June 13, 1996

an ax to grind. They can contain any
bizarre allegation that such an indi-
vidual may concoct. This is the type of
information that the Clinton White
House thought should be trusted to a
low-level civilian detailed from the
Army who answered to a partisan, po-
litical appointee.

This all come up because of the in-
ability of the White House to admit
that it fired Billy Dale to make room
for the President’s Arkansas cousin
and his Hollywood friends. For months,
the White House has refused to comply
with the Clinger committee’s subpoena
of all documents related to the Travel
Office firings. When Billy Dale cried
foul upon learning that his FBI file had
been turned over to the White House,
the White House claimed it received
his file as part of a routine investiga-
tion of employees. That was the origi-
nal explanation. Suddenly the Billy
Dale file shows up in the White House.
How did it get there? As part of a rou-
tine investigation of an employee?
Then the story changed. The White
House tried to claim that it was not its
request after all. The GAO had asked
for the FBI files. ‘‘No, no, no,” said the
GAO, ‘‘not us!” Suddenly the whole
thing became an innocent mistake that
involves trampling on the fundamental
right to privacy of 330 loyal public
servants.

I applaud Representative CLINGER,
chairman of the House Committee on
Government Reform and Oversight, for
his commitment to untangling this
web of misinformation, claims of exec-
utive privilege, and rationalizations. I
believe that his matter is serious
enough to warrant a full congressional
investigation. Unfortunately, this
White House has dodged the truth for
too long.

I remember when an overzealous
Bush supporter, Elizabeth Tamposi,
who was an Assistant Secretary of
State, decide to search the passport
records of a young Governor from Ar-
kansas, Bill Clinton. The press was
outraged. Bill Clinton was outraged,
but, most of all, President Bush was
outraged. He fired Elizabeth Tamposi.

What have we heard from this admin-
istration about this latest scandal?
Mark Fabiani, a White House attorney
hired to answer questions about
Whitewaster and the Travel Office
matter, believing that the best defense
is a good offense, said, ‘‘Instead of at-
tacking, CLINGER and Speaker GING-
RICH should be apologizing.”” Now that
is chutzpa if I ever heard it.

This is a serious matter Mr. Presi-
dent. We cannot have the FBI used as
a private research agency for the White
House. I think this matter needs imme-
diate attention.

Mr. President, I yield the floor and
again want to thank the Senator from
Iowa for permitting me to go before
him.
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NOMINATION OF ALAN GREEN-
SPAN, OF NEW YORK, TO BE
CHAIRMAN OF THE BOARD OF
GOVERNORS OF THE FEDERAL
RESERVE SYSTEM

The PRESIDING OFFICER. Under
the previous order, the Senate will pro-
ceed to the nomination of Alan Green-
span, to be Chairman of the Federal
Reserve System. The clerk will report
the nomination.

The bill clerk read the nomination of
Alan Greenspan, of New York, to be
Chairman of the Board of Governors of
the Federal Reserve System for a term

of 4 years.
The PRESIDING OFFICER (Mr.
KEMPTHORNE). Under the previous

order, time is equally divided under the
control of Senator D’AMATO and Sen-
ator HARKIN. Senator HARKIN is recog-
nized.

Mr. HARKIN. Mr. President, finally
we have gotten to the nomination of
Alan Greenspan to be Chairman of the
Federal Reserve Board. I have been
waiting for several months for this op-
portunity, to have the opportunity to
debate not just the nomination but
what this nomination means for the
American people.

I am very pleased that we finally
have a reasonable opportunity to de-
bate this nomination, the nomination
of the most important Presidential
nomination to come before this Con-
gress, the nomination of Alan Green-
span to serve as Chairman of the Fed-
eral Reserve System. I have been push-
ing for this debate for months, and I
want to thank the Republican and
Democratic leaders for scheduling this
3-day debate.

This debate about Chairman Green-
span’s policies and their impact on our
economy, about how we can get our
economy to grow faster, about how we
can create more jobs and raise in-
comes, zeros in on the most important
issues that we face.

Before we get into substance, I want
to be clear about one thing. This issue
has never been about personalities. It
is about policy. It is about making sure
that this body gives thorough consider-
ation to the nomination of the Chair-
man of the Federal Reserve System,
the single most important economic
decisionmaker in our land.

Over the course of today and tomor-
row and next Thursday, I and others on
our side hope to cover at least the fol-
lowing areas.

First, we want to talk about a policy
of growth versus a policy of no growth
that has been prevalent at the Fed for
the last several years and that is prev-
alent today. We wish to talk about the
record of Alan Greenspan. I will go into
his record at some length. Why? Be-
cause he has been Chairman of the Fed
now for two terms.

I think it is legitimate for us to ask:
Has his stewardship, has his running of
the Federal Reserve, been such that
we, the Congress and the Senate,
should reward him with another 4-year
term? We would ask that of any person
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nominated by the President to fill an
important position. We certainly
should ask it of Alan Greenspan and
look at his record.

Third, we hope to talk about the im-
pact on our budget and what we do here
over the next several years and the im-
pact on our economy of decisions made
by the Federal Reserve Board, espe-
cially the Open Market Committee.

Fourth, a recent GAO study that re-
cently came out in preliminary form—
the final version of that, I guess, will
be out next Thursday—I believe raises
substantial questions about how the
Federal Reserve System is operating.
Let us also be clear about another
thing, Mr. President. The Federal Re-
serve Board is a creature of Congress.

Yes, it is independent, and I believe
it should be independent, but it is not
a separate branch of Government en-
shrined in the Constitution. It is not
like the judiciary or like the executive
branch or the legislative branch. It is,
in whole, a creature of the U.S. Con-
gress. As such, it must be responsive to
the Congress, responsive to the Amer-
ican people through Congress. I believe
it is our duty to examine closely the
policies of the Federal Reserve and to
suggest through the legislative process
changes that we may wish to make in
the Federal Reserve System.

I will be talking about one thing
later, for example, the fact that the
minutes of the Federal Open Market
Committee are held secret for 5 years.
Why 5 years? Maybe there is a legiti-
mate reason to keep them withheld for
a period of time, but certainly not 5
years. I think that needs to be reexam-
ined. Maybe 1 year, but not 5 years.
Having said that, I will say we have
gone back in the minutes of 5 years, 8
years, and 10 years ago and looked at
the minutes, that quite frankly re-
vealed some pretty interesting com-
ments by the nominee now before the
Senate. We will be talking about that
at some length later, also. Those are
the items we wish to cover in this de-
bate.

Again, I want to thank both the Re-
publican and Democratic leaders for
working this out. It is something that
is going to take some time because this
is a complex subject, but, I believe, a
very important subject, one that really
ought to command the attention not
only of the Senate, but of the Amer-
ican people.

The real point, I believe here, Mr.
President, is to start a national dialog
and to deliberate and not simply
rubberstamp this important nomina-
tion, as well as other nominations to
the Federal Reserve. The Chairman is
the single most important. Again, I
think that is our duty and our obliga-
tion. Let me say I consider this debate
that we begin today a victory for this
body and a victory for the American
people. So we did not just rubberstamp
and put someone through of this im-
portance without raising serious policy
questions about the Federal Reserve
and how it is operated.
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Mr. President, raising the living
standards and real wages of ordinary
Americans stands as our primary eco-
nomic challenge. The policy of the Fed-
eral Reserve under Chairman Green-
span has stood in the way. Under cur-
rent law, the Federal Reserve is obli-
gated to conduct a balanced monetary
policy, so as to reconcile reasonable
price stability with full employment
and strong, stable, economic growth,
and balance. But under the Greenspan
Fed, job growth and the living stand-
ards of average Americans have been
sacrificed in the blind pursuit of infla-
tion control. The Greenspan Fed has
raised interest rates not when inflation
was knocking at the door or threat-
ening, but when there was not even any
specter of inflation.

In 1994, in the midst of six straight
rate increases, Chairman Greenspan
himself acknowledged there was no evi-
dence of rising inflation. Mr. President,
I raise a lot of eyebrows at a lot of
meetings when I talk about the Fed
and why I wanted to have this debate.
When I tell people, Mr. President, in 1
year, from February 1994 to February
1995, that Alan Greenspan raised inter-
est rates 100 percent, people look at me
like I arrived from another planet.
They say, ‘“That is impossible.” It is
true. Look at the record. The Federal
funds rate went from 3 percent in Feb-
ruary 1994 to 6 percent in 1995, a 100-
percent increase in 1 year, with no in-
flation threatening. I will have more to
say about that later. Since that time,
it has only come down three-quarters
of a point. Again, no inflation threat-
ening. I believe that is leading this
country to an economy where we see
more and more millionaires every
month, but average working families
are stuck in a rut. They are working
harder, spouses are working, and yet
they are not getting ahead. I will have
more data on that as we go through the
debate in terms of what wage increases
have been in the last few months, sev-
eral months, last couple of years, what
prices have done, to show the average
working family is not only not getting
ahead, they are falling behind in this
great economy. Our stores are chock
full of goods, and yet for some reason,
the American family is not getting
ahead.

