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OHIO’S POW/MIA RECOGNITION
DAY

Mr. DEWINE. Mr. President, | rise
today to call my colleagues’ attention
to a resolution introduced by the Gov-
ernor of Ohio, George Voinivich, to
commemorate National POW/MIA Day,
which took place on September 19, 1997.
That day last month and more impor-
tant, the issue itself, are of great im-
portance to all Americans, especially
to those that served our country in
military missions abroad.

As of today 2,116 Americans are clas-
sified as either prisoners of war or
missing in action (POW/MIA) from the
Vietnam war. Thousands more remain
missing and unaccounted for from the
Korean war and even the Second World
War. The families and friends of these
soldiers still have to endure the awful
uncertainty concerning their fate.
Every effort must be made to deter-
mine the fate of these soldiers. In the
case of Vietnam, | am hopeful that the
normalization of diplomatic relations
with Vietnam and the reopening of the
American Embassy will encourage the
government of Vietnam to fully co-
operate with American officials in
their search to gain the fullest possible
accounting of POW/MIA’s. | strongly
encourage the President and the Am-
bassador to Vietnam to give the POW/
MIA issue top priority and insist that
the Vietnamese Government disclose
all pertinent information on American
POW/MIA’s.

Mr. President, I am hopeful that last
month’s POW/MIA Day, and Governor
Voinivich’s eloquent resolution will
serve to heighten American awareness
and inform foreign governments of the
United States’ serious commitment to
bringing our soldiers home.

Mr. President, | ask unanimous con-
sent that the State of Ohio’s POW/MIA
Recognition Day resolution be inserted
in the CONGRESSIONAL RECORD.

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

RESOLUTION

Whereas, 2,116 Americans are still missing
and unaccounted for from the Vietnam War,
including 114 from the State of Ohio; and

Whereas, their families, friends and fellow
veterans still endure uncertainty concerning
their fate; and

Whereas, U.S. Government intelligence and
other evidence confirms that the Govern-
ment of Vietnam could unilaterally account
for hundreds of missing Americans, including
many of the 454 still missing in Laos and the
76 still unaccounted for in Cambodia, by lo-
cating and returning identifiable remains
and providing archival records to answer
other discrepancies; and

Whereas, the President has normalized re-
lations with Vietnam believing that such ac-
tion could generate increased unilateral ac-
counting for Americans still missing from
the Vietnam War, and such results have not
yet been provided by the Government of
Vietnam;

Now, therefore, I, George V. Voinovich,
Governor of the State of Ohio, do hereby call
on the President to reinvigorate United
States efforts to press Vietnam for unilat-
eral actions to locate and return to our na-
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tion any Americans who may still be alive,
remains that would account for hundreds of
America’s POW/MIAs, and records to help ob-
tain answers on many more; and do hereby
designate September 19, 1997 as POW/MIA
Recognition Day in honor of all American
POW/MIAs, in particular the 114 from Ohio,
and encourage all citizens to observe this
day with appropriate ceremonies.

Mr. DEWINE. Mr. President, | suggest
the absence of a quorum.

The PRESIDING OFFICER.
clerk will call the roll.

The bill clerk proceeded to call the
roll.

Mr. HARKIN. Mr. President, | ask
unanimous consent that the order for
the quorum call be rescinded.

The PRESIDING OFFICER (Mr.
CoATS). Without objection, it is so or-
dered.

Mr. HARKIN. Mr. President, what is
the parliamentary situation?

The PRESIDING OFFICER. The Sen-
ate is currently in morning business.

Mr. HARKIN. Mr. President, might |
then inquire as to if there are any con-
straints on time, limits on Senators
speaking in morning business?

The PRESIDING OFFICER. Senators
are allowed to speak for up to 10 min-
utes.

Mr. HARKIN. Mr. President, | have
more than 10 minutes of remarks that
I want to make on Fed nominees and
on the economy in general. It is going
to take certainly more than 10 min-
utes. | will speak for my allotted time
of 10 minutes and then ask unanimous
consent at that point to extend it be-
yond that.

The PRESIDING OFFICER. That
Senator from lowa.

The

THE FEDERAL RESERVE

Mr. HARKIN. Mr. President, 16
months ago we had a debate on the
nomination of Alan Greenspan as
Chairman of the Federal Reserve Sys-
tem. | argued at that time that he was
far too concerned about a possible in-
crease in the rate of inflation and had
far too little concern about the em-
ployment and incomes of working peo-

le.
pAt that time, we had a number of
Senators who came to the floor and
said, with unemployment at 5.5 per-
cent, a further decline in unemploy-
ment would likely lead to higher infla-
tion. They seemed to believe that rais-
ing interest rates was the best course
of action.

In the last year, unemployment has
dropped three-tenths of 1 percent. But
that represents only a part of the in-
crease in the work force. The pool of
workers that can get jobs not only
comes from the 4.9 percent who are un-
employed now but also from those who
are not considered part of the labor
force, such as younger retirees, women
at home, and people who have been dis-
couraged from looking for work in the
past, and, of course, persons on welfare.
Our economy has brought an additional
400,000 of these persons into the work
force over the year beyond those con-
sidered as unemployed.
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In the past year, the economy has
grown at a rate of about 3.3 percent,
roughly about 1 percent over what the
Federal Reserve’s target was to be.

In terms of economic growth, a little
means a lot. A 1 percent higher rate of
economic growth in an $8 trillion econ-
omy means at extra $80 billion a year,
year after year. That comes out to be
$300 for every man, woman, and child
in America.

Now, unfortunately, the Fed seems
intent on restraining the economy and
keeping from building on its success.
Many at the Fed, including the two
nominees, Mr. Gramlich and Mr. Fer-
guson that will soon be before the Sen-
ate, believe in a concept -called
NAIRU—the non-accelerating infla-
tionary rate of unemployment. If it
sounds arcane, that is because it is.

But it is still important nonetheless.
It is important because so many people
adhere to it and believe in it. NAIRU
basically says, if the unemployment
goes below a certain level, inflation
will accelerate, not just increase, but
will accelerate at such a rate that only
unnecessarily high interest rates can
slow it down.

Just 3 years ago, it was widely ac-
cepted among the economic elites that
the economy would shift toward higher
inflation if unemployment fell below 6
percent. That was the NAIRU cutoff.
But it fell below 6 percent, and actu-
ally some measures showed inflation
dropping after unemployment went
below that.

Then the common wisdom was then if
unemployment went below 5.5 percent
for long, then inflation will accelerate.
Greenspan and others insisted on this.
Well, it fell below 5.5 percent. Then the
magic point became 5 percent, below
which inflation was sure to accelerate
at dizzying speeds if we went below 5
percent.

Unemployment has been under 6 per-
cent for more than 3 years now and less
than 5 percent since early this year,
and no one, including the Fed Chair-
man, can point to any signs of accel-
erating inflation.

Unfortunately, economic reality and
the new world has yet to penetrate the
thinking of those at the Fed.

I was deeply disappointed with Mr.
Greenspan’s statement before the
House Budget Committee on October 8
when he said, ‘“the performance of the
labor markets this year suggests that
the economy has been on an
unsustainable track.”

In other words, a 3.3 percent rate of
growth, he says, is unsustainable. Let
me respectfully disagree.

| disagree with the basic premise
that Alan Greenspan and the nominees
before us are promoting. Their focus
seems to be on when we should raise in-
terest rates—not “‘if”’ but ‘““‘when.”’

I believe the debate should be broad-
ened. Let us broaden it to consider low-
ering interest rates.

A number of economic experts be-
lieve that unemployment could pos-
sibly go as low as 4.5 percent, maybe
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even lower, and economic growth in-
creased beyond current levels without
triggering any inflationary threat.

Defenders of Fed policy constantly
point to the inflation we experienced in
the 1970’s as the No. 1 reason why it is
better to sacrifice higher unemploy-
ment for lower inflation.

