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ADVICE FROM THE TOP
Fix Taxes, Immigration

And Education

At The Wall Street Journal CEO Council’s annual meeting,
business leaders offered their recommendations for tackling the weak
economy and other key challenges. Inside, you’ll find their wish list—and
the reaction from some of the top policy makers in Washington.
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MEMBERS OF THE WALL STREET JOURNAL CEO COUNCIL
were confronted with daunting analysis of the short-term
challenges facing the global economy at their meeting in
Washington, D.C., last week. Their briefings dealt with a
growing financial crisis in Europe, a political stalemate in

Washington and a tricky leadership transition in China.
But the CEOs spent much of their time together looking
beyond those sizable short-term challenges to longer-term
shifts that will be necessary for ensuring global growth.
Among the questions
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@ How can the most " \‘.{ , S
‘ E O @ important bilateral re- W /
lationship in today’s
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C OU NC I L world—between the

U.S. and China—be put
on a stronger footing?
& How can the innovation necessary for strong growth

be both promoted and protected in global commerce?

‘W? Can S.tOD Iegislat_ion ¢ How can the U.S., whose consumers have powered the ‘We're fadng a very
that’s injurious to business global economy in recent decades, shift to more of an ex- consequential debate
from getting across the port orientation? about some fundamental

& How should the global competition for natural re-
sources be managed in the years ahead?

@ How can the most pressing global health problems be
addressed effectively?

The council, which was first convened by the Journal in
2008, meets annually to deliberate on measures that can
be taken by both business and government to encourage
economic growth and prosperity. Its membership consists
mostly of CEOs of large, U.S.-based corporations, and the
deliberations reflected that composition.

The top priority of the group was to rewrite the U.S. cor-
porate tax code, lowering the statutory rate and adopting
a territorial system that would make it easier for compa-
nies to repatriate earnings for investment in their home
market.

No. 2 on the list was to change U.S. immigration policies
to allow foreign students educated in the U.S. to stay and
work in the U.S. And No. 3 was to improve the U.S. educa-
tion system to support technical careers and export
growth.

But the council this year reflected a growing representa-
tion of companies based outside the U.S., including three
CEOs from companies based in China; three from the U.K,;
two each from India, Russia and Canada; and members

choices as a country!
TIMOTHY GEITHNER

floor of the House!
ERIC CANTOR

‘As the CEO, you have from Japan, Switzerland, Norway, Germany, Australia, Is- ‘The investment dollar
an obligation to make sure rael and Italy. , that always just lands in
that women are able to move The council’s priorities reflected that more global orien- China is going to be looking

: , tation. It called on U.S. authorities to encourage more for- Ly
up the ranks in your company. eign investment, and it called on U.S. companies to set tar- for an alternative.

DEBRA LEE gets and goals for increasing their participation in foreign JON HUNTSMAN

R]-4 markets. —Alan Murray R]-4

THE CEO COUNCIL'S RECOMMENDATIONS

Forging a Stronger Building a U.S.
U.S.-China Relationship Export Economy

TOP PRIORITY TOP PRIORITY
. A NEW FRAMEWORK FOR GLOBALIZE ATTITUDES
BUILDING TRUST OF U.S. BUSINESS
R4 R4

Encouraging and Improving Managing the Global

' Protecting Innovation Global Health Competition for Resources
' TOP PRIORITY TOP PRIORITY TOP PRIORITY
TOUGHER PROTECTION TACKLE NONCOMMUNICABLE ~ DRIVE MESSAGE OF ENERGY
: OF INNOVATION DISEASES AS CRUCIAL TO GROWTH
RS R6 R6
PLUS

Interviews with Paul Ryan on deficit negotiations, Robert Zoellick
on Europe’s woes, Erskine Bowles and Alan Simpson on the lack of political will,
Jack Lew on the reasons for optimism, Alan Krueger on the jobs outlook,
Lawrence Summers, Glenn Hubbard and Zhu Min on how much more
Europe has to do, and Dick Cheney on the war on terror
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The CEOs’ Top Priorities

Last week, The Wall Street Journal assembled nearly 100 chief
executives of large companies for a day and a half to discuss the
policy choices facing business and government, and the effects
those choices may have on the global economy.

The CEOs divided into five task forces and debated priorities in
the following areas: forging a stronger U.S.-China relationship,
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building a U.S. export economy, en-
couraging and protecting innovation,
managing the global competition for
resources and improving global health.
Using an electronic ranking system de-
vised by the Journal, each task force

chose five top priorities in its subject area.

Each task force then reported its priorities back to the full coun-
cil. The chief executives then ranked all the priorities from the five
task forces, in order of their relative urgency and importance.

Here’s a look at their top five priorities.

CREATE GLOBALLY COMPETITIVE

TAX SYSTEM

The U.S. should replace its current
world-wide tax system with a territorial
system to encourage companies to in-
vest repatriated earnings into long-term
investment. The U.S. should also lower
the statutory corporate tax rate to glo-
bally competitive rates and create cer-
tainty around the R&D tax credit.

IMMIGRATION POLICIES SHOULD

SUPPORT INNOVATION

Visa policy should encourage for-
eign students educated in the U.S. to
stay and should welcome foreign in-
vestment to create businesses and jobs.

IMPROVE HUMAN CAPITAL

From K-12 through college and

advanced-degree programs, the
U.S. must improve the skills of workers
to aid in export growth. This includes
the promotion of technical careers for
young people. The U.S. should also en-
courage the immigration of the best
and brightest from around the world.

UPGRADE ENERGY

INFRASTRUCTURE

The infrastructure built to trans-
port energy has passed its useful life.
We need a broad-based, national effort
to rebuild the infrastructure, including
oil and gas pipelines and the electric-
ity-distribution grid. Government must
work with businesses so that planned
projects stop being deferred or can-
celed.

INVEST IN R&D

Assure sustained government in-

vestment, intelligent legislation
and public-private partnership in en-
ergy research and development across
the range of energy resources, rather
than volatile and uncertain funding.
For example: carbon sequestration,
combined wind/solar/battery technolo-
gies, intelligent buildings and innova-
tive transportation. Government in-
vestment should focus on basic
research and technologies, not compa-
nies or players.

CEO COUNCIL MEMBERS

(Chief executives except as noted)

José Maria Alapont
Federal-Mogul Corp.

Tom Albanese Rio Tinto
Isidoro Alvarez EI Corte Inglés

George S. Barrett
Cardinal Health Inc.

Dominic Barton
Global Managing Director,
McKinsey & Co.
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Time Warner Inc.

Angela F. Braly WellPoint Inc.

Glenn Britt
Time Warner Cable Inc.

Kevin Burke
Consolidated Edison Inc.

Michael Buscher
OC Oerlikon Corp.

Natarajan Chandrasekaran
Tata Consultancy Services

R. Marcelo Claure
Brightstar Corp.

Vittorio Colao
Vodafone Group PLC

Michael D. Connelly
Catholic Health Partners

David Crane NRG Energy Inc.

Theodore F. Craver
Edison International

Fred Crawford AlixPartners

H. Lawrence Culp
Danaher Corp.

Adam D’Angelo Quora
Philippe Dauman Viacom Inc.

Oleg Deripaska
Basic Element Co.

Douglas L. DeVos
President and Co-CEO,
Amway Corp.

Paul J. Diaz
Kindred Healthcare Inc.

James Dimon
J.P. Morgan Chase & Co.

Craig S. Donohue
CME Group Inc.

Francisco D’Souza
Cognizant Technology
Solutions

Thomas F. Farrell
Dominion Resources Inc.

Christopher Fey
U.S. Preventive Medicine

John Figueroa Omnicare Inc.

Douglas L. Foshee
El Paso Corp.

Jack A. Fusco Calpine Corp.

Seifi Ghasemi
Rockwood Holdings, Inc.
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Carlos Ghosn
Renault-Nissan Alliance

Robert J. Gillette
First Solar Inc.

Russell K. Girling
TransCanada Corp.

Thomas H. Glocer
Thomson Reuters

Greg J. Goff Tesoro Corp.
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tute Inc.
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Kaiser Permanente

Daniel Hamburger DeVry Inc.
Walter P. Havenstein SAIC Inc.

Patricia A. Hemingway Hall Health
Care Service Corp.

Jeffrey O. Henley
Chairman, Oracle Corp.

Glenn Hutchins Co-Founder
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Robin Li Baidu
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Jack Ma
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Robert Moritz
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Denise Morrison
Campbell Soup Co.

Daniel H. Mudd Fortress
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Capital Management

J. Larry Nichols Devon Energy
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Rodney O’Neal
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James O’'Neil Quanta Services
Paul Otellini Intel Corp.
Vikram S. Pandit Citigroup Inc.
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James E. Rogers
Duke Energy Corp.
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Stephen A. Schwarzman
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David Seaton Fluor Corp.

Mikhail Shamolin
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Mayo A. Shattuck
Constellation Energy
Group Inc.

Steven A. Shaw
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Gregg M. Sherrill Tenneco Inc.

Ralph Shrader
Booz Allen Hamilton Inc.

Barry E. Silbert SecondMarket

Henrik C. Slipsager
ABM Industries Inc.

Frederick W. Smith FedEx Corp.
Gary B. Smith Ciena Corp.
Martin S. Sorrell WPP Group

Shivan S. Subramaniam
FM Global

Anthony R. Tersigni
Ascension Health

Fred Tomczyk
TD Ameritrade Holding Co.

Marco Tronchetti Provera
Pirelli & C. S.p.A.

James Stanton Turley
Ernst & Young

N.V. Tyagarajan Genpact

Myron E. Ullman Executive
Chairman, J. C. Penney Co.

Daniel Ustian
Navistar International

Timothy R. Wallace
Trinity Industries Inc.

Maggie Wilderotter Frontier
Communications Corp.

John David Williams
Domtar Corp.

Ronald A. Williams Advisor,
Clayton, Dubilier & Rice

Thomas J. Wilson Allstate
David M. Wood Murphy Oil
Roger J. Wood Dana Holding
John D. Wren Omnicom Group
Yang Yuanging Lenovo

Zhang Xin Soho China

PARTICIPATING GUESTS

Charlene Barshefsky
Partner, WilmerHale

Erskine Bowles Co-Chairman,
National Commission on
Fiscal Responsibility and
Reform

Eric Cantor House Majority
Leader, U.S. Representative
R., Va.)

Dick Cheney Former Vice
President of the U.S.

Geena Davis Actor and
Founder, Geena Davis Insti-
tute on Gender in Media

Anthony S. Fauci Director,
National Institute of Allergy
and Infectious Diseases

Timothy Geithner Secretary of
the Treasury

Glenn Hubbard Dean, Columbia
University Graduate School
of Business

Jon Huntsman Former Ambas-
sador to China and Former
Governor of Utah

Alan Krueger Chairman, Coun-
cil of Economic Advisers

Debra Lee Chairman and CEO,
BET Networks

Jack Lew Director, Office of
Management and Budget

Paul Ryan Chairman of the
House Budget Committee,
U.S. Representative (R., Wis.)

Alan Simpson Co-Chairman,
National Commission on
Fiscal Responsibility and
Reform

Lawrence H. Summers Former
Secretary of the Treasury
and President Emeritus,
Harvard University

Deborah Wince-Smith President
and CEO, Council on Com-
petitiveness

Daniel Yergin Chairman,
IHS Cambridge Energy
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Zhu Min Deputy Managing Di-
rector, International Mone-
tary Fund

Robert Zoellick President,
World Bank Group
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Forging a Stronger U.S.-China,
Relationship: More Carrot Than Stick

‘We have to be patient, take a step-by-step approach!

DOUGLAS DEVOS, LEFT, WITH JACK MA AND GAIL KELLY

he U.S.-China rela-
tionship is widely rec-
ognized as the most
important bilateral
relationship in the
world, but it is fraught with im-
balances and tensions. The Wall
Street Journal’s Andrew Browne
moderated a task-force discus-
sion aimed at strengthening the
working relationship between
the world’s largest debtor and
its largest creditor.
Here are edited excerpts of
that conversation:

FORGING A STRONGER U.S.-CHINA
RELATIONSHIP CO-CHAIRS

Jack Ma Chairman, Alibaba
Group

Gail Kelly CEO and Managing
Director, Westpac Banking
Corp.

Douglas DeVos President and
Co-CEO, Amway Corp.
SUBJECT EXPERT:

Lawrence H. Summers Former
U.S. Treasury Secretary and
President Emeritus of
Harvard University

A Gentle Approach
ANDREW BROWNE: As reporters
in China, we are well used to
horror stories from foreign busi-
nesses operating in the world’s
second-largest economy. Intellec-
tual-property theft is the No. 1
complaint. Not just that, but
forced technology transfer, a
lack of access to the judicial sys-
tem, corruption and so on.

Our group didn’t exactly ig-
nore these problems. Neverthe-
less, I think it’s fair to say that
we were quite gentle on China. It
was very high-level. It was a lot
of discussion about win-win so-
lutions—about  collaboration,
about learning.

The top policy takeaway was
that we needed to establish a
greater platform of trust.
DOUGLAS DEVOS: This was based
on the world-view perspective
that subject expert Larry Sum-
mers set out: Either we’re going
to have tit-for-tat discussions on
very short-term issues every
time something pops up or we’re
going to form a long-term har-
monious relationship. And the
group said we want to go toward
the latter.

So we felt the first thing that
was needed was a strategic
framework. The term “bilateral
investment treaty” was brought
up, but that’s not exactly it. Eco-
nomic cooperation agreement,
perhaps that sort of thing.
Something between our two na-
tions, because the World Trade
Organization relationship,
merely being members of an-
other global organization, isn’t
the right spot for us to go
through issues that are going to
be long term and challenging.

The feeling was that there
would be some principles that
would need to be part of this re-
lationship or agreement, princi-
ples that were going to be long
term, that were going to go from
administration to administra-
tion. There need to be dispute-
resolution processes contained
within it so disputes can get ad-
dressed quickly.

We have to be patient, take a
step-by-step approach. We’re not
going to fix everything tomor-
row. It has to be rules-based. We
have to get to a point where we
write it down on paper so we
can have discussions about

what’s written rather than what
we thought we heard somebody
say.

And then it needs to be ac-
tionable. You see in the third
recommendation, where we
wanted to set targets. We have
to be able to follow up, and mea-
sure ourselves, if we’re going to
make step-by-step progress.

JACK MA: My topic is about how
the U.S. should attract more Chi-
nese investment. The U.S. should
also try to attract a lot of Chi-
nese entrepreneurs with China’s
characteristics—they move
faster and create jobs in tough
situations.

When you go to China, you
have the same problems with
China’s  government, with
China’s environment. And the
Chinese companies coming to
the U.S also have problems.
Many private businesses come to
the U.S., like I do, and don’t
know how to deal with the tax
issues, policy issues, and what
we should do.

So there should be an organi-
zation like the Economic Devel-
opment Board, which helps all
the foreign investors who come
to Singapore. China also has a
very strong organization helping
all the foreign investors who
come to China. What we suggest
is that the U.S. have such an or-
ganization to facilitate foreign
investors coming to the U.S.

A Win-Win Relationship

GAIL KELLY: The fourth one was
around the theme of reciprocity.
We discussed that against the
framework that Jack outlined a
little while ago of building a re-
lationship of trust. So we used
the idea of carrots and sticks to

start with. But we decided to re-
fine that.

Against this backdrop of
building a relationship of trust,
we chose to use words such as
“win-win” instead. And at the
heart of this is both sides recog-
nizing it requires patience. It re-
quires seeking to understand the
other’s point of view. And cer-
tainly a key component of this
reciprocity is recognizing that
each country being strong is
good for the other. In particular,
driving a strong consumption-
based economy within China, the
strengthening of the middle
class, driving for more goods
and services, is good for the U.S.
in terms of its manufacturing
and in terms of job creation in
the U.S.