One of the reasons they are not get-
ting ahead is because their debt load is
too great. We hear a lot of talk around
here about cutting taxes, because the
American people feel they are overbur-
dened with taxes. They do and they
are. I submit there is another burden
that they are carrying that is weighing
them down, and that is the burden of
debt and the high interest rates that
they are paying. There is no reason for
those high interest rates now. Again, I
intend to go into this in great depth
over the next few days. Mr. President,
100-percent increase in interest rates in
1 year, and they are still there.

Mr. President, the decisions of a Fed
Chairman touch every pocketbook and
every family budget in America. The
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decisions of this Chairman have cost
American families in lost wages and
lost opportunities. The Greenspan Fed
has stifled economic growth and the in-
comes of average Americans. Interest
rates have been kept artificially high,
and middle-class families and busi-
nesses have been forced to pay the
price. It is time for the Federal Reserve
to pursue a more balanced policy based
on raising economic growth and in-
creasing jobs alongside continued vigi-
lance against inflation.

America at this point in our history
ought to have a forward-looking Fed
Chairman who recognizes the impor-
tance of expanding opportunities for
our economy and our people in today’s
global market. We do not live in the
1970’s. We have changed considerably
since that time. We need strong leader-
ship, committed to higher growth and
incomes, fuller employment, and lower,
more stable interest rates to improve
the quality of life for average Ameri-
cans. We have not gotten that with
Alan Greenspan. There is what I call a
common thread, Mr. President, in the
thinking and the actions, and the poli-
cies of Mr. Greenspan over the years. It
did not start yesterday. It will not end
tomorrow or next week.

Ripe from his days as Chairman of
the Counsel of Economic Advisers
under President Ford, until today, Mr.
Greenspan has consistently shown the
same two tendencies, as evidenced by
the public record. First, he often mis-
judges the signs of an oncoming reces-
sion. Second, he does not act decisively
enough to pull the economy out of re-
cession because of an inordinate fear of
inflation.

Again, I will discuss both of these
issues in greater detail throughout my
remarks. Let me ask unanimous con-
sent to have printed in the RECORD at
this point, Mr. President, a guest edi-
torial that was in the Investor’s Busi-
ness Daily, May 1, 1996. It is headlined
“Greenspan’s Rotten Record,” by Mr.
Don Hays. I do not know Mr. Hays.

There being no objection, the mate-
rial was ordered to be printed in the
RECORD, as follows:

[From the Investor’s Business Daily, May 1,
1996]
GREENSPAN’S ROTTEN RECORD
(By Don Hays)

We may have an exciting new contrary in-
dicator: Alan Greenspan’s predictions. Our
search of the record has never found him to
be right about what the economy, inflation
or interest rates were going to do.

We could go back further, but let’s begin
with a much-noted 1981 speech. As a private
and well-connected economist, Greenspan de-
clared that inflation would not decline any-
time soon. Whoops—inflation was about to
drop from 12% a year down to 4%.

In 1982, he wrote a letter of commendation

for Charles Keating. He also made an impas-
sioned plea to Congress, asking for more
freedom for the savings and loan industry.
Years later, the S&Ls went bust at great
cost to the taxpayers. Keating wound up in
jail.
! The same year, Greenspan’s published eco-
nomic forecast said bond yields would fall
4% from the previous year-end level. In fact,
they fell 3%2%.
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But the drop in inflation was only tem-
porary, he argued in May 1983. The extraor-
dinary Volcker-induced inflation calm, he
insisted, was about to end. In fact, inflation
stayed quite steady at 4% through 1987 and
the end of the Volcker regime.

Also in 1983, Greenspan said long-term in-
terest rates would increase 20 basis points.
This proved to be his best forecast ever:
Rates did rise—but by 1%, not the meager
0.2% he predicted.

At the start of 1984, he forecast that for the
next three years, bond yields would rise from
5 to 55 basis points. They actually dropped
each year, from 123 to 199 basis points.

Perhaps because he spent more time
schmoozing the halls of the White House and
Congress than he did in his office, in 1987
Greenspan was chosen to be chairman of the
Federal Reserve Board. He promptly got in a
contest with the Bundesbank to see who
could raise interest rates faster, and also
squabbled flagrantly with Treasury Sec-
retary James Baker. Some would argue that
the conditions fostered by these conflicts ul-
timately let to the October 1987 stock mar-
ket crash.

Greenspan answered the crash with a flood
of monetary easing. But by mid-88, he was
right back to the battle, raising the fed
funds level from 6% to 93s% by mid 1980.

He seemed to think this famine-feast-fam-
ine was just the thing for the economy. In
February 1990, he told Congress the economic
weakness had stopped. In fact, it continued
to weaken, and a recession began in August.

On top of his chaotic monetary reversals,
he launched a regulatory war. In 1990-91, he
bought the claim that banks held too many
real estate loans. In concert with Treasury,
he sent swat teams of auditors through the
banking system, totally wrecking banks sen-
timent to loan.

As a result, when Greenspan tried to drive
the economy away from the ditch he had
steered it into in 1992 and 1993, he found the
vehicle extremely sluggish, unresponsive to
the lower fed funds rate. He had to ratchet
them down until he’d achieved the steepest
yield curve in history. With short-term rates
at 3% and the long bond up close to 8%, Or-
ange County and many corporations and
hedge funds leveraged their bond positions to
the hilt.

Let’s jump ahead to a more recent exam-
ple. In 1995, a sales slump moved auto dealers
to offer the biggest rebates in history to
tempt consumers. In September, Greenspan
saw the temporary hike in auto sales in his
rear-view mirror—and declared that his mon-
etary policy and the economy were right on
track. So he refused to lower interest rates.
That Christmas was the weakest in at least
four years. Judging by the bellwether Wal-
Mart earnings, it could be argued that it was
the weakest in 25 years.

Greenspan’s rear-view mirror finally
cleared up in late December, with the econ-
omy about to drive once again into the
ditch. He reversed course, cutting interest
rates by %% in December and again in Janu-
ary.

It looks like we can go in a direction al-
ways opposite to Greenspan’s current mes-
sage and look like an economic genius.

So why did Republicans leave President
Clinton no choice but to reappoint Green-
span? Maybe they thought Clinton should
have to suffer the same election-year treat-
ment the Fed chief had dished out to GOP
presidents. More likely, they are just more
proof of his amazing ability to mesmerize
the herd—despite a record that has virtually
never been right.

Mr. HARKIN. I wanted to read a few
of the lines from this editorial.

We may have an exciting new contrary in-
dicator: Alan Greenspan’s predictions. Our
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search of the record has never found him to
be right about what the economy, inflation
or interest rates were going to do.

We could go back further back, but let’s
begin with a much noted-1981 speech. As a
private and well-connected economist,
Greenspan declared that inflation would not
decline any time soon. Whoops, inflation was
about to drop from 12 percent a year down to
4 percent.

In 1982 he wrote a letter of commendation

for Charles Keating. He also made an impas-
sioned plea to Congress, asking for more
freedom for the savings and loan industry.
Years later, the S&L’s went bust at great
cost to the taxpayers. Keating wound up in
jail.
! The same year, Mr. Greenspan’s published
economic forecasts said bond yields would
fall one-quarter of a percent from the pre-
vious year-end level. In fact, they fell 3%
percent.

But the drop in inflation was only tem-
porary, he argued in May of 1983. The ex-
traordinary Volcker-induced inflation calm,
he insisted, was about to end. In fact, infla-
tion stayed quite steady at 4 percent through
1987 and the end of the Volcker regime.

Also in 1983, Mr. Greenspan said long-term
interest rates would increase 20 basis points.
This proved to be his best forecast ever:
Rates did rise—but by 1 percent, not the
meager .2 percent that he predicted.

At the start of 1984, he forecast that for the
next 3 years bond yields would rise from 5 to
55 basis points.

Listen to this. At the start of 1984, he
forecast that for the next 3 years bond
yields would rise from 5 to 55 basis
points. They actually dropped each
year from 123 to 199 basis points.

Well, the article goes on. I will have
more to say about this article. I do not
know the author of the article, but he
correctly, I think, captured the record
of Mr. Greenspan.

Again, I want to talk about this be-
cause the bottom line is that Chairman
Greenspan has this long history of fo-
cusing solely on inflation to such an
extent that all focus on expanding our
economy has been lost.

So what do we have today? We have
a mindset at the Fed that 2-percent
growth is acceptable—2 percent—that
the economy cannot grow any faster;
maybe 2.5, but that is getting close to
the limits, but that we cannot have the
3-percent growth of the 1970’s or the 4
percent growth of the 1960’s. That is
the mindset at the Fed.

