

Economists for Peace and Security is a group of experts in economics and related fields dedi-
cated to world peace and economic justice. It was founded by Kenneth Arrow, Lawrence Klein, Robert
Solow, Robert Schwartz, and Barbara Bergman. From the beginning, we have interpreted our mission
broadly to include not only nuclear disarmament but also preventing the root causes of conflict. Our
Fellows and Members have an interest in public policy challenges including social inequity, economic
distress, access to healthcare, and protecting the planet.

The group of individuals who have been involved as trustees of Economists for Peace and Se-
curity includes some of the finest minds in these fields, including Nobel laureates Amartya Sen, Daniel
McFadden, Eric Maskin, Roger Myerson, Oscar Arias, George Akerlof, Robert Solow and Joseph Stiglitz,
my long-time co-author who is here on his 2nd EPS panel of the day, and numerous prominent thinkers
including Sheila Bair, Jason Furman, Robert Reich, George Papandreou, James Galbraith, Sir Richard
Jolly, Allen Sinai, who is moderating this afternoon’s panel, and many, many others.

This panel is focused on two critical issues that are dominating the headlines, inequality — refer-
ring particularly to the vast income disparities that have been growing for the past three decades, and
inflation — which has returned like an unwanted ghost from the past. I'm delighted to introduce this
panel and our distinguished moderator, Allen Sinai. Allen was a pioneer in the use of quantitative mac-
roeconomic and econometric techniques for economic forecasting and is one of the leading forecasters
in the world, with a background spanning academia, finance, business and government. Among his
many roles in a long career, Allen has taught at Northwestern, the University of Chicago, MIT, Brandeis
and Boston University, served as Chief Economist at Lehman Brothers, worked closely with the Fed-
eral Reserve and Bank of Japan, and is currently President and Chief Economist/Strategist of Decision
Economics, an economics and financial markets forecasting and advisory firm. Most importantly, he is
a long-time Fellow — and friend — of Economists for Peace and Security. Allen will now introduce the
session and our panelists.
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Allen Sinai: The title of this Session of Economists for Peace and Security (EPS) at the 2023 ASSA
Meetings is “Inflation and Inequality.”

The two, Inflation and Inequality, in and of themselves, are important topics of the day. Inflation
is way high, the highest since the 1960s, ‘70s or ‘80s. The two represent short-run and long-run issues
for the American economy, the Federal Reserve, Washington fiscal policy, financial markets, and the
sentiment of America.

Inflation is currently the highest since the 1970s and 1980s, perhaps worsening an already huge
threat to the future of America, that's Inequality. Inflation has, in and of itself, become one of the most
important economic and political issues facing the country.

Inequality is a transcending problem—Ilonger-run a societal, economic and political dynamic that
has taken down countries throughout history and fomented political revolutions.

Both Inflation and Inequality, their interactions and policies to deal with them, are the subject of
this Session.

Some Recent History
The Intersection of Inflation and Inequality, and Perspectives

After many years of very, very low price inflation, an External Shock, a unique non-economic
event, COVID-19 and a resulting Pandemic, shut down the U.S. economy, producing an unprecedented
two-month depression in a severe downturn but for only two months, with price deflation.

Then, at the end of the first stage of the Pandemic, as new vaccines began to be used a huge
rebound occurred, starting in April 2020. Pent-up Demands were unleashed. Ultra-Easy Monetary Policy
that had been put into place—zero interest rates and Quantitative Easing (QE)—took hold. The Massive
Fiscal Stimulus responses that would not have happened except for the COVID Event provided a huge
lift to the economy and continue to do so.

Against the restraint of the Supply Shock from the Pandemic, particularly food, energy and the
labor market; inflation, not surprisingly, shot up, and exceeded, in its ascent, all thought likely.

Inflation does appear to have peaked or is peaking. But don’t expect inflation to decline rapidly
to the Federal Reserve’s 2% target.

Historically, inflation stays “Sticky High” after accelerating to cyclical highs. Sticky-High inflation
is not just a problem for the economy and policymakers, it also presents an inequality problem because
it particularly hits lower-income families that typically have a big proportion of budgets in basic pur-
chases. This crowds-out other purchases and reduces the standard-of-living for many families.

Inequality, broadly defined as inequality of income, wealth, more recently education, healthcare
and opportunity, is made worse by permanently higher inflation. This is a large set of areas of impact.

Janet Yellen, Secretary of the Treasury, has emphasized education. Others healthcare. And I add, op-
portunity.
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An Historical Perspective

Perhaps at the center of the divisiveness in the politics of America, certainly in historical perspec-
tive, and at the heart of a longer-run competition identified by President Biden as between China and
the US, Inequality is real. The question of which form of capitalism will prevail, liberal or democratic,
the US form, or authoritarian capitalism, the China form, will be front-and-center in coming years. This
has been framed in Branko Milanovic’s “Capitalism Alone.™

The Session
For this Session, “Inflation and Inequality,” we have a distinguished Panel.

First is Mayor LaToya Cantrell, Mayor of the host city for the ASSA this year, New Orleans, a per-
fect person for the topics of this Session, particularly for an intellectual, liberal, out-of-touch-with-reality
guy like me, and perhaps some of the attendees.

Nothing could be more nitty-gritty, on-the-ground, than the running of New Orleans, what you
do, Mayor Cantrell, representing your constituents—people from all walks of life, income levels, rich and
poor, hard-working city employees, from a place in the United States that has been particularly hardhit
by the Pandemic, climate change, and where so many struggle to make a living for their families in a
difficult economy.

And you, in the thick of things, running this city and dealing with its people and problems every
day, living and breathing it every day, immersed in a city thought to be deeply in the difficulties that
inflation and inequality bring, are particularly able and qualified to provide dimensions of insight to us.

My wife says I don't listen enough. And, so I listen when she says it, but then I stop listening. I
think one of the problems in America is that we don't listen enough—to the people who live, work and
struggle with the inflation, inequality, and negative effects from inflation that make inequality worse.

Those of us who make or contribute to policy, particularly at the federal level, or who influence
policy, may not feel the reality of income and wealth inequality, and often are remote, except academ-
ically, from that reality.

In my life at Lehman Brothers, did I really understand what was going on in the “trenches” for
“ordinary” Americans? When I advised Congress in Washington and, yes, Presidents or their Adminis-
trations, Democratic and Republican, did I really have the “feel,” other than from where I grew up, in
Detroit Michigan, of the pain and suffering from inflation and inequality?

We need to know about this because we can't do anything about inequality if we don’t know
what is going on and how it really is. To know about it, we need to listen, especially to those who are
living it.

And so, I am not often welcome at dinner parties up in the Northeast, friends’ dinner parties in
the Boston area, where I now live, because I complain to them that they are not listening. They are
listening, but only to each other, not to whom they ought to be listening. That’s a recipe for disaster

! Branko Milanovic, “Capitalism Alone, the Future of the System that Rules the World.” Harvard University Press, Cambridge, Mass., 2019.
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in the politics of America. And in the history of the world, it’s a recipe for revolutions!

After the Mayor will be Jason Furman from Harvard’s Department of Economics and the Kennedy
School. Jason was Chair of the Council of Economic Advisers in the Obama Administration from 2013
to 2017 and the Chief Economic Adviser to President Obama.

His title is “The Progressive Case for Inflation Reduction.”

We then have by Zoom, Sandy Darity, joining this Session remotely. Sandy is Director of the
Dubois-Cook Center on Social Equity at Duke University, focusing on inequality, particularly race, class
and ethnicity’s history, on slavery and reparations. He’s the most distinguished scholar in America and
the world on these topics. His title is "Making America Great for the First Time.”

And then, finally, the fourth panelist, Joe Stiglitz, a Nobel Prize winner for, among other things,
Asymmetric Information, and who has written a number of books on today’s topic, including The Price
of Inequality (2012), People, Power, Profits (2015), and The Great Divide: Unequal Societies and What
We Can Do About Them (2015).

Joe was a winner of the John Bates Clark Medal in 1979 for the most distinguished economist
under 40. Currently, he is a University Professor at Columbia. He also served as Senior Vice President
and Chief Economist at the World Bank (1997-2000) and Head of the Council of Economic Advisers in
the Clinton Administration from 1995 to 1997.

His title is “Inequality and Inflation.”

Now, the Agenda. Each speaker has 10-to-15 minutes for opening comments. After these pre-
sentations and some closing remarks, I will moderate an interactive Q&A and discussion with the pan-
elists and the audience.

Mayor Cantrell, the floor is yours.

LaToya Cantrell: I will be speaking just from notes. I can't believe we don’t have another microphone
in the City of New Orleans. The mayor is blamed for everything. Don’t blame me for that.

Allen Sinai: Can you snap your fingers to make it happen?

LaToya Cantrell: I wish. I wish. I wish.
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LaToya Cantrell: Thank you all so much for being here, and it really is great to welcome you to the
City of New Orleans, the over 7,000 economists that are here.

The City of New Orleans is definitely back, I would say!

We were the face of COVID when it came our way in March 2020, right after Mardi Gras. We
became a hotspot in the country.

And so, it caused me to make some very quick and swift decisions, shutting our city down and
the like, because we were on the path of having thousands of people die in our city.

Because of the guidelines we put forth, and because of the civic trust that was demonstrated by
our residents, we were able to beat back COVID-19 and, of course, move through and be able to open
up our city, preparing ourselves for Mardi Gras 2023.

Today is King’s Day, so you can see my little earrings with the King cake and all. It's just the start
of Mardi Gras season, but definitely a great start with you all here.

I mentioned COVID simply because it was the economists I had to lean on every step of the way
to ensure that I made the right decisions that would impact our fiscal stability. And, of course, having to
shut down, this city being one that is driven primarily by hospitality and tourism, you can only imagine
how we were hard hit, definitely fighting for resources from the Federal government, for direct alloca-
tion of American Rescue Plan dollars.

We really did not get funded when money did come through the CARES Act, $70 million not fully
reimbursed, although we did everything right. Our state took our dollars and that impacted us directly.

I will say that the single fight for direct allocation has been the lifeblood in saving our city, with
the ability to not only open up, but to get back to basic city services and the like, and to do more, quite
frankly, and be transformative as we rebuild ourselves and our lives from COVID-19.