The key element of a recom-
mendation out of this reciprocity
goes to building out specific in-
dustry working groups. There
was a view that only so much
can get done at the government-
to-government level. But as we
all know, businesses are more
outcome-focused and more prac-
tical and pragmatic often in the
way in which they tackle issues.

See video excerpts from the
CEO Council conference at
WSJ.com/Reports.

THE TOP FOUR RECOMMENDATIONS

NEW FRAMEWORK FOR
1 BUILDING TRUST

Establish a strategic
framework for building trust
through an economic-coopera-
tion agreement. Pursue a rules-
based, long-term arrangement
to address interests in busi-
ness, education and culture.
2 FRIENDLY APPROACH

Establish a full-service

agency to draw investment to
the U.S,, creating procedures to
help foreign investors navigate

the U.S. public and private sec-
tors. The U.S. should study

BUILD AN INVESTOR-

China’s investor-friendly ap-
proach to attracting capital.
The private sector would work
closely with governments on
practical on-the-ground issues.
3 EIGN DIRECT INVEST-
MENT FROM CHINA
Establish a target for $250 bil-

lion annually in foreign direct
investment in the U.S. from

China.
SUCCESS

4 The U.S. should welcome

investment from China, but

SET TARGET FOR FOR-

STRESS RECIPROCAL

stress the importance of reci-
procity for U.S. companies to
emphasize the potential for
mutual success. Industry-spe-
cific working groups could
maintain pressure to ensure
changes in both countries.
China should expand domestic
consumption further to provide
a market for U.S. goods. All of
this would help defuse short-
term tensions around currency
valuation, trade access and in-
tellectual-property violations.

Building a U.S. Export Economy:
Creating a New Mind-Set

he U.S. faces a tre-

mendous trade gap.

What can Washington

and the private sector

do to fire up the ex-
port engines?

The Wall Street Journal’s Da-
vid Wessel moderated the task-
force discussion on the topic.
Here are edited excerpts of the
presentation of its priorities to
the CEO Council.

Think Local
DAVID WESSEL: We had a very
good discussion about the obvi-
ous need for the U.S. to
strengthen its exports of goods
and services if we’re going to re-
balance the world economy.
FRANCISCO D’SOUZA: Only 1% of
U.S. firms today are exporters. In
a sense, U.S. firms have never
had the export muscle—or to the
extent that they had it, that
muscle has atrophied over time.
The first recommendation is
creating a mind-set within U.S.
businesses of the importance of
exports and really moving away
from the notion that all products
and services are created equal.
Products need to be tailored for

local markets, and U.S. firms
need to engage deeply in local
markets around the world if they
would like to be net exporters.
They should also encourage
workers, U.S. citizens, to go
spend time around the world.
We felt that was necessary in or-
der to truly be able to partici-
pate in the local market.
Finally, there was a feeling in
the group that small and me-
dium-size businesses particu-
larly in the U.S. just don’t have
the resources and capability to
understand the nuances of local
markets around the world. Gov-
ernment can play a role there, to
create a support structure and
an ecosystem to assist small and
medium-size businesses to get
their products and services into
markets around the world.
ELLEN KULLMAN: The second rec-
ommendation is what the U.S.
government can do in helping
expand trade and hence exports.
Two areas that we focused on
were intellectual property and
transparent trade practices.
Intellectual property, counter-
feiting, enforcement are big is-
sues around the world. It is
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Ralph Alswang

‘U.S. firms need to engage deeply in local
markets around the world.
FRANCISCO D’SOUZA

‘The level playing field of a territorial tax

system would..help expand exports.
ELLEN KULLMAN

something that we spend a tre-
mendous amount of resources on
in my company. Our exports are
lower because we are constantly
being knocked off by counterfeit-
ers in various countries. There’s

THE TOP FOUR RECOMMENDATIONS

GLOBALIZE ATTITUDES
1 OF U.S. BUSINESS

To ensure growth, U.S.
businesses should recognize
the importance of developing
foreign markets, including lo-
cally based products and serv-
ices. They should set targets
and goals for increasing partici-
pation in foreign markets and
encourage more U.S. nationals
to live abroad for a period. Gov-
ernment can help by providing
support and education to
smaller and medium-size busi-
nesses to increase their ex-

ports.

2 PROPERTY PROTEC-
TIONS/TRANSPARENT

TRADE PRACTICES

A key to enhancing U.S. ex-

INTELLECTUAL

ports is to develop consistent
international standards—and in-
ternational enforcement—for
protection of intellectual prop-
erty through investment trea-
ties, trade agreements, the
World Trade Organization and
law-enforcement cooperation. A
U.S. priority should be to en-
courage partners such as Brazil,
Russia, India and China to com-
ply with government-procure-
ment rules and to initiate a glo-
bal investment framework to
create more transparency and

consistency.

3 COMPETITIVE TAX
SYSTEM

The U.S. should replace its cur-

rent world-wide tax system

with a territorial system to en-

CREATE GLOBALLY

courage companies to invest
repatriated earnings into long-
term investment. The U.S.
should also lower the statutory
corporate tax rate to globally
competitive rates, and create
certainty around the R&D tax

credit.
4 HUMAN CAPITAL
From K-12 through col-
lege and advanced-degree pro-
grams, the U.S. must improve
the skills of workers to aid in
export growth. This includes
the promotion of technical ca-
reers for young people. The
U.S. should also encourage the
immigration of the best and
brightest from around the
world.

IMPROVE

a lot that can be done, whether
it’s through the World Trade Or-
ganization, trade agreements or
investment treaties, to level that
playing field and get a standard
around intellectual-property pro-
tection and enforcement.

The second area is transpar-
ent trade practices. Government
procurement roles come into
play there. Do other govern-
ments have transparency when it
comes to making their pur-
chases, and should that level
playing field be there? That cre-
ates more opportunities for
companies in the United States
to participate there.

The next recommendation we
talked about was the U.S. tax
system, which creates a disad-
vantage for U.S. companies that
operate on a global basis. We
need to have comprehensive tax
reform. My competitors, many of
your competitors, are increas-
ingly global or foreign and oper-
ate under a very different tax re-
gime—a territorial regime.

If we could create one in the
United States, that would help
U.S. companies bring their off-
shore earnings back, hopefully to
invest in U.S. manufacturing. We

believe that is a much more
competitive system globally for
our companies. We could argue
what the rate should be, but it
needs to be lower than today.
That’s something that we think
has to be benchmarked globally.

And the complexities have to
either go away or we have to
create certainty around them.
For instance, the R&D tax credit
is one that we struggle with.
This time last year, it wasn’t
clear that we were going to get
the R&D tax credit for the year
2010. How can we make deci-
sions on what jobs that tax
credit could help create or in-
vestments we could make if ev-
ery year it is discussed and de-
cided whether it comes in?

We believe that certainty and
the level playing field of a terri-
torial system would go a long
way to allow us to compete in
the world. We do believe that
will help expand exports.

The Human Touch

MR. D’SOUZA: The last recom-
mendation is the issue of human
capital. It became clear that
where we can be most successful
in exports is in high-value, com-

plex manufacturing, high-value
goods and services.

The raw material many times
behind that is talented people to
create these high-value goods
and services. We felt that there’s
a need to look at the whole hu-
man-capital chain, starting from
K-through-12 education. We need
to reform that and create more
of an emphasis on STEMs—sci-
ence, technology, engineering
and mathematics—careers.

On the other side, we need to
look at reshaping the U.S. immi-
gration system to allow the best
and the brightest to come to the
United States, build their careers
and their lives here.

BUILDING A U.S. EXPORT
ECONOMY CO-CHAIRS

Ellen Kullman Chairman and
CEO, DuPont Co.

Francisco D’Souza President and
CEO, Cognizant Technology
Solutions

SUBJECT EXPERT:

Deborah Wince-Smith President
and CEO, Council on Com-
petitiveness
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Encouraging and Protecting Innovation:

Think More Broadly

ew people would deny
that innovation is one
of the keys to eco-
nomic growth in the
modern economy. But
the challenge for countries is to
both spur more innovation and
figure out how to protect the in-
novation they already have.
The Wall Street Journal’s
John Bussey moderated the task-
force discussion on that topic.
Here are edited excerpts of the
presentation of their priorities
to the CEO Council.

The Cudgel

JOHN BUSSEY: One thing that
struck me at the beginning was
that this was about encouraging
and protecting innovation, and
the group wanted to give equal
time to each. It wasn’t just about
protecting innovation and con-
cern about technology transfer
to countries abroad. There was a
keen interest in focusing on,
“How do you encourage innova-
tion at home?” And so you’ll see
that reflected in the recommen-
dations that the group made.

The first one, seeking tougher
protection for innovation, was
probably the closest thing to
kind of a cudgel that emerged in
our session. It calls for under-
standing the policies and prac-
tices of countries abroad. It
wasn’t just China. It was a gen-
eralized concern about nations
abroad where this is happening,
to understand the practices and
policies that countries are using
to force technology transfer from
U.S. companies to their country
as a requirement, spoken or un-
spoken, to get access to their
markets. It was about figuring
out a response to that, and hold-
ing the countries’ feet to the fire,
most likely through enhancing
the abilities of the customs de-
partment.

The recommendation was to
strengthen U.S. law in this re-
gard and shape the foreign legal
environment. That’s meant to
encourage countries to develop
court structures within their own
country; one of the biggest prob-
lems with China is that there is
no recourse now.

The recommendation also

calls for encouraging global ap-
preciation of what drives inno-
vation. It’s best to have a culture
of innovation where intellectual
property is protected in your
country, and not just a practice
of swiping it from other innova-
tors.
KEVIN BURKE: One of the key
items in encouraging innovation
is looking at the U.S. immigra-
tion policy and visa policies.
We’ve had some discussions in
the past about how we bring for-
eign students over to the United
States, we train them, and when
they finish and get their degree,
we tell them, “You can’t work
here. And in fact, you have to
leave the country.” We think
that’s just a bizarre way of en-
couraging innovation.

We’ve talked about the engi-
neering schools, the science
schools. But it extends beyond
that, whether it’s in media or in
other areas, where you'd want to
continue to encourage people to
stay here and to innovate.

Another area we looked at
was to welcome foreign invest-
ment. And in addition to large

ENCOURAGING AND PROTECTING
INNOVATION CO-CHAIRS

Carlos Ghosn Chairman,
President and CEO, Renault-
Nissan Alliance

Kevin Burke Chairman,
President and CEO,
Consolidated Edison Inc.

Vittorio Colao CEO, Vodafone
Group PLC

Jeffrey L. Bewkes Chairman and
CEO, Time Warner Inc.

SUBJECT EXPERT:

Charlene Barshefsky Partner,
WilmerHale

‘The great element
of this proposal
is the involvement
of the population
at large!
VITTORIO COLAO, RIGHT, WITH
KEVIN BURKE, LEFT AND
JEFFREY BEWKES

foreign investment, we’re talking
about encouraging entrepre-
neurs to come to the United
States. If they can bring some
capital, start a small company,
get going, get some more jobs
for people in the U.S., we think
that should be encouraged, too.

National Pride

VITTORIO COLAO: I have probably
the most exciting of all, which is
not just about specifying the five
national innovation goals, but
also much more about creating
energy, creating pride.

Things that have been men-
tioned as goals have involved
digital infrastructure or big
goals in energy and energy pro-
duction and clean energy—inno-
vative disruptive technologies to
provide solutions to transporta-
tion problems, for instance. But
again, the great element of this
proposal is the involvement of
the population at large.

The schools were mentioned
as something that really can cre-
ate a positive feeling. Now, prac-
tically speaking, this will imply
defining public-private sector
contribution. There was a bit of
discussion as to whether this im-
plied also defining recipes or
whose responsibility things
should be. And the answer is, no,
not defining the responsibilities,
leaving that to the market, but
defining how a partnership
would work in terms of essential
goals, what the private sector
can bring, what the public sector
can bring.

And again, like those great

examples of the moon landing
and interstate highways, creat-
ing a sense of pride behind
something that is long term—
and rewards long-term invest-
ments.
JEFFREY BEWKES: On the last
one—protect tangible and intan-
gible investment—you may won-
der, “Well, what exactly are we
thinking?” Tangible would basi-
cally be infrastructure. Intangi-
ble is intellectual property.

We started by recognizing
that we already have a huge
amount of innovation, certainly
in the U.S. but also in the devel-
oped countries. How do we keep
that going, because it’s a high-
value employment kind of thing?

There are two main areas to
this. Let’s do the tangible first.
We want to encourage invest-
ment in infrastructure—think of
energy grids, transportation
grids, broadband systems—by
aligning and reforming the regu-
lations to support private invest-
ment, because most of it should
be private investment, and to le-
verage some amount of public
funding. We all remember public
funding of the highways, as well
as the Internet in the beginning.

So that’s essentially having
regulation help investment in in-
frastructure rather than under-
mine it or take it for granted.

Second, on the intangible
side, encourage the continued
development of intellectual
property, particularly in the
United States but really in all the
developed economies by uphold-
ing copyrights and patents.

There are two sides to it. You
heard it in the first, which is
other countries that don’t inno-
vate that plug their gap by tak-
ing ours. And the second, really,
is new disruptive Internet “tech-
nologies” that undermine either
the payments for the content or
the payments to use the broad-
band infrastructure that they
use to do the disruption.

THE TOP FOUR RECOMMENDATIONS

OF INNOVATION

The U.S. should under-
stand policies and practices
used by foreign governments
to force technology transfer to
their countries from U.S. com-
panies and devise a response
that reduces this transfer.
Strengthen U.S. law, shape for-
eign legal environments and
encourage global appreciation
of what drives innovation.

IMMIGRATION
2 POLICIES SHOULD

SUPPORT INNOVATION
Visa policy should encourage
foreign students educated in
the U.S. to stay and should
welcome foreign investment to
create businesses and jobs.

1 TOUGHER PROTECTION

SPECIFY
3 FIVE NATIONAL

INNOVATION GOALS
Energize and challenge the
population and schools toward
a national agenda of innova-
tion, in the spirit of John
Kennedy and the moon landing
and Eisenhower and interstate
highways. Define public- and
private-sector contributions
and encourage public-private
partnerships that would
achieve these essential goals.

PROTECT TANGIBLE
4 AND INTANGIBLE
INVESTMENT
Underscore and protect long-
term value of tangible and in-

tangible investment in innova-
tion.
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Improving Global Health:

Focus on Chronic Disease

‘We're seeing an explosion of chronic

conditions in the

developing world.

GEORGE HALVORSON

"1:. ‘_'

‘One goal is a collaboration with host
countries to build a vaccine infrastructure.
RENE LERER

hen it comes to

addressing

health care, the

debate in the

U.S. is just a
drop in the global bucket. The
developing world is facing a host
of health-care challenges—whose
economic effects reach all the
way to America’s shores.

The Wall Street Journal’s
Laura Landro moderated the
task-force discussion on global
health.

Here are edited excerpts of

IMPROVING GLOBAL HEALTH
CO-CHAIRS

René Lerer Chairman and CEO,
Magellan Health Services
Inc.

George C. Halvorson Chairman
and CEO, Kaiser Permanente

SUBJECT EXPERT:
Anthony S. Fauci Director,

National Institute of Allergy
and Infectious Diseases

the presentation of their priori-
ties to the CEO Council.

Not Just a Moral Issue
LAURA LANDRO: Global health is
not just a moral and ethical is-
sue that we should be interested
in, but also a leading driver of
economic growth and productiv-
ity or the lack thereof. The Glo-
bal Health Initiative at the World
Economic  Forum  recently
changed its focus from infectious
to noncommunicable diseases.
As George Halvorson from Kai-
ser-Permanente will explain, that
came to the top of our list of rec-
ommendations.