Mr. President, I believe we ought to
do more to promote stronger economic
growth, and at the very least we should
not put our economy in a harness when
there is such a tremendous potential
for growth in America today. Saying
that America can grow at 2 or 2.5 per-
cent is like saying that we are going to
accept a C average when we know we
can do a B-plus or an A. I would not let
my kids get by with that, and neither
would you, and neither would anyone
else. We should not let America get
harnessed in these shackles when all of
the indications are out there that, with
a better monetary policy at the Fed,
our manufacturing sector will expand,
we will get new plant and new equip-
ment, we will have some wage growth
for average working families that will
not be inflationary, and our farmers
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will be able to have a better deal, be-
cause they borrow a lot of money, and
especially our small main street busi-
nesses. They are the ones in our main
streets of our small towns that have to
borrow money at higher rates of inter-
est. They need a break, too. It is small
businesses that employ most of the
people, the ones that are getting the
new jobs out there. They should not be
shackled by this low-growth mentality
that we see evidenced by the Chairman
of the Fed.

I urged President Clinton to appoint
someone with a greater orientation to-
ward economic growth, someone with a
greater concern for the need to in-
crease the incomes of average Ameri-
cans, and someone who would strive to-
ward keeping the unemployment low.

There is a constant flow of articles
written about relatively minor changes
in tax policy or in the amount of
spending for a number of relatively
trivial Federal programs. Yet, the
questions of our monetary policy and
what we do about the supply of money
and interest rates are just not being
written about or discussed. That is one
of the reasons I took the position
which I did when this nomination came
to the Senate back in March—that we
needed articles written about him, that
we needed voices heard around the
country to start talking about the
monetary policy of the Fed, to bring it
out of the shadows and into the sun-
light. We have seen more and more ar-
ticles and more and more economists
speaking out and business people
speaking out saying that we ought to
have a better growth policy at the Fed.

Because of the huge deficits run up in
the 1980’s to the present, fiscal policy
changes in the amount of Government
spending and taxes have become pretty
ineffective in our efforts to stimulate
the economy during poor economic
times. We cannot afford to increase the
deficit even when we are entering a re-
cession. One of the reasons, I feel, for
reaching a balanced budget and then to
perhaps run a small surplus is so that
we can restore this capability—this ca-
pability of the Federal Government to
be able to respond to recessions in a
meaningful manner. So with such a
huge deficit and high debt load, we can-
not do that. We need to get to that bal-
anced budget and reduce the debt load
of the United States so that we can
begin to invest more in our infrastruc-
ture. I do not mean just our physical
infrastructure; I mean our human in-
frastructure such as education.

This dependence that we have today
on monetary policy and the extent that
we have any control over it whatsoever
is set by the Federal Reserve System.
There is little doubt that the Chairman
of the Federal Reserve and the policies
he espouses are crucial to our econ-
omy.

What will be the balance between our
concerns for inflation and our concern
about economic growth and unemploy-
ment? Rising interest rates mean a tre-
mendous downward pressure causing
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the economy to slow. Higher interest
rates mean higher costs of doing busi-
ness, or running a farm. It means
smaller profits. It means buying a
home or a car is more difficult for
working families. If you have an ad-
justable rate mortgage, as more and
more people do these days, it means a
bigger chunk of money will be going to
the mortgage and less money will be
available to your family for other
needs like education. It also means we
have rising interest rates; high interest
rates. It means more unemployed peo-
ple and the social unrest and harm that
this causes.

When we talk about family values,
few things are as destructive to a fam-
ily as unemployment. It strains mar-
riages, causes divorces, and our chil-
dren suffer. This stricture on our mon-
etary policy also means fewer pay in-
creases and a lower standard of living
even for those who do not lose their
jobs. People ask a lot of times, and I
read articles, about why in America
today with our seemingly wonderful
economy that the stores are full of
goods, and prices in most cases are
pretty decent, why is it that there
seems to be this unrest among the
American people? Mr. President, it was
there in 1992. It was there in 1994, and
it is still there in 1996. It can all be
summed up by saying that the average
working families are stagnant in their
incomes. Their wages are not increas-
ing as fast as prices. They are incur-
ring more and more of a debt load and
paying higher and higher interest rates
for the money they borrow. I believe
this is leading to great social unrest
and will continue to lead to great so-
cial unrest unless we have a change in
monetary policy at the Fed.

Federal Reserve policy has a consid-
erable impact on the health of the
economy, the level of unemployment,
and the ability of average Americans
to improve their incomes.

So I am happy to say that I have seen
some increase in the number of sub-
stantive articles in this area over the
past few months. I believe that is one
of the benefits of the delay that we
have had. I hope that we see more arti-
cles in the future.

Mr. President, Mr. Greenspan has had
a long history in key economic posi-
tions; as chairman of the Council of
Economic Advisers under President
Ford, and as Chairman of the Federal
Reserve since 1987. He is a known quan-
tity. He is, I believe, proud of his rep-
utation as a so-called inflation hawk.
By that I mean he consistently empha-
sizes the need to fight inflation. Unfor-
tunately, his policies seem cold to the
needs of families to see a little more
income come in and to not lose their
job. I am not saying he does not care.
I am just saying that his orientation
toward fighting inflation is, in my
view, almost obsessive. It seems to
blind him to the need to react to signs
of recession or to the societal inequi-
ties that his policies lead to.

Mr. President, the current law of the
land is that the Federal Reserve is to
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balance concerns about inflation on the
one side and full employment and pro-
duction on the other. These goals are
in law, placed in law by the Full Em-
ployment and Balanced Growth Act of
1978. It is still the law of the land.

Prior to the 1978 act, I understand
there was no specific mention of infla-
tion in the law at all. It was not in the
Employment Act of 1946 or laws prior
to that, going all the way to the found-
ing law of the Federal Reserve in 1913.

Now Mr. Greenspan wants to over-
turn that balance. He actually supports
the concept of eliminating the require-
ment that the Federal Reserve consider
the need for full employment and pro-
duction. He wants to focus solely on
the goal of very low inflation. That is
not a balanced policy, in my view, and
I think we need, at this point in our
history, a Federal Reserve Chairman
with more balance.

Mr. President, I now want to get
back to looking at the results of some
of Mr. Greenspan’s policies at the Fed-
eral Reserve and what have been the
results of his policies during his tenure
at the Federal Reserve System. I have
a series of charts and some other
things I would like to refer to here at
this point in time.

Let us take a look, first, at this
chart. This is, ““Economic Performance
Under Greenspan.” We have compared
the years 1959 through 1987, in aggre-
gate, versus his tenure at the Fed from
1987 to the present. We have different
indices here. We have: GDP, real GDP,
income per capita, payroll jobs, and
productivity. The green bar represents
the pre-Greenspan years. The orange
bar depicts the Greenspan years.

Let us look at real GDP. During the
years, cumulative years—and there
were some that were pretty bad in
there, too. There were some good and
some bad. But during the years prior to
Mr. Greenspan, real GDP averaged 3.4
percent per year. That is from 1959. The
only reason we picked 1959 is because
we changed the way we calculate the
GDP. Those figures only go back to
1959. GDP averaged 3.4 percent. Under
Mr. Greenspan, it has only averaged 2.2
percent growth, in real GDP.

Let us look at per capita income. The
average prior to Mr. Greenspan’s ten-
ure, 2.5 percent growth in per capita in-
come; under Mr. Greenspan, 1.2 percent
average growth in per capita income.

Let us look at payroll jobs, growth of
jobs, new jobs. Prior to Mr. Greenspan,
an annual average of 2.4 percent
growth in new jobs; with Mr. Green-
span, 1.7 percent growth in real jobs.

But this is one of the most telling of
all, and that is the last bar on this
graph. It has to do with productivity.
Productivity prior to Mr. Greenspan
averaged 2.3 percent. Under him, it has
averaged 1.1 percent. That is crucial. It
is through productivity growth that we
get our ability to increase incomes of
people with little inflation risk.

I suppose there are some who say
there are other reasons for this. That
may be true that there are other fac-
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tors that influence this, but I believe
that in each one of these, the key, let
us say the one domino that you push
that knocks over all the rest, is the ac-
tions taken by the Federal Reserve in
each one of these areas, because it has
to do with the monetary policy and
what our monetary policy is.

I would like to turn to another chart,
which was in an article written by
Rosanne Cahn. I will read parts of that
article. This article was in a publica-
tion, issued by CS First Boston. This is
an economic treatise put out by CS
First Boston, May 31, 1996, by Ms.
Rosanne Cahn. Again, I do not know
Ms. Cahn. Let me read some of this be-
fore I turn to the chart, because it will
tell you what this chart shows. Ms.
Kahn writes, in the May 31, 1996, CS
First Boston report on the economy,
“Grow Is Not a Four-Letter Word.”