Let us take a look at the causes be-
hind the inflation of the 1970’s.

We had massive Government spend-
ing, both on the Vietnam war and the
war on poverty; there was a serious en-
ergy crisis; and American companies
and their workers were no longer as
productive as their foreign counter-

parts.
Today, all that has changed. Con-
gress and the President recently

reached an agreement to balance the
Government’s budget by 2002. I might
also point out that it was the 103d Con-
gress—and | am very proud to say | was
one of those who helped to cast the de-
ciding vote in the Senate on the budget
of 1993—that enacted President Clin-
ton’s budget package that helped put
our Government’s finances on the road
to balance. However, we heard from the
other side of the aisle saying, ““If this
budget passes, disaster is going to hap-
pen. We’re going to have recessions and
people will be out of work.”” And on and
on.

Well, we passed that budget. What
happened? The size of the budget defi-
cit began to shrink dramatically. That,
coupled with the Clinton administra-
tion’s goal of downsizing Government
and reorganizing Government, with the
Clinton program of reorganizing wel-
fare and restructuring welfare and
making welfare-to-work, with the
other constraints put on the Govern-
ment side of the ledger, that budget,
plus that, has led us through about 4
straight years of reducing the deficit to
the point now where it is at the lowest
point, | think, since the early 1970’s, in
fact, it might even be balanced as early
as next year rather than the year 2002.

So the Government’s finances are
getting in good order, thanks again to
that budget we passed in 1993 and fur-
ther actions taken by the Clinton ad-
ministration.

Also, oil and gas prices have been
stable for quite some time. There
seems to be no danger of any accelera-
tion there. Our workers now are the
most productive in the world. | will
have more to say about that. In other
words, our economy is much more able

to ward off inflation and control its
harmful effects than it was in the
1970’s.

Perhaps before | go any further, |
want to explain how the Federal Re-
serve experts have tremendous influ-
ence on the economy. Some people say
it is not the Federal Reserve; there are
really a lot of other things going on.
Simply put, the Fed sets the interest
rates charged to banks for the banks’
loans. In turn, that rate determines
how much the bank charges to their
consumers for auto loans, credit cards,
home mortgages, and everything else
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—business expansion, new plants, and
new equipment.

By increasing the costs of borrowing
money, the Federal Reserve is able to
limit the number of new loans that are
used to expand or start a business, buy
a new car, finance the purchase of a
home. If consumers cannot afford to
purchase these items, demand will de-
cline and the economy will slow down.
So the Fed must realize that the gains
from encouraging economic growth far
outweigh the gains from needlessly in-
creasing interest rates in order to fight
the ghost of inflation.

That is exactly what they are fight-
ing—a ghost. They cannot point to any
inflation. They cannot point to any ac-
celerating inflation. Again, | will have
more to say about that.

Unnecessarily high interest rates
that ensure a stagnant economy or an
economy that is growing at less than
its full capacity virtually assures that
hard-working Americans will not get
ahead. You cannot give everyone a pay
raise simply by redistributing dollars
within a stagnant economy. To in-
crease incomes for everyone, you need
a strong, growing economy.

Last year, we enacted a very ambi-
tious welfare-to-work program. If that
is to succeed, we must have an econ-
omy that is creating new jobs that pay
real well and provide benefits such as

health insurance and retirement sav-
ings—most important, health insur-
ance.

The unemployment rate measures
the number of people who are looking
for work compared to the number of
people who have jobs. That is the basic
formula. Many of the persons counted
as unemployed are actually under-
employed and would jump at the
chance for a better paying job. Again, |
will later read from many articles
around the country where job openings
have shown up and, even in areas where
we have low rates of unemployment,
hundreds, thousands of people have
shown up for these jobs because they
are better paying jobs.

Many unemployed are discouraged—
the recently retired or those who are
not now thinking of working but will
start to do so should the opportunity
arise. A growing economy and tight job
market are the surest way to bring
these people into the work force.

We also have a reservoir of women
that | will be talking about very short-
ly in terms of their coming into the
market and what that might mean.

In fact, referring to an article that
appeared in the September 8 issue of
Forbes magazine, | thought it was very
good. It was written by Peter Huber.
The title is ““Wage inflation? Where?’ |
will read some parts of this. | do not
know if | need to read the whole thing.
| think it was very crucial and right on
point in terms of what we are talking
about here. There are reservoirs and
things happening in our economy in
the employment and work sector that
were not there in the 1970’s.

The PRESIDING OFFICER (Mr.
THOMAS). The Chair informs the Sen-
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ator that the time allocated to the
Senator has expired.

Mr. HARKIN. Mr. President, 1 ask
unanimous consent that | be allowed to
speak in morning business for at least
another 30 minutes.

The PRESIDING OFFICER.
objection?

Without objection, the Senator from
lowa is recognized to speak for up to 30
minutes in morning business.

The Senator from lowa.

Mr. HARKIN. | thank the Chair.

Mr. Huber, in his article in Forbes
said:

Here’s why stock prices are really supposed
to fall. Employment rates rise above some
critical flash point. So wages rise sharply. So
prices of goods rise—just as rising wages are
boosting demand. Inflation soars. So interest
rates go up. Stock prices crash.

This is a perfectly sound theory, but it re-
quires some facts. Where’s the critical flash
point? Do the employment statistics mean
what they used to mean? Do they mean any-
thing at all?

Officially speaking, America hasn’t yet
discovered microwave ovens or women’s lib.
Bone-weary though she may be, the stay-at-
home mother doesn’t labor at all in the eyes
of employment statisticians. But she could,
easily enough. With one new mom working
at a day care center, three other moms can
enter the official work force when they
choose. So long as many women remain am-
bivalent about where to work, in the home
or out, the supply of labor will remain far
more elastic than the statistics suggest.
Memo to Alan Greenspan: Wire roses to Glo-
ria Steinem.

Again, | am reading from the article
that was in Forbes written by Mr.
Peter Huber.

Labor markets have stretched into the
home; they have also spilled out of the coun-
try. A U.S. multinational doesn’t raise wages
in Maine if it can shift production to a more
elastic labor market in Mexico.* * * Labor
statistics, in short, don’t mean much unless
they track where goods are produced and
consumed. The more transnational econo-
mies become, the worse the tracking gets.

Then there’s silicon. It takes a mix of cap-
ital and labor to manufacture a mousetrap,
and economists have always allowed that the
mix can change. In the past, however, the
substitution effects were slow. You could
hire and fire workers a lot faster than you
could acquire or retire machines and build-
ings. So ready supplies of capital didn’t dis-
cipline the price of labor in the short run.

Is that still true? Computers are getting
easier to deploy, smarter and—because of
rapid innovation and falling costs—shorter-
lived. Many a manager can now expand pro-
duction as easily by investing an extra dollar
in chips or software as he can by hiring new
workers. Technology can have a powerful
wage moderating effect long before silicon
becomes a complete substitute for sapiens.
All it takes is enough substitution at the
margin.

The substitution is happening. Productiv-
ity, it now appears, has been rising a good
bit faster in recent years than government
statisticians recognized. Three new working
moms with computers produce as much as
four old working dads without. And newly
minted Pentiums to the ranks of those in
search of useful work, and unemployment
statistics look very different.

* * * * *

Is there

This much we do know for sure. If the offi-
cially audited supply of labor keeps falling—
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Which is what | have just said has
been happening—
and the price does not rise—

Which has been happening—

then we must either give up on economics
completely or conclude that there’s more to
the supply side of labor markets then meets
the official eye. Perhaps it’s simply that
American women, Mexican men and Intel’s
progeny have all become good substitutes for
what the official statisticians call U.S. labor.
Maybe welfare reform is effectively expand-
ing labor pools, too. * * *

According to official statistics and eco-
nomic models, a supply-side crisis in labor
markets should have reignited inflation
some time ago.