We will be hosting the 71st Miss Universe competition in New Orleans next week. That's a big
deal; again, just a reflection of how our city is bouncing back.

But it was economists, listening, that prompted me to take out a certificate of indebtedness so
that we could have money to rely upon. You don't wait until you run out of gas before you have the
dollars to put more gas in the tank.

What it was, it served as a lifeline as we moved through 2021 and 2022 being able to tap into
those dollars from that COI, but also leveraging it with other dollars, for necessary support. It's mean-
ingful that I have your ear. I just wanted to say thank you for what you all do, because I understand,
in terms of being Mayor of this city, how it's helped us be fiscally prudent, fiscally sound.

We now have the largest fund balance we have ever had in the history of our city, over $136
million. And, of course, being at the forefront of climate change and other disasters that may come our
way, we have to make sure that we're able to stand up, beat back whatever, all the things that come,
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e.g., Ida, a hurricane. Well, we missed a hurricane. But we just had a tornado. This city is on the fore-
front of climate change.

And so, when you think about inflation and also inequality, again, the City of New Orleans is
known as a long, storied history of a city that CARES forgot. Because when we think about disparity
gaps in our city, those that are the most vulnerable are supported.

My motto is our ability to meet people where they are. If we're going to deal with inflation, and if
we're going to deal with inequality, you have to meet them where they are, where they live in this city.
You have to know that Census Tract in order to activate resources and services for your people. That's
how I operate. That's how we were able to move through COVID, being very specific about where the
issues were, but going to the people.

When I think about it, and as I'm talking about inflation, and how we’re managing through it,
and inequality, and going back to that model of meeting people where they are, I first start with talking
about livable wages and workforce development. This is key.

On livable wages, what we had to do here was start with City Hall. I had to start with where I can
demonstrate that the City is focusing on where the needs are the greatest, within our own community,
meaning those who work for the City.

And also, we have to make sure that the people we depend upon to serve are factored into how
they are impacted by inflation. So, I very quickly moved to increase wages, the minimum wage to $15
an hour. This is something that I could do as Mayor for city employees in order to increase the minimum
wage for our city overall. For the private sector, we have to go to the State of Louisiana. I wanted to be
an example for private industry of what we need them to do to take care of people. Meet the people
where they are. Because that is a part of our economic driver, and, of course, the infrastructure of this

city.

So, I moved forward with not only increasing the minimum wage, but also a cost-of-living adjust-
ment of 5%, which happened in 2022. We did a lump-sum payment. This was something that wasn't
promised on the front end, because we didn't have the money. But I told my folks, if the dollars really
came to pass, meaning through the American Rescue Plan and direct allocation, then I could make
some sound and solid decisions because I knew what we would have, and not be surprised, if you will,
about what would be taken away at the state level from the City of New Orleans.

That cost-of-living adjustment, and making the decision that it was going to be a lump sum,
meant the world to our people. They were able to get the money in a lump sum, and then make sound
and solid decisions for their families of how they would spend that money. I come from a single home,
a single mom. I come from paycheck-to-paycheck, welfare to work. And so, I know firsthand how that
lump sum, or just a little bit of dollars, can go a long way when you get it at one time. And, it's been
transformational for our people.

But, that also was impacted by a 2.5% pay raise for 2023, 2.5% raise for 2024, just living in that
margin of 2022 up to 2025, thinking about when we should see greater change in our economy.

In addition to that has been our workforce. Understanding, you heard me say that hospitality is
the driver, right? But also, the need to diversify our economy has been front-and-center about what we
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do in our city. On the front end, having our hospitality industry and our workers suffer tremendously
through COVID-19, I had to come up with ways to get them back to work. So, not just by lifting up
programs to provide resources or money to them directly, but also diversifying their skill sets.

One quick thing that we did was in technology. We are a fast-growing city relative to tech in our
city, and so one thing we did was train hospitality workers for tech sales. We had to get them to under-
stand that as they pitch that risotto, as they pitch that drink, as they provide customer service, it was
transferable and translatable to tech sales. And so, we were able to put money into providing training.
Now I can stand here and say that multiple dozens of people have been trained, they are now making
$85,000 to $100,000 a year and they are not going back to hospitality. Although that’s a great thing.
But you have to diversify your economy and that means giving people tools to be better, to protect
themselves and their families, and to put more money into their pockets.

This also speaks to climate change and resiliency.

This city, New Orleans, is on the forefront of climate change. We are diversifying relative to
green infrastructure; for example, blue infrastructure, making sure that we are putting in and spending
millions of dollars, literally daily, on infrastructure improvements throughout the city. Drainage projects.
Holding water. Bringing it up and going into our drains. Mitigating flooding throughout this community.

We have to be smart about what we do, but that also means training people for the jobs of the
future, expect where those jobs are right now. We have spent hundreds of millions, actually over $1
billion, and so much more, that will be put into the ground in this particular area of infrastructure. We
have to train our folks for jobs that are now and that’s how we believe that as we train them, we give
them access to real opportunity. We are meeting people where they are. That’s growing our economy,
growing our people.

In the space of energy, New Orleans is very well positioned to be the energy capital of the world.
We saw how microgrids seem now a part of what we're talking about. We saw it firsthand when we
were hit by Hurricane Ida last year; but again, how that impacted other cities around the country. And
so, with that, the City of New Orleans is positioned in wind manufacturing, offshore wind generation,
hydrogen, and the like. Grooming our people, training our people, for these areas is what we are doing
and it's paying dividends.

In addition, we have restructured procurement practices. So, when I talk about these millions of
dollars, over $1 billion, that we have to put into the ground and infrastructure, money already Federal
Government allocated, we have to do the job. It's on a deadline. We have to get the projects done. But
the contracts are multi-million dollar projects and therefore we have de-bundled the contracts associ-
ated with these projects, because we need to give our people a better fair shake and an advantage of
being able to bid on these projects. So we de-bundled, meaning that small minority contractors, our
small contractors across-the-board, have a greater opportunity of getting a fair shake. With de-bun-
dling, we've been able to spread out the support. And now I can say that we have subs, that were
previous subs, now serving as primes. Large-scale companies are now subs. That's how we turn the
map around and diversify, giving people better opportunities and a greater shake in our city.

This also speaks to that blue and green economy as well, the de-bundling that’s happening as
it relates to costs associated with energy and utilities. That’s a big deal here. Our people are paying so
much for utility bills, whether electricity and/or water. This is something we know that we have to deal
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with.

We have a climate action plan that we have adopted. It is heavily embedded with solar energy,
Solar For All programs, that we stood up wanting to get the bear out of people’s pockets. That'’s at-
taching them to additional resources to help pay their bills. But we know we are looking at long-term
sustainability, trying to get the bear out of their pocket over the long haul.

The Solar For All and other opportunities, energy efficient homes, weatherization, are something
we are doing to help our people in the city as it relates to inflation and inequality.

I also wanted to talk about housing and affordability. That is a big issue as well when we talk
about inflation, something we don't take lightly. We have been able to leverage over $71 million in this
COVID environment, getting people help on rent. We are still a city of majority renters, with about 45%
home ownership.

We have to focus on moving folks to home ownership, no doubt about that. We've set up pro-
grams with soft seconds, and the like, that are getting people into homes. But we also are structuring
to keep them in homes. It's necessary for us to do. We have put over $71 million into rental and utility
assistance for over 17,000 households.

This, again, gives us an ability, as we are getting the money out the door, to tap into additional
resources coming from the Federal Government because there were other cities that were struggling to
get the money out. But when money’s on deadline, it needs to hit the ground. So, we are positioning
ourselves to be able to meet people where they are with those dollars in real time.

We even stood up an eviction diversion program that received a national award, keeping people
from being on the street.

Also, food insecurity. I heard that mentioned. We were able to leverage resources, created a
food security task force, and put over 500 hospitality workers and restaurants to work to feed our com-
munity. We leveraged over $30 million to do that.

I'm most proud of, as I think about this guaranteed income pilot program, universal basic income
is something I have embraced and joined mayors across the country in standing up for. Right now we
do have a pilot program, 125 Opportunity Youth. It's the first universal basic income program, focusing
on the youth, in the country.

It's a $350 stipend that’s given to 125 persons so they can become fiscally stable. We partner
with the University of Pennsylvania and Tulane University, in terms of managing the data, and of course
being able to prove the effectiveness of this particular program.

What I'm saying is that we are doing multiple things on so many different levels to deal with
inflation and the inequities in our city. But what I will say, and I'll leave you with this, more will come
out in Q&A, as the mayor of the city, what I'm seeing when I think about inflation, is also as relates
to these projects I kind of touched on. We are seeing bids come back anywhere 47% to 120% higher,
meaning the cost to the project. So, when you think about, on the ground, what does that mean? It
really means that we're going to have to pick and choose and prioritize which projects we can move
forward on.
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We don’t want to spend all our money at one time. But again, when you have money that’s on
deadline, it forces you to make some solid and tough decisions about which project you will advance—
sooner rather than later. But then, also, I'm sure as economists, I have to be very... What do you call
it? I forget the word. We can’t spend it all. We have to be prudent in our practices. So, I don't want to
take on a project where the project cost has gone up 100% today and if I wait it out two to three years
and come back, the cost can come down. I want to try my best to be conservative in terms of how we
approach these projects and how we prioritize them, because you can spend it all at one time, and then
the city is screwed.

The city is screwed when we're talking about green infrastructure, flood mitigation practices and
the like. We have to prioritize. I'm just sharing that with you. Hopefully, you can share something with
me, some insight on that. But it is something that is keeping me up at night when I'm talking about a
city on the forefront of Climate Change, which already has changed. And, of course, there are Infra-
structure projects that need to get done on a timeline and on deadline for the money. And, at the same
time, we want to keep our city and citizens and your visitors safe as well.

So thank you again for indulging me. Thank you for having me. Welcome to New Orleans and let's get
on with the program.

Allen Sinai: I like the way you do things. I like the way you do things. And you know what? I need
somebody to help me with my budget.

Let us turn now to Jason Furman.
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Jason Furman: I'm not good going after the mayor though because she just covered everything so
incredibly well and I'm just going to talk about three variables.

Her comments are a reminder why federal government policy can often be so much easier than
local policy because you just have to do every single thing when you are a mayor, especially dealing
with a city like New Orleans and the challenges you outlined so well.