The Federal Reserve acts like it’s wrong
for the economy to grow at a reasonable
rate. The bond market, conditioned by a
stern parent, deteriorates so rapidly in re-
sponse to strong growth that it may not even
be necessary for the Fed to raise short-term
rates anymore. Like a child catching itself
in a naughty deed, it punishes itself by sit-
ting in the corner in advance of a parent’s
reprimand.

Between 1950 and 1989, U.S. annual growth
averaged 3.6 percent, with one-third of the
years above 4 percent. The 1990’s, at a 1.8 per-
cent average annual rate, have been the
slowest 6-year period since 1950.

We wonder why there
around America?

The immediate post-war recession and the
beginning of the Great Depression were the
only 6-year periods with worse records since
1929. The rate that rocked the bond market
this year was first published at 2.8 per-
cent. . . .

That was first quarter. I remember
when it came out, oh, my gosh, a huge
surge in growth, 2.8 percent. Later on
we found out that it had to be revised
down to 2.3 percent. Ms. Cahn asked,
“Can’t we grow faster without jacking
up bond yields by a percentage point?”’
These are not this Senator’s words.
These are words written by Rosanne
Cahn in this article.

Chairman Alan Greenspan’s record on
growth is the worst of all post-war Fed
Chairmen, with no meaningful progress on
inflation.

Maybe, Mr. Greenspan argued, we
have not had growth because we have
had great progress on inflation. Well,
that is not so. As shown, growth during
his leadership has been, as I pointed
out on the earlier chart, a paltry 2.2
percent—right down here, real GDP
growth, 2.2 percent, with inflation in
the year before he took over at 4.1 per-
cent and inflation averaging 3.2 per-
cent.

Paul Volcker, right before him, real
GDP growth, 2.5 percent, kind of paltry
but a little bit better than Green-
span’s. But look what Mr. Volcker did
with inflation. You can say, ‘“Yeah, he
didn’t have much growth,” but look at
inflation. The year before he came in,
inflation was 13.2 percent. He brought
it down to 6.2 percent during his term.
He cut it in half.
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If you go back through, you can see
the same thing. What has happened is
in each of these cases—then you see
here the real higher GDP growth rates
during the other terms—what happened
is that Mr. Greenspan really has not
cut inflation by that much, but he has
stifled the economy with low growth.

So, if we are going to be suffering
with low growth, well, inflation 4.1, we
should probably be down to zero infla-
tion. We are not. So, again, we are suf-
fering low growth without any real at-
tack on inflation and no real headway
made there at all.

Ms. Cahn goes on to say:

Some would assert that the U.S. economy’s
rate of expansion is constrained by its matu-
rity. That argument has been made through-
out history.

I particularly like this part.

For example, after the invention of the
wheel, cavepeople presumably thought that
there was nothing more they needed. Today,
penetration of cellular phones and home
computers is low, so buying them should
keep consumers busy until the next new
products/services are invented.

By some measure, there’s not much wrong
with the U.S. economy. For example, full
employment has been achieved according to
some experts. Why quibble over one percent?
Anyone who is willing to give up a percent-
age point per year of income growth for the
next six years can stop reading now. Mul-
tiply that by 100 million households and it
adds up to real money.

Other wonderful things happen with a
strong economy. The Federal budget deficit
shrinks . . . For example, if growth were 1
percentage point per year faster for the next
6 years, that would reduce the deficit by $120
billion, according to Congressional Budget
Office (CBO) estimates, or bring it close to
balance.

Households’ debt problems evaporate if in-
comes grow without new debt being added.
Income distribution disparities might or
might not narrow, depending on structural
factors behind the higher growth. However,
the poor would certainly become less poor as
the economy expanded rapidly.

So what is the problem? Why not go for
growth?

Ms. Cahn goes on to say:

Prices are determined by the intersection
of supply and demand. As demand gets closer
to supply, inflation heats up. Inflation is bad
because it allegedly causes distortions in the
economy, and eventually accelerates enough
to destabilize the economy. Most problems
caused by inflation are infeasible to quan-
tify; many are subtle or hidden. Therefore,
no one has taken a stab at measuring the
costs of inflation. However, adults who lived
through the 1970s and early-1980s recognize
double-digit inflation imposes serious bur-
dens on the U.S. economy.

Without quantifying the cost of inflation,
it is impossible to determine the rational
policy choice between inflation and growth.

Besides, no one knows what number to put
on full resource utilization, though many
will argue vigorously for or against a specific
one. In 1993 most analysts contend that
NAIRU (non-accelerating inflation rate of
unemployment) was above 6 percent; now
some say 6 percent and many say 5% percent.
In mid-1960s, debate focused on 5 percent, 4%
percent and 4 percent.

The policy dilemma is compounded by the
long lag between when the economy reaches
full employment and when wage inflation
picks up.
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Under such uncertainty, what is a wise
monetary policymaker to do? We’ll never
know, because the Feds’ anti-inflationary
fervor is more religious than intellectual.

Even if the above difficulties are serious,
perhaps there is a more favorable inflation/
employment trade-off than the Fed will
allow, without taking too much risk in the
area of uncertainty.

I think what Ms. Cahn basically has
said here is that you have to have a
balance, you have to have a balance be-
tween caution on inflation and making
sure that we have adequate growth,
and to just have this almost religious
fervor against inflation can send us
into a tailspin in terms of real GDP
growth per capita income and the well-
being of working Americans.

Mr. President, I want to talk just a
minute more about NAIRU, the non-
accelerating inflation rate of unem-
ployment, and what that means. A lot
of people say, ‘“Well, we can’t have
lower unemployment because that will
push wages up and that will cause in-
flation.” Maybe that might have been
true in the sixties, and it may have
been true in the seventies, but we live
in a different global economy today
that a lesser unemployment rate and
concurrently some wage increases for
hard-working Americans can be offset.

We are in a global market. If they
push too high, obviously businesses
will tend to take their jobs offshore.
Likewise, if the price of goods gets too
high because the supply and demand is
getting too close, well, then, because of
the global economy, more goods can
come in from overseas. So we do not
have the kind of economic mix that we
had in the sixties and seventies.

I might add one other thing. We did
not have in those years either the kind
of mass marketing and mass whole-
saling that we have today, like the
Wal-Mart syndrome that we have in
America today. That, too, acts as a
buffer, as a damper on the push on in-
flation if, in fact, supply and demand
gets too close.

I now want to turn to a couple of ar-
ticles by Mr. Felix Rohatyn. The first
appeared in Time magazine in May,
May 20, 1996. Mr. Rohatyn is a well-re-
spected investment banker, perhaps
the best kind of an economist, not one
who lives in an ivory tower but one
who is out there in the real world and
has been very successful in what he
does.

I first met Mr. Rohatyn over 20 years
ago. Actually it has been 21 years ago,
I think, when I was a Member of the
House of Representatives. I represented
a very rural district in Iowa, and that
was about the time when New York
City needed some help from the Fed-
eral Government in order to avoid de-
faulting in its financial obligations. I
did not have much interest in that. In
fact, I was predisposed to vote against
the so-called bailout of New York City.

Then Mr. Rohatyn—I do not know
what his position was at the time—
came down to speak to us on behalf of
the city government of New York City
at the time. For a very then-young
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freshman Member of the House of Rep-
resentatives who was very much pre-
disposed to vote against a bailout of
New York City, I listened with great
attention to what Mr. Rohatyn had to
say about New York, why it was in the
position it was in, how it was going to
get out, why it was in the best interest
of our country to pass the New York
City bailout bill and how New York
would pay back every dime on the dol-
lar and how it would lead to greater
growth in the future for that city.

I voted for the New York City bail-
out. It probably was not the smartest
thing for a Congressman from a rural
district in Iowa to do, but I did, and I
defended it.

It turns out he was right and we were
right to do what we did at that time.
So I have had a great deal of respect
for Mr. Rohatyn over all those years,
because I felt he had a commonsense,
hands-on judgment of really what was
happening in the marketplace. I be-
lieve he understands economics very
well, but he understands it both in the
theoretical aspect and in the actual as-
pect.

The one thing I have always admired
about Mr. Rohatyn is that he has al-
ways believed that America can do bet-
ter, that we can grow better and not be
just obsessed with the fear of inflation.

Anyway on May 20, in Time magazine
Mr. Rohatyn wrote the following—I
will not read it all, but I think there
are some passages in here I want to
read for the RECORD. The title is ‘“‘Fear
of Inflation Is Stifling the Nation. An
outdated obsession is depriving us of
greater wealth.”

Mr. Rohatyn writes, on May 20, not
even a month ago—

As recently as March, most observers were
concerned that the economy might be headed
for recession. Many expected the Federal Re-
serve to lower interest rates. Suddenly the
great concern is that the economy may be
growing too fast. Earlier this month, the
Commerce Department reported that the
economy grew at a rate of 2.8% during the
first quarter of the year. The bond and stock
markets treated this very good news as if it
were an unwelcome visitor, and declined
sharply. Fickle behavior in financial mar-
kets is nothing new, but this latest episode
illustrates a deeper problem.