Almost 3 years ago.

Investors may indeed be crazy to ignore
this indubitable, though theoretical, truth.
But if so, wage earners are crazier still—so
crazy they don’t raise the price of their labor
when they can. Then again, maybe they
can’t.

I ask unanimous consent this article
be printed in the RECORD.

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

WAGE INFLATION? WHERE? (LABOR STATISTICS
LOSE PREDICTIVE VALUE)

(By Peter Huber)

Here’s why stock prices are really supposed
to fall. Employment rates rise above some
critical flash point. So wages rise sharply. So
prices of goods rise—just as rising wages are
boosting demand. Inflation soars. So interest
rates go up. Stock prices crash.

This is a perfectly sound theory, but it re-
quires some facts. Where’s the critical flash
point? Do the employment statistics mean
what they used to mean? Do they mean any-
thing at all?

Officially speaking, America hasn’t yet
discovered microwave ovens or women’s lib.
Bone-weary though she may be, the stay-at-
home mother doesn’t labor at all in the eyes
of employment statisticians. But she could,
easily enough. With one new mom working
at a day care center, three other moms can
enter the official work force when they
choose. So long as many women remain am-
bivalent about where to work, in the home
or out, the supply of labor will remain far
more elastic then the statistics suggest.
Memo to Alan Greenspan: Wire roses to Glo-
ria Steinem.

Labor markets have stretched into the
home; they have also spilled out of the coun-
try. A U.S. multinational doesn’t raise wages
in Maine if it can shift production to a more
elastic labor market in Mexico. Even the all-
American producer in Kansas can’t raise
wages or prices much if it competes against
imports from a wage-stable Korea. Labor
statistics, in short, don’t mean much unless
they track where goods are produced and
consumed. The more transnational econo-
mies become, the worse the tracking gets.

Then there’s silicon. It takes a mix of cap-
ital and labor to manufacture a mousetrap,
and economists have always allowed that the
mix can change. In the past, however, the
substitution effects were slow. You could
hire and fire workers a lot faster than you
could acquire or retire machines and build-
ings. So ready supplies of capital didn’t dis-
cipline the price of labor in the short run.

Is that still true? Computers are getting
easier to deploy, smarter and—because of
rapid innovation and falling costs—shorter-
lived. Many a manager can now expand pro-
duction as easily by investing an extra dollar
in chips or software as he can by hiring new
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workers. Technology can have a powerful
wage moderating effect long before silicon
becomes a complete substitute for sapiens.
All it takes is enough substitution at the
margin.

The substitution is happening. Productiv-
ity, it now appears, has been rising a good
bit faster in recent years than government
statisticians recognized. Three new working
moms with computers produce as much as
four old working dads without. Add newly
minted Pentiums to the ranks of those in
search of useful work, and unemployment
statistics look very different.

None of this will tell you whether to go
long or short on General Motors next week.
It’s just that the next release of official
labor statistics probably won’t, either. Like
a drunk searching for his keys under the
lamppost rather than in the shadows where
he lost them, the government statistician
counts where the counting is easy. But the
three great economic stories of our times—
women in the work force, global trade and
information technology—offer no easy
counting at all. The counters are good with
things that sit still. Women, foreigners and
chips keep moving.

This much we do know for sure. If the offi-
cially audited supply of labor keeps falling
and the price doesn’t rise, then we must ei-
ther give up on economics completely or
conclude that there’s more to the supply side
of labor markets than meets the official eye.
Perhaps it’s simply that American women,
Mexican men and Intel’s progeny have all be-
come good substitutes for what the official
statisticians call U.S. labor. Maybe welfare
reform is effectively expanding labor pools,
too. In any event, running out of old bread
creates neither famine nor inflation when
there’s a glut of new cake.

According to official statistics and eco-
nomic models, a supply-side crisis in labor
markets should have reignited inflation
some time ago. Investors may indeed be
crazy to ignore this indubitable, though the-
oretical, truth. But if so, wage earners are
crazier still—so crazy they don’t raise the
price of their labor when they can. Then
again, maybe they can’t.

Mr. HARKIN. Again, Mr. President,
because of the new labor pool that is
there and because of the international
marketplace, because of increasing
technology and productivity, | believe
the economy can continue to expand
for some period of time, at least at its
current pace, without causing a signifi-
cant rise in inflation.

Second, we need to do more to in-
crease the wages and incomes of aver-
age Americans. This should be one of
our Nation’s very top priorities. So we
have an economy growing 3.3 percent.
That is good, but who is taking part in
it?

The Federal Government should com-
plete a very good year from a budg-
etary perspective, as | said. In Feb-
ruary, the White House said there
would be a $125 billion deficit. CBO, our
budget estimator for Congress, said it
would be $115 billion in March of this
year. In fact, it looks like it will only
be a $23 billion deficit this year.

So why do we have the good news?
Because the economy grew faster than
the traditional economists perceived
likely. I am pleased with the growth. |
am pleased with that growth and the
lower deficit level and the fact that
prices are not rising. But | am dis-
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appointed that a fairly small share of
the gain went to average Americans.

Look at this chart which says it all.
Look what has been happening in the
last several years in the recent eco-
nomic boom in this country. If you
look at the corporate profit rates, they
are really going up. Especially since
1992 and 1993 they have gone up tremen-
dously. Look at the median weekly
earnings during the same period of
time. They keep going down. Corporate
profits are going up and median weekly
earnings are going down.

The reality is that the incomes of av-
erage Americans are not rising very
much. Median household income re-
mains lower than in 1989, before the
last recession. The poverty rate is still
higher than in 1989, and the number of
persons considered very poor, earning
less than half the poverty threshold,
actually increased. The poverty rate is
still higher than in 1989, and the num-
ber of persons considered very poor—
that is, earning less than half of the
threshold poverty rate, actually in-
creased. At the same time, corporate
profits are soaring.

If the Fed clamps down and the econ-
omy ceases to grow at a reasonable
rate, there will be no real chance that
wages will grow at anything more than
a minimal rate. This line will continue
to go down even more. If we allow the
economy to move forward, then, work-
ers may achieve some real income
growth. That means a higher standard
of living for all Americans. That really
should be our bottom economic line, a
higher standard of living for all Ameri-
cans, including those at the bottom
who are falling further and further be-
hind.

If someone asked me what | would
want, | would say | just want average
Americans to be able to buy a home
with decent mortgage rates, low
monthly payments, to go on a nice va-
cation every year with the family,
treat their kids to a ball game, go out
and have a nice dinner at a restaurant
with their spouse on their anniver-
saries or birthdays, be able to save
some money for a rainy day or for their
kids’ education. In other words, to im-
prove their quality of life. This should
be our fundamental goal.

To not allow a chance of an improved
standard of living because of an innate
fear of a possible rising inflation is not
only unfair to Americans, it flies in the
face of economic reality and it fails to
recognize basic changes that have
taken place in the global economy.

A little history. Back in 1933 the Con-
gress set the Federal Reserve policy
goals as ‘‘the maintenance of sound
credit conditions, and accommodation
of commerce, industry and agri-
culture.” In 1946, the Congress passed
the Employment Act of 1946 which set
out a shared Federal Reserve respon-
sibility, the goal being ‘“‘responsibility
of the Federal Government to use all
practical means * * * to promote maxi-
mum employment, production and pur-
chasing power.” It was only in 1978
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that the law was modified to add the
goal of containing inflation, interest-
ingly. Not until 1978—we had some
pretty good years before 1978, but it
was in 1978 that the law was modified
to add the goal to the Federal Re-
serve’s policy of containing inflation.
That goal did not replace maximizing
employment and production. It didn’t
say in lieu of maximizing employment
and production, but in addition to
maximizing employment and produc-
tion.