I was very involved in the response to the Financial Crises and in the years after. I was involved
in @ number of projects to distill the lessons learned and to come up with ideas on what could be done
better next time. And, when you're sitting in a Think Tank or something and writing lessons learned
from an after action report, you usually think the lessons learned in your real report are going to be
completely irrelevant. No one’s going to ever look at it and care.

COVID-19, The Pandemic, Policy Responses and Inflation

This time, compared with the Financial Crises of 2006 to 2008, we were actually really suc-
cessful.

In responding to COVID, the COVID responses didn’t make any of the mistakes that were
made in responding to the Financial Crises. Instead, it made a brand new set of mistakes. And I, for
almost my entire career, starting in the 1990s, was on the more expansionary side of almost every
macro debate. Over the last two years, I, for the first time, found myself not on the more expansion-
ary side of the debate. I want to go through and explain that. I should caveat this by saying in what
I think are the apocryphal words of then Chinese Premiere Zhou Enlai when asked to evaluate the
French Revolution 200 years after the revolution, said "“it's too soon to tell.”

That’s a little bit the case with the macro response here. In some sense, you can think of it if
we sent a million soldiers to a foreign country. They won the War, which is fantastic. Today we found
out the unemployment rate is 3.5%, tied for the lowest it's been in 50 years, which is just inspiring
and exciting. But we haven't yet figured out if those one million soldiers are going to get back safely.
And until you get those soldiers back safely, you can't really evaluate whether the War Plan itself was
successful.

So there’s a common phrase that it's better to err on the side of doing too much, not doing too
little. In some sense, I agree with this, it's unobjectionable. It does have the word err, which implies
that you actually can make an error and it's not really very quantitatively useful.

How Much is Enough in an Aberrant Situation?

Do you want to do $1 trillion or $10 trillion or $100 trillion? Surely, at some point you actually
can err on the side of doing too much, not too little. So to look back and try to evaluate what was being
done, it's too soon to tell because we haven't seen the exit yet. These things are really impossible. This
isn’t like a controlled experiment in a hundred countries, getting one treatment, then a new 100
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countries, and getting another.

I'll just briefly do a little bit of comparison with the economic experience coming out of the Financial
Crisis in the United States during 2006-2009 and a little bit of comparison with the Euro area to see
what we can glean from the two.

Unemployment Rate peaked much higher and recovered much faster than last time...

Chart 1: Unemployment Rate
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So, this is the unemployment rate and doesn’t include the latest numbers (Friday, Jan. 5, 2023).
We can add another little wiggle down to 3.5%. So much better this time. It went higher, it fell much
faster, it came down much faster and went lower. At this stage in the last Recovery, the unemployment
rate was still 8% and going to take another seven years to get to where it is now.

Inflation, on the other hand, has been much higher this time. It wasn’t anything to be noticed in
the last recovery (Chart 2). This time it's gone, as Allen said, to the highest rate in decades. Although
the last two months were a decent amount better, it remains to be seen whether that lasts or not. If
you try to put these together, you can look at the incomes of households over comparable periods for
the last two episodes.

...But inflation has risen much higher this time

Core Consumer Price Index
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Sources: Bureau of Labor Statistics (BLS); Macrobond.
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*Taxes and transfers cushioned the blow in 2010,
while amplifying the gains Post-Pandemic

Chart 3: Change in Average Household Income for Working- | Change in Average Household Income for Working-
age Adults, 2007-2010 age Adults, 2019-2021
Percent Change Percent Change
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On the left of Chart 3, you see the 2007 through 2010 experience. This is the brunt of the Fi-
nancial Crisis. The blue bars are what happened to people’s market income. That went down. That's
because you still had really high unemployment in the year 2010. They especially went down for the
bottom 50% who bore the brunt of the job losses where there was a truly horrific economic impact.

The orange bar shows what happened to disposable income after taxes and transfers.

You can see that back then, policy, which I think was inadequate, did do actually a pretty good
job of insulating people. Incomes went up over that terrible, terrible period for the economy. When you
took into account what you got from the government, you were actually better off by about 5% in 2010
relative to 2007.

Now look at the current episode, which you can see on the right. The same sort of period of
time, 2019 to 2021, is as earlier. But here, the blue bars are pretty small because the economy had
mostly recovered by 2021. The orange bars, after taxes and transfers, show enormous gains, especially
at the bottom. Some of the biggest gains in income we have ever seen are represented because of the
taxes and especially the transfers.

So how do consumers evaluate all of this?

Chart 4 shows U. of M. Consumer Sentiment over the two episodes.

*Note: Working-age is 20-64.
Sources: Realtime Inequality (Blanchet, Saez, Zucman); author’s calculations.
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Overall consumer sentiment was higher and rising faster following the Financial Crisis

Chart 4: University of Michigan Consumer Sentiment Index
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In some ways I look back with envy and wish that we had an unemployment rate of 3.5% in
the year 2010. Consumers look like they might have rather had the slow high unemployment recovery
from the Financial Crisis rather than the high inflation that exists now. This isn't the perfect measure,
but you can look at a variety of survey-based measures of how people feel about the economy and,
in general, they seem to report feeling more negative now, the orange line consumer sentiment, than
they did then. The blue line, this is imperfect partisanship. All sorts of things show up in this. But for
people, it's hardly clearcut that the 3.5% plus higher inflation is better than the 8% unemployment rate
plus lower inflation.

Let’s now just quickly look at the United States compared with the Euro area.
Chart 5 shows the gap in Real GDP from the forecasts made prior to the Pandemic.

U.S. output recovered faster than European output, but they converged by mid-2022...

Chart 5: Gross Domestic Product
Percent Difference from Forecast
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Sources: Bureau of Labor Statistics (BLS); Macrobond.
Bureau of Economic Analysis (BEA); Eurostat; Macrobond; Congressional Budget Office; European
Central Bank (ECB); author’s calculations.
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If the Pandemic hadn't affected the economy, you'd expect to see just a horizontal line. That’s
what the economy should have done. Instead, it went way down. It recovered and went way up. The
United States recovered faster than Europe, but subsequently Europe basically caught up with the Unit-
ed States. And, that’s even despite having a much more negative supply shock in the form of the large
increases in natural gas and food prices associated with the Russian invasion of Ukraine.

And, in fact, wherever you look, every country in the world basically has recovered pretty well.
Some a bit better than others; some worse than others. But no matter what was done in policy when
the social distancing lessened or ended what households took away on their own, economies rebound-
ed.
The U.S. has fared relatively poorly in terms of employment

Chart 6: Change in Employment Rate Since 2019Q4, Age 25-54
Percentage Point Change
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On employment (Chart 6), the United States has actually done worse than almost everywhere
except the current basket case of the United Kingdom. The employment rates are generally higher in
most other countries than prior to the Pandemic. The employment rate in the United States for prime
age workers is still a little bit lower than it was. So you had this thing that we also saw after the Finan-
cial Crises, which is that GDP recovered better in the United States than elsewhere. Employment lagged
and fell behind where other countries were.

And, then finally there is inflation. If you look at cumulative inflation, Core inflation, taking out
Food and Energy, is about four to five percentage points higher in the United States than in the Euro
area. Even overall inflation is still a little bit higher in the United States, despite the fact that the Russian
invasion of Ukraine had a much bigger impact on the supply side of the European economy through the
prices of electricity and the like.

The United States has had more inflation—especially Core inflation

Chart 7: Consumer Price Inflation vs. Dec. 2019 Core Consumer Price Inflation vs. Dec. 2019
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Sources: Organisation for Economic Co-operation and Development (OECD) via Macrobond; author’s calculations
Note: Seasonally adjusted using Macrobond. HICP-U for United States.
Sources: Eurostat; Bureau of Labor Statistics; Macrobond; author’s calculations.
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So, to summarize the facts before I get to interpretation, this time in the U.S. and elsewhere,
there was a faster recovery than after the Financial Crises of 2006-08, a slightly faster GDP recovery
than Europe, but a slower employment recovery. And, the United States has considerably more inflation
than it did in the Financial Crises or than Europe or really any other country.

So, what's the interpretation of this fact pattern?

There are two broad stories at work and the relative magnitudes of them I'm not entirely sure
of, but both of them are quite important!

The first is that last time we had a Financial Crisis, this time we had a Natural Disaster. You tend
to recover from natural disasters relatively quickly. A V-shaped Recovery is the norm after a natural
disaster. After a Financial Crisis, it’s normally sort of an L. The economy goes down in growth and stays
down.

You can look at 800 years of history of Financial Crises and countries a decade later tend not to
have recovered the per capita GDP they had when the Crisis hit. Natural Disasters are nothing like that!

This hypothesis is consistent with just about every country in the world when their economy re-
opened, GDP went back roughly to the track it was on. The other piece of this, though, is the difference
in the amount of support given to the economy.

Hypothesis 1 for the difference:
U.S.—Smaller vs. larger fiscal support

Chart & Fiscal Stimulus as a Percent of GDP,
2008-2010 and 2020-2021
Percent of GDP
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Chart 8 shows fiscal stimulus as a percent of GDP. It was much bigger in 2020 and 2021 than in
the Financial Crises. Now it was the Financial Crises, I used to brag and correctly so, that provided the
largest discretionary countercyclical fiscal response to a Recession the United States has ever mount-
ed. I never thought it was large enough, but we had never done anything so large as those left-hand
side bars. We did something way larger this time, larger than ever outside of World War II. The United
States’ response was also considerably larger than what you saw elsewhere.

Note: Calendar year.
Sources: Calculations based on Council of Economic Advisers (2014); Congressional Budget Office; Office of Management and Budget; Bureau of Economic Analysis; Macrobond.
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Chart 9 looks at a subset of the fiscal response, social benefits to households in 2020 and 2021
compared with the prior episode, before the Pandemic.

Hypothesis 2 (cont):
Smaller vs. larger support across countries

Chart 9: Social Benefits to Households in 2020 and 2021,
Relative to Trend
Percent of 2019 GDP
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This was a combination of discretionary changes where the law was updated and checks sent
out and other things that happened automatically. The unemployment insurance system is more gen-
erous to begin with in Germany. You can see that the United States was at 9% of GDP, Germany at 2%
of GDP. And, this is only a subset of the support, as a whole about 25% of GDP. This doesn't include
state and local assistance nor does it include the Paycheck Protection Program (PPP). It doesn’t include
money spent on the health response and the like. But, there still was quite a large difference in fiscal
policies.