It has become an article of faith among
policymakers and on Wall Street that if the
economy grows at an annual rate above 2%
or 2%, inflation will rise, perhaps uncon-
trollably. As illustrated by recent events,
such conventional wisdom has become al-
most a self-fulfilling limitation. When
growth rises above this level, investors,
spooked by a belief that the Federal Reserve
will soon be ‘‘forced” to raise short-term in-
terest rates in order to prevent an outbreak
of inflation, rush to sell bonds. This pushes
long-term interest rates up. The result is
that prospects for future growth are damp-
ened.

And he points out parenthetically—
““(And should the Fed do nothing, bond-
holders sell because they fear the cen-
tral bank is no longer vigilant against
inflation.)”

The irony is that these economic statis-
tics, which so frightened the markets, actu-
ally tell us that higher growth is possible
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without inflation. The real rate of inflation
for the first quarter was 2.1%, with no sign of
any upward pressure; actual growth was un-
derstated because of the General Motors
strike and the winter blizzard. And remem-
ber, inflation statistics are generally be-
lieved to be overstated at least 0.5%.

So perhaps the real rate of inflation
was not 2.1 percent. It could have been
closer to about 1.5 or 1.6 percent.

What the first-quarter results make clear-
er is that the economy can grow more than
3% while holding real inflation below 2%.
The same can be said about unemployment.
The latest unemployment figures came in at
5.4%; that’s well below the 6% unemploy-
ment figure that is supposed to trigger infla-
tion through demands for higher wages, ac-
cording to the standard view.

That is the NAIRU view.

. . . This view fails to take into account the
forces of global competition. American
workers no longer compete for jobs only with
one another, but with workers worldwide,
and that tends to dampen wage demands at
home. Wage inflation is not a real threat,
but we keep treating it as such.

Sure, one quarter isn’t a trend, but there is
nothing in these numbers to provoke fear of
inflation; on the contrary, they should have
been the basis for satisfaction and the deter-
mination to do better.

I guess that is what I like about Mr.
Rohatyn. He believes we can do better,
that a C average is not good enough for
America.

The conventional wisdom, however, is so em-
bedded in the financial community that the
National Economic Council chairman, Laura
D’Andrea Tyson, felt understandably com-
pelled to reassure the markets by announc-
ing that the Administration’s growth fore-
cast for the year was unchanged from its
original 2.2%. It should not be necessary to
tell Wall Street that the economy isn’t as
good as it 1ooks.

Perhaps this is an argument I have
with the Clinton administration. If
they are accepting a 2.2-percent growth
forecast, and if that is acceptable to
the Clinton administration, all I can
say is it is unacceptable to me, and it
ought to be unacceptable to this coun-
try. We need a higher growth rate than
that.

Mr. Rohatyn goes on to say:

There was a time when 2.8% would have
been considered a modest rate of growth;
today it is considered dangerously robust.
The sad reality is that it is still below our
real needs. Many corporate leaders don’t
agree with this notion of dragging the an-
chor just as soon as the economy has the
wind behind it. They understand how we can
sustain high growth based on the muscular
productivity improvements they are gener-
ating in their own businesses. In today’s en-
vironment of rapid technological innovation
and international integration, we should be
willing to be bolder, both in fiscal and mone-
tary policy.

Our excessive fear of inflation has a huge
price: stagnating wages for the vast majority
of American workers, the decline of our cit-
ies and the deepening of our social and eco-
nomic ills. Although there is no single an-
swer to these problems, increasing wealth
and incomes hardly seems like a bad way to
start. As President Kennedy said, ‘‘A rising
tide lifts all boats.” The difference between
then and now is that the tide is not rising as
fast—and it certainly is not raising all boats
equally. Without more growth we are simply
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setting the stage for a battle over the same
pie.

We need higher growth if we are to balance
the budget without unacceptable cuts to so-
cial programs, or without letting our infra-
structure crumble. Only a growing economy
lets us generate the revenues needed by the
public sector while reducing the tax burden
on the private sector.

The Clinton Administration is entitled to a
great deal of credit for cutting the federal
deficit in half, while putting the economy on
a path of stable, moderate growth. But it’s
time for Administration and congressional
leaders to take advantage of the current mo-
mentum to reach for a higher level. It’s also
time for Wall Street and the Federal Reserve
to stop kicking up interest rates reflexively
every time the economy shows signs of mo-
mentum. The notion that we must choose be-
tween growth and inflation is a false choice.
Global competition as well as new tech-
nologies has set new parameters on every as-
pect of the economy. A 3%-t0-3%2% growth
rate is not only an achievable national objec-
tive; it is an economic and social necessity.

Mr. President, I ask unanimous con-
sent that that article be printed in its
entirety in the RECORD.

There being no objection, the article
was ordered to be printed in the
RECORD, as follows:

[From Time Magazine, May 20, 1996]
(By Felix G. Rohatyn)
FEAR OF INFLATION IS STIFLING THE NATION—

AN OUTDATED OBSESSION IS DEPRIVING USs

OF GREATER WEALTH

As recently as March, most observers were
concerned that the economy might be headed
for recession. Many expected the Federal Re-
serve to lower interest rates. Suddenly the
great concern is that the economy may be
growing too fast. Earlier this month, the
Commerce Department reported that the
economy grew at a rate of 2.8% during the
first quarter of the year. The bond and stock
markets treated this very good news as if it
were an unwelcome visitor, and declined
sharply. Fickle behavior in financial mar-
kets is nothing new, but this latest episode
illustrates a deeper problem.

It has become an article of faith among
policymakers and on Wall Street that if the
economy grows at an annual rate above 2%
or 2%%, inflation will rise, perhaps uncon-
trollably. As illustrated by recent events,
such conventional wisdom has become al-
most a self-fulfilling limitation. When
growth rises above this level, investors,
spooked by a belief that the Federal Reserve
will soon be ‘“‘forced’ to raise short-term in-
terest rates in order to prevent an outbreak
of inflation, rush to sell bonds. This pushes
long-term interest rates up. The result is
that prospects for future growth are damp-
ened. (And should the Fed do nothing, bond-
holders sell because they fear the central
bank is no longer vigilant against inflation.)

The irony is that these economic statis-
tics, which so frightened the markets, actu-
ally tell us that higher growth is possible
without inflation. The real rate of inflation
for the first quarter was 2.1%, with no sign of
any upward pressure; actual growth was un-
derstated because of the General Motors
strike and the winter blizzard. And remem-
ber, inflation statistics are generally be-
lieved to be overstated at least 0.5%.

What the first-quarter results make clear-
er is that the economy can grow more than
3% while holding real inflation below 2%.
The same can be said about unemployment.
The latest unemployment figures came in at
5.4%; that’s well below the 6% unemploy-
ment figure that is supposed to trigger infla-
tion through demands for higher wages, ac-
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cording to the standard view. This view fails
to take into account the forces of global
competition. American workers no longer
compete for jobs only with one another, but
with workers worldwide, and that tends to
dampen wage demands at home. Wage infla-
tion is not a real threat, but we keep treat-
ing it as such.

Sure, one quarter isn’t a trend, but there is
nothing in these numbers to provoke fear of
inflation; on the contrary, they should have
been the basis for satisfaction and the deter-
mination to do better. The conventional wis-
dom, however, is so embedded in the finan-
cial community that the National Economic
Council chairman, Laura D’Andrea Tyson,
felt understandably compelled to reassure
the markets by announcing that the Admin-
istration’s growth forecast for the year was
unchanged from its original 2.2%. It should
not be necessary to tell Wall Street that the
economy isn’t as good as it looks.

There was a time when 2.8% would have
been considered a modest rate of growth;
today it is considered dangerously robust.
The sad reality is that it is still below our
real needs. Many corporate leaders don’t
agree with this notion of dragging the an-
chor just as soon as the economy has the
wind behind it. They understand how we can
sustain high growth based on the muscular
productivity improvements they are gener-
ating in their own businesses. In today’s en-
vironment of rapid technological innovation
and international integration, we should be
willing to be bolder, both in fiscal and mone-
tary policy.

Our excessive fear of inflation has a huge
price: stagnating wages for the vast majority
of American workers, the decline of our cit-
ies and the deepening of our social and eco-
nomic ills. Although there is no single an-
swer to these problems, increasing wealth
and incomes hardly seems like a bad way to
start. As President Kennedy said, ‘‘A rising
tide lifts all boats.” The difference between
then and now is that the tide is not rising as
fast—and it certainly is not raising all boats
equally. Without more growth we are simply
setting the stage for a battle over the same
pie.

We need higher growth if we are to balance
the budget without unacceptable cuts to so-
cial programs, or without letting our infra-
structure crumble. Only a growing economy
lets us generate the revenues needed by the
public sector while reducing the tax burden
on the private sector.