GEORGE HALVORSON: Until rela-
tively recently, the developing
world mostly suffered from is-
sues of infectious disease. We’re
now seeing the rest of the world
urbanizing. As people move from
the countryside into cities,
they’re going from eating local
diets and having a lot of physical
activity to cities where they are
basically inert and eating white
rice, white wheat and different

food materials. So, we’re seeing
an explosion of chronic condi-
tions in the developing world. A
majority of deaths are coming
from chronic conditions.

We need to do a number of
things. One is to facilitate physi-
cal activity, because when people
are inactive, the body doesn’t
work well. In order to work at
maximum levels, the body needs
to move. We have to walk. When
we do that, the neurochemistry
is better, the physiology is bet-
ter, the psychology is better, de-
pression levels go down.

We need to pass that informa-
tion on to the world and create
environments where physical ac-
tivity is safe, possible and en-
couraged. Rather than solving it
at the back end with better
treatments, we need to solve it
at the front end by having fewer
people becoming diabetic.

This feeds into the next rec-
ommendation, technology. Tech-
nology is significantly underused
in health care. We don’t have op-
timal use of information flow.

We have a shortage of health-
care providers in the world, and
a problem getting information
about care delivery to patients
in major parts of the world.

The only way we’re going to
solve that problem is by creating
a technology flow that will get
information out to very basic-
level caregivers in those set-
tings, supported by primary-care
doctors upstream electronically,
supported by specialists, sup-
ported by electronic algorithms,
supported by care systems.

What we need is a whole in-
frastructure of care delivery
where we have applications that
support care delivery. The world
right now is full of iPhones. Ev-
erybody in the world is now
electronically connected. That’s
an opportunity that we need to
take advantage of. If we don’t
take advantage of that opportu-
nity, we really won’t be able to
improve care in the world.

Supplying the Cure

MS. LANDRO: Dr. Lerer is going to
talk to us about the third and
fourth priorities, starting with
vaccine-preventable diseases.
RENE LERER: We know that there
are vaccines available for a num-
ber of diseases that we see
world-wide that could have a
material impact. One of the
goals, clearly, is an industry-
sponsored collaboration with the
partner countries and the host
countries to build an infrastruc-
ture for the development, the ac-
cess to and then the delivery of
the vaccines. By doing so in an
aggressive way in partnership
with those countries, we can
truly make a difference both
clinically and economically be-
cause of the financial impact of
these diseases on the countries.

The last recommendation—
and one that probably everyone
would have thought would have
come first because it’s had the
greatest exposure when talking
about health care—is HIV/AIDS.
As we’ve gone into developing
countries and began to provide
capabilities to treat patients
with HIV/AIDS, we become suc-
cessful in one country and then
we see it pop up in another
country. Developing countries
begin to move forward in the
continuum, and then other coun-
tries have similar issues. We
know that today HIV/AIDS is one
of the leading causes of death in
these countries, extremely com-
municable, obviously.

The issue is not only the
treatment of AIDS. Really, the
goal is the prevention of AIDS.
There are significant opportuni-
ties to prevent AIDS by treating
those who have it or by educat-
ing folks on what it means to be
preventative in AIDS.

The second piece was to cre-
ate an infrastructure within the
communities to develop sustain-
able health systems. Without a
health system in a community,
the ability to identify and deliver
the drug or the treatment or the
education becomes extraordi-
narily difficult. Historically, you
spend a lot of time talking about
pharmaceuticals, but what we’re
talking about is building an in-
frastructure with the country,
educating folks on how to pre-
vent a disease, primarily, and
then making available to them
drugs and to help in the treat-
ment of this disease.

THE TOP FOUR RECOMMENDATIONS

TACKLE NONCOMMUNI-
1 CABLE DISEASES

Chronic diseases including
heart, lung, diabetes, mental
health and cancer are emerging
as a leading threat to economic
growth and account for 63% of
deaths world-wide. Use tech-
nology, workplace wellness pro-
grams and health education to
help treat and prevent these
diseases and the growing glo-
bal problem of obesity. Focus
on “best buys” for prevention:
tobacco, alcohol, diet, physical
activity.

DEVELOP GLOBAL USE
2 OF HEALTH

TECHNOLOGY
Encourage the growth of a
public-private global health-
technology infrastructure. Ex-
pand use of electronic medical
records, mobile applications for
health monitoring, advice and
education, wireless devices and
telemedicine for diagnosis and
treatment, particularly in under-
served areas in the developing

world.

3 PREVENTABLE
DISEASES

Create industry-sponsored pur-

chase of vaccines and partner

TARGET VACCINE-

with host countries in building
infrastructure needed to ensure
vaccine delivery. This has the
potential to eradicate certain

diseases.
4 GLOBAL HIV/AIDS
Establish a public-private
partnership involving a consor-
tium of multisector businesses,
nongovernmental organizations
and the U.S. government to ap-
ply scientifically proven inter-
ventions to slow and ultimately
end the global HIV/AIDS pan-
demic. Strengthen sustainable
health systems to improve ac-
cess to preventive programs
and pharmaceuticals.

HALT SPREAD OF

Managing the Global Competition for
Resources: Start With a Unitied Vision

he world has seven

billion people, likely

heading to nine bil-

lion in the next 30 or

40 years, and an in-
creasing number of those people
want to live the lifestyle enjoyed
by inhabitants of developed
countries. That’s putting serious
strain on the world’s natural re-
sources.

The Wall Street Journal’s
Matt Murray moderated the
task-force discussion on pre-
scriptions for ensuring fair use
of those resources. Here are ed-
ited excerpts of the presentation
of their priorities to the CEO
Council.

An Economic Imperative
MATT MURRAY: There wasn’t a
lot of argument in the room
about the need for energy, for
resources, or what kind. There
was broader discussion about
the best policies to encourage
the energy we need.

We had most types of energy
represented in that room and a
lot of debate and a little dis-
agreement. We ended up with 15
points and boiled it down to
these four.

MIKHAIL SHAMOLIN: The first ba-
sic point that all the participants
agreed to was that the role of
global energy and the vision for
global energy needs to be shared
and well articulated among in-

Ralph Alswang for The Wall Street Journal (3)
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resources become increasingly stressed, maybe we should be looking to our backyard.

TOM ALBANESE, CENTER, WITH MIKHAIL SHAMOLIN, LEFT, AND KLAUS KLEINFELD

dustry participants.

The availability of energy is
absolutely essential to global
economic growth. If we look at
various forecasts, we see de-
mand for energy is going to al-
most double in the next 25
years. That means major threats
to global economic development,
because if it’s not well-managed
and well-regulated, this will lead
to inevitable shortages, and in-

creases in price. And that could
hamper economic growth.
Therefore energy will be
needed in all forms, and govern-
ments should not be deciding
which form should be preferred
over the other. There should be
a place for gas, for coal, for nu-
clear, for other forms of energy.
The majority of energy de-
mand will come from countries
like China and India. And they

THE TOP FOUR RECOMMENDATIONS

FORMULATE AND DRIVE
1 JOINT MESSAGE OF EN-

ERGY AS CRUCIAL TO
ECONOMIC GROWTH
Economic and job growth will
require growth in energy
around the globe. Energy com-
panies must work together to
disseminate a common, consis-
tent vision across all forms of
energy. Industry also can work
to encourage efficiency and

conservation.

2 POLICY TO ENCOURAGE
RESPONSIBLE ACCESS

RATHER THAN LIMIT IT

Shift the policy emphasis from

energy and resource imports to

CHANGE U.S. ENERGY

responsible domestic develop-
ment and self-sufficiency.
Streamline the regulatory and
legal process top to bottom in
a way that promotes responsi-
ble regulation without discour-
aging development.
3 Assure sustained govern-
ment investment, intelli-
gent legislation and public/pri-
vate partnership in energy
research and development
across the range of energy re-
sources, rather than volatile
and uncertain funding. For ex-
ample: carbon sequestration,

combined wind/solar/battery
technologies, intelligent build-

INVEST IN R&D

ings and innovative transporta-
tion. Government investment
should focus on basic research
and technologies, not compa-

nies or players.
4 INFRASTRUCTURE

The infrastructure built
to transport energy has passed
its useful life. We need a
broad-based, national effort to
rebuild the infrastructure, in-
cluding oil and gas pipelines
and an electric-distribution grid.
Government must work with
businesses so that planned
projects stop being deferred or
canceled.

UPGRADE ENERGY

will influence the global balance
of energy dramatically. So the
world needs to think about how
the energy demands by those
two countries will be accommo-
dated, which technologies and
R&D innovations will be used to
both supply demand and also en-
sure global economic growth.
TOM ALBANESE: During the
course of our group, we were re-
ally focusing on what can be
done differently in the United
States. So the second recommen-
dation became a domestic issue.
And it reminded me of the con-
versation we heard from Jack
Lew [director of the U.S. Office
of Management and Budget] this
morning, when he said, “You in
the audience, you, being indus-
try, you don’t have enough confi-
dence in the U.S. economy to
create jobs.”

And I was thinking to myself,
“Well, I just can’t get the per-
mits to create jobs.” And I think
everyone around the group was
saying, “We just can’t get the
permits. Or we’ve got a lawsuit
here. We’ve got something here,
here, or there.” There are many,
many constraints at the national
level, at the local level, at the le-
gal level that actually keep these
things from happening.

Now, if we go back a couple

decades, when industrial policy
in the U.S. was toward manufac-
turing, was toward job creation
in manufacturing, there was also
a sense of needing to make sure
that there was some self-suffi-
ciency, whether it was energy re-
sources, mineral resources, etc.
It did provide a sense of stability
and also created quite a number
of new jobs.

Over the past couple decades,
we’ve had the luxury of saying,
“We’ll rely on somebody else’s
energy or somebody else’s re-
sources as long as it’s not in my
backyard.” And that backyard
can be someone’s literal back-
yard or it could be in a state or
it could be at the federal level.
We’ve seen policy, we’ve seen
the law moving toward a “not in
my backyard” type approach.

If resources become increas-
ingly politicized, increasingly
stressed or unavailable, maybe
we should be looking again to
our backyard. It’s there from a
geologic perspective. We just
have to make it happen. And I
think to some extent that would
have to do with federal policy
and leadership at the top.

The Government and R&D
KLAUS KLEINFELD: The third
point was to invest in R&D.

There are a lot of things that
have happened in the last 20
years with regard to new types
of energy, energy efficiency, new
technologies. But we feel that we
are by no means at the end of
the rope.

We also feel that even though
a lot of companies are investing
in it and have done great things,
there are large fish to fry. And it
has to be done in a systematic
way where the involvement of
the government is essential. We
need the government almost as
a guiding post here to bring the
players together from the pri-
vate sector as well as from aca-
demia in large-scale R&D pro-
grams, taking care of some of
the things that are so critical.

One of the discussions was
around coal. The big question is,
“How do you come up with clean
coal?” There are ways to do that.
But nothing is yet at a scale that
is competitive in cost. That’s just
one example.

Let’s move on to the next one,
upgrading the energy infrastruc-
ture. It is no secret that many
infrastructure elements, includ-
ing the energy infrastructure,
are archaic. And that’s probably
the most flattering way to de-
scribe it. For instance, take the
energy grid here and compare it
with the grid in China. I think
the latest statistic is that 50% of
the households in Long Island
have an emergency generator.
And they are less than 35 to 45
minutes away from New York. If
you would have that in places
like China, people would stare at
you and would think: What age
do you come from? Are you sit-
ting in the Middle Ages? That’s
the situation we’re in.

MANAGING THE GLOBAL

COMPETITION FOR RESOURCES

CO-CHAIRS

Tom Albanese CEO, Rio Tinto

Klaus Kleinfeld Chairman and
CEO, Alcoa

Mikhail Shamolin CEO, JSFC
Sistema

SUBJECT EXPERT:

Daniel Yergin Chairman, IHS
Cambridge Energy Research
Associates

ViNADWE

ysodwo)

VX

---1-009004-0-000GcEMIed

N




P2JW325000-0-R00700-1-------- XA CL,CN,CX,DL,DM,DX,EE,EU,FL,HO,KC, PN,RM,SA,SC,SL,SW,TU,WB,WE
Cm K Composite BGN,BMT,BRX,CCA,CHR,CKP,CPD,CX LD,KCS,LAG,LAT,LKD,MIA,NMX,PAL,PHI,PVN,SEA, TDM,TUS,UTA,WOK

THE WALL STREET JOURNAL. Monday, November 21, 2011 | R7 ™

WE ARE FOR THOSE WHO DO.

AND ALWAYS WILL BE.

The truth is, the $250 billion PC industry” is changing.

All great industries do.

But it’'s not going away. No matter what anyone says. Or what any

company does.

In fact, as the second-largest PC company on the planet we see

this as a time of incredible growth. And unprecedented innovation.
A time when the technology we make is needed more than ever.

Because we make more than just personal computing machines.
We make the machines that power the world's best ideas.

Machines ruthlessly engineered to move the world forward.
We make Do Machines.

And as one of the fastest-growing global PC companies,;’ we have no

intention of slowing down.

So we will continue to push the industry into the future. To innovate it.

To lead it. Just like we have since 1984.

The world is going to change. And we're going to be here to help make

that happen.

We are Lenovo. We are For Those Who Do.

DESKTOPS. LAPTOPS. TABLETS. ’enov0® m
: THOSE s

*IDC Worldwide Quarterly PC Tracker, 2011 (projected).
+IDC Worldwide Quarterly PC Tracker, 2011 Q3 (preliminary).
+0f the top 5 PC vendors (year-on-year growth), IDC Worldwide Quarterly PC Tracker, 2011 Q3 (preliminary).
Lenovo, the Lenovo logo, and the phrase For Those Who Do are trademarks of Lenovo in the United States, other countries, or both.
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It’s Time to Make Some Choices

Timothy Geithner on the fundamental decisions the country has to start making

ince coming aboard as

Treasury  secretary,

Timothy Geithner has

faced wave after wave

of crises—and they
show no sign of subsiding. What
does he see coming in the days
ahead, in the U.S. as well as
China and the troubled econo-
mies of the euro zone?

Mr. Geithner discussed these
matters and more with The Wall
Street Journal’s editor in chief,
Robert Thomson. Here are ed-
ited excerpts of their dicsussion.

A Stronger Position

ROBERT THOMSON: Has the expe-
rience of crises made it any more
easy to deal with the current cir-
cumstances?

TIMOTHY GEITHNER: Even with
all our challenges, I believe
we’re in a much stronger posi-
tion today to deal with what’s
still a challenging world. We did
some very hard things early to
put out the worst of the finan-
cial fires and force a huge
amount of private capital back
into our financial system to
clean out the weakest parts of
our financial system.

We’re in a much better posi-
tion because of those choices
than we would be if we had
drifted through that period of
time, and either hoped the crisis
would burn itself out or tried to
pretend it didn’t exist. I'm sure
we didn’t get everything right,
but we did what this country al-
ways does. This country, faced
with peril, has a remarkable ca-
pacity to act and do hard things.

MR. THOMSON: Some would ar-
gue that the peril hasn’t been
poignant enough for profound
change to really happen.

MR. GEITHNER: We’re facing a
very consequential debate about
some fundamental choices as a
country. Those choices are fun-
damentally about what role can
government play and what role
can government not play and
should not play in trying to cre-

‘How do we get more revenues out of the economy, as part of a
balanced fiscal plan, without hurting incentives for growth?’
TIMOTHY GEITHNER

ate conditions for stronger
growth and better opportunity.
And how are we going back to a
point where we’re living within
our means as a country.

Most of the debates we face
as a country now are about
those two fundamental choices.
How do we get more revenues
out of the economy, as part of a
balanced fiscal plan, without
hurting incentives for growth?
How do we do that in a way that
makes the broader system more
fair at the margin? How do we
get our commitments on health
care and pension funds more
sustainable over time? How do
we do that while still preserving
that basic commitment we make
to Americans for retirement se-
curity and health security?

We need to keep making
progress toward those things,
because the confidence in our
future as a country depends a lot
on demonstrating our political

system can do those things.