In the last Congress, Senator MACK,
my good friend from Florida, intro-
duced a bill to make fighting inflation
the sole principal goal of Federal Re-
serve policy, to undo everything it has
been doing since 1933, to take what was
done and added in 1978 as another goal,
and make that the only goal of Fed
policy.

Alan Greenspan supports this pro-
posal and said in open testimony that
he supported taking out of the Federal
Reserve’s consideration ‘‘promoting
maximum employment, production and
purchasing power, the maintenance of
sound credit conditions to accommo-
date commerce, industrial and agri-
culture,” all of which has been in there
at least since 1933 and 1946—do away
with all that and have only one goal
for the Federal Reserve—to fight infla-
tion. Mr. Greenspan supports formally
shifting the focus of the Fed to control-
ling inflation and achieving price sta-
bility.

Well, 1 do not think this policy is a
wise course of action. Alan Greenspan
may want to change the Fed’s man-
date, but that does not relieve the Fed-
eral Reserve of its responsibility to
carry out the law and its mandate
which is not just inflation but “to pro-
mote maximum employment, produc-
tion and purchasing power.”’

Unfortunately, under the leadership
of Mr. Greenspan, the focus has become
only oriented toward a fear of fighting
the ghost of inflation. | say ‘“‘a fear of
fighting the ghost of inflation’” because
there is no inflation. But out there
sometime around Halloween the ghost
of inflation that might actually ap-
pear, and we need to be worried about
that, according to Mr. Greenspan.

I recently met with the two nominees
for the Federal Reserve board that will
shortly be before the Senate, Mr.
Gramlich and Mr. Ferguson. We had
two very productive and informative
meetings. | found them both very
learned individuals and fine individ-
uals. They also have good career back-
grounds. But what American families
need at the Federal Reserve are Board
members who will not simply follow
the prevailing wind at the Fed but fol-
low what is set out in law, and that is
balancing the goals of sustaining rates
of growth from employment, produc-
tion and purchasing power as well as
minimizing inflation.

Unfortunately, our two nominees be-
fore us still adhere to that outdated
consent of NAIRU, nonaccelerating
rate of unemployment, and I am afraid
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that they will fail to aggressively chal-
lenge many of the current assumptions
at the Fed.

We need a good healthy debate at the
Fed and we need a good healthy debate
outside of the Fed about economic poli-
cies. | also believe that the nominees
are just not likely to push for this kind
of debate prior to risking the upward
movement of the economy with an in-
terest rate increase. That, in my view,
is unfortunate.

The Federal Reserve seems to look at
the economy solely through the eyes of
lenders. They need to look at the needs
of manufacturers and builders, entre-
preneurs and hard-working families, as
the law requires. These are the people
that move the economy, the people
that make things, that take the risks,
that sell things for whom the Federal
Reserve policy should aim to benefit.
The nominees before us, unfortunately,
I believe share that view of just simply
looking at the economy through the
eyes of the lenders and the bankers.

Lastly, and while this is not being
talked about very much, | believe we
are facing an increasing risk of defla-
tion—deflation. While the Fed focuses
on getting inflation down to zero, I
think and fear they may overshoot it
and send the economy into a deflation-
ary spiral.

Inflation as measured by the CPI for
the past year has been 2.2 percent. Un-
employment is below 5 percent, and the
economy is moving at a GDP rate of
around 3.3 percent. Most of the mem-
bers of the Federal Reserve seem to
feel the CPI overestimates inflation by
a percentage point or more. If that is
the case, then inflation is somewhere
down around 1 percent, maybe less.
Maybe inflation is really somewhere
between zero and 1 percent.

These people at the Fed fear inflation
might rise because the unemployment
rate is so low, 4.9 percent. If it does, we
can react, but there is nothing in our
history that points to our inability to
slow down and reverse inflation due to
an overheated economy. But the pre-
emptive strikes launched by the Fed do
not restrain inflation. Instead, this re-
action to the remote possibility of ac-
celerating inflation has tremendous
costs to our nation.

A preemptive strike blocks the
chance of people to be more employed;
it blocks the chance of people, on aver-
age, to see their incomes truly rise;
and it increases the risk of recession. A
recession in the current economic envi-
ronment creates a real possibility of
deflation. | believe that right now we
are very close to zero inflation, but if
we go into recession, that could slip
down below zero, and indeed we would
have inflation. That would deepen the
recession and make it even harder to
come out.

Because of this excessive fear of in-
flation at the Fed, we now live in a
world where good economic news for
working families is bad news on Wall
Street and at the Fed. | don’t know
how many times | have seen that if
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there is some good news out there for
working families, they say stocks will
fall, the Fed is going to have to raise
interest rates.

I will read from an article written by
Mr. Robert Reno earlier this year, enti-
tled ‘‘Economic Prosperity Not Fully
Shared,” to underscore this point. Mr.
Reno said in his article of March 14,
1997, talking about the unemployment
rate falling to 5.3 percent and below.

Wall Street held its breath recently, fear-
ful that one of the greatest bull markets in
history was about to be handed the excuse it
was looking for to crash.

He said that was because early in
March the U.S. Bureau of Labor Statis-
tics was ready to release the report on
unemployment.

It could have been another Black Friday.
But closer inspection of the employment re-
port showed things weren’t all that dreadful.
Average earnings rose just 3 cents an hour.

No sign there that wage inflation was any
threat except in the minds of those who use
a Hubble telescope to see inflationary signs
invisible to everyone else. Moreover, there
were ‘“‘healthy’” signs that American workers
are still scared witless.

The percentage of workers holding down
two jobs, seen as a barometer of job insecu-
rity, was 6.2 percent, about the same as it
was a year ago. And the percentage of job
quitters—those who felt confident enough to
strike out in search of new employment—fell
significantly. . . .

It says something weird about the eco-
nomic culture of the 1990s that the docility
of the American labor force has come to be
regarded as the chief barometer of the Na-
tion’s economic health, the indicator that
causes the largest holders of wealth to pros-
per even as wage-earner incomes stagnate.

Again we see it here, wage earners
going down, corporate profits going up.

Still, the alarmists continue to talk about
a ‘“‘tight’” labor market. This is not the same
labor market viewed by most American wage
earners.

They see an economic landscape littered
with the victims of downsizing, a corporate
strategy that has institutionalized the proc-
ess of maximizing short-term share values by
minimizing worker security. They also see a
system in which health-care coverage, espe-
cially the fear of losing it, is increasingly a
factor in workers’ decisions to change jobs or
to hang on for dear life to the one that they
have.

These and other factors, including the
weakening of the labor movement, combine
to make workers less likely to demand high-
er wages even as they see their CEO’s taking
home grossly swollen compensation pack-
ages that are an embarrassment to capital-
ism.

I think that paragraph needs repeat-
ing.

These and other factors, including the
weakening of the labor movement, combine
to make workers less likely to demand high-
er wages, even as they see their CEO’s taking
home grossly swollen compensation pack-
ages that are an embarrassment to capital-
ism.

I ask unanimous consent that the
full text of Mr. Reno’s article be print-
ed 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 Salt Lake Tribune, Mar. 14, 1997]
EcoNoMIC PROSPERITY NOT FULLY SHARED
(By Robert Reno)

NEw YoRK.—Wall Street held its breath re-
cently, fearful that one of the greatest bull
markets in history was about to be handed
the excuse it was looking for to crash.

This was because early March 7, the U.S.
Bureau of Labor Statistics was scheduled to
release its monthly report on employment,
an event that could provide the Federal Re-
serve with a reason to raise interest rates, to
punish the economy for growing too fast and
the stock market for its “‘irrational exu-
berance.”

At first, the news looked terrible. Not only
did the unemployment rate fall during Feb-
ruary to 5.3 percent, we below the 6 percent
level that some inflation hawks view as dan-
gerously inflationary, but non-farm payrolls
expanded by a brisk 339,000 jobs, a much
higher figure than most economists had ex-
pected. Yes, things looked bleak.