I don’t have time to go into it now, but for a variety of reasons I think at the margin the first
amount of assistance helps GDP, but then you run up against a supply constraint. You can't really ex-
pand supply more and so it shows up more in inflation and that’s why the gap in inflation rates, for
example, between the United States and Europe is a much larger one than the gap between the two
economies seen in terms of GDP. We have got sort of, I'm making this up, one extra unit of GDP for
four extra units of inflation on the last couple of dollars spent. It should be noted that monetary policy
also played a role in bringing us to where we are now.

Actual monetary policy cut short-term interest rates to zero or near-zero. There was an extraor-
dinary expansion in the Federal Reserve’s balance sheet that held down long-term interest rates. All
that was quite welcome.

But then came 2021. This sort of normal monetary policy rule, a very dovish version of the Taylor
rule, was screaming that interest rates should be raised. The Federal Reserve basically took another
year before it lifted up the federal funds rate.

I think if you quantify the impact of this on inflation, it's probably smaller than the impact from
fiscal policy on inflation. But in some ways, it was also more of an egregious error. Congress, you always
expect to make political choices. In March 2021, the economy was still hazy. That June, and in

Note: Trend social benefits spending based on average growth rate for 2018 and 2019.
Sources: Organisation for Economic Co-operation and Development; author’s calculations.
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September through December 2021, the Federal Reserve should have been a more technocratic insti-
tution, had more data at its disposal, and able to move more quickly. But it did not.

So, I have talked about two problems. My important point isn’t that these two plagues were on
both houses. I think I probably would rather have had this problem, the “too much” problem than the
“too little” problem we had last time during the Financial Crises of 2006 — 2009.

But that doesn’t mean we shouldn't try to do better than in both of these episodes. Too little is
just a big problem. I'm not going to devote much time to it because my guess is people understand
and believe it and have internalized it. But a worker that lost a job in the Great Recession, you look
at earnings two years later and it's considerably lower than what would have been if they hadn’t lost
their job. So, this can be scarring and can have long-run impacts; in fact, not just on workers but the
economy as a whole.

On the other side though, I think too much can be a problem. I am not going to do justice to ev-
erything on this overly tiny print list. But one thought is that some of the temporary employment gains
may come from an impermanent inflation loss or be borrowed from future inflation losses. You get more
of an employment gain up front and then raise the unemployment rate to get rid of the inflation you
got through the lower rate.

When you look at the benefits of low unemployment, I think they are quite large, but I would
get more troubled by a half point increase in the unemployment rate than I would be excited about a
half point reduction.

I think that if in an involuntary recession, millions of people are thrown out of work simultane-
ously. In some ways, that’s a much bigger problem than getting the unemployment rate a few tenths
lower. As I said, for a variety of reasons that I don't have time to go into, I think at the margin, the
extra assistance when you make something too large, you're going to get more inflation than output,
especially in a severely supply constrained economy that was pretty predictable and predicted for the
year 2021.

Real wages may be countercyclical, especially if you have a big burst of inflation.

Do workers have the bargaining power early to say, we had 8% inflation last year, give me an
8% raise? I can tell you I didn’t have enough bargaining power to go to my university and get the nor-
mal raise I should get relative to inflation. A lot of American workers, unless they switched jobs, had
the same experience. There weren't a lot of 10% raises if you stayed with the same employer last year,
which means a lot of real wage losses.

Fifth, and this is something that I didn’t think so much about two years ago as I do now. The
public’s assessment is different from what economists think. We're very attuned to inflation illusion. I
can go to somebody and say, sure, you lost on real wages, but what about your $200,000 mortgage
that now just got $20,000 wiped off? That’s like you got $20,000.
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Inflation and Inequality—Stimulative Macro Policy Can Offset Inflation’s
Negative Effect on Inequality

Through first approximation inflation has winners and losers. The losses are more second order
than first order. The net loss is second order.

The first order is winners and losers. I've yet to meet somebody that’s excited about winnings
from inflation. No one thinks they win. No one notices their winnings. No one can be convinced of it.
Moreover, inflation affects people across the income distribution quite differently. Unemployment is
more concentrated. That's why I care more about unemployment, but the public feels a little bit differ-
ently.

Finally, high inflation gives less room for monetary policy flexibility in the future. High debt gives
less room for fiscal policy and to some degree, just like I think we did not repeat the mistake of the
Financial Crises of doing too little, next time we may make the opposite mistake as this last time. We
may say, oh wait, we did too much last time, let’s not do that again. And we may end up doing too little
and getting a depressed business cycle upswing.

So what does this mean? I think we can do better at getting to something more like Goldilocks.
Some of it just comes from quantifying the fiscal side. Part of my passion on this topic is that I was
going through really carefully trying to quantify what I thought the size of the fiscal support should be,
putting out numbers and ideas on it.

What Congress and frankly originally President Trump, who came up with the idea of $2,000
checks, I don't think the result of careful calculation. It was something else and Nancy Pelosi accepted
it for political reasons and then Joe Biden did it. So it's not surprising that it was hardly optimal. So I
did this recent set of lessons about the latest experience in an article with Wendy Edelberg and Tim
Geithner.?

One highlight is that the fiscal response really can protect households. We saw a decent job of
that both in the Financial Crises and this time. We can create a wedge if we choose between a Reces-
sion and the economy as a whole and how it impacts especially the most vulnerable. I think there is no
excuse for people to suffer a lot. It doesn’t need to happen. Fiscal and monetary policy really can speed
a Recovery. There’s no way we would have had a 3.5% unemployment rate today if we didn’t have such
large monetary and fiscal policy responses. But policymakers can do too much. And you want to ideally
sort of quantify it, not just use slogans, go through the numbers.

A big part of quantification would mean to have better automatic state laws, I proposed a set of
ideas that would link federal assistance to Medicaid programs and the economic situation in states. If
there was a recession in your state, you could get more money for Medicaid so you don't need to cut
people off health insurance because of a balanced budget.

If we had had something like that, we could have done more for states and localities after the
Financial Crises and we would’ve done a little bit less now, although hopefully not for cities, just for the
terribly hurt states.

2 April 27, 2022, W. Edelberg, J. Furman, T. F. Geithner, “Lessons Learned from the Breadth of Economic Policy During the Pandemic.” Hamilton Project, Ch. I, April 2022.
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There is still a lot we need to learn about protecting jobs. I find it really vexing that our jobs went
down much more than our GDP went down. The fact that not just Germany, which has very different
institutions from the United States, the UK, which has reasonably similar ones, did much better at pro-
tecting jobs tells me that may be possible in the future, but we are not all the way there.

And then finally, one way to square, number one, protecting households with number three,
avoiding doing too much, is through better targeting. Some of this will involve improving administrative
systems and programs before the next recession strikes.

Policy Thoughts

If there is a Recession in 2023. I don't think a large amount of fiscal stimulus will be warranted.
It could be a mild Recession. The Federal Reserve probably won't lower short-term interest rates to
zero. I think relief will still be very much needed, e.g., expanding unemployment insurance, expanding
nutritional assistance, expanding assistance to states and cities that are adversely impacted by it. And,
so the way you could have more relief with less stimulus is if you can improve targeting. I think this
should be an ongoing discussion. As I said, there’s a lot of evidence that we still need to absorb from
what'’s already happened. There’s a lot we'll learn from what’s to come, but at least for now, that’s the
way I'm thinking about it.

Allen Sinai: Thank you Jason for that macro look at Inflation, its negative implications, behavior vs.
that of the Great Financial Crises, and your perspectives on policy answers.

Our next speaker is Sandy Darity.
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Making America Great For the First Time!

William (Sandy) Darity Jr.: I'd like to begin by just making an observation that’s connected to Ja-
son’s comments about automatic stabilizers. I'd like to just suggest, and this is actually not part of my
central presentation, that if we had a federal job guarantee, that would be the most effective automatic
stabilizer to address the potential problem of joblessness that’s associated with a Recession.

At the request of the organizers, I've been asked to present a set of remarks that are more
heavily focused on Inequality than Inflation. But I will have a couple of observations about inflation,

nonetheless.
Inequality and the Black and White American Wealth Gap

I'd like to begin with a provocation. I'd like to argue that America never has been a true de-
mocracy. Apart from the structural features that embed sustained minority rule into the fabric of our
national political process, the persistent exclusion of black Americans from full citizenship mutilates the
Democratic ideal. To “"Make America Great for the First Time” requires the nation to confront its history
of white supremacy.

The racial wealth gap stands as the key economic indicator of the cumulative intergenerational
effects of American white supremacy. Closing the racial wealth gap by raising black assets to a level
sufficient to match the average net worth of white Americans is the central task needed to produce the
material conditions for full citizenship for black Americans.

How Much is the Racial Wealth Gap?

What is the size of this gap? At the median, it is approximately $45,000 per person. At the mean,
it exceeds $300,000 per person. And these are comparatively conservative estimates of the magni-
tude of the per person differential in black and white wealth. I'm going to argue that for purposes of
addressing the racial wealth gap, it is far more important to focus on the mean gap rather than the
median. That is to say, look at the conventionally interpreted average rather than the middle of the
distribution.

Now, folks frequently say you should look at the middle of the distribution because those house-
holds or individuals are more representative of the typical experience of members of each of those
groups, since the median excludes outlier values. However, I'm going to argue that if we're thinking
about the racial wealth gap, we need to look at the mean gap rather than the median.

There are three reasons. The first is the concentration of wealth in the United States—97% of
the wealth held by white households is held by those with a net worth above the white median. So, if
we were to focus on the median, we will be focusing on a wealth differential that omits an overwhelm-
ing amount of the net property value held by white households.
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Second, this concentration of wealth at the upper end of the distribution is not exclusively be-
cause of a handful of white billionaires. Of course, there is a handful of white billionaires, but that’s not
the sole reason why we have this huge concentration at the upper end of the distribution. In fact, 25%
of white households have a net worth in excess of $1 million, while that’s true for only 4% of black
households.

And, third, this differential cannot be explained away by class differences between blacks and
whites. White working class households have two to three times the net worth of black professional
managerial households. This is not a question of sheer class differences across racial lines. This is a
matter of racial differences in access to wealth.