The Clinton Administration is entitled to a
great deal of credit for cutting the federal
deficit in half, while putting the economy on
a path of stable, moderate growth. But it’s
time for Administration and congressional
leaders to take advantage of the current mo-
mentum to reach for a higher level. It’s also
time for Wall Street and the Federal Reserve
to stop kicking up interest rates reflexively
every time the economy shows signs of mo-
mentum. The notion that we must choose be-
tween growth and inflation is a false choice.
Global competition as well as new tech-
nologies has set new parameters on every as-
pect of the economy. A 3%-t0-3%2% growth
rate is not only an achievable national objec-
tive; it is an economic and social necessity.

Mr. HARKIN. There was another arti-
cle by Mr. Rohatyn. This one was in
the Wall Street Journal, last Decem-
ber. In this article he talks about the
growth assumptions that we have made
and the affect it has on policy. I just
want to read a couple of parts of it. I
will not read the whole article, but I
ask unanimous consent that it be
printed in the RECORD.

There being no objection, the article
was ordered to be printed in the
RECORD, as follows:
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[From the Asian Wall Street Journal, Dec. 7,
1995]
CUT AND BE PROSPEROUS
(By Felix G. Rohatyn)

The current budget debate in the U.S. be-
tween the Clinton administration and Con-
gress has an air of unreality about it. First,
the debate is dominated by economic num-
bers to which all sides cling with theological
devotion, despite the lack of any evidence
that they correspond to events in the real
world. Second, the debate focuses on only
one part of the budget-balancing equation—
controlling expenditures. Nobody is talking
about growing revenues by growing the econ-
omy, yet this is certainly more important
than any other part of the budget equation.

Start with the numbers. Both the Presi-
dent and Congress have signed off on a seven-
year goal to balance the budget. But there is
nothing magical about the number seven.
Whether the budget is balanced in seven
years or six or eight has no economic, finan-
cial or intellectual relevance; the financial
markets will react no differently if, ulti-
mately, there is an eight-year or even nine-
year agreement. What is critical to the mar-
kets is the certainty of the outcome. In the
present seven-year plan there is no certainty
whatsoever; the only certainty is that things
will undoubtedly turn out differently than
the budget forecast.

That’s because the economic assumptions
made by both sides are faulty. The Congres-
sional Budget Office forecast is for 2.3% an-
nual growth for the seven-year period; the
administration’s is for 2.5% annual growth.
Both forecasts are undoubtedly wrong. That
is not their greatest sin, however, because
all forecasts are wrong, especially when they
g0 beyond next year. Their greatest sin is to
accept, and implicitly condemn, the U.S. to
our present growth rate. Despite Wall
Street’s love affair with slow growth, the
vast majority of the business community be-
lieves this to be far short of the economy’s
real capacity for noninflationary growth, as
well as being inadequate to meet the na-
tion’s private and public investment needs.

What’s pushing us toward accepting lower
growth? Part of the problem is faulty eco-
nomic measurements. Both Federal Reserve
Chairman Alan Greenspan and a distin-
guished panel of economists have said that
U.S. actual inflation rate may be more than
50% below the official measurement of the
consumer price index. This means inflation
may be a less immediate danger. Further-
more, the Bureau of Labor Statistics has de-
cided that the methodology of growth rate
measurements is faulty and needs to be re-
vised downward. Once this is adjusted, it
may ease fears that we’re growing ‘‘too
fast.”

Another factor pushing the U.S. toward
lower growth is its foreign trade partners. In
Western Europe, the goal of a single Euro-
pean currency, requiring lower budget defi-
cits and lower debt, is given priority over
growth and employment in every country ex-
cept Britian. Both Germany and France,
with inflation rates around 2% and unem-
ployment rates of 9% and 12% respectively,
are running deflationary policies of high in-
terest rates together with budgetary con-
traction. Japan is effectively in a no-growth,
asset-deflation mode.

I would be a tragic mistake for the U.S. to
join the rest of the developed world in a set
of economic policies combining low growth,
high real interest rates and fiscal contrac-
tion—the prescription seemingly favored by
both Congress and the White House. The net
result of these policies will not be balanced
budgets but higher deficits and serious social
strains, because they will lead to less growth
and hence lower government revenues.



June 13, 1996

Every major American social and eco-
nomic problem requires stronger economic
growth for its solution. This includes im-
provements in public education as well as in-
creasing private capital investment and sav-
ings; balancing the budget and maintaining a
social safety net; improving the economic
conditions in the big cities and reducing ra-
cial tensions as a result. The economic and
social pressures of global capitalism can be
offset only by higher rates of economic
growth. Even when global competition was
less severe and social problems less
daunting, the U.S. did not generate suffi-
cient jobs and government revenues at less
than 3% to 3%% annual growth in gross do-
mestic product.

There is only one explanation for the U.S.
government’s reluctance to adopt a higher
growth objective: The inordinate fear of in-
flation resulting from higher growth. The
view that the economy’s capacity for nonin-
flationary growth in limited to 2%% is
strongly supported by the financial commu-
nity, the Treasury and the Federal Reserve,
all rightly anxious to protect the securities
and currency markets. But business leaders
strongly believe that we can achieve higher
growth with little risk of higher inflation.
The latest economic statistics seem to con-
firm this: The last quarter saw 4.2% growth
and less than 2% inflation. It is totally ap-
propriate to fight inflation; it is counter-
productive to limit economic growth unnec-
essarily.

It is obviously not possible, overnight, to
try to raise the growth rate without raising
the fear of renewed inflation; global capital
markets are very nervous, and maintaining a
strong dollar is fundamental to U.S. pros-
perity. But a number of policy changes
should be considered—but aren’t at the mo-
ment.

First, the U.S.’s European and Japanese
partners should be persuaded to set a par-
allel course and coordinate lower interest
rates while promoting domestic growth poli-
cies of their own. At home, the U.S. should
consider tax reform to promote investment
and savings. It should make appropriate in-
creases in public investment, even as it re-
duces the cost of social programs and defense
spending. It should make improvements in
public education an integral component of a
strategy of higher growth and higher produc-
tivity. Hard money, higher rates of growth,
low interest rates and low inflation should
be the economic platform.

There will be obviously be vigorous dif-
ferences between Republicans and the ad-
ministration about the tax and spending
policies needed to achieve these goals. How-
ever, since there is no real argument any
more about the goal of a balanced budget let
us, at least, agree that balance must be
achieved by higher growth and retrench-
ment. There is an excellent precedent for
this strategy: New York City’s experience in
1975, when it teetered on the edge of bank-
ruptcy. How did the city balance its budget
in five years and regain access to the credit
markets? Through a combination of rapid
and sustained economic growth, on the one
hand, and, on the other, year-by-year com-
pliance with tough budget targets enforced
by an Emergency Financial Control Board.

At the federal level, no new agency is need-
ed—but a new mechanism is required to keep
the budget plan on track year to year: First,
the Congressional Budget Office would deter-
mine the actual deficit, as opposed to the
projected one. Second, the President and the
congressional leadership would agree on
measures to resolve differences between the
predicted deficit and the real one; this could
include additional spending cuts or new
taxes, or a combination of the two. This
agreement would be subject to ratification
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by Congress. Third, if no agreements was
reached, automatic across-the-board cuts in
the budget (interest payments on the debt
alone would be exempt) would come into ef-
fect to comply with the forecast. Of course,
provisions would have to be made to defer
cuts in case of a serious recession or a na-
tional emergency, but this plan would reas-
sure financial markets far more than any
seven-year budget goal.

As a final step, both the administrative
and the congressional Republicans should
agree on an objective of at least 3% annual
growth to be reached in the next two or
three years. The difference between 2.3% and
2.5% growth over the seven-year period is
$475 billion of added revenues; the difference
between 2.5% and 3% is more than $1 trillion.
There are stakes worth fighting for. The na-
tional debate should now focus on the most
important issue facing America: not wheth-
er, but how, to generate the growth that is
adequate to the country’s needs.

Mr. HARKIN. This was in the Decem-
ber 7, Asian Wall Street Journal.

Mr. Rohatyn is talking about budget
forecasts. Let me just start where he
says:

That’s because the economic assumptions
made by both sides are faulty. The Congres-
sional Budget Office forecast is for 2.3 per-
cent annual growth for the seven-year pe-
riod; the administration’s is for 2.5 percent
annual growth. Both forecasts are undoubt-
edly wrong. That is not their greatest sin,
however, because all forecasts are wrong, es-
pecially when they go beyond next year.
Their greatest sin is to accept, and implic-
itly condemn, the United States to our
present growth rate.

Let me repeat that. What Mr.
Rohatyn said is that to forecast and to
set our policies based upon 2.3 percent
or 2.5 percent growth for several years,
that is not the greatest sin, he says, he
stated the greatest sin is to accept and
implicitly condemn the United States
to our present growth rate.