It could have been another Black Friday.
But closer inspection of the employment re-
port showed things weren’t all that dreadful.
Average earnings rose just 3 cents an hour.

No sign there that wage inflation was any
threat except in the minds of those who use
a Hubble telescope to see inflationary signs
invisible to everybody else. Moreover, there
were ‘“‘healthy’” signs that American workers
are still scared witless.

The percentage of workers holding down
two jobs, seen as a barometer of job insecu-
rity, was 6.2 percent, about the same as it
was a year ago. And the percentage of job
quitters—those who felt confident enough to
strike out in search of new employment—fell
significantly.

So the market heaved with relief, shook it-
self, and the Dow Jones industrial average
proceeded to rise 50.19 points. Monday, it hit
a new all-time high in a day of exuberant
trading, then peaked again Tuesday.

It says something weird about the eco-
nomic culture of the 1990’s that the docility
of the American labor force has come to be
regarded as the chief barometer of the na-
tion’s economic health, the indicator that
causes the largest holders of wealth to pros-
per even as wage-earner income stagnates.

Still, the alarmists continue to talk about
a ““tight”’ labor market. This is not the same
labor market viewed by most American wage
earners.

They see an economic landscape littered
with the victims of downsizing, a corporate
strategy that has institutionalized the proc-
ess of maximizing short-term share values by
minimizing worker security. They also see a
system in which health-care coverage, espe-
cially, the fear of losing it, is increasingly a
factor in worker’s decisions to change jobs or
to hang on for dear life to the one they have.

These and other factors, including the
weakening of the labor movement, combine
to make workers less likely to demand high-
er wages even as they see their CEOs taking
home grossly swollen compensation pack-
ages that are an embarrassment to capital-
ism.

The current economic expansion, in its
length, durability and non-inflationary na-
ture, is an achievement not to be despised.
February’s figures are further evidence that
it will continue. But until the policy-makers
and the economists discover a way to more
fairly distribute its good fortune, it is an un-
finished job.

Mr. HARKIN. Mr. President, | want
to point out that just 2 weeks after this
article appeared, the Fed launched one
of its preemptive strikes, despite ad-
mitting the fact that there was no ac-
celerated inflation, and raised interest
rates again.
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The issues that are before us are
much more important than just two
nominees to the Federal Reserve sys-
tem. It is about strengthening our Na-
tion’s economy and ensuring that all
Americans have a better standard of
living than their parents and their
grandparents. It is about everyday
Americans making everyday decisions,
families trying to make a payment on
their House, pay for their kids’ college
education, Main Street merchants pay-
ing for a loan for inventory to run
their small business, and farmers mak-
ing decisions on borrowing to put in
next year’s crop.

The Federal Reserve policies affect
families budgets and national budgets.
The Federal Reserve policies shape the
course of America’s future. If we hope
to reach and maintain a balanced budg-
et and move people from welfare to
work and ensure the solvency of Medi-
care and Social Security, we must have
a vigorous, growing economy.

Unfortunately, the Federal Reserve
is standing in the way. As | have said
many times, the Fed has kept its key
interest rates, such as the Federal
Funds rate, unnecessarily high and, as
a result, sacrificed job growth and the
living standard of hard-working Ameri-
cans in the blind pursuit of fighting the
ghost of inflation.

The reason the Fed is willing to pay
any price and bear any burden to fight
the ghost of inflation is that the Fed’s
prime constituency is the Nation’s
largest banks. Bill Wolman, an econo-
mist for Business Week magazine and
CNBC News, wrote in the Judas Econ-
omy:

The Federal Reserve’s anti-inflation
hysteria is, pure and simple, special interest
politics, practiced by an institution almost
totally free of effective oversight.

I will continue the quote by Mr.
Wolman:

As a class, Bankers are creditors who have
a strong interest in making sure that the
money they lend out—ranging from revolv-
ing credit, such as Visa or MasterCard, to
thirty-year mortgages—is paid back in
money that does not lose value through
time. The central bank is most concerned to
limit inflation because inflation depreciates
the value of the assets held by commercial
banks. When prices are rising (inflation),
debtors can repay their loans to creditors in
cheaper currency; for this reason creditors
hate inflation. But when prices are falling,
debtors are forced to repay their debts with
expensive (harder to earn) currency. Thus,
creditors benefit at the expense of work-
ers. . ..

As | previously noted, this mindset
that we are confronting is largely
based on this outdated and faulty con-
cept called NAIRU, the Nonaccelerat-
ing Inflation Rate of Unemployment.

As Robert Eisner wrote in his book,
“The Misunderstood Economy,”” which
I recommend to all, the NAIRU concept
is the purest example of the old saying,
‘‘Statistics are the straightest line
from an unreasonable assumption to a
foregone conclusion.””

Again, NAIRU basically says that if
unemployment goes below a certain
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level—once and for many years
thought to be 6 percent—inflation will
accelerate at such a pace that it will
take excessively high interest rates
and subsequent levels of unemploy-
ment in order to bring inflation under
control. Describing NAIRU, Robert
Eisner wrote:

It tells us that if we persist in trying to get
and keep unemployment (below its natural
level) [whatever that is], we will have, not
merely inflation, but accelerating inflation.
Literally that might mean a very slowly ac-
celerating inflation like one-tenth of one
percent per year. But somehow the term is
used to imply that inflation will accelerate
rapidly, conjuring up visions of the Germans
in the 1920’s carrying marks in wheelbarrows
and using money as wallpaper.

The strongest and most unabashed
supporter of NAIRU at the Federal Re-
serve is Fed Governor Meyer, an ap-
pointee of the Clinton administration.
He said:

I am a strong and unapologetic proponent
of the Phillips Curve and the NAIRU con-
cept. Fundamentally, the NAIRU framework
involves two principles. First, the proximate
source of an increase in inflation is excess
demand in labor and/or product markets. In
the labor market, this excess demand gap is
often expressed in this model as the dif-
ference between the prevailing unemploy-
ment rate and NAIRU, the nonaccelerating
inflation rate of unemployment.

Mr. Mire goes on to say:

Second, once excess demand gap opens up,
inflation increases indefinitely and progres-
sively until the excess demand gap is closed,
and then stabilizes at the higher level until
cumulative excess supply gaps reverse the
process.

Visions of Germany in the 1920’s.
Why, my goodness, if the unemploy-
ment rate goes a little lower, you will
be taking your dollars to the banks in
wheelbarrows. They will be worthless.
We will have this huge inflation. That
is the kind of fear-mongering done by
those who adhere to this concept of
NAIRU.

Now, Mr. Greenspan has recently
made some public statements kind of
distancing the Fed from NAIRU. 1|
guess, after 3 years, it has finally kind
of come home to him that maybe a 5-
percent rate of unemployment is not
going to accelerate unemployment,
maybe not 4.9 percent, and maybe not
even 4.5 percent. In his July 22 Hum-
phrey-Hawkins testimony, Mr. Green-
span said:

The rise in the average workweek since
early 1996 suggests employers are having a
greater difficulty fitting the millions who
want a job into available job slots. If the
pace of job creation continues, the pressures
on wages and other costs of hiring increasing
numbers of such individuals could escalate
more rapidly.

Furthermore, the prospect of adding
more employees to the workforce is
equally unappealing to Mr. Greenspan
who believes this will ignite inflation.
He said this in July:

Presumably, some of these early retiree,
students, or homemakers might be attracted
to the job market if it became sufficiently
rewarding. However, making it attractive
enough could also involve upward pressures
in real wages that would trigger renewed
price pressures, undermining expansion.
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To that, | say: Not true. Turn again
to this chart. Median weekly earnings
are going down and corporate profits
are going up. All | am saying, and oth-
ers are saying, is that more of the
growth in our economy needs to go to
those who are working and making
weekly wages. More should be going to
the bottom part of our economy who
are falling further and further behind
and who rely more than anyone else on
interest rates.