MR. THOMSON: Obviously, you’re
focused on the unemployment
rate, but if you were to pick one
indicator in the short to medium
term that you’re focusing on,
would it be housing prices?
MR. GEITHNER: Housing is still
very tough. A lot of homeowners
are innocent victims of choices
made by others. There’s a good
public-policy case for trying to
make sure we reach as many
people as we can and give them
a chance, if they have hardship,
to stay in their home. There’s a
compelling economic, pragmatic
and moral case. But housing now
mostly reflects the overall weak-
ness in the economy. Housing is
going to be harder longer, until
economic growth is stronger and
more people have a chance to
get a job.

MR. THOMSON: Which happens

first? The economy picks up and
housing recovers, or a bottoming
and slight recovery in housing
helps the economy?

MR. GEITHNER: You can’t engi-
neer a recovery in housing that
can lift the broader economy. It
has to be the other way around.

MR. THOMSON: Whatever policies
are generated here, to a certain
extent, are at the mercy of
what’s unfolding in Europe.
MR. GEITHNER: Europe’s basic
challenge is how to make sure
they stabilize their financial sys-
tem and stabilize the ability of
Italy and Spain, in particular, to
borrow at affordable interest
rates—but at the same time,
make sure that there is progress
on these reforms to make
growth stronger and to resolve
the basic fiscal challenges.

I think they’re gradually mak-
ing progress. They have to do
what countries always have to

do in this context, which is to
figure out a way to get enough
political support for what has to
happen as quickly as possible, so
they don’t continually fall be-
hind the market.

MR. THOMSON: How much influ-
ence do you think you and the
president can have?

MR. GEITHNER: We have a big
stake in helping them get ahead
of this problem. We are helping
them both directly and indirectly
through a range of things you
know about, financially. We have
a lot of useful lessons from our
experience that have some value.
There have also been moments
where they’re trying to use us to
help resolve some of the difficul-
ties. But this is Europe’s chal-
lenge. And fundamentally the
resolution of this is going de-
pend on the choices they make
going forward.

MR. THOMSON: Do you think in
five years’ time that the euro
zone members that we have now
will be the same? Or that one or
two countries may drop out?
MR. GEITHNER: What I think
doesn’t matter. Their basic view
is that they will do everything
they need to and everything they
can to hold the thing together.

Looking to China
MR. THOMSON: How concerned
are you about the renminbi?
How interested are the Chinese
in a gradual appreciation?
MR. GEITHNER: My sense is the
Chinese government believes it’s
in their interest to continue to
allow the currency to appreciate
against the dollar. But they want
to move more gradually than I
think makes sense for them and
for us and for the system. I think
it would be better for growth
prospects everywhere, not just
for Chinese inflation risk and
other things, for that process to
happen more rapidly.

But the exchange rate is not
the only thing that matters.

China’s been running a pretty
determined strategy to say, “If
you want to sell here, we want
you to come produce here. If you
are going to come and produce
here, we want you to transfer
technology, and we want you to
serve your broader markets out-
side China from China.”

It’s an untenable strategy,
long term, for a country as large
as China. Our interests as a
country are in not just trying to
get the exchange rate to move
more rapidly, which we’re having
some success on, but trying to
make sure we’re getting China to
dial back those other very sub-
stantial distortions they put into
the economy.

MR. THOMSON: The companies in
this room have a lot of cash.
There’s a lot of cash, but actu-
ally, it’s not in this room and not
in this country. Should there be
once-only repatriation tax relief?
MR. GEITHNER: Not outside the
context of corporate tax reform.
Repatriating costs money. It
costs between $40 and $80 bil-
lion. That’s a tax cut for Ameri-
can companies. If you're going to
spend that money on a tax cut,
you have to figure out how to
pay for it now. I don’t think
yow’ll find the capacity to legis-
late a tax cut as narrow as that
by raising taxes on other busi-
nesses or individuals. And it’s
hard to make the economic case
for doing it at a time when we
don’t have unlimited resources.

I do think there’s an over-
whelmingly compelling case for
broad-based corporate tax re-
form. The basic imperative is to
get the incentives better and the
fundamentals better for people
creating and building things in
the United States. It was our
great strength. It’s still our great
strength in many ways. But we
can do better at it. It’s hard to
do that without looking at the
tax system, and you can do it
without adding to the burden of
individuals or to future deficits.

Budgets, Business and Bernanke

Eric Cantor on what he hopes doesn’t happen with the budget, but may

t’s been a year of change

and budget brinksman-

ship since the Republicans

regained control of the

House in the 2010 elec-
tions. Majority Leader Eric Can-
tor talked with The Wall Street
Journal’s Gerard Baker about the
possibility of further fireworks
in the two parties’ budget bat-
tles, what the House can do to
encourage job creation, and Ben
Bernanke as political football.
Here are edited excerpts of their
conversation.

Room in the Middle

GERARD BAKER: In a year of im-
portant fiscal deadlines, we are
coming up on another one, for
the congressional supercommit-
tee to devise a deficit-reduction
plan. Can you assure people who
fear Washington is simply not
capable of rising to this fiscal
challenge that it’s not so?

ERIC CANTOR: We’ll attempt to.
First of all, as far as pyrotech-
nics is concerned, we’re not go-
ing to see a repeat of what oc-
curred in August on the credit
limit of the country. The reason
is we provided for a backstop in
case Congress didn’t act on time,
this so-called sequester that is
put into statute at the end of the
year, taking effect a year later.

None of us want to see that
sequester be put into law. Many
of us have huge concerns about
the impact on the Pentagon and
the ability for this country to de-
fend our interests. That having
been said, I remain hopeful that
we can muster the will to come
together to produce a result.

We’re sort of on this dual
track because we really want to
g0 about trying to make sure the
government stops spending
money it doesn’t have, and at
the same time do some justice to
the jobs issue and lack of eco-
nomic growth that we’re facing.
But we put on the table the so-
called big deal. If you include the
war savings that everybody
seems to be counting, our sav-
ings were over $6 trillion over
the 10-year period.

The deficit is being dispro-
portionately driven by health-
care entitlements. Every day,
10,000 people turn 65 and be-
come eligible for Medicare.
Medicare receives its revenue
stream or support from premi-
ums and taxes. Well, the revenue
stream only covers a little over
50% of the program. That’s your
problem. Every day, times
10,000, you are at least 50% in

the hole. You can’t tax your way
out of that, you can’t grow your
way out of it. Which is why you
have to change the architecture
of the plan.

We’ve not gotten anywhere in
terms of getting the other side
to join us in fixing the problem.
So that’s a real divide. But
there’s plenty of room in the
middle to try and set differences
aside so we can get at least to
the statutory charge of the com-
mittee, which is $1.2 trillion to
$1.5 trillion in deficit reduction.

MR. BAKER: Your party took con-
trol of the House after a couple
of years in which a lot of people
felt that the Obama administra-
tion had pursued an agenda that
was quite tough on business. Do
you think you’ve managed to
change the environment in a way
that is perhaps more friendly to-
ward business and investment?
REP. CANTOR: One thing we can
do for sure: We can stop legisla-
tion that’s injurious to business
from getting across the floor of
the House. There’s no more men-
tion of card check, there’s no
more mention of a cap-and-trade
type of architecture, there’s no
more mention of another bill as
far-reaching and potentially dan-
gerous as Dodd-Frank.

Our challenge is to try and
stop the detrimental things that
we believe are going on in the
agencies, with what leverage
that we have. And our leverage
comes to us through the spend-
ing process, gaining support
from the other side of the Capi-
tol, and the aisle, to effect the
kinds of positive change we need
for business in this country.

MR. BAKER: What measures par-
ticularly would you like to see
passed quickly that would create
a more business-friendly envi-
ronment?

REP. CANTOR: First up has to be
tax reform and lowering our cor-
porate rates. I don’t have to tell
those of you at the helm of mul-
tinational corporations based in
America, it’s becoming tougher
and tougher to justify the domi-
cile location of your headquar-
ters, given our tax code. Both
sides of the aisle will say we
need to do this. That’s probably
the best thing we could do right
off the bat for jobs.

MR. BAKER: If I can move on to
the Federal Reserve, we’re in an
unusual position at the moment.
We’ve got a Fed chairman who

‘First up has to be tax reform and lowering

ERIC CANTOR

our corporate rates.

was appointed by a Republican
president, reappointed by a
Democratic president, but who
now seems to be universally os-
tracized by the Republican Party.
Every single Republican candi-
date stands up at every debate
and says they will hang Ben Ber-
nanke from the highest rooftop
when they’re given the first op-
portunity. Is it a healthy thing
for the Fed, this incredibly im-
portant institution, to have be-
come such a political football?

REP. CANTOR: No, it’s not healthy.
I don’t think it’s healthy to over-
politicize the Fed in either direc-
tion. Obviously, a lot of us have
some concerns with what is per-
ceived to be loose monetary pol-
icy and have expressed that.

MR. BAKER: Do you think Chair-
man Bernanke should be reap-
pointed if he asks, if he wants
another term?

REP. CANTOR: Mr. Bernanke is
somebody who, there was no se-
cret as to what he had pursued
academically throughout his ca-
reer. I mean, it was all out in the
open. So, again, I don’t know if
I'm prepared to say yes or no. I
do have a lot of respect for the
man. And although we may from
the outside disagree with what
appears to be very loose mone-
tary policy, it is something that,
if you look back in his writings,
it shouldn’t be a surprise.

Iran and the Bomh
MR. BAKER: At the Republican

foreign-policy debate, Mitt Rom-
ney said a very striking thing
about Iran. I'm paraphrasing
here, but he said, “If President
Obama is re-elected, Iran will
have a bomb. If you elect me,
Iran won’t.” Can Iran be stopped
from getting a bomb, and will it
take more than just electing Mitt
Romney to do so?

REP. CANTOR: I'm going to get in
trouble either way with that
question. I do think we have got

Ralph Alswang for The Wall Street Journal (3)

to redouble our effort and focus
on the existential threat that
Iran poses to our allies in the
Middle East, from Israel to some
of the other Gulf states as well.

We may reach a point at
which the time is too late—and I
think that’s where a lot of the
discussion is focused. Now, when
is that? When is the point at
which we are going to be dealing
with a nuclear Iran, period? I
don’t think any of us want to get

it was a reasonable suggestion at
the time—that fiscal stimulus should
be timely, targeted and temporary. |
frankly think the situation has deteri-
orated very substantially from that
point, and so | would go for speedy,
substantial and sustained over a sev-
eral-year interval. | think we are go-
ing to need some impetus to the
economy for two to three years.”

LAWRENCE SUMMERS
Former Treasury Secretary

there. So, yes, I do think we’re
able to intervene. The question
is how, who and when.

MR. BAKER: If Israel decides, as
it may well do for its own na-
tional security, that it needs to
strike Iran, should the United
States support Israel in those
circumstances?

REP. CANTOR: I've always said
that Israel and the U.S., our in-
terests are very much aligned
when it comes to the war that
we are in, in fighting the spread
of radical Islam and the rest. As
we know, Iran has been on the
list of the state sponsors of ter-
ror more than any other. It is the
destabilizer in the region, is one
that is still cooperating with the
atrocities that are going on in
Syria, and has a lot of influence
in that region.

My concern right now is that
we in America are sending the
signal that we’re willing and
able to stand up with our allies
over there. And I'm worried that
our allies may come to a point at
which they think they’ve got to
take matters into their own
hands. And I think that if they
do so, and there becomes a pro-
liferation and a nuclear arms
race in the region, we’ve got se-
rious problems. So to your ques-
tion about Israel and the U.S., as
you know, we work in concert
very closely with our ally there.
And hopefully, we can see our
way forward together.

FLASHBACK: CEO COUNCIL, 2008
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5 pressing issues.
200 global CEOs.

1 survey.

See what they said.

pwc

From knowledge comes informed decisions. That’s why business leaders

" are looking for insight on today’s complex issues. And why we were the sponsored
' research partner for last week’s Wall Street Journal’s Annual CEO Council.

It’s where today’s most pressing business topics were discussed—everything
from building a US export economy to improving global health.

. To help spark ideas, we conducted a survey of 200 top global executives on
these topics, and key findings were distributed to council participants to
provoke their insight. Find out what the CEO Council discussed at
pwc.com/wsjceocouncil
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Tackling the Deficit

Paul Ryan on why he thinks Republicans are the adults in the room

hen it comes to
political debate,
the federal defi-
cit is the $14
trillion gorilla.
Republicans and Democrats are
butting heads about the best
way to deal with it—which also
means wrangling over balloon-
ing programs like Medicare.
The Wall Street Journal’s Ger-
ald Seib spoke with Rep. Paul
Ryan, a Wisconsin Republican
who heads the House Budget
Committee, about the prospects
for an agreement and what
shape it might take.
Here are edited excerpts of
the discussion.

A New Coalition?

GERALD SEIB: Let me first dis-
pose of the deficit question of
the day: What’s Congress going
to do in the next week? In the
next month? Is the supercommit-
tee going to have a deal, or are
we headed for another disaster?
PAUL RYAN: I don’t know. How’s
that for your answer?

Our team put together a pro-
gram with $1.5 trillion in sav-
ings, a very serious effort. It was
designed with the idea of not of-
fending Democrats. It put reve-
nue on the table, but through
base-broadening and getting
lower rates. And that was pretty
much rejected out of hand. The
Democrats have yet to coalesce
around a plan, so it’s challenging
to negotiate with the other side
when they are still negotiating
with themselves.

No matter what happens,
though, we will put out another
plan. We will budget in March.

MR. SEIB: In the months since
you put forward a plan in April,
what have you learned about the
viability of a serious plan?

REP. RYAN: I feel great about it,
actually. I feel, largely because of
the infusion of energy from our
new freshmen, a little more
cause, less career people. We’ve
dramatically moved the center of
gravity on this issue, especially
within our own caucus, and I see
a center-right coalition to fix
this problem in the making. It’s
Erskine Bowles, Alice Rivlin-type
Democrats who we agree with

‘The other side is basically running against what we’ve offered,

o AN

versus offering alternatives.

PAUL RYAN

on the elements of tax reform,
on the elements of entitlement
health-care reform, on the basic
principles.

The problem is, those aren’t
the kinds of Democrats running
the White House or in charge of
the House and the Senate. What
that means is we might have to
wait for an election, but if the
election goes the way we want it
to go, I see an opportunity to
work with moderate Democrats
to form a center-right coalition
where we once and for all fix
this problem.

The Tax Question

MR. SEIB: If you want to draw
those kinds of people into this
exercise, don’t you have to make
some move in their direction on
revenues?

REP. RYAN: Pat Toomey showed
how we would do that with his
offer in the supercommittee,
which is broaden the base, lower
rates for growth. The unique
thing about our tax code is the
tax base is quite narrow. By
broadening that tax base and

getting us lower rates, you can
deal with revenues that way.

But let’s not take our eye off
the ball. Spending is slated to go
to about 42% of GDP by the time
my kids are my age. Revenues
still climb as a percentage of
GDP, but nowhere near that.
What I've learned in my 13 years
in Congress is if you first go to
the revenue fix, it displaces the
need to deal with spending.

So let’s get the spending un-
der control, let’s get the spend-
ing back toward 20% of GDP, and
then let’s get fundamental tax
reform that’s pro-growth.

MR. SEIB: You put on the table,
for everybody to see, a premium-
support alternative to the cur-
rent Medicare program. You’ve
either moved the debate, or
you’ve created the campaign ad
for every Democrat in the coun-
try next year. Maybe both.

REP. RYAN: This is the plan that
Bill Clinton’s bipartisan commis-
sion to save Medicare recom-
mended in the late ’90s. Alice
Rivlin and I in the fiscal commis-

INNOVATION.
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unleash the potential of the world’s
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sion authored this plan. I believe
there’s a center-right coalition
there for the making.