Despite Wall Street’s love affair with slow
growth, the vast majority of the business
community believes this to be far short of
the economy’s real capacity for nonin-
flationary growth, as well as being inad-
equate to meet the Nation’s private and pub-
lic investment needs.

Mr. Rohatyn goes on, he says:

What is pushing us toward accepting lower
growth? Part of the problem is faulty eco-
nomic measurements. Both Federal Reserve
Chairman Alan Greenspan and a distin-
guished panel of economists have said that
U.S. actual inflation rate may be more than
50 percent below the official measurement of
the Consumer Price Index. This means infla-
tion may be a less immediate danger. Fur-
thermore, the Bureau of Liabor Statistics has
decided that the methodology of growth rate
measurements is faulty and needs to be re-
vised downward. Once this is adjusted it may
ease fears that we’re growing ‘‘too fast.”

Mr. Rohatyn goes on to say:

It would be a tragic mistake for the U.S. to
join the rest of the developed world in a set
of economic policies combining low growth,
high real interest rates, and fiscal contrac-
tion—the prescription seemingly favored by
both Congress and the White House. The net
result of these policies will not be balanced
budgets, but higher deficits and serious so-
cial strains, because they will lead to less
growth, and hence lower Government reve-
nues.

Every major American social and eco-
nomic problem requires stronger economic
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growth for its solution. This includes im-
provements in public education as well as in-
creasing private capital investment and sav-
ings; balancing the budget and maintaining a
social safety net; improving the economic
conditions in the big cities and reducing ra-
cial tensions as a result. The economic and
social pressures of global capitalism can be
offset only by higher rates of economic
growth. Even when global competition was
less severe, and social problems less
daunting, the U.S. did not generate suffi-
cient jobs in Government revenues at less
than 3 percent to 3% percent annual growth
in gross domestic product.

There is only one explanation, for the U.S.
government’s reluctance to adopt a higher
growth objective: the inordinate fear of in-
flation resulting from higher growth. The
view that the economy’s capacity for nonin-
flationary growth is limited to 2% percent is
strongly supported by the financial commu-
nity and the treasury and the Federal Re-
serve, all rightly anxious to protect the secu-
rities and currency markets. But business
leaders strongly believe we can achieve high-
er growth with little risk of higher inflation.

It is totally appropriate to fight inflation.
It is counterproductive to limit economic
growth unnecessarily.

(Mr. THOMPSON assumed the chair.)

Mr. HARKIN. Mr. President, I think
Mr. Rohatyn, really in both those arti-
cles, has really outlined what our pol-
icy ought to be at the Federal Reserve.
That is, a policy of balance. That is
what he is arguing for. He is not say-
ing, forget about inflation. He is say-
ing, when there is no inflation, when
the fear of inflation is low and infla-
tion is way down, below 2 percent, we
can take some risks for more growth.

Like the story about the turtle that
only makes progress when he sticks his
head out from underneath the shell. Of
course, he is most vulnerable at that
point. The turtle could live his entire
life closed up in a shell. He would not
get very far, but he would be safe. Like
the turtle, we have to stick our necks
out once in a while for growth. If we
see inflation coming, yes, then we can
retreat. But to retreat before inflation
is threatened is to condemn America to
slow growth, is to condemn American
families to low wages and high unem-
ployment. It means that we will have a
tougher time balancing our budget, or
it means if we do want to balance the
budget, we are going to cut very deeply
into social safety net programs. We
will cut into education, we will cut
into health, we will cut into Medicare,
and we will start cutting to balance
the budget. That will exacerbate and
make worse social unrest that we al-
ready see starting out there.

We must have a policy of growth. The
Federal Government cannot do it by
itself. We have no magic here to do
that. Yes, we can cut budgets, and we
are. We can cut the deficit, and we are.
We can streamline Government.

I commend the Clinton administra-
tion for what it has done to streamline
Government. It was the Clinton admin-
istration that started the reorganiza-
tion of the Federal Government. It was
President Clinton who suggested we
trim the size of the Federal bureauc-
racy to its lowest point since John
Kennedy was President.
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Yes, we can take those steps, and we
are taking those steps, but unless we
have growth in our economy, those
cuts are going to get harder and harder
in the future. It will be harder to make
politically, but it will be harder on peo-
ple with real needs, whether it is an el-
derly person who is ill or maybe an el-
derly person that needs heating oil in
the wintertime and we do not have
enough money to pay and to help them
buy that heating oil to keep warm in
the winter. It is a family that has a
child that needs a Head Start Program
and cannot get it because we do not
have the money for it. We simply do
not. Or maybe it is a young couple
starting out, both of them are working,
and they would like to save to buy a
new home. They cannot to it because
the interest rates are too high. That is
what is ahead for us if we do not have
growth in our economy.

As I said, we have limited resources
at our fingertips here in the Congress
to do that. We cut the deficit, we cut
the size of the Federal Government, we
can streamline, but in the end it has to
be the Federal Reserve and its mone-
tary policy to reduce the interest rates
that will allow the private sector to ex-
pand. By allowing the private sector to
expand and grow with new plants and
new equipment and, yes, wage growth
for hard-working families, that will
create the kind of revenues that the
Federal Government takes in to help
meet our obligations to those less for-
tunate.

Mr. President, Rohatyn points out
the increasing social unrest that will
happen if we continue on with the tight
money policy under Mr. Greenspan. Mr.
President, I do think we should have
monetary goals that allow for 3 per-
cent, maybe 3% percent growth, a per-
cent higher than what we have. Of
course, as I said, if it was achieved, we
would see our revenues climb as profits
and income increase, and many pro-
gram costs would fall. Again, I com-
mend President Clinton for the ap-
proaches he has taken to reduce the
budget deficit and to reduce the size of
the Government.

Next, I want to discuss some of the
recent news impacting on interest
rates, how the perceptions of the Fed-
eral Reserve and its actions have
shaped the market’s reaction to the
news, and why I believe Alan Green-
span’s historic pattern of actions is not
helpful for our economy to grow. I
would like to know how approving his
renomination and his hair-trigger reac-
tion toward raising interest rates
makes talk of a growing economy from
a supply side tax cut totally impos-
sible.

There are those who say we need to
have this big tax cut now, as if some-
how this tax cut is going to lend itself
to a supply side growth in our econ-
omy. But if you have high interest
rates, unreasonably high interest rates,
tight money policy, then that will not
happen. Tax cuts will just simply go
for higher interest payments. That is
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all they will go for. If you want to real-
ly get the economy moving, yes, you
should get our rate of interest down,
and then have targeted tax cuts to
working families. That would really
spur the economy. To do it without
lowering interest rates is counter-
productive.

If the Federal Reserve is going to
look at a reduction of revenue without
immediate offsetting reductions in
spending as inflationary, then interest
rates are likely to increase and higher
interest rates will send the economy
into a dive, further exacerbating the
deficit. In that environment, the abil-
ity to promote any kind of a supply
side tax reduction that benefited the
economy becomes highly suspect.

One of the very strange things to
most people who read the newspapers is
how the bond and stock markets now
tend to go down when there is signifi-
cant good news about the economy as a
whole, as I just read from a couple of
articles. The reason is because they be-
lieve as soon as the economy gets bet-
ter, interest rates will rise.

Will they rise because of fear of infla-
tion, or do they think they will rise be-
cause of a hair-trigger orientation to-
ward raising interest rates at the Fed-
eral Reserve? I believe a very large
component is the fear of the Federal
Reserve increases in its interest rates
and not the fear of inflation.

I suppose Mr. Greenspan’s supporters
would say the answer is if the economy
overheats, there will be a bottleneck in
the economy, shortages of goods, the
inability to deliver them on time,
shortages in employees. This, of
course, will result in higher prices for
wages paid, and thus inflation. Infla-
tion will increase and erode the value
of long-term bonds. The bond market
will therefore demand higher interest
rates to slow the economy and reduce
inflation, and clearly higher interest
rates reduce consumer demands, in-
crease business costs and lower profits.

Under Mr. Greenspan’s Federal Re-
serve, I believe there is a perception,
cultivated by him, that he does have a
hair trigger and if there is ever any
early sign at all of any inflation, they
will raise interest rates. Unfortu-
nately, it is more than true. He may
claim it calms the markets, but I think
he is leading the charge to higher rates
in a slower economy.

Sometimes we have seen this hair
trigger operate when signs of inflation
are ephemeral, at best. The bonds and
stock markets both initially hit the
skids when the Bureau of Labor Statis-
tics issued its report on May unem-
ployment last Friday. What did the re-
port say? Mr. President, 348,000 jobs
were added to the payroll. In addition,
there was an upward revision in the
April employment figures by 163,000;
about 500,000 additional jobs in Amer-
ica over a 2-month period. There was
about 40,000 less than that because sta-
tistics counted higher for election day
in many States, so we are talking
about 460,000.
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There was a huge 549,000 increase in
the work force in May. Half a million
people wanted to get into the job mar-
ket. They wanted to work in April.
Only two-thirds found jobs.