Well, again, Mr. Greenspan linked
wage pressures, no matter how little to
the specter of accelerating inflation in
his October 8 testimony earlier this
month before the House Budget Com-
mittee. He admitted, ‘““There is still lit-
tle evidence of wage acceleration.”” But
he said, “If labor demand continues to
outpace sustainable increases in sup-
ply, the question is surely when, not
whether, labor costs will escalate more
rapidly.”

I know Mr. Greenspan is a skilled
economist, but | would like to point
out a few things to him. First, you
have increasing technology with the
silicon chip; second, you have a lot of
women who are in the pool that can
come into the work force because they
are homemakers, and as we develop
more and more safe, affordable daycare
in America, more of those women can
come into the work force. Third, we
have a global economy, Mr. Greenspan.

Now, some may say it’s odd for me,
for this Senator, to be talking about
this global economy as part of an ele-
ment that contributes to economic
growth in our country and the keeping
down of wage demands. But it is true
and it's a fact. All | am saying is that
as long as it is a fact, then don’t fur-
ther penalize the workers in our econ-
omy by keeping unnecessarily high in-
terest rates, which penalizes them in
buying a home, or buying a car, or tak-
ing a vacation, or saving some money
for a rainy day, or for their kids’ col-
lege education. We can use the global
economy as it is with increasing tech-
nology, with a vast pool of women,
early retirees, and the underemployed,
to move into that work pool and hope
at least to get some increase in the
wages of those that are on the bottom,
and at least give them a better ability
to be able to increase their standard of
living by not paying so much in inter-
est rates.

Mr. Greenspan, as recently as Octo-
ber 8, is warning us that if the labor de-
mand—once again, that old NAIRU
concept—out there continues a little
bit further, then inflation is going to
accelerate and take off.

Another simple component of the
NAIRU concept is, of course, the pre-
emptive strike. It’s when the Federal
Reserve raises interest rates to fight
inflation, despite seeing no signs of ac-
celerating inflation. The justification
behind a preemptive strike is the possi-
bility of inflation increasing at some
point in the future. Again, Mr. Green-
span said, in his Humphrey-Hawkins
testimony this year:
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Given the lags in which monetary policy
affects the economy, however, we cannot
rule out a situation in which a preemptive
policy tightening may become appropriate
before any sign of actual inflation becomes
evidence.

That leads me to another change in
Fed policy that | think we ought to
enact and enact rapidly.

There is no reason why the minutes
of the Federal Reserve Board meetings
need to be kept secret for 5 years.
That’s right. When the Federal Reserve
meets and sets their policy, it’s sealed
for 5 years. We don’t do that in Con-
gress. We don’t do that in the Supreme
Court. There is no reason why the Fed
has to have that capability to withhold
important information. | grant that
there may be some economic reasons—
in terms of market stability—why
their minutes may be kept sealed for a
short period of time, but certainly no
longer than a year.

We ought to know from year to year
why the Fed is making the decisions it
is making. People ought to go back and
read the minutes of the Fed meetings
back in 1990 and 1991 when it was mak-
ing some of its decisions. Then you will
begin to see that their crystal ball is
pretty cloudy indeed.

Mr. Greenspan, as | have pointed out
on many occasions, raised interest
rates seven consecutive times in 1994
and 1995. Think about that—seven con-
secutive times. | say he doubled inter-
est rates. The Fed fund rates went from
3 percent to 6 percent in less than 2
years—about 18 months. He did this de-
spite seeing no signs of accelerating in-
flation. There never were any signs of
accelerating inflation.

For example, in his February 22, 1994,
testimony given shortly after the first
of the rate hikes, Mr. Greenspan said
the current economic statistics ‘‘do not
suggest that the financial tender need-
ed to support the ongoing inflation
process is in place.”

Yet, they kept raising interest rates.
So during a period of time when we had
great economic growth in this country,
the raising of those interest rates
pushed a lot of our people on the bot-
tom further down on the bottom and
let the people at the top get more of
the growth that we have had.

Since the last of the seven rate hikes,
Mr. Greenspan lowered the rate slight-
ly and then put them back up again a
quarter of a point—at about 5.5 percent
right now.

In July, Business Week published a
cover story entitled ‘““Alan Greenspan’s
Brave New World.”” He said Greenspan
has moved the Fed into ‘‘uncharted
territory *** by allowing faster
growth and lower unemployment than
the Fed would have permitted in the
past.”

I think we should continue on that
track. But | am concerned about the
recent testimony given by Mr. Green-
span just earlier this month. The per-
vasive fear of inflation still holds true
to that. This is best shown as the pre-
emptive strike launched by the Fed in
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March of this year, despite minimal
signs of inflation and Greenspan’s Feb-
ruary Humphrey-Hawkins testimony,
in which he said, “This year overall in-
flation 1is anticipated to stay re-
strained.” Mind you, in February, Mr.
Greenspan said: ‘““This year overall in-
flation 1is anticipated to stay re-
strained.”” One month later the Fed in-
creased its Fed funds rates by a quarter
of a point. On April 24, Governor
Meyer—again, the biggest proponent of
NAIRU—gave a speech in which he
said, ““The recent Federal Reserve pol-
icy action was clearly a preemptive
one. This means that it was under-
taken not in response to where the
economy and inflation were at the time
of the policy change, but in response to
where the economy and inflation were
projected to be in the future absent a
policy change.”

Again, | would like to know exactly
what the Fed is looking at when it
makes these decisions. What is that fu-
ture? What is the long run? One econo-
mist once said, ““‘In the long run we are
all dead.” What are we talking about in
the future? One month the head of the
Fed says inflation is going to stay re-
strained, and the next month they
raise the Federal funds rate. The next
month Mr. Meyer says it was preemp-
tive because we projected that in the
future sometime we would have infla-
tion. Obviously, not this year, because
just a month before, they said it was
going to be restrained. And, yet, over
the last several months, our consum-
ers, our small businesses, our farmers,
our homeowners, our manufacturers
have had to pay a quarter point more
interest rate. That hits everyone. It is
just like a hidden tax; just like a nice
little hidden tax on everyone.

A lot of people believe that preemp-
tive rate hike in March was totally un-
necessary. In the April 14, 1997, edition
of Barron’s, David Ranson wrote an ar-
ticle entitled ““The Federal Reserve’s
Pointless Quarter Point: A Preemptive
Strike Against a Non-Threat.”’

Mr. Ranson said first:

There isn’t any inflation around to curb.
Everyone, including Alan Greenspan, con-
cedes that inflation is absent. Thus, the tra-
ditional pretext for Fed action is nowhere to
be found. I am reminded of the two buzzards
sitting on a tree limb. One turns to the other
and announces: ‘‘Patience, my foot. I'm
going to kill someone.”

We have all seen that cartoon before.
So it is like the old Fed sitting there.
“Well, patience my foot. We are going
to raise interest rates. Inflation isn’t
there. By gosh, we are going to raise it
anyway.”’

According to the official story by Mr.
Ranson, the Fed’s action was a nec-
essary preemptive strike against infla-
tion before it becomes evident.

If it is not evident, how do they know
it? If it is not evident to a lot of pre-
eminent economists in this country,
how is it evident to the Fed? What is
their basis for it? Again, we will not
know for 5 years. We ought to know a
lot sooner than that.
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Mr. Ranson said,

The real enemy for now is not inflation it-
self but unwarranted angst about inflation
brought on by stubborn adherence to basic
misconceptions. Inflation is certainly det-
rimental to growth, but it is not true that
growth must lead to inflation. This principle
is observable worldwide. Low-inflation coun-
tries have tended to be economically suc-
cessful while high-inflation countries have
tended to stagnate.