And, here’s one of my first two remarks about inflation.

First, I want to argue or just put on the table that inflation is peripheral to influencing the racial
wealth gap. Controlling inflation is not going to have much effect on the racial wealth gap in either
direction. Indeed, the uneven impact of inflation presumably hurts those the most who have the least,
but the uneven impact of inflation falls far more heavily on incomes than it does on wealth.

Now let me also add that if we focus on the mean differential in wealth, then if we assign an
amount of funds to eliminate that mean differential per person, and I said approximately $300,000,
multiply that by the 40 million Black Americans whose ancestors were enslaved in the United States, we
come up with a sum that’s required to close the racial wealth gap in the vicinity of $13 to $14 trillion.

How was this racial wealth gap created? It was primarily the consequence of a set of policies
conducted by the United States Federal Government.

The first of these involves land reform in the late 19th century.

Initially, the newly emancipated, formerly enslaved were promised 40 acre land grants as restitu-
tion for their years of bondage. That was a promise not kept. In fact, once the program was underway,
President Andrew Johnson actually reversed the policy, and restored the land that had already been
distributed to some of the Freedmen back to the former slaveholders. Subsequently no significant allo-
cation of land was made to the Freedmen. At the same time, the Federal Government began distribut-
ing 160 acre land grants to one-and-a-half million white Americans under the terms of the Homestead
Act of 1862. Trina Shanks Williams, a scholar at the University of Michigan, estimates that at least 45
million living white Americans continue to be beneficiaries of the Homestead Act land patents.3

Following that initial phase of racially uneven land distribution a set of massacres took place
dating from the Civil War to World War II.

100 of these massacres took place with perhaps the most notorious occurring in Tulsa, Oklaho-
ma in 1921.

In the year 1919 alone, 35 massacres took place. As a consequence, the year became known
as the Red Summer. It's interesting to note that Louisiana is the state that probably had the largest
number of these white terrorist attacks on black communities or on black elected officials.

3Trina William Shanks, “The Homestead Act: A Major Asset-Building Policy in American History” in M. Sherraden (Ed.), Inclusion in the American Dream: Assets, Poverty, and Public Policy. New York:
Oxford University Press 2005 pp. 20-41.

Inflation and Inequality
Economists for Peace and Security (EPS) Page 66 of 84



William (Sandy) Darity Jr.

1866 in New Orleans, 1868 in St. Bernard Parish, 1873 in Colfax, Louisiana, 1874 in Coushatta.
And the New Orleans, Colfax and Coushatta massacres all functioned effectively as coup d’états, where
there was the murder or ouster of elected officials who were objectionable to the former Confederates.
1900 in New Orleans again, 1910 in Shreveport and 1919, Bogalusa, Louisiana. The latter was during
the Red Summer.

Now, what’s significant about these massacres in the context of establishing or perpetuating
the racial wealth gap is the fact that not only were black lives lost but the Federal Government didn’t
intervene, and in some instances was fully complicit as the source of the arms used by white terrorists.

The third set of federal policies involves the fact that in the 20th century, the Federal Govern-
ment moved away from land distribution as a mechanism for asset building and towards subsidizing
home ownership. It did so, in part, under the aegis of the Federal Housing Administration (FHA), but
then subsequently under provisions of the GI Bill. And, in both cases, resources for home ownership
that supported the creation of a white middle class in the United States did not have the same effect
on black America because of the discriminatory application of these measures.

The final set of policies I'd like to mention also are anchored in the 20th century, the 1950s
and 1960s, where the expansion of the Federal Highway system was conducted frequently by running
freeways through the heart of black communities, in the process destroying black owned businesses in
black business districts.

So, what's the solution to a problem that was created by federal policies?

I would argue that it is the provision of a new set of federal policies. This set of federal policies
would fall under the orbit of a National Reparations Plan, which would have four characteristics.

The first is that the plan would establish who is eligible to receive compensation associated with
the reparations program. In the work I've done with Kirsten Mullen and with Dania Francis, we estab-
lished two criteria for eligibility.* The first is what we refer to as a lineage criteria: an individual would
have to establish that they have at least one ancestor who was enslaved in the United States of Ameri-
ca. The second is an identity standard: an individual would have to demonstrate that they self-identified
on a legal document as black negro African-American or Afro-American for at least 12 years before the
enactment of a Reparations Plan or the enactment of the Study Commission for a Reparations Plan.

The premise here is that black Americans whose ancestors were enslaved in the United States
should be the recipients of reparations of this type. This is because the debt owed to them began with
the failure to distribute the land grants under the 40 acres plan to their ancestors. Moreover, the na-
tional policies I have described here created the wealth deficit. Those policies are not the source of any
wealth differential that might exist between white Americans and more recent black immigrants to the
United States.

The second characteristic of a Plan must be establishing the amount. And as I said earlier, the
amount that would be required to eliminate the racial wealth gap is approximately $13 to $14 trillion.
That should set the baseline for an appropriate reparations program in terms of the sum of money that
would be needed.

“William A. Darity Jr. and A. Kirsten Mullen, “From Here to Equality: Reparations for Black Americans in the Twenty-First Century.” Chapel Hill; University of North Carolina Press 2020, pp. 258-59,
and William Darity Jr. and Dania Frank, “The Economics of Reparations,” American Economic Review (Proceedings), May 2003, pp. 326-29.
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Now is my second comment about inflation. An expenditure of that magnitude does of course
carry with it an inflation risk and so, as a consequence, an appropriate reparations plan must be de-
signed in such a way that minimizes the prospects of producing significant inflation. This can be ac-
complished by taking two significant steps. The first step is not to provide compensation solely in the
form of cash transfers, but in the form of less liquid assets like endowments, trust funds or annuities to
reduce the pace at which people would be spending the funds.

The second dimension that could minimize inflation is to spread the payments over several
years. In our book From Here to Equality, Reparations for Black Americans in the 21st Century, we
recommend doing it for no longer than a decade. These are two ways which you could minimize the
inflation risk of what is a relatively substantial expenditure.’

The third dimension of a Reparations Plan concerns who would be responsible for paying it. In
our plan, it's the Federal Government. This is because of the Federal Government’s culpability, outlined
previously in my remarks in explaining the range of policies that have generated the racial wealth gap in
the United States. The Federal Government also is the only party that has the capacity to meet a debt
of $14 trillion. The combined budgets of all the states and municipalities in the United States amount
to less than $5 trillion. There are a host of initiatives being taken by some cities and some states to
do something they are calling “reparations.” But it's impossible for them to produce the program that
would effectively eliminate the racial wealth gap, given the resources they have and that they are se-
verely tax constrained.

The fourth and final characteristic of the Reparations Plan is the form that payments should take
and whether or not those payments are cash transfers or less liquid assets. They should constitute di-
rect payments to the eligible recipients. The eligible recipients should have full discretion over the use
of the funds just as eligible recipients have had full discretion over the use of funds received in other
instances of reparative justice. One of the key examples is the payments made by the U.S. Government
to Japanese Americans who were subjected to mass incarceration during the course of World War II.

The final point is that establishing a project of this type could finally lead to closure on the harms
and damages of the nation’s racial history. It would mean that black Americans who are descendants
of persons enslaved in the United States would have no further claims for race specific restitution from
the United States Government. This is so long as there is no renewal of the atrocities that have taken
place in the past.

Allen Sinai: Thank you, Sandy, for that striking and well-researched presentation on fixing the racial
wealth gap, “"Making America Great for the First Time.” Now, Professor Joe Stiglitz.

5 Darity and Mullen, Ibid., pp. 265-67.
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Inequality and Inflation

Joseph Stiglitz: I am going to talk more about the inflation side of Inflation and Inequality, but I will
come towards the end of my talk to the inequality side and the interaction between the two.

I agree with most of what Jason said and particularly his conclusions about most of the lessons
to be learned. But I'm going to take a very different interpretation of the inflation that we face and
more particularly about the policies we ought to have in response to that inflation, with a particular
view that the policies we are currently adopting actually risk exacerbating inequality without having as
much effect on inflation as might be hoped.

The beginning of what I'm going to talk about has basically four or five ideas.

First is trying to understand the underlying drivers, disturbances to the economy causing this
period of very high inflation that we are experiencing.

One of the important things that we should have learned from the 1970's episode of inflation and
what happened to inequality is it’s not inflation that necessarily causes the inequality. It's the underlying
disturbances that give rise to inflation.

The price of oil went up hugely in the 1970s. That was a major change in the production possi-
bilities of the West. It was a cost of product, of what had to be paid for a critical input. The West was
poorer and that was an External Shock to the economy. The particular ways we dealt with that was
what led to the inflation and to more inequality. But many of the things experienced in the 1970s were
caused by the underlying shock to the change in the terms of trade for the price of oil and not really a
result of the inflation.

Lots of policy changes occurred, especially tight and tighter monetary policy in responses that
exacerbated the ineguality.

That means questions about what we want or whatever is the source of the inflation need to be
thought about and how policies should respond to that underlying driver.

The main point I want to make about today’s inflation is that the focus of monetary policy is
wrong! It will worsen inequality and do little to tame inflation, unless we push tight monetary policy to
unacceptable levels with long-run consequences. There are a host of better ways that would do a better
job of taming inflation, that will have less deleterious effects on inequality, and that are better suited to
a particular aspect of the situation we face now.

In thinking about the right policy, we need to recognize that in almost any episode of this kind
we face a great deal of uncertainty. We all know we don’t know, say, how long the war in Ukraine will
last nor how quickly the supply-side problems confronted in the post-Pandemic world will last. There
are some things that we might do that no matter what the outcome of our interpretations or disputes
on the nature of inflation will be good for the economy.

6Much of this talk is based on a subsequently published paper, which contains references and sources for the data: “The Causes of and Responses to Today’s Inflation,” with Ira Regmi, The Roos-
evelt Institute, December 2022. https://rooseveltinstitute.org/publications/the-causes-of-and-responses-to-todays-inflation/

Inflation and Inequality
Economists for Peace and Security (EPS) Page 69 of 84



Joseph Stiglitz

There are some other things that can occur such that if one interpretation turns out right and
the other one wrong, there will be very adverse effects for a very long period of time. What I'm going
to argue is that monetary policies of the kind we seem to be pursuing, if my interpretation is correct,
are going to be very adverse and that there are other policies that are such so even if I'm wrong will
still have benefits to our society.