I hear people say, ‘“My gosh, look at
all the new jobs we have created. We
are up to 500,000 in a couple of
months.”” But what they point out is
that in May, there was a 549,000 in-
crease in the work force, and what we
found is that over that period of time,
about 460,000 new jobs.

So only about two-thirds of the peo-
ple looking for work found work. So, in
actuality, the unemployment rate in-
creased from 3.6 to 5.6 percent in May.
Again when you tell people that, they
say, “Wait a minute. I have been read-
ing about all of these new jobs cre-
ated.” That is true. That is only one
side of the ledger. You must look at
the other side of the ledger and how
many people are looking for work. This
is about a third more looking for work
than actually found jobs. So unemploy-
ment actually increased. With a fear
that increased jobs will yield to bottle-
necks, this news says there are a lot
more people looking, providing com-
petition for the growing number of job
positions that become available.

What about the direct measure of in-
flation—rising wages? We talked about
unemployment; let wus talk about
wages. In the March figures released in
April, wages increased by 7 cents. On
Friday, the new figure said, after ad-
justments after the past 2 months,
wages only increased by a penny an
hour. The economy, they said, did very
well in April. Generally, economists
felt it was a pretty good month and a
pretty good quarter of the year. There
is a widely held view that the economy
will not do as well in the second half.

What is the problem with rising bond
prices? It is the Federal Reserve. Ev-
eryone in the market understands Mr.
Greenspan’s character. So the 30-year
Federal bond interest rate increased by
13 basis points last Friday largely on
the bet that the Federal Reserve rate
increase was on the way. We keep hear-
ing that, at the next meeting of the
Federal Open Market Committee, there
is going to probably be an increase.

First of all, unemployment actually
went up. Rising wages is only about a
penny an hour. Why? Yet, bond interest
rates increased by 13 basis points. Why
is all of this important? It is important
because, in the short term, the fear and
the expectation of Federal Reserve rate
hikes mean higher mortgage rates and
other interest costs even before pos-
sible Federal Reserve action. If the
Federal Reserve increases the interest
rates, which in recent years is almost
automatically followed by increases in
the prime rates of banks, then the cost
of doing business or operating a farm
will increase. The cost to consumers
who want to buy things increases.

But the most important effect of Mr.
Greenspan’s Federal Reserve policy is
it blocks faster economic growth. As I
said, Mr. Greenspan talked about the
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desirable growth at a bit over 2 percent
a year. Many economists say that our
economy could grow well over 3 per-
cent, as Mr. Rohatyn does, without
triggering higher inflation. Many say
we could sustain that rate for a longer
period of time.

But I think it can be said with cer-
tainty, a 1l-percent increase in growth
for 1 year means an extra $75 billion
added to the economy and the fol-
lowing year and each year thereafter.
If we sustain that higher growth for 2
years, then we are talking about an
extra $150 billion in the size of the
economy per year; 3 years, $225 billion
a year added; 4 years—you get my
point. What this would mean in cumu-
lative effects to the economy is noth-
ing short of startling.

A larger economy means more in
wages and a better quality of life for
Americans. I believe it is worth a try.
Mr. Rohatyn believes it is worth a try,
and so do many, many economists. Hs-
pecially business people think it is
worth a try. I think we should allow
the economy to grow at the strongest
rate possible. Of course, this means we
must lower interest rates.

Again, is there a risk of inflation?
Yes; not as great as the risk would
have been 20 years ago in the 1970’s. As
I pointed out, we have a world market
in goods, we have a world market in
labor, and we have new, more massive
retailing and discounting in America
that we never had 20 years ago. Plus we
have a large pool not only of unem-
ployed but underemployed.

That is another point that I am going
to be talking about later. We can look
at the unemployed figures. They say,
“Well, it is b.6-percent unemployment.
But there are a lot of people—and we
all know it because we talked to our
constituents—there are a lot of people
out there who are underemployed.
They have a job, but it is not the job
they want, and it is not the job paying
them the wage that their education
and their abilities might otherwise
argue for. But they are taking it be-
cause there is nothing else. It is not
uncommon for a family with the hus-
band working one or two jobs, the
spouse, the wife, working one or two
jobs, and one or more of the children
working. Many of those second jobs are
lower wage, many times minimum-
wage, jobs. So there is, I think, a great
deal of underemployment.

So, if we were able to spur economic
growth to buy new plants and equip-
ment, new opportunities, I believe that
a lot of the underutilized jobs would
move to other sectors and a lot of the
underemployed people would take
those jobs. So again, it argues against
any kind of tightness in the labor mar-
ket that would argue for inflation. So,
yes, there is a chance, there is a risk.

As I said, it is like the turtle. The
turtle never makes progress until it
sticks its neck out. Of course, that is
when it is most vulnerable. A turtle
can spend its whole life clammed up in
its shell, but it would never get any-
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where. We can spend the rest of this
century and a good portion of the early
part of the next century clammed up in
our shell, too, while other nations out-
strip us, while other nations’ growth
rates exceed ours, and while we con-
demn our people to a lower standard of
living. That is really what this is
about.

Some people say, ‘“Well, you mean to
tell me it is all wrapped up in one per-
son, Mr. Greenspan?” My answer is,
yes, a lot of it; not all of it, but a lot
of it because of the power of the Fed-
eral Reserve Chairman and because of
the monetary policy of the Federal Re-
serve.

Some would say that cannot be true.
Alan Greenspan does not want the
economy to grow more quickly? Is that
a fair statement? Mr. Greenspan does
not believe that the risk of inflation is
worth what could be substantial job
growth and higher income. He has
spent his entire professional life fight-
ing for that view. I believe he is so ori-
ented toward that view, blinded by
that view, that he failed to act deci-
sively to bring the U.S. economy out of
two of the most serious recessions in
the post-World War II era.

In 1974, while chairman of President
Ford’s Council of Economic Advisers,
and in 1990, as Chairman of the Federal
Reserve, both times he failed to act de-
cisively to bring the U.S. economy out
of serious recessions. In February 1994,
he started a series of seven interest-
rate increases with no real sense of in-
flation. Perhaps on the horizon there
may have been a mirage of inflation
sometime in the future.

Last Thursday’s Washington Post
had an interesting article written by
John Berry. It said the Federal Reserve
officials did not intend to orchestrate a
signal on the prior Wednesday, on May
29, that the Fed wanted to raise inter-
est rates at their July 3 meeting. But
we have seen a number of statements
last week on exactly that point, a few
days before the article. Some of those
statements said that the Federal Re-
serve was not intending to raise rates,
and inflation looks like it is under con-
trol; the economy is not going out of
hand. But I note that the bond and
stock markets did take some of the re-
marks made by Fed officials made on
May 29 very seriously.

Susan Phillips, a member of the
board, and Al Brodous a member of a
Richmond bank, indicated that they
were seeing inflationary pressures in
the economy. When the news came out
that the 30-year bond moved up, stocks
quickly dipped when the economists
were heard on Wall Street. Speaking in
Washington, according to the Wall
Street Journal, Phillips was concerned
about rising commodity prices and
Brodous was concerned about the
tightness in the labor market. On Fri-
day, 2 days later, the 30-year bond was
still 13 basis points higher, affecting
real people. Mortgage rates were also
up sharply. The beginning of last week
saw lots of statements of denial, and

S6205

the culmination was John Berry’s piece
in the Washington Post, and the 30-
year bond returned to near its prior
level.

My point in telling this is not to say
that Fed officials purposely organized
an effort to send a signal or not. That
is not the point. It is to say that every-
one in the market knows about Mr.
Greenspan’s hair trigger. If you are
going to have large sums that will be
invested in the bond market, that view
is highly to your advantage. It keeps
the chances of inflation way down. Un-
fortunately, it keeps the economy hob-
bling along and wages close to stag-
nant. What is good for bondholders is
not necessarily always good for Amer-
ica, and not necessarily always good
for the average American.

At the end of last week the 30-year
bond was about 15 basis points higher
than it was a few days before. Mort-
gage rates went up. And, unfortu-
nately, there is now a reasonable
chance that the Federal Reserve might
increase rates on July 3. That is all
being bandied about. Again, why? What
is there out there that would even
cause someone to think that the Fed-
eral Reserve might raise interest rates?
The labor market is not tight. There is
no inflation inherently threatening at
all. Yet they are talking about it.

What was the truth, anyway—com-
modity prices? They have been stable
for months. On the day Ms. Phillips
made her comments, the IPC stood at
263. A month before, at the end of
April, it was around 256. This is the
Index of Prices for Commodities. So
how could that statement be made that
there is a tightening in commoditie