Premium support is, basically,
the same thing federal employ-
ees and members of Congress
have. You get a list of guaran-
teed coverage options, which
works just like Medicare Advan-
tage or Medicare Part D, private
plans that are preselected by
Medicare competing against
each other for our business.

Then Medicare subsidizes our
premiums based on who we are.
More for the poor, more for the
sick and the middle-income per-
son than the higher-income per-
son. Doing it that way, according
to the actuaries, according to the

Congressional Budget Office,
makes the program solvent and
wipes out tens of trillions of dol-
lars of unfunded liability, and
keeps our debt levels from get-
ting out of control.

It’s the right way to go with
reform because the alternative is
command and control, with price
controls that come from an un-
elected board of 15 bureaucrats.

What Will It Take?

MR. SEIB: When you step back
from the picture that we’ve been
talking about, I'm wondering
what you think has really
changed in Washington.

REP. RYAN: 'm a conservative
Republican. We don’t have part-
ners on the other side of the
aisle who have brought plans of
equal measure to show how they
would do things differently.

We put out a specific plan
that keeps the debt from getting
above the 60s on GDP and goes
down from there. The president
gave us a budget that was just a
rubber stamp of the baseline. It’s
been over 900 days since the
Senate passed a budget. And
with the Budget Control Act, the
debt-limit deal, they deem them-
selves their appropriation num-
bers, so they won’t have to do a
budget next year. They’ve de-
cided, for three years now, don’t
even offer a budget.

The other side is basically
running against what we’ve of-
fered, versus offering alterna-
tives. The kinds of tax increase
you would need to close this gap
are huge, if you go down the
50/50 route they were talking
about, with 50% tax increases
and 50% spending. It’s a one-
sided adult conversation hap-
pening on our side of the aisle.
There are moderate Democrats
who do talk about these things;
they’re just not in charge.

We’re getting there, and the
fact that Democrats are having
political downsides from not of-
fering a budget, from not tack-
ling the problem, speaks to the
fact that we’re beginning to see
rewards for actually putting
bold, specific plans on the table.

MR. SEIB: The art of politics is
compromise. One of the ques-
tions that Democrats raise is
whether you could deliver a
compromise of any variety given
the makeup of your caucus and
the Tea Party influence.

REP. RYAN: It’s tough to talk
about compromise when they of-
fer nothing in return. They can’t
even find agreement with them-
selves in the supercommittee.
It’s difficult to see where you are
going to compromise when you
have nothing in the alternative.

MR. SEIB: Let’s open it up to
questions from the audience.
AUDIENCE MEMBER: You witness
the events in Europe where there
is significant meltdown. Many of
us now doubt that they will even
be able to muddle through. What
external event would shake peo-
ple on both sides of the aisle into
action in the U.S.?

REP. RYAN: With the current gov-
ernment, it would probably be a
real credit-market crisis. Our
hope, and the point we’re trying
to make with our budget is, let’s
do fiscal consolidation, entitle-
ment reform, on our terms. But
an election is probably going to
have to occur to do it the way I
just described it.

Our hope is that the credit
markets see that and they give
us time to have the election to
do this. Europe is the big wild
card. If we have a real problem
and that precipitates a contagion
that starts washing up on our
shores, that’s the fear we have.

The Danger Zone

Robert Zoellick on how it’s time for Europe to
decide what its future will look like

urope’s debt crisis ap-
peared to take an om-
inous turn last week
as investors dumped
the bonds of even the
euro zone’s healthier economies,
raising fears that the growing
troubles could rock the global fi-
nancial system and damage
world-wide economic growth.
Against that backdrop, World
Bank President Robert Zoellick
sat down with The Wall Street
Journal’s Francesco Guerrera to
discuss the global financial cri-
sis, the outlook for resolving it
and the implications for the fu-
ture. Here are edited excerpts of
their conversation:

Power Shift

FRANCESCO GUERRERA: A while
back you said, “The world is in a
danger zone.” We meet on a day
when the situation in Europe
seems to have worsened. How
are you feeling?

ROBERT ZOELLICK: We’re still in a
danger zone. There are three is-
sues that Europe is trying to
struggle with at once: competi-
tiveness, the banking system and
sovereign debt.

The three are obviously inter-
related. But as they try to deal
with one problem—for example,
debt reduction for Greece—it
creates the risk of uncertainty
for sovereign debt for Italy and
Spain. And the device they put
together [European Financial
Stability Facility, or EFSF], so as
to try give a firewall for Italy
and Spain, was clearly the weak
link. And so what you’re seeing
right now is a lack of certainty
about Italy’s and Spain’s ability
to roll over the debt. It also re-
flects something quite interest-
ing, which is that since August
you're starting to see markets
make judgments about gover-
nance.

Three quick implications of
this are worth paying attention
to. One is emerging markets. The
thing to watch is whether this
would start to affect consumer
and business confidence in those
markets, in which case, since
emerging markets have been key
to global growth, you’re in a
very different situation.

Second, what the Europeans
are still doing is providing li-
quidity to buy time. I'm not
against buying time, but it de-
pends on how you use the time.
And underneath this has to be a
growth strategy, which Europe-
ans haven’t begun to address.

But the third one is that
there’s some bigger power shifts
going on here. I couldn’t help
but be struck, when I was in that

for The Wall Street Journal (2)

Ralph Alswang

‘There are different ways you

can have fiscal union.
ROBERT ZOELLICK

[G-20 meeting in Cannes], see-
ing the emerging markets
around the room watching the
Europeans basically be unable to
get their act together and think-
ing, “Well, these are the coun-
tries that lectured us. These are
the countries that told us what
to do.” Maybe we’d be willing to
try to help, but they’ve got to
figure out how they’re going to
help themselves first.

If there was one feeling I left
with, it’s that I never want to
see the U.S. in the position that
Europe was in at that meeting.

MR. GUERRERA: And if the Euro-
peans can’t get their act to-
gether, should someone else do it
for them? Is there any other so-
lution other than the European
Central Bank becoming the
lender of last resort?

MR. ZOELLICK: Germany is going
to be the key to this. But Ger-
many will not be able to do it by
itself. It’s going to require some
careful diplomacy with France,
the European Commission and
other players.

Germany has a series of posi-
tions that individually seem rea-
sonable—they don’t want the
[European Central Bank] bailing
out countries that don’t make
reforms, they don’t want to pour
money down a hole with EFSF,
etc. The problem is, what the
German position comes down to

is that others in Europe need to
be more like Germany. And while
that would be good as an eco-
nomic matter, it does raise the
question of whether it’s going to
happen and what it means for
the euro zone.

MR. GUERRERA: What does the
future look like for the European
Union and the euro zone?

MR. ZOELLICK: On the one hand,
there’s a feeling among the Ger-
man public that they don’t want
to be taken as saps and other
people are going to have to
strengthen the reform process.
But one should not underesti-
mate the German commitment
to Europe and the European
Union.

I think what Chancellor An-
gela Merkel is trying to do is to
say, “Where is this going? What
sort of system are you going to
try to create?” There are differ-
ent ways you can have fiscal
union. You could assume the
debts for the past, but then al-
low markets to determine for
the future. You can create vari-
ous types of European struc-
tures. I think this is the debate
the Germans are now pressing.

And frankly, I think you’re
now at a point where Europe is
going to have to decide.

MR. GUERRERA: There was some
hope, even among Europeans,
PleaseturntopageRI2
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And Now a Word From

The Commissioners

Erskine Bowles and Alan Simpson on whether Congress
has the political will it needs to cut the deficit

o

‘If the heat gets really big, they’ll just take the triggers away.

ALAN SIMPSON, LEFT, WITH ERSKINE BOWLES

he U.S. has the re-
sources to address its
fiscal problems. But
does it have the polit-
ical will?

Erskine Bowles and Alan
Simpson aren’t sure it does. Mr.
Bowles, a former White House
chief of staff for President Clin-
ton, and Mr. Simpson, a former
Republican Senator from Wyo-
ming, were co-chairmen of Presi-
dent Obama’s bipartisan deficit-
reduction commission. Their 10-
year plan got a thumb’s-up from
11 of the panel’s 18 members.

Messrs. Bowles and Simpson
talked to The Wall Street Jour-
nal’'s John Bussey about the
country’s fiscal dilemma—and
the odds of doing something
about it. Here are edited ex-
cerpts of that conversation.

The Lay of the Land
JOHN BUSSEY: Can you take a

minute to give us a sense of the
dimension of the issue now, and
whether you think the supercom-
mittee is actually going to have
the political will to do something
about this.

ERSKINE BOWLES: I think we face
the most predictable economic
crisis in history. It’s as clear as
the nose on my face that the fis-
cal path they are on here in
Washington is not sustainable.
And worse yet, I know every
member of that fiscal commis-
sion knows it, too.

The economics is very clear.
The politics, very difficult. I'll
give you one little simple arith-
metic example. If you take 100%
of the revenue that came into
the country last year, every sin-
gle dime of it was consumed by
our mandatory spending and in-
terest on the debt. Mandatory
spending in English is basically
the entitlement programs, Medi-

care, Medicaid and Social Secu-
rity. That means every single
dollar we spent last year on
these two wars, on national de-
fense, homeland security, educa-
tion, infrastructure, high value-
added research—every single
dollar was borrowed, and half of
it was borrowed from foreign
countries.

That’s a formula for failure in
anybody’s book.

And this is not a problem that
we can solely grow our way out
of. You could have double-digit
growth for decades and not
solve this problem. It’s not a
problem that we can solely tax
our way out of. And we can’t
simply cut our way out of it.

That’s why Alan and I came
up with what I think is a respon-
sible, reasonable plan that takes
$4 trillion out of our deficits—a
trillion from revenue, $3 trillion
from spending. The spending has

Ralph Alswang for The Wall Street Journal (2)

to come before the revenue so
we don’t get caught in one of
those deals that Reagan did back
in the ’80s. Today, where are
we? Obviously, what Alan and I
want this group to do is to go
big—to be smart and to be bold.
And I'm not sure they’re going
to do any of those three.

ALAN SIMPSON: We say to people
if you spend more than you earn,
you lose your butt. If you spend
a buck and borrow 41 cents of it,
youw’'ve got to be stupid. And if
you are borrowing today $4.6
billion and doing that today and
tomorrow and the next day,
yow've got to be dull with it.
Now, that’s where we are.

Deadline Date

MR. BUSSEY: So Nov. 23rd comes
along, and let’s say that we
don’t get a deal. And the triggers
fire off—$1.2 trillion comes out
of defense and discretionary
spending. Is that an acceptable,
painful resolution of this?

MR. SIMPSON: Well, nobody will
get blamed for it because the
election will be over. It takes
place in 2013, that’s why they
put this little package together.
And don’t forget, if the heat gets
really big, they’ll just go back
into session and take the trig-
gers away.

MR. BOWLES: I think it’s a trav-
esty if we end up at $1.2 trillion
on these deductions. It doesn’t
solve a problem by any stretch
of imagination. I'm afraid the
American people, some of them,
will think it solved the problem
and it certainly doesn’t.

Most people in the world will
look at us and they’ll think of
this debt default fiasco we went
through in the summer. And
they’ll think, well, this proves
these guys can’t govern. And
then, if we put the sequester in
and these guys turn around the
very next day and try to figure
out how they can bust the se-
quester, then I think they’ll re-
ally come at us and you could
see some really negative effects
in the market.

MR. BUSSEY: So what’s going to
happen come Nov. 23? No deal?
A deal?
MR. BOWLES: In my opinion,
there’s probably a 10% chance
that these guys will go big.
That’s about 9% higher than any-
body else in town gives it. And I
say it’s 10% because, remember,
all they have to do is get a sim-
ple majority. We had to get a su-
permajority, and we got it.

I think the politics has
changed some since last Decem-
ber when we came forward with

that.”

pushed through Congress—health
care, cap-and-trade, everything
else—what you will basically have
accomplished is, this completes the
vision of the New Deal. So what |
see us doing is, we're practicing
1930s economics right now. We're

learning all the wrong lessons from

REP. PAUL RYAN, Republican from Wisconsin

our report because of what’s
gone on in Europe—because of
that whole debt default fiasco in
the summer. I think more people
understand the problem.

And lastly, we’ve got this
hammer coming in that makes
these across-the-board cuts, and
across-the-board cuts are never
the smart way to get any budget
under control. So, I think we’ve
got about a 10% chance to go
big, and by go big I mean, do
about $4 trillion over 10 years.

I think we’ve got probably a
25% to 30% chance that they’ll
actually come up with real cuts
that add up to $1.2 trillion or
$1.5 trillion, which is their man-
date. And hopefully, those won’t
all be gimmicks. And that leaves
at least a 50% probability that
they won’t do anything, they’ll
just completely fail.

The President’s Role
AUDIENCE QUESTION: Your presi-
dential commission delivered
your report in December. How
surprised were you that your
commission gave the president
tremendous coverage to do
something, and it wasn’t even
mentioned in the State of the
Union?
MR. BOWLES: If you think you
were surprised, you should have
looked at us. I negotiated the
budget for President Clinton.
And every investment banker
will tell you the key to success is
knowing your client and defining
success up front. So, I knew
what success was on his part,
and I could go in there and ne-
gotiate the deal.
PleaseturntopageRI2
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It’s Crunch Time

Jack Lew on why a budget agreement may have been written off prematurely

resident Obama’s bud-

get director, Jack Lew,

is at the center of the

debate over the U.S.

budget and how much
should be cut in the coming
years. A congressional super-
committee is racing to identify
at least $1.2 trillion in budget
cuts over the next decade. If the
committee fails to meet a dead-
line of this Wednesday, auto-
matic spending cuts could be
triggered in 2013.

Mr. Lew spoke with Gerald
Seib, The Wall Street Journal’s
Washington bureau chief, about
the prospect for achieving sig-
nificant reductions in the U.S.
budget deficit. Here are edited
excepts of their discussion:

Relative Optimism

GERALD SEIB: The group just
heard from Erskine Bowles and
Alan Simpson. I think you’ve
heard at least a variation of
their presentation before. And
they said things about the fed-
eral deficit like “unsustainable
path, broken process, inability to
get to the heart of the problem.”

And Erskine at one point said,
“We’ll have a crisis before those
guys figure it out.” I think by
“those guys” he meant every-
body in this town. Where I would
start, Jack, is simply by asking
you, can you offer a more opti-
mistic scenario than that?
JACK LEW: Well, it’s not hard to
be more optimistic than that. Er-
skine Bowles and Alan Simpson
did an enormously important
public service this year in pre-
senting a set of bipartisan rec-
ommendations. While it didn’t
get the job done, it helped shape
the debate. And a lot of us are
working in a world shaped by
the work they did.

I do tend to be a little more
optimistic than that. It’s a parlor
sport in Washington—calling
processes “dead” before they’ve
had their final chance. I’ve never
seen something complicated
done before the last minute in
Washington. So the next few
days are critical. Now I'm not
going to sit here and say, “I
think it’s 90% likely that a big
deal comes out of the supercom-
mittee.”

‘I've never seen something complicated done before the last

minute in Washington.

JACK LEW

But I think it’s been written
off prematurely. If you look at
the negotiations that went on
this summer, the president and
the speaker were this close to a
really historic agreement. Now
one could take the depressing
view that it fell apart and there-
fore nothing can happen. Or they
started to show a way toward
working together. The working
together is ultimately, either this
week or sometime in the future,
going to be a balanced package.

As the Bowles-Simpson com-
mission did, it’s a package that
puts revenue on the table, that
puts spending cuts on the table,
that gets something big enough
done that it inspires confidence.
It’s not going to be done in a
lopsided way.