I'm going to begin by talking about the underlying drivers of the high inflation that has emerged.
The basic argument is that this inflation is not fundamentally excess aggregate demand. It is the supply
shocks that were related to the Pandemic and the shifts in demand related to the Pandemic and some
of the interactions between the two that are giving rise to inflation.

I'm also going to argue that the excess savings was not primarily caused by excess Pandemic
spending and that those savings are not being spent down very quickly so are not really the source of
today’s inflation. An underlying theme is that the macroeconomics of the form that’s been done gener-
ally is only of limited help when you have a sectoral shock like a Pandemic or oil price shocks of the sort
often we've seen. In other words, standard macroeconomics uses an aggregate production function; it
is as if there is just one sector. You don't focus on what happens to differing sectors. That is adequate
a lot of the time. But some of the time, like this external shock, that kind of macroeconomic analysis is
misleading and I would say even dangerous.

So, I'm going to go very quickly through some Charts here. They show that consumption largely
remained below the trend it had before the Pandemic and War. So, the pandemic savings and the pan-
demic spending helped a lot, but even with that, aggregate consumption wasn't above trend or above
it very significantly.

Chart 1:

You want to look not only at consumption but business investment, government expenditures,
and net exports.

Looking at all of those, total aggregate demand was actually below trend all the time and signifi-
cantly below trend most of the time of Covid-19 and the Pandemic, including the period when inflation
took off. This tells you that aggregate demand is not likely to have been the major source of the infla-
tion that occurred.

5 Darity and Mullen, Ibid., pp. 265-67.
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Another way of looking at this is how aggregate demand compares with the Congressional Bud-
get Office (CBO) estimate of potential output. This is the estimate done after the Pandemic, looking
back, taking into account the shock of the Pandemic. Looking at it from a macroeconomic perspective,
what is clear is that inflation was not driven by aggregate demand being greater than aggregate supply.
Consistent with that is large inventory accumulation. When there are excess demands, inventories are
decumulated. The data suggest otherwise.

Large inventory accumulation sign of weak aggregate demand

Now, this next Chart, Chart 4, was not done by me, but someone in the Federal Reserve System.
Calculated is the various sources of excess savings, the savings that were above the level that would
normally have been expected.

6Much of this talk is based on a subsequently published paper, which contains references and sources for the data: “The Causes of and Responses to Today’s Inflation,” with Ira Regmi, The Roos-
evelt Institute, December 2022. https://rooseveltinstitute.org/publications/the-causes-of-and-responses-to-todays-inflation/
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High fiscal spending only partly the cause of excess savings

What it shows is that in most of it, the pandemic spending did play a role, but a lot had to do
with the fact that during the Pandemic people were sitting at home and not consuming. Interestingly,
some of the consumption that did occur was consumption of tradable goods, not services; because
those were disproportionately imported goods. The percentage increase in the demand was smaller
and therefore the inflationary effect weaker.

Finally, or almost so, excess savings has only been spent down very gradually.

HART 5: Stock of Excess Savings
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Source: Excess Savings during the COVID-19 Pandemic, Federal Reserve (Aladangady et al. 2022).

There is a good reason for this. There was a lot of uncertainty, meaning a higher demand for
precautionary savings that haven’t been spent down. Even this is a little bit misleading because much
of the spending down of those excess savings went to pay taxes that were not withheld. There was less
withholding than normal during the Pandemic.
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CHART 6: Payment of Non-Withheld Taxes Surged in 2021
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Source: NIPA Table 3.4, Bureau of Economic Analysis. Authors’ Analysis.

Even the consumption of non-traded goods, which is the sector that you think would be most
sensitive to excess spending, did not surge very much.

Consumption of non-traded goods
(sector where prices most likely affected by excessive Pandemic spending) did not surge

Chart 7:

Jason did point out that US inflation has been higher than Europe’s, but this is one of those
examples that can be read two ways. Jason reads it as showing that our pandemic spending had a big
effect on inflation. But there’s another way of looking at this data. We didn't get that much more infla-
tion, and especially since the onset of the War, Europe has been much more affected by the increase in
energy prices. Even if there is more inflation in the United States it's hard to be sure what it’s attributed
to. This is always a problem when there are multiple policy differences. Our labor market policies led
to more job separations, contributing to a labor market with more churning—driving labor costs up.
Moreover, the Pandemic hit our labor market worse directly: because of deficient health policies. We
killed off more than 1 million individuals, many of them workers, more than Europe did. Again, Jason in
the beginning of his talk mentioned we don’t have random control experiments to test our theories. Ac-
tually, in the Pandemic we have many countries trying different policies from which we may be able to
make some limited inferences, but in each of these cases we didn’t do random controlled experiments.
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Price increases centered on certain sectors with the timing not
related to the gap between aggregate demand and potential output

So, inferences are being made with a paucity of data and trying to see how the data fit with al-
ternative hypotheses. The fact that there are such different patterns of prices across different sectors—
and that we can understand these patterns by identifying specific sectoral problems—is consistent with
our hypothesis of sectoral supply side interruptions/demand shifts as the driving force of the inflation
rather than excess aggregate demand. Auto prices increased because of a lack of chips. House pric-
es increased not because of increased aggregate demand for housing—killing off more than 1 million
Americans and interrupting the inflow of migrants should have reduced aggregate demand. But there
was a shift in where people wanted to live, and asymmetric price responses between places where
demand increased and those where it decreased.

What do I think caused the inflation if it’s not excess aggregate demand?

There are two major culprits, which I've already hinted at. The Pandemic, with its interrelated,
pandemic-induced supply-side shortages (such as chips for automobiles) and demand shifts, induced
by the Pandemic, partly induced by large changes in relative prices and supply shortages in other sec-
tors. And all of this was exacerbated by the War. The price increases were centered on certain sectors
of the economy and that included imported goods.

Chart 9: Non-Fuel Import Prices
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To address the particular sectoral shortages, you would’ve had to reduce demand enormously.
To put it another way, you would’ve had to cause a very severe economic downturn.

Consider the car shortage caused by a lack of chips. It would take a very big change in aggregate
demand to filter down to eliminate that shortage. It was very big. What will eliminate that shortage in
a better way than killing the economy? The elimination of the chip shortage. And in today’s newspaper
there was a discussion of the fact that Samsung is worried about a chip surplus. The price of chips has
come down, car inventories are now building up, and the price of cars is beginning to come down.

Early on in the inflation many thought that it would be transitory. There were elements that were
very transitory. There were lumber shortages, so the price of lumber went way up. Then we respond-
ed by producing more lumber. The price quickly came down. So that led a lot of people to think more
generally that the inflation was going to be very transitory. That was a mistake. In an inter-complex,
interdependent economy where you are doing just-in-time inventory in many sectors, resolving supply
problems takes awhile. Resolving the supply side bottlenecks proved more difficult than most imagined;
that kind showed itself less resilient.

As an example, just think about what happened to Southwest Airlines. Back in the early '90s, it
was the best run airline, but the best run airline for normal times. That airline really minimized down
time. It was the airline version of just-in-time inventory. So very efficient, but not designed for resil-
ience. We were tested on resilience by the Pandemic. It's taken much longer than had been thought
to resolve the supply side shortages so it wasn't very transitory, or at least not so transitory as many
hoped. But it is transitory—a couple years later, most of the bottlenecks seem to have been addressed.

One of the aspects of this demand shift and unexpected lack of resilience is that there are
asymmetries in responses that lead to inflation. Jason talked about some of those asymmetries. There
were places where the demand for housing went up and prices went up. And, there were places where
housing went down and prices went down, but not symmetrically. The housing price indices are very
little related to the actual experience that people have in facing housing costs; housing costs are based
on imputed rent, even though almost two-thirds of Americans live in homes they own, so an increase
in “rents” doesn't affect them at all. This is especially important, because Housing is such a big part of
the CPI.

Another supply side factor that seems to have played out is the exercise of market power. You
not only see this in evidence of high markups, all of which would be consistent with supply shortages.
But the markups are going up more in sectors and firms that had more market power before the Pan-
demic, consistent with the interpretation that market power had increased, was being exercised, and
contributing to inflation.

There are a number of theories explaining why to expect that. One simple one is the Phelps-Win-
ter customer market, which says that firms are trying to balance an increase in current profits against
a loss of future profits. If they increase prices today and make a higher profit today, there is a cost—a
loss of profits in the future, because there is a loss of customers.’

If there’s uncertainty about the future, firms will tend to take the price increase today so that it
is inflationary by itself.
7 Phelps, E.S. and S.G. Winter Jr. (1970), “Optimal Price Policy under Atomistic Competition,” in E.S. Phelps, et al, Microeconomic Foundations of Employment and Inflation Theory, New York: Norton. See

also Greenwald, Bruce C., and Joseph E. Stiglitz 2003. “Macroeconomic Fluctuations in an Economy of Phelps-Winter Markets” in Knowledge, Information, and Expectations in Modern Macroeconomics: In
Honor of Edmund S. Phelps, edited by Philippe Aghion, Roman Frydman, Joseph Stiglitz, and Michael Woodford, 123-136. Princeton, NJ: Princeton University Press.
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Monetary Policy Tightening the Wrong Medicine for Supply Side Inflation

There is a debate about what is the role of the labor market. Even if wage increases hadn't ini-
tiated the inflation, workers’ demands for higher wages might trigger a wage-price inflation spiral.

There were short-term corrections in relative wages, especially significant in, say, the hospitality
sector with its underpaid workers. Average wages did go up, but those rates of increase of wages have
now come down markedly. And one should see those as a correction to vastly underpaid workers who
had a little bit more market power.

Thus, the picture today is very much that inflation is being tamed as the bottlenecks are being
resolved. Inflationary expectations remain tame. In fact, one of the concerns is that wages are not
keeping up with prices—there is no evidence of a wage-price spiral. And, in fact, and this is an import-
ant point, wages can and should increase at a pace faster than is sustainable in the long run, because
markups can come down and the relationship between wages and prices is not fixed. We saw markups
go up since the pandemic period and, hopefully, now we can see them coming down.