Fourth, increased interest rates do little to
curb inflation; mostly they just ratify it.
There is powerful evidence that an increase
in interest rates slows the economy, but we
find surprisingly little evidence that it curbs
inflation. Inflation does not decline percep-
tively following a rate rise. Nor does infla-
tion increase noticeably following a rate cut.

Mr. Ranson concludes the article by
saying:

The notion that inflation is generated by
economic success belies history and perpet-
uates the ‘“‘good news is bad news’ syndrome
that bedevils government policy and the fi-
nancial markets.

The assumption that we need the Fed to
tinker endlessly with interest rates needs to
be challenged. Policymakers are prone to as-
sume that the Nation needs them to take
vigorous action . . . even when the pretext
for action is elusive.

It is unclear whether those clamoring for
higher interest rates will be mollified by the
Fed’s token action. It is only more likely
they will be encouraged to demand more.
One policy mistaken facilitates another.

Mr. President, | ask unanimous con-
sent that Mr. Ranson’s article be print-
ed in the RECORD.

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

[From Barron’s, Apr. 14, 1997]

THE FEDERAL RESERVE’'S POINTLESS QUAR-
TER-POINT: A PREEMPTIVE STRIKE AGAINST
A NON-THREAT

(By David Ranson)

The recent quarter-point increase in the
federal-funds rate was unwarranted and po-
tentially harmful. Government policy-
makers, impatient with the absence of a pre-
text for action, have once again chosen to
act anyway. There are a number of reasons
why the Federal Reserve’s recent action was
pointless at best.

First, there isn’t any inflation around to
curb. Everyone, including Alan Greenspan,
concedes that inflation is absent. Thus the
traditional pretext for Fed action is nowhere
to be found! I am reminded of the two buz-
zards sitting on a tree limb. One turns to the
other and announces: ‘‘Patience, my foot.
I’m going to kill something.”

Second, there is no valid indication of in-
flation around the corner for the Fed to pre-
empt. The current acceleration in the econ-
omy is cited as the primary indication that
inflation might lie ahead. According to the
official story, the Fed’s action was a nec-
essary ‘‘pre-emptive strike” against infla-
tion before it becomes evident.

The good news is that low unemployment
and healthy economic growth have been
achieved in an environment of very low in-
flation. Tragically, the most prevalent re-
sponse to this positive scenario is to worry
even more loudly and to suggest that this ex-
cellent state of affairs can’t last. Supply-sid-
ers correctly point out that such conven-
tional wisdom is contradicted by historical
fact. While many observers express surprise
at the economy’s success, it is exactly as
real-life experience suggests: Low inflation
goes hand-in-hand with low unemployment—
and high inflation with high unemployment.
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The real enemy for now is not inflation it-
self, but unwarranted angst about inflation
brought on by stubborn adherence to basic
misconceptions. Inflation is certainly det-
rimental to growth, but it is not true that
growth must lead to inflation. This principle
is observable worldwide. Low-inflation coun-
tries have tended to be economically suc-
cessful while high-inflation countries have
tended to stagnate.

H.C. Wainwright Economics tracks in de-
tail interrelationships among U.S. interest
rates, economic growth and inflation. Statis-
tical analysis confirms that inflation pre-
cedes periods of weak economic growth rath-
er than follows periods of strong growth.

Fourth, increased interest rates do little to
curb inflation; mostly, they just ratify it.
There is powerful evidence that an increase
in interest rates slows the economy, but we
find surprisingly little evidence that it curbs
inflation. Inflation does not decline percep-
tively following a rate rise. Nor does infla-
tion increase noticeably following a rate cut.

Consider, for example, the half-dozen occa-
sions when there has been a year-to-year in-
crease of more than two percentage points in
the federal-fund rate. These Fed moves were
followed after a year by an average decline
of nearly 5 points in the rate of industrial
production growth, a dramatic impact.

But whatever the counter-inflationary re-
sult, it was highly unimpressive. In terms of
producer prices (which are a more sensitive
indicator than consumer prices), the reduc-
tion in inflation one year following these
large rate hikes averaged an insignificant
one-tenth of a percentage point. Inflation as
measured by the consumer price index actu-
ally continued to accelerate.

A skillful newspaper editor, faced with a
peaceful day of no news, makes a bigger fuss
over what little he has to work with. He
knows how easy it is to fuel public anxiety.
Wall Street strategists have been playing
this game for at least the past year. Faced
with a benign economy and virtually no in-
flation, they have pursued a vociferous de-
bate about the mere possibility of increased
inflation and the Fed’s potential reactions.

The Fed has succumbed to this pessimism.
Far from pre-emptively curbing inflation, its
latest action tends to endorse inflation that
does not exist. Surely this is an absurdity. It
makes no sense for the government to re-
spond to fears of inflation by heightening
them. Why would anyone want to hamper a
strengthening economy just to obviate the
harm than a purely speculative bout of infla-
tion might cause? While a quarter of a per-
centage point will not cause material dam-
age to the economy, additional moves in the
same direction will.

The notion that inflation is generated by
economic success belies history and perpet-
uates the ‘“‘good news is bad news’’ syndrome
that bedevils government policy and the fi-
nancial markets. Granted, inflation has
harmful effects, but the damage done by un-
substantiated fears of inflation is worse pre-
cisely because it is so unnecessary. The re-
cent sag in the bond market is just one of
the symptoms of the less-visible damage we
are inflicting upon ourselves.

The assumption that we need the Fed to
tinker endlessly with interest rates needs to
be challenged. Policymakers are prone to as-
sume that the nation needs them to take
vigorous action—even when the pretext for
action is elusive.

It is unclear whether those clamoring for
higher interest rates will be mollified by the
Fed’s token action. It is more likely that
they will be encouraged only to demand
more, especially as the economy continues
to accelerate. One policy mistake facilitates
another.

But it is also possible that Alan Greenspan
understands what his critics do not: that the
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Fed’s true role is to keep both interest rates
and the dollar’s purchasing power as stable
as possible. Perhaps in a histrionic Washing-
ton where inaction is death he dare not say
this too loudly.

In a recent commentary on National Pub-
lic Radio, economist Robert Kuttner sug-
gests that Greenspan succumbed to pressure
from inflation hawks out of fear of being on
the losing side of the Open Market Commit-
tee vote. Whether that’s true or not, the
Fed’s decision to raise interest rates was
more a political act than an economic one.

But | remain optimistic that the longer in-
flation remains absent, the less influence the
inflation hawks will wield. In such a environ-
ment the Fed will be able to justify smaller
and less frequent changes in interest rates.

Mr. HARKIN. Mr. President, again, |
am also concerned that the nominees
that will be shortly before us to the
Board of Governors seem equally
frightened by this ghost of inflation.
For example, nominee Roger Ferguson
said in his testimony before the Senate
Banking Committee, ‘“Therefore, |
agree with the Fed’s historic ap-
proach”’—I would challenge that word
““historic approach’”—*‘to reduce mone-
tary stimulus before the emergence of
obvious and strong inflationary pres-
sure. Unfortunately, the timing and ap-
propriate amount of change in mone-
tary policy involves some guesswork
and some risk taking.”

He agrees with the Fed’s historic ap-
proach. It seems to me the historic ap-
proach of the Fed back in 1933 was to
facilitate commerce and keep employ-
ment high. Only in 1978 was it added to
keep inflation in check.

Mr. Ferguson’s view is not a comfort-
ing thought given that we have a chair-
man of the Federal Reserve System
who has echoed that comment when he
said, ‘‘economic understanding is im-
perfect and measurement is impre-
cise.”

That is interesting. Mr. President, if
measurements are not perfect, can we
assume the Fed knows what it is doing
when it launches one of its preemptive
strikes? Maybe all it is doing again is
simply raising the corporate profit rate
and cutting down median weekly earn-
ings.