Over the summer President
Obama was willing to do things
which were quite painful from
the perspective of a Democrat
and Democratic president. He
was willing to entertain changes
in Social Security cost-of-living

adjustments. He was willing to
entertain changes in the eligibil-
ity age for Medicare, put in pay-
ments for various services that
there’s no payment for in Medi-
care. At the end of the day we
hit a wall—I think because ulti-
mately Republicans in the House
were unwilling to accept reve-
nues as part of the package.
We put our views before the
supercommittee in a quite com-
prehensive package that the
president sent them in Septem-
ber. They’re now struggling with
the same thing we were strug-
gling with in July: What is the
balance between mandatory en-
titlement savings and revenue
savings that’s fair, that’s bal-
anced, that protects those who
are at the most unfortunate po-
sition in life? And I'm not sure
what the outcome is going to be.
If one can read the tea leaves,
they’re struggling to get to a
revenue number that’s large
enough to have Democrats go
forward for serious entitlement

The 20th World Petroleum Congress
4-8 December 2011, Doha, Qatar

www.20wpc.com

IISTERS

BIACY - *30
5000 DELEGATES = = =

ROLEUM BONGHESS'IIE HIH HIII.II PEIIIII.EIIH CONGRESS ‘' = "

NERGY, OIL AND GAS INDUSTRY "

IHE EVENT FOR THE ENERGY; DIL AND GAS INDUSTRY: | = = = o022 2

—
e ——
B S W S ——
[ e Natoral Spereory [ — [ m—
tﬂ" QIS =28 B crcchen et offmo  Exoomoss [ e O (& i grow @
Juoll e E G o e-.._-. se 3 B @ DProm s EE = i
(o Pavers. ]
A=A s L Blogmberg ﬂ onll Deloitte n L R ] —-.:?‘...-.
. G ons€ oone ] mmmeme ©—- ED i e

changes. And it’s still not clear
whether they can sell that in a
Republican caucus.

Walking Backward?
MR. SEIB: But you’re describing a
situation in the summer in which
a deficit-reduction plan of $4
trillion over the next decade was
unsustainable. Now, just a few
months later, we’re talking
about whether a deficit-reduc-
tion plan of $1.2 trillion is even
achievable. That sounds like
walking backward to most peo-
ple.
MR. LEW: Let’s remember what
we did over the summer. We did
not accomplish $4 trillion as we
had hoped, but we did lock in $1
trillion of savings in discretion-
ary spending. That’s the annual
appropriations. And as some-
body who’s now putting together
a 2013 budget I can tell you
those caps have real meaning.
The measure of doing well in
an agency will go from, “Did I
grow?” to “Did I get frozen at
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last year’s level?” “Frozen” is
going to be the new “I won.” So
we’re in a different place than
we were discretionary spending.

On defense, we’re close to
$500 billion of savings. We’re
working on a strategic review
with the Defense Department.
These are serious trade-offs.

The president sent a $4 tril-
lion plan. I think the members of
this committee are going back
and forth as we did over the
summer.

In an odd way it’s easier to go
bigger than smaller because if
you’re picking just a few sacred
cows, it’s very hard. If everyone
is in it together, in some ways it
gets a little bit easier. I think in
some ways they’re more likely to
get a slightly larger number.
They may not succeed at all, but
they may get a larger number
rather than a smaller number.

MR. SEIB: Are you suggesting
that, in its own messy way,
Washington has turned the air-
craft carrier on the big spending
debate? In other words, is it sig-
nificant that the discussion now
is not whether to cut spending
but how much and how fast?
MR. LEW: Well, I think we’ve
started. It’s not reasonable to
say, “The goal was $4 trillion.
We did $1 trillion and we got
nothing accomplished.” Having
the first quarter of it done is
significant.

Getting more than halfway
there would be a very important
step. I’'ve been rooting for suc-
cess for the supercommittee. I
think it would be hugely impor-
tant for the country and for con-
fidence both to get the policy ac-
complished and to show that
Washington can work.

It was a very bad thing from
April to August to have a display
of dysfunction in Washington.
Look at what the rating agencies
have said. We do not have an im-
mediate economic crisis in our
deficit. We have a problem that
we can see staring us clearly in
the face just a few years down
the road. We have some time to
deal with it.

The reason the downgrade of
the U.S. credit rating happened
this summer was not because we

didn’t implement immediate
cuts. It was because the rating
agencies, as the American people
did, saw a Washington that was
dysfunctional. That’s a very bad
thing. And I think breaking
through that would be as impor-
tant as the economic accom-
plishment.

The Cynical View

MR. SEIB: The cynical view,
though, of the process at the mo-
ment is the White House would
be more than happy to see fail-
ure here because it sets up an
election year dynamic of a presi-
dent who wants to do the right
thing against Republicans in
Congress who won’t budge.

MR. LEW: I think we’ve changed
the debate from one in the sum-
mer where frankly a very small
number of extreme members of
Congress were able to hold ev-
eryone in Washington and the
American economy on the edge
of a cliff. Would we be willing to
default on the bonds of the
United States, or would we give
in to the kinds of policy changes
that were unacceptable to us?

We said “no” to that. We said
“no” to that for a good reason.
You can’t deal on those terms.
You cannot capitulate because
someone else is willing to drive
the car off the cliff.

We’re not in that situation
right now. The reason it was so
important for the economy and
for the country, really for the
world, for us to get agreement
on the debt limit that went be-
yond the election is we created a
window of time to have hope-
fully a more civil debate. I think
there has been that kind of con-
versation going on in the super-
committee. They are struggling
with this. They’re not done.
They’re not there yet.

These are hard decisions. To
turn it just into a political issue
is a mistake. It would be better
for this to be done sooner rather
than later. But when it’s done it
has to be done right. It has to
meet the same standard whether
it’s done now or later. Is it bal-
anced? Is it fair? Is everyone be-
ing asked to do their part? And
does it get something meaning-
ful done?

The Danger Zone

Continued frompage R10

that the Chinese might contrib-
ute some money to the rescue
package. Do you think they will,
and if so, why?
MR. ZOELLICK: To me, it is some-
where between an embarrass-
ment and foolhardy that Europe,
where the average per-capita in-
come is about $40,000 a year,
should be going to China, where
the average per-capita income is
about $4,000 a year, with a beg-
ging bowl. In a world where I'm
trying to connect the economic
and power and political rela-
tions, that’s not a good thing.
Second, it wasn’t going to
happen. One Chinese official at
Cannes said to me, “Well, if Ger-
many isn’t so concerned about
this, why should I be so worried
about bailing it out?” And that’s
the message you’re going to get
coming out of East Asia.
Having said that, there will be
investments. If people are going
to privatize, if there are oppor-
tunities, that will come. What
I'm talking about is big bailouts.

MR. GUERRERA: How concerned
are you about the Chinese econ-
omy?
MR ZOELLICK: Inflation has been
a risk. I think they by and large
have it under control, but I don’t
think it’s totally addressed yet.
I believe yow’ll see some slow-
down in the Chinese economy.

The best thing, by the way, for
China to do for the U.S. and Eu-
rope is to keep growing.

But there’s something bigger
going on. The Chinese are recog-
nizing that they can’t depend on
export and investment-led
growth in the future as they
have for the past 30 years.

I am impressed that a country
that’s grown at 10% a year for 30
years has the presence to say,
“Look, we’re going to have to
change the structure.” Because
maybe some people in the U.S.
and Europe ought to think about
changing the structure of their
economies, too.

MR. GUERRERA: Where do you
stand on the renminbi situation,
and how does that fit into the
plans by the Chinese leadership
to change the mix of their econ-
omy?

MR. ZOELLICK: It should appreci-
ate, but ’'m a practical person
who tries to deal with the world
as it is. If you bash them head
on, I don’t think you’re necessar-
ily going to get progress.

Many in the U.S. would see
currencies as a price signal that
would change structural behav-
ior. In China, the view is, “If we
have price signals change and
the structure hasn’t changed, we
could have a lot of unemployed
people and social unrest.”

So that’s where trying to
work on the structural side,

while working on the price side
is the most effective means.
MR. GUERRERA: The U.S.—espe-
cially Congress—has been doing
a lot of bashing, which hasn’t
helped at all. Is there a more
diplomatic way to work on this?
MR. ZOELLICK: In diplomacy in
general, if you can find points of
mutual interest, you’re likely to
get further than if you just try to
overwhelm somebody. And I'm
not sure in this case we’ll over-
whelm them.

So the points of mutual inter-
est are the types of things that
we’ll be unveiling with the Chi-
nese early next year that focus
on some of the sectors that need
to be changed, opportunities for
service-sector development, op-
portunities for value-added pro-
duction development.

And there will be other op-
portunities. We’re starting to
work with the Chinese now on
the possibility of some of the
low-value-added manufacturing
moving to third countries, in-
cluding in sub-Saharan Africa.

That’s probably going to be
more fruitful, even though it
may not be as satisfying for
somebody as clubbing people.

But do you want to know the
real thing a country has to do?
Quit blaming others; clean up
your own act. The U.S. needs to
fix some things at home. And
that will be the most important
thing it can do.

A Word From the Commissioners

Continued frompage RI11

I did not know President
Obama, and neither did Alan. So,
we spent a tremendous amount
of time with him and his eco-
nomic team up front defining
success. And we negotiated a
deal that got a majority of Re-
publicans to vote for it, so he
had plenty of cover on the other
side. It also exceeded every sin-
gle one of the goals that he had
given us.

I fully expected them to grab
hold of this. If it had been Presi-
dent Clinton, he would have
said, “God, I created this, this is
wonderful. It was all my idea.”

So we were really surprised.
My belief is that most of the
members of the economic team
strongly supported it. Like every

White House, there’s a small ca-
bal of people that surround the
president that he trusts and
works with, and I believe it was
those Chicago guys, the political
team that convinced him that it
would be smarter for him to
wait and let Paul Ryan go first,
and then he would look like the
sensible guy in the game.

We then expected, before the
State of the Union, that when he
did the stimulus, that that would
be a great time to say not only,
look, we’re going to do this to
get the economy moving for-
ward, but we have to do it
within the context of long-term
fiscal reform and responsibility.
And he didn’t.

If you remember the State of
the Union, he talked about the

need for this country to invest in
education and infrastructure and
high-value-added research to be
able to compete in a knowledge-
based global economy. And he’s
right about that. But he left off a
part, that we have to do it in a
fiscally responsible way. We live
in a world of limited resources,
and limited resources mean
choices and priorities.

MR. SIMPSON: The terrible irony
is the mandatory programs are
eating a hole through those pro-
grams. They are on automatic
pilot. They can’t be stopped. Ev-
ery day that they get deeper in
their train wreck, it takes it out
of the things that President
Obama’s speaking of. Those
things will disappear. They will
be squeezed out.
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The President’s Agenda

Alan Krueger on what'’s holding back job growth—and what should be done about it

or Alan Krueger, re-
cently confirmed by
the Senate to be
chairman of the White
House Council of Eco-
nomic Advisers, this is a second
tour in the Obama administra-
tion. In 2009-10, he served as
the Treasury’s top economist.
Last year he returned to Prince-
ton University, where he is a
professor of economics. But
President Obama called him back
this fall to join his economic
team, calling particularly on Mr.
Krueger’s expertise on labor-
market issues at a time of per-
sistently high unemployment.
Mr. Krueger talked with The
Wall Street Journal’s David Wes-
sel about the nation’s economic
challenges. Here are edited ex-
cerpts of their conversation.

Where Are the Jobs?

DAVID WESSEL: Why aren’t we
getting more hiring now?

ALAN KRUEGER: The recession
ended in the middle of 2009. Job
growth started eight months
later, which is actually quicker
than in the past two recoveries.
The pace of job growth has not
been as fast as one would like. I
think that’s mainly because eco-
nomic growth overall has been
so close to trend—in the 2.5%
range, plus or minus—each quar-
ter. We need faster growth to
get faster job growth.

On top of that, once the Re-
covery Act support started to
phase out for state and local
governments, we started to see
fairly large cutbacks at the state
and local level. I think the im-
portant thing is that we sustain
the recovery, that we quicken
the pace of growth. That will
quicken job growth.

MR. WESSEL: Do you think regu-
lation—from financial regulation
to the health-care act—is slow-
ing hiring?

‘The fundamental problems’ include ‘the
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relatively weak consumer

demand in this recovery and weak residential construction.

ALAN KRUEGER

MR. KRUEGER: We need sensible
regulations.What the president
has said—we need no more reg-
ulations than are required to en-
sure the safety and health in the
American people—is absolutely
right. He initiated a process
where, administration-wide, we
are looking back at regulations
to see what is no longer neces-
sary. I don’t think a burst of reg-
ulations or change in regulatory
stance is what created the prob-
lems we’ve seen for job growth.

MR. WESSEL: But look at every-
thing the administration has
tackled—financial regulation,
health care, prospects of doing
something on energy someday
and the tax code. Isn’t there a
possibility that you add up all
these things, and it creates so

much uncertainty that the typi-
cal businessperson says, “I think
Id rather wait six months before
hiring”?

MR. KRUEGER: I certainly am con-
cerned about that perception. In-
vestment has been strong, prof-
its have been very high.
Investment has been impressive,
given the pace of growth. So it’s
hard to square that with fear
about uncertainty over regula-
tion and so on.

The fundamental problems
are related to the cause of the
crisis, the relatively weak con-
sumer demand in this recovery,
and weak residential construc-
tion. Ordinarily, residential con-
struction fuels recoveries. But
because of the housing bubble
and concerns about the housing
market, we’ve seen many fewer

families purchasing homes. I
think those are more fundamen-
tal to the weak job growth.

Small-Business Formation
MR. WESSEL: We’re not seeing
many small businesses created.
Is this a problem going forward?
MR. KRUEGER: It’s a serious prob-
lem. It’s one of those problems
that started even before the re-
cession. I've been concerned that
the U.S. economy is becoming
less dynamic. It’s a little bit re-
lated, I think, to the aging of our
work force.

Economists have written that,
following financial crises, the
small-business sector suffers be-
cause they’re very bank-depen-
dent for financing. Their No.1
form of collateral is probably an
entrepreneur’s home. Given the

drop in home values, that makes
it harder to get credit to start a
business. We’ve tried to support
small businesses to get started
with Small Business Administra-
tion programs, with the new
small-business lending fund.

MR. WESSEL: We have 14 million
unemployed and millions more
who are on the sidelines of the
work force. Yet, particularly
from manufacturers, I hear over
and over again, “We can’t hire.”
MR. KRUEGER: We’ve had a prob-
lem building for a long time in
our education and trading sys-
tems’ not producing workers for
the wide range of skills the U.S.
economy requires.

But it’s not unusual at the begin-
ning of a recovery to see an in-
crease in vacancies relative to
unemployment. The short-run
challenge is to sustain the recov-
ery. That’s why the president
proposed the American Jobs Act.
If you look at the potential prob-
lems coming from Europe and
how that might affect demand
for American products, the jobs
act is the right medicine to sup-
port demand: Continue the pay-
roll-tax cut, extend support for
unemployment insurance, and
invest in infrastructure, to put
unemployed construction work-
ers back to work.

The European Threat

MR. WESSEL: How big a threat is
Europe to this slow but steady
growth we’ve seen?

MR. KRUEGER: The Europeans
have the capacity to solve their
problems. It’s important that
they act quickly because it’s a
threat not only to Europe and to
the U.S. but to the world’s econ-
omy.

MR. WESSEL: Can we continue to
grow 2.5% a year, 150,000 jobs?
Can we continue that, as Europe
slides into recession?

MR. KRUEGER: Clearly all of the
world economies are linked; 20%
of our exports, roughly, go to Eu-
rope; 15% to the euro zone.

One of the reasons I think
the American Jobs Act is the
right medicine now is to provide
some insurance against the
weakening in demand. And two
components, in particular, of the
jobs act would help boost de-
mand: the payroll-tax cut and
the extended unemployment
benefits.

MR. WESSEL: This is continuing
to pay people for up to 99 weeks
of unemployment.

