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Putnam Questions Chairman Greenspan on Economic Outlook

WASHINGTON - Congressman Adam H. Putnam (FL-12), a member of the Budget Committee, welcomed Federal Reserve Chairman Alan Greenspan at a hearing on the future of the U.S. economy. 

In his remarks, Putnam sought answers to issues of deflation, inflationary targets and mandatory spending. 
“A year ago in testimony, both before this committee and the Joint Economic Committee, there was a great deal of talk about deflation. Is deflation no longer a problem, despite the falling dollar and continued low interest rates?” Putnam asked. 

Chairman Greenspan pointed out “the issue of deflation has never been a high probability, but our concern is that if it were to happen the consequences would be extraordinarily negative and therefore we have been keeping a very close eye on the possibilities of deflation emerging. The probability of deflation, which was a year ago was very low, is now much lower.”

He added, “it's not zero, but we're fortunate in the sense that, looking at the way prices of goods specifically are behaving and looking at the structure of the demand and supply in various differing markets that the probability of deflation has gotten to the point where it is not the size of the threat it was a year ago.”

With regards to Congressman Putnam’s question on setting inflationary targets, Chairman Greenspan responded, “there's a very significant discussion going on in the economics profession on the issue of inflation targeting as such. Obviously, we talk about it and implicit in most of our actions are targets, in the sense that my formal target is price stability. I think it's very difficult to get a specific price index, which you say, this is exactly where price stability is, but, as I've said many times, I think we're there. I can't speak for the rest of my colleagues, but we all have a general view of where we would like to be, and we vote accordingly.” 



He added, “Do we have an explicit number and an explicit price index? We don't. And I'm not sure that would actually enhance the capability of our doing a better job.”

On the issue of mandatory spending, Congressman Putnam asked “if Congress were to act to shift the ratio of mandatory versus discretionary spending -- if we were to be able to move that mark away from the two-thirds mandatory/one-third discretionary figure where it roughly is now, and move the transportation projects, the farm programs, the student loan programs -- let's say all programs in mandatory other than Social Security and Medicare and perhaps some veterans programs, would there be some credit given by the markets? Would that have an appreciable, beneficial effect or would it create uncertainty over the level of funding and particularly destabilize commodity prices?”

Greenspan responded, “I think it will depend -- if you were to do that -- whether -- what impact it had on the decision-making process with respect to outlays. I mean, it is what you do, not what you say or how you categorize it which matters, in my judgment.” 

The Budget Committee is considering President Bush’s FY 2005 spending program. A Budget Resolution is expected to be considered by the House next month.