If markups come down, we can restore the pre-Pandemic level of real wages relative to trend. So
yes, there’s been some price inflation, the sectoral price increases have seeped into core inflation with
some knock-on effects on wages, but we are how confronting a disinflationary process from where we
were.

As a lot of the shortages, including oil, food, are easing, that disinflationary process will strength-
en, with effects eventually seeping into core inflation.

Monetary Policy and Inequality—Other Policies

So, now let me talk about why monetary policy is not the right instrument to reduce inflation.

Because the inflation was not caused by excess aggregate demand, monetary policy doesn’t ad-
dress the underlying source of the problem. In fact, it could make things worse because it discourages
the investment required to resolve the supply-side problem. In the customer markets that I mentioned,
increases of interest rates actually are themselves inflationary. And, there is some empirical evidence
that higher interest rates get passed on into rent, a very big part of the CPI.

Tight monetary policy increases inequality because of increased unemployment, decreased ac-
cess to credit, and the decline in housing affordability from higher mortgage rates on increased monthly
payments and declining real income that often accompanies periods of rising interest rates. The effects
globally are even more adverse.

Let me just conclude by saying there are alternative policies that are real supply side policies,
e.g., increasing green energy through investments in renewables that will lower energy prices; increas-
ing food production by reversing agricultural policies of the past fifty years that have been aimed at
restricting production, and instead encouraging production, leading in turn to lower prices; increasing
labor supply with better healthcare, childcare, family leave policies, and changing immigration policies,
thereby alleviating labor shortages, if they exist; stronger and better enforcement of antitrust policies,
which will bring down mark-ups, lowering prices.
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I've argued that there are disinflationary processes already at work. Some of these policies will
reduce inflation further, and more quickly. But inflation will likely remain elevated from levels that we've
experienced prior to the Pandemic. There is no wage-price spiral leading to explosive price dynamics;
but there is some inflationary momentum so inflation won’t come down to 2% quickly, unless monetary
authorities take excessively contractionary measures. In the meanwhile, we need better protection
policies that could be financed by a windfall profits tax.

Many of these policies have long-term benefits. This is true even if inflation turns out to be more
transitory than seems the case now.

Inflation and Inequality
Economists for Peace and Security (EPS) Page 77 of 84



Discussion and Question and Answer Period

Allen Sinai: Let's now move to the Q. and A. and Discussion portion of this Session on “Inflation and
Inequality.” Let’s follow with some quick comments from me, some discussion, and then some ques-
tions.

Starting from Joe’s last comments, the point of redressing the wage share of national income is
a very important part of the process that’s going on. This is hard.

That's very important in the addressing of inequality. Monetary Policy—I am totally in agreement
with Joe and Jason that it is the wrong policy for dealing with Inequality. And, for other reasons tight
monetary policy alone takes a long, long time for any solution even if aggregate demand is the driving
source of the surge in inflation.

History suggests that interest rates alone do not bring down inflation, but rising rates and their
derivative effects can bring crunches, credit issues, bank failures, and the like as the price paid to weak-
en the economy enough, i.e., a Recession, to bring inflation down.

It doesn’t matter where the inflation came from. The Federal Reserve missed it by being too
late and indeed aiding and abetting higher inflation in its Forward Guidance, which opened the door
for higher inflation, keeping low, near zero, interest rates for too long, and for the very rich to get rich-
er. The policy of adding to the Federal Reserve’s balance sheet supported excessive buying of stocks,
investing in IPOs and the like, and mini-bubbles in financial market assets. The rich have lost some of
that, but they are too smart as investors to stick around for any comeuppance. Their actions now are
part of the current Bear Market in Equities, having walked away with mega-profits, much richer. There
are more billionaires now than ever.

Now what do we do with these billionaires?

We should tax them. That would be quite logical and fair. And, some of the things you talked
about at the end of your talk, Professor Stiglitz, would be very important to reduce inequality. Micro
type policies can be financed by a small wealth tax. I don't believe that in this day and age we can't
calculate wealth and enforce a billionaire tax if we have the political will.

Jason, what I would say about you and your presentation, you admit it, is changing one’s mind
often is a virtue. Who said that? What very famous person?

Jason Furman: James?

Allen Sinai: No, Winston Churchill. It was Winston Churchill. What was he referring to? Because he
probably had a few drinks when he said it; he did drink a lot. You changed your mind and recanted—the
Fed overdid it. The Federal Reserve is part of the pricing problem.

But what happens if you are walking across the street and a truck smashes into you and you
collapse looking dead? If you were in bad shape to begin with, which the United States was in the
Financial Crises of 2006-2009, then you don't get up very fast. But in this situation, the patient, the
economy, was in excellent shape underneath and bounced up from the External Shock quickly, after
having totally shut-down. Pentup Demands were then unleashed with medical science rather quickly
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providing workable vaccines. This revived the patient and the unleashing of Pentup Demands revived
the economy.

But in this situation, the patient, that is the economy, was in excellent shape underneath and
bounded up quickly post-COVID-19.

Pentup Demands unleashed then added to the aggregate demand from the Ultra-Easy Federal
Reserve policy response and was part of the surge and the inflation spiral upward.

The increases in aggregate demand against a Pandemic-constrained supply-side of the econo-
my, labor and in the global supply chain, left oil, energy and food price inflation, and wages to shoot
upward. Dynamic systems across all fields are very similar. Indeed, I think very much the same.

On the COVID-19 External Shock that shut-down the economy, i.e., flattened the patient, “para-
medics,” i.e., “first responders” appeared on the scene. Among the paramedics were monetary policy
people. They did what they thought they had to do to save a potentially dead person. The patient, aka
the economy, had shut down. The emergency medicine to pick it up was full-force Ultra-Easy Monetary
Policy. This involved a quick move to a zero federal funds rate, another round of Quantitative Easing,
i.e., adding more assets to an already very enlarged Federal Reserve balance sheet, and even setting up
direct lending from the Federal Reserve to businesses, bypassing financial institutions, truly a “lender
of last resort” function.

Fiscal policy, massive fiscal policy stimulus, was the other “paramedic” on the scene of the pos-
sibly dead patient, aka the economy. From five programs under the Trump and Biden Administrations
some 25% of GDP, even bigger than the shift of fiscal policy in World War II, stimulated and revived

the patient.

The fiscal stimulus was mostly transfers from the federal government to individuals and states
and localities. The Transfers are working through the system, including what you see in New Orleans.
It's a good thing for New Orleans, because you are constructing infrastructure that very likely was in
terrible shape before the stimulus. Transfers at the government level take a long, long time to show up
in purchases, at least two to as much as four years.

So good, Jason, that you changed your mind and are on the right track.

In retrospect, the Federal Reserve overdid it, as you indicated. And, it's good that the fiscal
stimulus is being tuned back down because it, too, was overdone in the name of saving the patient.
Monetary policy was post-emptive on price inflation—essentially “letting inflation run well above a 2%
inflation target” on purpose to be sure the previous period of too low inflation was permanently over.

Without knowing it, that announced Fed policy, post-emption, was a license to gains for the rich,
the reason being essentially enhanced asset price inflation supported and almost fully guaranteed by
the Federal Reserve.

This was a huge policy error by the Federal Reserve, although with good intentions, opening the
door to a massive demand-driven price inflation process as a consequence, started by the COVID-19
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External Shock and the responses of Ultra Easy Monetary Policy and Massive Fiscal Policy stimulus. This
aided and abetted the unexpected surge upward in price inflation.

Sandy, on your incredibly well-structured, totally persuasive presentation, the question I have
is how to get it done? How are you going to get Establishment America, White or Black, to sign on to
$13 trillion of Repatriations, Making America Great For the First Time. I'm with you. Am I white? What
color am I? I'm with you on that. And, for you, as well, the Mayor of New Orleans, a wonderful and so
well-articulated presentation.

LaToya Cantrell: I'm Black, I'm old.
Allen Sinai: You got everything going for you now.

The questions that I have for you, I hope you'll answer them. I think you are doing it better in
New Orleans than the Federal Government and I applaud you.

My question is—do you think that on-the-ground local initiatives like yours that you are running
from local government and your operation will get better results, faster, than the Federal Government?
Take your fighting for the money the Federal Government didn’t give you? Now, this is just meant to
start the discussion. Let’s lock the doors and not let anybody out , getting your questions and answers,
and then the Panel will come back in response.

Question 1: I have one for Jason and Joe.

Both of you talked in some depth about the macro aggregate responses. But other than I believe
one of Jason’s slides, neither of you really broke down the responses by income group and especially
heterogeneity in both labor market responses and wage responses. And so I'm curious, I mean my im-
pression, Jason, is that your talk was titled something like “A Progressive Case for Inflation Reduction.”
And Joe, I know you're famously a progressive commentator on the dynamics of the economy. I'm cu-
rious whether either of you see the heterogeneous response that involves typically low income workers
earning the biggest real wage gains over the last couple of years as influencing your perception of how
this response functions and your perception of what we should do now and into the future.

Allen Sinai: Let's take two more questions and then collect them and make sure the answers are brief.

Question 2: For Professor Stiglitz. Most of your solutions seem to be rather long-term. And I under-
stand all of your arguments against monetary policy interventions like the unemployment issue to fix an
inflationary dynamic that’s not driven by aggregate demand. Do you think that any steps are necessary
in the short-term to at least display to consumers that action is being taken? Or is that not necessary
if the long-term investments are being made?

Allen Sinai: There is one more in the row in front of you.

Question 3: My question’s mostly for the Mayor, but I assume the whole Panel. We talked about infla-
tion, we talked about inequality and the intersection. What are your constituents saying about whether
inflation is making inequality worse? What does the Panel say about this? Is the inflation making in-
equality worse?
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Joseph Stiglitz: One of the terrible things about the Pandemic was that it affected various groups
differently. And as we said, it exposed inequalities in the country and exacerbated them. Also, what was
interesting, some very micro data shows how the pandemic spending affected different income groups.
That could be done by looking at ZIP codes where people live with different incomes. One of the strik-
ing things was that lower income people spent essentially all the pandemic money they received—they
needed it to survive. And one of the things we didn't talk about, in a sense, they actually spent more
than what was given because there was short-run eviction protection. So they could go into debt; be-
cause it wasn't that they were forgiven on their rent, they just couldn’t be evicted. If they didn't pay
their rent, they had more money to spend during the pandemic, but this was money they would have
to pay back. That was something happening in the lower half of the population, which would have a
dampening macroeconomic effect post-pandemic.