MR. KRUEGER: In addition, the
president proposed a broader
set of reforms for unemployment
insurance, which would include
allowing companies to take peo-
ple who are on unemployment
insurance, put them in unpaid
internships, and give them some
training and some other bene-
fits. Hopefully, that turns into a
full-time job. Even if it doesn’t,
it helps give people experience
while they’re there, which will
help them to find other jobs and
learn skills.

States can apply for waivers if
they want to experiment with
unemployment insurance. They
could use some of the funds for
wage insurance, where if some-
body took a job which entailed a
very big wage cut, the unem-
ployment insurance funds would
make up some of the wage loss
as a bridge back to work.

MR. WESSEL: What happens if we
get to the end of the year and
Congress doesn’t do the unem-
ployment benefit extension,
doesn’t do the payroll-tax cut?
MR. KRUEGER: If they don’t ex-
tend the payroll-tax cut, it’s go-
ing to be a tax increase of
around $1,000 for the median
family. That would be a drag on
growth.

A Start in Europe. But Just a Start.

Lawrence Summers, Glenn Hubbard and Zhu Min on avoiding a European debacle

ust how far has Europe

come in addressing the

debt problems that have

roiled financial markets

in recent months? Is the
broad package of measures
agreed to by European leaders
last month a foundation for a
lasting solution? And what still
needs to be done?

Those questions were at the
heart of a discussion that The
Wall Street Journal’s Kelly Evans
had with Lawrence Summers,
president emeritus of Harvard
University and former U.S. Trea-
sury secretary; Glenn Hubbard,
dean of Columbia Business
School; and Zhu Min, deputy
managing director of the Inter-
national Monetary Fund.

Here are edited excerpts of
their conversation.

How Much Concern?

KELLY EVANS: I’d like to know
what role the IMF is going to
play here in the European debt
situation, especially with regard
to Italy.

ZHU MIN: The whole framework
is there. I think it’s moving in the
right direction. We actually are
working very closely with Euro-
pean members. And we are very
happy there are new govern-
ments in Italy and Greece, so
we’re looking forward to working
with them.

MS. EVANS: But Italy’s 10-year
debt is yielding above 7%, the
level where in Greece, Portugal
and Ireland there were IMF bail-
outs.

MR. ZHU: That’s very true. But
the Italian government is deter-
mined to further the deficit cuts.

They’re determined to do struc-
tural reform. I think that’s all in
the right direction. The only
thing is the Italian government
has to act, act now. There’s room
to work on it.

MS. EVANS: Larry, is there room?
LAWRENCE SUMMERS: I'm dis-
couraged by what my friend Zhu
Min just said. The beginning of
having a real solution to this
problem is recognizing that the
things that have been said before
haven’t really been right, and
have been kinds of denial. And if
the IMF is continuing to stand
with the October framework, it is
continuing to perpetuate the de-
nial that has brought us to this
point.

The great concern here is
we’ve seen major changes in gov-
ernment in Greece and Italy.
We’ve seen as much a vow of
commitment to fiscal discipline
as we are likely to see. From
here, it’s likely to be erosion, not
further building.

In every financial crisis that
becomes most serious, there is a
moment when people stop wor-
rying about the fundamentals,
and they start worrying about
the other guys and when they’re
going to flee. We crossed that
point about a week ago.

The prospects for success de-
pend on discontinuous change
with respect to the nature of the
support to prevent panic. And we
just haven’t seen anything like
that yet. Perhaps we will, from
the European Central Bank. Per-
haps we will from the IMF or
some coalition of countries. But
this is not about road shows
about your measures on the defi-
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‘We're encouraging European governments to move as fast as they can’
ZHU MIN, RIGHT, WITH GLENN HUBBARD, CENTER, AND LAWRENCE SUMMERS

cit. This is about incipient panic
and whether it will be contained.

MR. ZHU: The Europeans recog-
nize the issues. This is obviously
a starting point. But this is a
good starting point. We at the
fund have been pushing for a
comprehensive program for
years. Now, finally they adopt a
program. I think this is abso-
lutely important.

FLASHBACK: CEO COUNCIL, 2010

earners.”

“The message from the election is

that the uncertainty connected with
the tax rates was a primary issue. It
is something that hopefully we can

resolve prior to the end of the year,
something that | think the adminis-
tration understands cannot be done

by decoupling the rates for those un-
der $200,000 from those higher

REP. ERIC CANTOR, Republican from Virginia

I think that there’s room for
us to move forward. But obvi-
ously, we’re always encouraging
European governments to move
as fast as they can.

MS. EVANS: Glenn, what’s your
take?

GLENN HUBBARD: I share Larry’s
concern. To me there are two
discussions. One is what do we
do to wall off the prospect of fi-
nancial crisis. And that really is
about the EFSF (the euro zone
rescue fund) and about the Euro-
pean Central Bank’s bold actions
that haven’t yet happened. But
there is another conversation,
too, about how do we initiate
plans that provide growth as
well as austerity in peripheral
Europe.

Both those conversations need
to happen at the same time. This
isn’t something where half mea-
sures get you halfway there. Half
measures actually make it worse.
We learned that in the U.S.; ap-
parently we haven’t learned it
yet in Europe.

China’s Economy

MS. EVANS: Underpinning a lot of
the caution that investors have
on Wall Street about the outlook
right now for the U.S., including
the debt crisis, is a slowing in
China. How severe is that slow-
ing going to be?

MR. ZHU: I think all the data say
China is moving into a soft land-
ing. We at the fund forecast
roughly 9.2% GDP growth for this
year and roughly 9% for next
year. Obviously, compared to re-
cent Chinese growth, it’s a lower
level, but compared to the whole
world, this is very strong
growth.

China is facing a lot of chal-
lenges. And the most sensitive is
China has been implementing
tightening monetary policy, and
fiscal policy as well. Whether
China will keep tightening or
ease, I think this is a big chal-
lenge. It’s really got to be very
careful on that. Particularly, in-
flation is still very high. So that’s
quite a big concern.

And the second big concern is
investment is too strong. That’s
really obviously unsustainable.
You’ve got to be very careful. If
you're slowing down invest-
ments, how do you maintain
growth?

But overall we see a pretty
safe soft landing in China.

The Need for Urgency

MS. EVANS: Do you think there’s
a sense of urgency missing about
dealing with the European debt
crisis?

MR. SUMMERS: I wrote in the Fi-
nancial Times some time ago
about how the best analysis of

the Vietnam War basically had
established that the way the
Vietnam War happened was pol-
icy makers were presented with
three options.

If you do nothing, it’ll all col-
lapse in the next month. If you
do A, B and C there’s a prospect
of success in achieving our ob-
jectives. And if you do A and a
bit of B, you can avoid disaster in
the next month, but no one
thinks there’s a real chance for
ultimate success. And again and
again and again, they chose op-
tion three—A and a bit of B—and
eventually the policy collapsed
around them.

That’s the process we’ve been

witnessing in Europe for the past
two years. And the challenge is
to break out of that kind of ap-
proach. Pieties about fiscal rec-
titude have the enormously sub-
stantial virtue of being right.
There does need to be more fis-
cal rectitude. But one should not
confuse accuracy with suffi-
ciency. And they are not suffi-
cient, given where this situation
has gotten, to stabilize the situa-
tion.
MR. HUBBARD: I think we have a
day of reckoning coming in the
U.S. as well. And I think our lead-
ership needs to be as focused on
how do you blend austerity and
growth, as the sermons we’re
giving across the Atlantic.
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The High Cost of the Gender Gap

‘The fact that more women entered the

work force was a big driver of GDP growth.
DOMINIC BARTON

Dominic Barton, Geena Davis and Debra Lee on why CEOs need to focus more on women

‘We are showing kids a really almost '50s
version of society.
GEENA DAVIS

g—

‘It's about making sure you have

representation on your executive team.
DEBRA LEE

omen now grad-

uate from col-

lege in greater

numbers than

men and enter
the work force at similar rates.
Yet at every career stage, men
are more likely to advance than
women.

In April, The Wall Street
Journal convened a group of
leaders to examine the causes of
this disparity and identify key
steps businesses can take to re-
tain and develop female talent.

The Journal’s Rebecca Blu-
menstein sat down with three
members of the task force for
the conference—actor Geena Da-
vis, founder of the Geena Davis
Institute on Gender in Media;
Debra Lee, chairman and chief
executive of Viacom Inc.s BET
Networks; and Dominic Barton,
global managing director of Mc-
Kinsey & Co., the research part-
ner—to further discuss the issue
of women and economic compet-
itiveness. Here are edited ex-
cerpts of their conversation:

CEO Accountability
REBECCA BLUMENSTEIN: Dominic,

what most surprised you about
the research that McKinsey did
for the task force on the role of
women in the economy?
DOMINIC BARTON: First of all,
this is an economic priority. This
isn’t about being politically cor-
rect. If you look back at our pro-
ductivity growth, particularly in
the U.S. but in other countries as
well, from the 1970s until today,
the fact that more women en-
tered the work force was a big
driver of GDP growth. In a snap-
shot, the number of women par-
ticipating in the work force went
from about 41% to 56% over a
40-year period. If they didn’t
join the work force, that would
have been a 25% hit to GDP.

But while we’ve seen a lot of
progress over a 40-year period,
our sense is that it’s begun to
plateau. I look at our own firm
on that front, where we’re trying
to find the best talent in the
world, and 25% of our intake are
women, even though 58% of the
college graduates are women.
What’s going on?

The second thing that struck
me was if you look at the corpo-
rate world today, about 53% of

the workers coming in are
women. Then it dwindles. The
female participation rate kind of
goes 53% at the entry level, and
then 37% at the next level up—
lower-middle management.
Then, at the VP level, it’s 28%.
And at the executive committee,
it’s about 14% and then, 3%.
And when you try to find out
why, it’s interesting to see that
some of the barriers are not the
traditional ones. There are is-
sues about flexibility, but a lot of
the barriers are actually around
the mind-sets of senior execu-
tives. Can we really risk having a
senior woman in this role? What
if she leaves? What if she goes
and has children? It’s never said
explicitly, but it’s quite implicit
in terms of what is happening.

MS. BLUMENSTEIN: Debra, you
were also on the task force last
year. Can you share with us
some of the recommendations?
DEBRA LEE: The first is holding
the CEO accountable—that as
the CEO, you have an obligation
to make sure that women are
able to move up the ranks in
your company, whatever it takes,

whether it’s through mentoring
programs or taking a personal
interest in a couple of women
executives yourself.

The other is expecting that
there’s a balance of men and
women in the C-suite, and again,
holding others at that level ac-
countable.

There was a data point that
men are promoted on potential,
and women are promoted on
performance, which I had never
heard of before, but I thought
was very interesting.

And so, one of the recommen-
dations is that women should be
promoted on potential. If you
see a young woman who you
know will go far at the company,
she should be pushed along.
Don’t wait for her to do some-
thing amazing, which is usually
the way it happens with women.

There are corporate boards,
which everyone agrees provide
an amazing opportunity for
women. CEOs should ensure
there are women on their
boards, but they also should rec-
ommend women within their
company to serve on other
boards.

When I became COO of BET
Networks, one of the great train-
ing grounds for me was the
boards I served on. Being able to
see other CEOs in action, and
learning from them, and getting
exposure outside my own com-
pany, and being able to network
were very important.

MS. BLUMENSTEIN: Geena, you
are well-known for your movie
roles, but you’ve been very busy
these days with the Geena Davis
Institute on Gender in Media.
Can you share with us what your
research has shown about how
media shapes the way we all
view the world?

GEENA DAVIS: Everybody knows
that in Hollywood, there are
fewer interesting parts for
women, and female characters
are sexualized a lot. But what I
didn’t know until I had a daugh-
ter and started watching G-rated
movies with her was that we are
showing kids a really almost *50s
version of society where there
are far fewer female characters,
and the ones that are there are
highly stereotyped. They don’t
get to do very much. They’re

very much hypersexualized.

The first study we did on G-
rated movies covered a 15-year
span. We found that for every
one female character, there are
three male characters. In crowd
scenes, there’s only 17% female
characters, which is very
strange.

We just completed a study on
the occupations in G-rated mov-
ies and found that 80% of the
jobs are held by male characters.
And of the women who hold
jobs, there are no scientists,
medical professionals, lawyers,
politicians, business executives.

Clearly, we’re transmitting a
very disempowering and nega-
tive message about girls to kids.

Choosing Women
MS. BLUMENSTEIN: Dominic, you
just laid out the McKinsey re-
search. How is your company
doing on this front?
MR. BARTON: We’re not doing as
well as we should be. If you look
at the numbers, we’re not where
we need to be, so we’re losing
on the talent side. Part of it is
the places we go to recruit—
PleaseturntopageR15

China Has Politics, Too

Jon Huntsman on why 2013 may be the perfect time to engage

the Chinese in constructive dialogue

he economic future of

the U.S. is bound up

with China. So how

should the govern-

ment manage that re-
lationship—not only to boost the
U.S. economy but win over Chi-
nese leaders on key issues like
human rights and intellectual
property?

The Wall Street Journal’s Alan
Murray spoke with Jon Hunts-
man, former U.S. ambassador to
China and governor of Utah, and
currently a candidate for the Re-
publican presidential nomina-
tion. Joining the discussion were
Chinese entrepreneur Zhang Xin
and Oleg Deripaska, a Russian
businessman with extensive ex-
perience in China.

Here are edited excerpts of
their discussion.

No Need for a Fight

ALAN MURRAY: Henry Kissinger’s
book on China raises the pros-
pect of an epic rivalry between
the U.S. and China that parallels
the rivalry between England and
Germany in the 20th century. Do
you think that’s realistic?

JON HUNTSMAN: I think it’s to-
tally avoidable. As I heard re-
peatedly serving as U.S. ambas-
sador in Beijing, “We have
politics in China, too.” To be suc-
cessful in Chinese politics, you
have to have certain key constit-
uencies behind you, and you’ve
got to say certain things in the
run-up to the Party Congress

that is going to put you in office,
just like politics here.

Next year holds elections for
the United States. It also holds
sweeping changes for China in
terms of leadership in the 18th
Party Congress. So what do you
expect to hear in the run-up?
Not that the United States is a
reliable, friendly partner, but
that we don’t like the military
presence. We don’t like the trad-
ing relationship. We don’t like
the unilateralism, the moralistic
attitudes of the Americans,
they’re hemming us in.

After the 18th Party Congress,
Xi Jinping will rise up. After a
year of consolidating power,
which will put us in 2013 or
early 2014, I believe Xi Jinping is
going to have three years of run
room where we have an oppor-
tunity, if we have the right lead-
ership here, that would allow us
to begin embarking upon a stra-
tegic dialogue with the Chinese.

MR. MURRAY: But that’s a long
time to wait.

MR. HUNTSMAN: That’s just the
reality of where we are. It means
you’ll have certain political reali-
ties on the trade side. On the se-
curity side, getting China’s coop-
eration on Iran or North Korea
will become that much more dif-
ficult, particularly when you’ve
got candidates in the race who
are talking about slapping a uni-
lateral tariff on China for cur-
rency manipulation.

MR. MURRAY: You’re referring to
Gov. Romney.

MR. HUNTSMAN: I’'m referring to
Gov. Romney. There are certain
things that could make the situa-
tion really bad for this country
at a time when we can least af-
ford it. I say the currency issue’s
going to take care of itself.

MR. MURRAY: Is currency manip-
ulation a real problem?

MR. HUNTSMAN: Of course. It’s
gone on for a long time. The ren-
minbi has appreciated 30% in
the last several years. It will
continue to at a rate of maybe
5% to 8%.

Because China is driven by its
own interests to revalue the ren-
minbi based upon market reali-
ties, they will arrive at a point in
the years to come where they’ll
have more of a market-based
currency. Whether we tell them
to do it or not, they will arrive
at that point.

You certainly don’t impose
tariffs. As a former trade ambas-
sador, I’'m not sure how you do it
through the World Trade Organi-
zation. There’s no provision that
allows one to do it through the
WTO. It’s unprecedented.