This is what is happening. Change in
the share of income received by each
quintile from—Ilook what is happening.
The lowest quintile, the lowest 20 per-
cent of our population, their share of
income received is going down. All of it
is going down. But in the top 20 percent
it is going up—their share of the in-
come.

So | suggest that what the Federal
Reserve is doing is not stopping infla-
tion at all. What they are doing is
shifting who gets the money; who gets
the biggest share of this great growth
that our country is now engaged in.

Furthermore, | submit that their pol-
icy inhibits that rate of growth and
keeps it from being even greater than
itis.

So we have a Fed that has used a
method to fight inflation when we may
not even be sure if inflation actually
exists in the economy.
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Well, Mr. President, | believe | have
used up my 30 minutes. | see others
who are on the floor who want to
speak. But | will have more to say
about this as the week progresses if the
nominations are put before the Senate
for consideration. I have a number of
other charts that | am going to use to
illustrate how the Federal Reserve
policies, 1 believe, are hurting the
working families in America, how their
policies are mistaken in bending this
country toward higher interest rates
when those higher interest rates are
not needed, when they are not legiti-
mate, and when those higher interest
rates benefit the top 20 percent of the
people of this country and hurt every-
one else.

The Fed’s policies, in short, are keep-
ing growth restrained more than
should be.

Second, the Fed’s policies, | believe,
are keeping wages from keeping up
with productivity in this country.

Third, the Fed’s policies are skewing
who gets whatever the growth is in our
economic pie. In other words, we know
and all of the figures show—and 1 will
release those later on this week—that
in our country the richer are getting
richer and the poor are getting poorer.
We know that. All we have to do is
look at this chart.

So the Fed’s policies are destroying
the broad middle class in America, that
middle class that has always been the
ladder of opportunity for those who as-
cend. | fear that if we do not stop the
policies of the Fed, that rather than
accelerating inflation, what we will
have is an accelerating spread between
the rich and the poor in our country,
an acceleration of depressing wages, an
acceleration of pushing people in the
middle class down further on the eco-
nomic scale, and that | submit will be
harder to turn around and more dan-
gerous for our country, more fraught
with the possibilities of deflation and
severe recession than any fear of a
small increase in inflation that might
come about if the Fed were to actually
reduce interest rates.

Mr. President, | yield the floor.

The PRESIDING OFFICER. The Sen-
ator from Minnesota.

Mr. GRAMS. Mr. President, are we in
morning business?

The PRESIDING OFFICER. We are in
morning business.

Mr. GRAMS. | thank the Chair. | ask
unanimous consent to speak for up to
10 minutes.

The PRESIDING OFFICER. Without
objection, it is so ordered.

Mr. GRAMS. | thank the Chair.

EFFECTS OF HEALTH CARE
MANDATES

Mr. GRAMS. Mr. President, | wanted
to be here today just to make some
brief comments in support of the Medi-
care Freedom To Contract Act, S. 1194,

During my first term in the 103d Con-
gress, | witnessed President Clinton at-
tempt a Federal takeover of fully one-
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seventh of our Nation’s economy
through a nationalized health care sys-
tem. | was opposed to it then and | re-
main adamantly opposed to it today.

Over the past 2 years we have seen a
step-by-step encroachment by the Fed-
eral Government into the health care
system.

Despite overwhelming public opposi-
tion to his attempt to take over the
health care system, President Clinton
still seems to be intent on imposing his
vision of socialized medicine on the
American people.

In fact, on September 15 of this year,
the President admitted that he has not
abandoned his goal of forcing a nation-
alized health care system. He stated,
“Now what | tried to do before won’t
work. Maybe we can do it in another
way. That’s what we’ve tried to do, a
step at a time, until we finish this.”

I am sorry to say that the Repub-
lican-led Congress has been a great
service to the President by incremen-
tally adopting and implementing more
and more of his 1994 health -care
scheme. While | supported the heralded
Kassebaum-Kennedy Health Insurance
Reform Act, which did accomplish
some needed reforms, | have concerns
about how this law has since been im-
plemented.

In addition to its original mandate,
we have a host of so-called “*body part’’
protections and coverage mandates
which will create a precedent for total
Federal control over health insurance
packages and thereby ultimately a
Federal health system. | have always
believed that the American people
should have the fundamental right to
choose where, when and how they re-
ceive their health care services. If indi-
viduals choose to enroll in health
maintenance organizations, let them.
If they want to join a preferred pro-
vider organization, let them. If they
would like to opt out of health insur-
ance altogether or to pay for the serv-
ices as they are received, then let
them. Clearly, | am not in a position to
determine what their needs are or what
plan would best suit their family and
their budget, nor is any bureaucrat in
Washington able to determine the cov-
erage best suited for each individual in
the United States.

Now, that brings us to the recently
enacted Children’s Health Initiative. |
opposed the Balanced Budget Act in
large part because of this grossly over-
funded, new Federal entitlement.
Again, another ‘“‘step at a time” that
the President says we need to take
until we have a total Government-run
health care system.

Let me be very clear. | am very fully
in support of ensuring access to health
insurance for children. However, | have
never believed that this was a Federal
issue. As a Minnesotan, | witnessed the
creation of a State program in 1992
which has provided access to health in-
surance to thousands of children in my
State of Minnesota. It is called
MinnesotaCare.

Now, this State program gives access
to State subsidized private health in-
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surance to families up to 285 percent of
the Federal poverty level. The Federal
Children’s Health Initiative provided
no consideration to the States which
have made a commitment to providing
access to health insurance to children
or their families. In effect, the Federal
Government has now spent $24 billion
on a program which clearly will not
work in every State. In fact, it will pe-
nalize States like mine which have al-
ready made significant progress in cov-
ering children, and this illustrates my
point very well. Washington cannot
make the health care insurance deci-
sions for everyone.

One of the most important correc-
tions needed in the Balanced Budget
Act is the Medicare Freedom to Con-
tract Act. This was introduced by Sen-
ator KyL which | have cosponsored.
This act tries to correct what is prob-
ably the most egregious example of
what President Clinton’s vision of Fed-
eral Government as provider and pro-
tector has in store for us.

While the Balanced Budget Act in-
cluded a provision which allows a Med-
icare beneficiary to contract for health
care services privately with a physi-
cian, it effectively prohibits this from
happening by forcing that physician to
opt out of treating any other Medicare
patients for 2 years. What the Presi-
dent has done is to blackmail doctors
and to deny senior citizens the basic
right of spending their money as they
see fit.

Even in the United Kingdom, which
has had socialized national health serv-
ice since 1948, it allows its citizens to
pay for services outside the national
system. Clearly, Americans can do bet-
ter than that and at least Americans
deserve the same option. This is unfair
to seniors. It is unfair to physicians.
And it must be corrected quickly.

Opponents of the Medicare Freedom
to Contract Act claim that it will force
seniors to pay 100 percent of a physi-
cian’s charge for their services, and it
would mean an immediate and dra-
matic increase in out-of-pocket costs
for physician services.

This is simply untrue. No Medicare
beneficiary is required, nor implicitly
encouraged, to contract privately with
a physician. This act merely makes it
possible for seniors to do so if they
choose to do so. But the opponents are
ready to come to the floor to filibuster
any opportunity to discuss this issue or
to get a vote on it. And President Clin-
ton has also threatened to veto the bill
should it pass.

Now, he put the provision in the BBA
in the middle of the night without de-
bate, another step again toward the
President’s desire for a nationally run
health care program. And he says he
will veto any efforts to stop it. Is this
what Americans want? The American
people strongly rejected it in 1994, and
they don’t want it now.

Mr. President, | find it completely
amazing that there are individuals who
believe it is wrong to allow seniors
more options and more choices in how
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