The upper half of the income distribution, we didn’t target it as well as we should have done, so
money went to people who added it to their cash balances. But if you had a choice about doing some-
thing in a rush and you couldn’t fine tune the policy vs. not doing anything, it was the right thing to do;
and as I've said, I think the evidence is that it hasn't caused the inflation because a lot of it just wound
up in excess savings. We don't have the full counterfactual to test this, but I think it's pretty clear.

In terms of the labor market, the first thing I want to say is that the unemployment rate may not be
the best measure of the state of the labor market. And that was one of the graphs that Jason displayed
on employment rates, still below where they were pre-Pandemic.

So, our labor market isn't really recovered, despite the large declines of the unemployment rate.
One way we measure unemployment is are you actively looking for a job? And there are many reasons
why you might not be. What really concerns me is that we know that different groups are affected very
differently by an increase in unemployment. So when you callously say, “Oh, we're going to increase
the unemployment rate to 5.1% or 5.5%,” what you're saying is, “We're going to increase the unem-
ployment rate of African-American males, young males to 20%.” That is a very different picture and
presents a fundamental social problem. To me, that is probably one of the most important aspects of
trying to cure today’s inflation by increasing unemployment.

Now, there is a question about long-term versus short-term. Childcare provisions, changes in
family leave policies, all those things would enable women to immediately join the labor force. That
would have a major effect in the short run and over the long-term would have even a bigger effect.

One of the things we should have done is use the Defense Production Act (DPA) that we used
for vaccines to increase renewable energy. And, that I think could have had a substantial effect on the
supply of energy and energy prices.

There are other actions we could have done in the short-run. We could have used the DPA in
other ways that would’ve alleviated inflation and its effects on inequality, even in the short-run.

Jason Furman: I'll be very brief. The Pandemic’s impact was really regressive. The most vulnerable
were those who lost jobs and suffered the most. The policy response was very progressive. It dispro-
portionately gave money to the most vulnerable. When you look at the net o f those, if you just look
at data on aftertax incomes, 2020 and 2021 are an extraordinary period of low poverty and a dramat-
ic reduction in aftertax inequality. If you look at the recovery period, you're seeing the fastest wage
growth for workers at the bottom than the top. For the bottom two quartiles, wage growth is out-pacing
inflation. For the top two quartiles of workers, it's not. But, if you compare with
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where we were before the Pandemic, yes it is outpacing inflation but only by a little bit. And prior to
the Pandemic, it was by a lot.

So we were actually starting in 2015 seeing a reduction in wage inequality. That reduction in
wage inequality has continued to enable the most vulnerable to see wage gains in excess of prices,
which is not as much in excessive prices as they were before.

Allen Sinai: The last word, it certainly should go to a woman because women in my life, always have
the last word.

Sandy Darity: Yeah, just very briefly, I agree with Jason’s assessment on the differential back of in-
flation. As I said, the impact is primarily on incomes and does not have a significant set of implications
for the wealth gap. Regardless of whether or not it's disproportionately affecting the wealth position of
Blacks or Whites, the effects are so marginal that it's not going to have any strong implications for the
differential in wealth.

And then, Allen, you asked about how you actually build the political foundation for getting
Reparations to become a reality. That's a very challenging question. But I will say that the current en-
vironment is more propitious than at any other moment in my lifetime.

A research study that was done based upon survey data collected in the year 2000 found that
4% of White Americans endorsed monetary payments as reparations for Black Americans. By the year
2018, that figure had risen to about 15%. And at the midpoint of 2021, a UMass Amherst Survey in-
dicated that proportion was closer to 30%. So the big issue is whether or not that trajectory can be
sustained and what are the steps to be taken to sustain that trajectory. But I'll have to say whether or
not it happens in my lifetime, it's closer to happening than at any point since the Reconstruction Era.

Allen Sinai: I share that this is a moment in history. It happened for me with the Election of Joe Biden,
believe it or not. I think he has to run again, he has to win, and he has to have a Democratic House.
And, if so, then a lot of things, more things, will happen and a lot has happened, progressive Demo-
cratic Party stuff, long overdue on a societal basis. Thus, this is a moment of time. Professor Darity, you
gave a really incredibly well-structured presentation on Reparations and the rationale for Reparations.
Getting it done is the big issue, but probably only with the running and reelection of President Biden.

Finally, I'm going to hand the microphone to Mayor Cantrell. You are the hostess here. I'm going
to hand the microphone to the mayor who obviously gets things done here in New Orleans. And, you
listened to us and our discussions, much very academic. Thank you for staying and your patience.

I think you got something from we academics. But what I got from you is that you get it done.
Below your level, your people are getting it done. And with results that matter and help those at the
bottom of the income and wealth distributions.

LaToya Cantrell: Well, I think that during this Pandemic it was very clear that mayors were on the
front line and have been on the front line in advocating not only for what our constituencies need, but
also in getting it done. And so I think that, yeah, the only way we were able to see a direct allocation
from the Federal Government is because mayors who have been screwed by their states stood up and
said, “Hey, our money isn't hitting the ground where the needs are the greatest. It's being redirected.”
So it was mayors who fought the fight and mayors who brought the dollars home so that we can
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help our cities and our people.

Question 4: Mayor Cantrell, can I ask you while we have everyone here just to explain what hap-
pened? Because I'm not sure everybody knows about what happened with the implementation that
well.

LaToya Cantrell: Well, here in New Orleans and the Federal Government in creating the CARES Act
and the resources that would flow from it, those resources were sent to the state and the states then
had to send money to the cities. Each state is different based on their own set of politics. And in Lou-
isiana, we are a Red State. New Orleans is the Democratic city in the State of Louisiana. We are the
backbone of this state. We carry it, but also we get the black eye. And with that we beat back Covid-19.
As I mentioned at Hotspot, we led, we did everything right. We spent over $132 million as a city beating
back Covid-19. And as a result of that, we sent our invoices and expenses, the invoices to the State
of Louisiana. Every invoice was approved so that we did the right thing—money was spent the correct
way, but we were not fully reimbursed our $132 million.

We were short-changed some $70 million. And the reason they said, “Huh?”

Well first of all, on the front end, since we were the hotspot, “"New Orleans, you must not be
doing things right because you are the hotspot.” “It's only in New Orleans, Covid. It's only there.”

Okay, so then we focused on doing the work, led out of this Covid, through it. And then it was,
“Oh, you're not getting fully reimbursed because we have Covid in other parishes and now they’re suf-
fering.” Well, damn!

So we got penalized for doing the job, saving not only our city, but the State of Louisiana be-
cause we are the backbone with our hospitality and leisure, tourism. So it was like we did the right
thing. It was used against us, short-changed $70 million. That $70 million was used, meaning our
public safety team, police, fire, EMMS, all when I talk about the $132 million was our response to Covid
and our teams on the ground doing the work.

Fast forward, violent crime, “Oh, it’s out of control.” Well hell, if we would’ve gotten our $70 mil-
lion when we needed it most, then we could have easily directed those dollars to help build our capacity
relative to our public safety team. So it’s like every step you take, you feel like you're getting beat back
as well. That's what caused me to take on and fight single-handedly in my state for direct allocation,
because our city got screwed. Art, what else?

Arthur Walton: I think it's important to know, and I'm the biggest fan in here. The Federal Govern-
ment, when they sent the CARES Act money, there was a 500,000 population threshold. So if your
city didn’t have 500,000 people, the money went to the state. The mayor realized early on we weren't
getting the money. The question was how do we solve that? So the mayor joined with the mayor from
Miami. They wrote an editorial in the New York Times because Miami got screwed, too.

LaToya Cantrell: Who was a Republican. I'm a Democrat. Who gives a damn, and why should any-
one, when we're fighting for our cities and people getting the money?
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Arthur Walton: This is the way we work on the ground. We reached out through our lobbyists to
Speaker Pelosi. The mayor gets on with Speaker Pelosi, this is what’s happening on the ground. So the
next help from the Federal Government, they lowered the threshold to 250,000. So it came directly to
us.

LaToya Cantrell: And it helps other cities across the country.

Arthur Walton: The lesson...the struggle... If we don’t do our job and the mayor doesn't reach out,
it's the same thing over and over again.

Allen Sinai: One person over 500,000. You told me that, Arthur, when we first met, I was really ap-
palled when I heard that. Amazing. And the solution you got to is also amazing. Just identify who you
are for the audience.

LaToya Cantrell: That's Arthur Walton. He is my Director of Intergovernmental Relations.
Allen Sinai: Okay. Mayor Cantrell, do you have any good advice for us?

LaToya Cantrell: Well, just stay connected. Stay connected to the leaders who are on the ground,
that is mayors who are first responders and know best about what their city and constituencies need.
I forgot to answer a question that was asked of me. The gentleman back there, you asked me a ques-
tion?

Question 5: The constituents, what are they saying about the intersection of Inflation and Inequality?
What's hurting most?

LaToya Cantrell: Well,_those who are the most vulnerable continue to hurt the most. And what they
are saying is that while they have seen wage increases for city government, the lack of increases in the
private sector is the problem. And, because we are so hospitality driven, it's been hell, I have to say.
It's been hell getting industry to increase those wages that our people need. They are working two and
three jobs to make ends meet. When they go to the grocery store, prices go up and you know the deal.
But the biggest thing is the wage gap.

Allen Sinai: Okay. Well, thank you. The answer, I think, on inflation, it's not going to be solved by
tight monetary policy. As we talked about here, monetary policy can affect interest rates but not deal
much with inflation. With interest rates rising, it is almost inevitable that there will be casualties in the
financial system and reverberations through the whole economy that will be negative. That may help
reduce inflation but it will be negative for inequality as we defined it today.

If inflation comes down, it will not be the result of tight monetary policy.

Linda Blimes: I want to thank everyone who has attended and thank you for your patience. If you
would like to receive a transcript of the Panel, please see Thea Harvey over here and give us your
name. I also want to volunteer, the Mayor said that the Miss Universe pageant is here next week. We
have 7,000 economists here. There are many women who might be happy to volunteer as contestants.
Thank you very much to our Panelists today and the audience for your questions.

<<session concludes>>
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