And then what happens? The
Chinese will then take the case
to the WTO. Two years are
wasted on nonsense. And you’ve
blown through bandwidth that
otherwise should’ve been used
on intellectual-property protec-
tion, expanding market access

FLASHBACK: CEO COUNCIL, 2009

“We'll have differences among us on
health care. That's what healthy
public-policy debates are about. You
cannot control the deficit in this
country without dealing with health-
care costs. You can't control what
happens in your company without
getting health-care costs under con-
trol. And that’s true for the United
States government.”

RAHM EMANUEL, then President Obama’s chief of staff

h Alswang for The Wall Street Journal (5)

for financial services and insur-
ance, and working on regional
security issues.

MR. MURRAY: Do you think any-
one will cast their vote based on
the candidates’ views about
China?

MR. HUNTSMAN: In those town-
hall meetings we have, we talk
about rebuilding the manufac-
turing muscle in America. How
is that going to happen? We talk
about the tax reform that will be
necessary, the regulatory fixes to
create a more transparent and
predictable environment. You
talk to folks about rebuilding our
manufacturing muscle by taking
advantage of the investment that
flows in a knee-jerk fashion into
the China market and has for a
long time.

That’s changing. Unemploy-
ment’s going to spike in China.
With unemployment you’ve got a
larger itinerant work force
roaming the countryside. That
puts pressures on the large east-
ern cities, and that results in po-
litical instability and uncertainty.

And I think the investment
dollar that always just lands in
China is going to be looking for
an alternative. This country
would be absolutely nuts if we
didn’t position ourselves to be
that alternative. It’s not going to
happen overnight, but we can
start taking the steps to manu-
facture here.

MR. MURRAY: But then you need
a strong Chinese market as the
recipient.

MR. HUNTSMAN: Of course. The
Chinese market, with the largest
consumer class in recent history,
is going to be a vacuum for our
products.

MR. MURRAY: How can we do
what you’re talking about if
companies don’t feel their intel-
lectual property is safe over-
seas?

MR. HUNTSMAN: We can make a
more aggressive outreach to the
emerging entrepreneurial class
of China, saying, “This is not
America’s issue. This is yours.
This is your intellectual property
that increasingly you’re develop-
ing that is viable on the global
economic stage.” Then you cou-
ple that with selective outreach
to the municipalities and the
provinces that actually want to

& work with you on it.

-

-

‘Our job is to infuse shared values into the
relationship that will make it successful.
JON HUNTSMAN

MR. MURRAY: What about human
rights?

MR. HUNTSMAN: I think there is
an opening here. Xi Jinping,
who’s a fairly pragmatic guy, is
going to consolidate power. He’s
going to have two or three,
maybe four years, of run room.
Our job then in our U.S.-China
relationship is to infuse shared
values into the relationship to
give it the glue and the staying
power that will make it success-
ful in the decades to come.

MR. MURRAY: On the scale of
challenges that the next presi-
dent of the United States will
face, how high is this one?

MR. HUNTSMAN: I would argue
that Iran is the most transcen-
dent foreign-policy challenge,
which could take a lot of band-
width out of the Oval Office. But
on a day-to-day management ba-
sis, when it comes to economics,
security, trade and investment,
there’s only one relationship
that matters in the world. The
United States and China are now
on the world stage.

Losing Trust?

MR. MURRAY: Xin, please respond
to the governor’s vision about
where we’re headed.

ZHANG XIN: I think that China
will face major challenges in the
near term. With every genera-
tion of leaders, the power base
has become weaker and weaker.

When you go on the Chinese
blogs, you will see how little
credibility the Chinese govern-
ment has among the Chinese
people. I think that will be the
major challenge. How do you ad-
dress a country where the gov-
erning power is losing the trust
of the people?

MR. MURRAY: Oleg, we’ve seen
some things in the last couple of
years that might suggest the be-
ginnings of a new Russia/China
axis.

OLEG DERIPASKA: Russia defi-
nitely would like to benefit from
China’s growth and Chinese eco-
nomic development. We have a
huge economy hungry for re-
sources. We have a new opportu-
nity with components developed
in China and which are very ben-
eficial for our enterprise. It will
be an economic partnership. It
wouldn’t be a political partner-
ship, just because we’re quite
different animals.

MR. MURRAY: Is it possible, given
the problems in Europe and the
relative stagnation in the U.S.,
for China to continue to grow at
8%, 9%, 10% or higher?

MS. ZHANG: If you leave it to the
market, yes, no problem. The po-
tential problem is the govern-
ment. Right now, the govern-
ment is moving backward from
really loving the market to not
trusting the market.
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(siving the President His Due

Dick Cheney on how the Obama administration has gotten some things right in the war on terror

t’'s been nearly three

years since former Vice

President Dick Cheney left

office, but the elite Wash-

ington insider and long-
time defense expert has not
come close to leaving the lime-
light. With a presidential elec-
tion approaching and security is-
sues still high on the agenda, he
will no doubt continue to be a
focus of much debate.

Mr. Cheney shared his obser-
vations on foreign policy in an
interview with Journal Editorial
Page Editor Paul Gigot. What fol-
lows are edited excerpts of their
conversation.

Grading the War on Terror
PAUL GIGOT: What marks would
you give this administration in
fighting the war on terror?
DICK CHENEY: Certainly they’ve
done some things right. The
death of Bin Laden, for example.
The use of drone attacks going
after the leaders of al Qaeda,
and so forth, with the Predator
system that we developed and
used originally. I think that’s
gone reasonably well.

The president had to make a
couple of decisions. I don’t think
they were that difficult. I think
we would love to have had the
opportunity to do that ourselves.

MR. GIGOT: You don’t think the
decision to actually pursue Bin
Laden inside Pakistan was a
close call?

MR. CHENEY: No.
needed to be done.

My concern has been I think
the Obama administration has
inappropriately characterized
what they inherited from us. It
would have been nice if they’d
said, “Yeah, we benefited from
what the prior administration
did, by way of interrogation and
developing these original leads
that ultimately put us on Bin
Laden’s trail.” But set that aside,
that’s politics. The fact of the
matter is I think it’s been policy.

I was very upset when we had
talk by the Justice Department
about prosecuting the intelli-
gence professionals who’d car-
ried out our policies in the en-
hanced-interrogation area.
They’ve backed off that since.
That’s good.

I worry that we do not have
now the capacity to interrogate
high-value targets. I think that
program’s been shut down. If
there’s been a replacement put
in place, I don’t know what it is.

One of the ways we always
benefited from that program was
when we took down a target—
Abu Musab al Zarqawi, for ex-
ample—we were able to capture
hard drives and a lot of intelli-
gence that could be quickly ex-
ploited to run out several days’

It clearly

Ralph Alswang for The Wall Street Journal (2)

‘There are reasons why we did what we did, and they're still valid’
DICK CHENEY

worth of effort against the ter-
rorist organization.

‘Reluctant Converts’

MR. GIGOT: Guantanamo’s still
open, military tribunals of enemy
combatants are being pursued. A
lot of the things that were very,
very contentious in your admin-
istration have been maintained.
And yet, they’re not so contro-
versial now. What do you make
of that?

MR. CHENEY: They campaigned
against most of those programs.
They’re reluctant converts. But I
think they’ve made the right de-
cision with respect to Guantan-
amo. It’s still open.

There are reasons why we did
what we did, and they’re still
valid. And I think they’ve
learned, over time, the benefit of
that. And I'll give them credit for
the enhanced drone program and
the fact that they have been very
successful in terms of taking out
additional targets.

MR. GIGOT: You spent a lot of
time on Iran and their nuclear
program when you were in of-
fice. They are back in the news
again with the recent U.N. report
that they are pursuing a weap-
ons system. Do you have any
doubts that they are intent upon
getting a bomb?

MR. CHENEY: I don’t. I think they
clearly are committed.

MR. GIGOT: Remember in 2007,
the national intelligence estimate
which said with high confidence
that Iran had abandoned their
program in 2003. How do we get
from 2007 to now 2011 where
the U.N. essentially says, “Yes,
they have been pursuing it

across this whole period”?
MR. CHENEY: I remember when
the N.LLE. came out, I was actu-
ally confronted by friends of the
U.S. who suggested that we had
arranged for that finding to alle-
viate any requirement we might
have felt to do something about
the Iranian nuclear program.
That’s not what we were doing.
What the N.I.LE. process pro-
duced was clearly a flawed re-
sult. It, in part, flowed out of the
continuing legacy, if you will, of
the national intelligence esti-
mate on Iraq [weapons of mass
destruction] that turned out to
be wrong as well. There’s a pro-
cess that had been adhered to.
But it produced a flawed result,
without question.

MR. GIGOT: IWe have news reports
that Israel is thinking again
about a strike on the Iranian nu-
clear facilities. You faced a simi-
lar situation regarding Syria.
From your memoir, I know that
the Israeli officials came to you
and said, “Here’s the intelligence
we have about Syria.” Tell us
how it played out inside the ad-
ministration.

MR. CHENEY: This would have
been early 2007. We acquired in-
telligence that said the North
Koreans had assisted the Syrians
in building a nuclear reactor in
eastern Syria. We, I, had great
confidence that this was good
intelligence. I advocated a course
of action that would have in-
volved a military strike by the
U.S. to take it out.

It was a target all by itself in
the desert. There wasn’t likely to
be any collateral damage. The
reactor had not yet been fueled,
so there wasn’t likely to be any

Women

Continued frompage R14
there’s like 40% women in some
of the business schools and so
forth. But there’s more that we
can do, and we have to make it a
priority. So if I think about ap-
pointments that I would do, if I
have a choice between a man
and a woman and they’re equal
in what they’ll do, I will defer to
the woman.
MS. LEE: Yes, I think one of the
important things is to keep fo-
cused on it. After I had been
COO0 for four or five years, I
looked around my senior staff
meeting and it was 95% men.
How did I let it get to this point?
I had taken my eye off the ball.
And it’s not about quotas. It’s
about making sure you have rep-
resentation on your executive
team, and whether that’s minori-

FLASHBACK: CEO COUNCIL, 2010

ties or women, whatever it is,
you have to retain a focus on it.

So the next several openings I
had I just insisted that if there
was a female and a male, that
we would lean toward the female
because I had to rejigger what I
was dealing with in terms of an
executive team.

I now have at least four or
five female executives, and it’s
really turned the company
around in terms of how we deal
with each other.

MS. BLUMENSTEIN: Debra, to be
fair, a lot of this has, in the past,
been written off to women and
childbearing. You have two kids.
What role do you think that does
or should play in the equation?
MS. LEE: With technology, you
can do your job from anywhere
now. And if you’re committed to
the company, you’re going to put
forth the effort.

I had two children during my

“When it comes to the deficit, the
Department of Defense is not the
problem. If you cut the defense bud-
get by 10%, which would be cata-

25 years at BET—my son is 22
years old, my daughter is 18.
They were always part of my
profession. They went to events
with me. They knew what I did.
They understood.

As an executive, you usually
have flexibility to determine
your schedule. If I had to take a
red-eye back from Los Angeles
to make it to the holiday pro-
gram to see my son give one
line, that’s what I would do. You
make it work.

The interesting thing I see
now is that men are dealing with
the same issues because of the
rate of divorce, because men are
now single fathers. I have male
executives coming to me at 3 in
the afternoon saying they need
to leave for a soccer game. So
it’s not just women. It’s an issue
that companies have to deal with
in general, and it shouldn’t be
used as an excuse of why women
can’t move up the ranks.

radioactive fallout. It was a very
doable proposition.

The decision was made not to
do that. The president was reluc-
tant. Partly, there were doubts
about, “How good’s the intelli-
gence?” Again, part of the legacy
of the earlier failures on Iraq
WMD.

The Israelis decided they’d
take it out, and they did. It
worked perfectly. There was
never any word at that time. It
was a great opportunity for us
to demonstrate to the Iranians
that we were prepared to use
military force, if necessary, to
block proliferation or the acqui-
sition of a terrorist-sponsoring
state of nuclear capability. Un-
fortunately, I lost the argument.

MR. GIGOT: Do you have any
doubt that if the Israelis con-
clude the U.S. will not act mili-
tarily against Iran, they will
strike on their own?

MR. CHENEY: I think there’s a
very good possibility that the Is-
raelis view this as a fundamental
threat to their existence and that
they will act.

MR. GIGOT: If you were president,

what would you do to dissuade
them?

MR. CHENEY: I'm not sure I
would. If they decide they need
to do that, I would like to think
that the U.S. would be support-
1ve.

‘Head of the Snake’

MR. GIGOT: Former Secretary of
State James Baker says he’s con-
vinced Iran will get a nuclear
weapon. He argues that it’s a
containable problem—that if
they do get a nuclear weapon,
you could put together an alli-
ance and a containment strat-
egy. Do you agree that Iran with
a nuclear weapon would be con-
tainable?

MR. CHENEY: I don’t. I think it’s a
mistake to assume that Iran will
operate the same way the Sovi-
ets did when confronted by the
U.S. We followed a policy of mu-
tually assured destruction that
led to deterrence, effectively.
And both of us were reasonable,
responsible, if you will, interna-
tional actors. And it still was a
time of considerable tension, ob-
viously.

With Iran, it’s not at all clear
to me that mutual assured de-
struction would have the same
deterrent value. They are proba-
bly the leading state sponsor of
terror in the world today. They
are the prime sponsors of Hez-
bollah and Hamas. The capabili-
ties that they would acquire,
were they to build an inventory
of nuclear weapons, frankly, are
a frightening prospect.

I had the experience of going
to Riyadh to visit with the Sau-
dis and to Tel Aviv to visit with
the Israelis. And if you closed
your eyes and listened to the ar-
guments, you couldn’t tell which
city you were in. They both were
extraordinarily concerned about
Iran and the possible develop-
ment of nuclear capability in
Iran. Both used the same anal-
ogy. They said, “You’ve got to
cut off the head of the snake.”

MR. GIGOT: But one says it pub-
licly, and one says it privately.

MR. CHENEY: Yes. There’s a fun-
damental shift under way in that
part of the world, in terms of
the decline in U.S. power and in-

fluence. And it comes in the
form of a rush for the exits in
Iraqg and Afghanistan. The ad-
ministration failed to follow
through on a new status-of-
forces agreement with the Iraqis
so we could have a stay-behind
force there that would help them
with their security requirements.

A nuclear-armed Iran is
clearly going to be the dominant
power in that part of the world.
And people that have tradition-
ally and historically been good
friends and supporters of the
U.S. are going to have serious
questions about whether or not
they can count on us going for-
ward.

MR. GIGOT: So if the president did
order a military strike against
Iran’s nuclear facilities, your re-
action would be?

MR. CHENEY: I would be inclined
to support him.

MR. GIGOT: You were famously
quoted in the early part of the
Bush administration as saying
that deficits don’t matter. That’s
when debt as a share of GDP
was about 40% or so, and defi-
cits were about 4% of GDP. Now
it’s 9% of GDP as a deficit and
closer to 70% of debt as a share
of GDP. Do deficits matter more
now?

MR. CHENEY: I think it’s impor-
tant to put that comment in con-
text. I had, during my 10 years in
the House, one of the most con-
servative voting records. I think
my conservative credentials are
well-established, in terms of fis-
cal policy. But this was in the
early days of the administration.
I was referring to the beginning
of the Reagan administration,
when he simultaneously cut
taxes, reduced revenue and in-
creased defense spending.

He didn’t pay a political price
for the deficit that resulted. It
turned out to be sound policy,
both in terms of the military
buildup, as well as the change in
tax policy and the reduction in
rates and so forth. And there are
circumstances under which just
the deficit per se doesn’t have
the kind of political conse-
quences that we’re faced with
now, obviously.
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problem for me.”

ROBERT GATES, then Secretary of Defense
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