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E C O N O M I C  O U T L O O K 

With Alan Greenspans’ 17 year career coming to an end 
this past January, much is being written about his per-
formance. As chairman of the “Federal Reserve Board” 
Greenspan was responsible for setting monetary policy; 
primarily determining interest rates for borrowing and 
controlling the money supply in the banking system.  
Along with Congress, which sets fiscal policy, (taxes and 
government spending), Greenspan has guided the econ-
omy since mid 1987. Their purpose, through the use of 
monetary and fiscal policy, was to provide price stabil-
ity and economic growth.  
 
Shortly after joining the “Federal Reserve” Greenspan 
was faced with a financial crisis that became known as 
“Black Monday”. The stock market had it’s biggest sin-
gle day decline in history. He responded by quickly add-
ing liquidity to the banking system that in turn sup-
ported the stock market. Greenspan’s response soon be-
came his “Trade Mark” as time and again, when faced 
with a pending financial crisis, he added liquidity . In 
the late 80’s he again added liquidity to offset the finan-
cial shock of the “S&L” debacle, and lowered interest 
rates to counter the recessions in 1991 and 2002. Green-
span added liquidity during the international currency 
devaluations in 1998, the collapse of “Long Term Capi-
tal” and again in 1999 just prior to “Y2K”.    
 
During Greenspans’ tenure the economy experienced 
low inflation and steady growth, however, it has come at 
an enormous cost. Fast forward to January 2006 as 
Greenspan prepares to retire, total debt in the economy 
stands at 300% of GDP, a staggering $38 trillion. De-
spite Greenspans’ efforts and the enormous amount of 
new debt,  economic growth has been slowing the past 
twenty years or so.  
 
GDP grew more than 100% each decade during the 
60’s, 70’s and 80’s, however, growth slowed to about 
70% in the 90’s and this decade is growing at less than 
50%. In the 1960’s a dollar of GDP required $1.49 in 
new debt, in the 1980’s it increased to $2.98 and today a 
dollar of GDP requires $4.11 in new debt. The increased 
debt to GDP growth can be attributed to globalization, 
over time more debt has been used to buy foreign goods, 

more than $2 trillion in 2005 alone.  
 
The slowing economic numbers are also reflected in the 
jobs data. The economy created roughly 20 million jobs 
during the 60’s, the same number as in the 90’s, yet the  
number of workers in the work force in the late 90’s 
was 80% higher (207 mil vs. 117 mil) than in the 1960’s.  
The jobs data is even weaker since 2000, job growth at 
it’s current rate, will total 5 million this decade, 75% 
fewer jobs than created in the 90’s.          

 
Greenspan’s policies have done little to prepare the 
economy for the challenges of globalization. In fact, 
“accommodative” monetary policy may have “masked 
over” the fundamental weaknesses of the economy, giv-
ing everyone a false sense of well being. These policies 
encouraged consumption at the expense of savings and 
resulted in several unintended consequences. By the 
mid-1990’s the economy had come to believe that 
Greenspan would always respond favorably to a finan-
cial crisis, that is he would “soften” the impact, reduce 
the risk. Human psychology as it is,  people will assume 
more risk when conditions are perceived to be safer. Ul-
timately these conditions led to a stock market “bubble” 
and ensuing crash. As the economy began to slow in 
2001, Greenspan and the federal gov’t combined on the 
largest economic stimulus program in history.  The ex-
cess liquidity again drove speculation, however, this 
time it found it’s way into all asset classes, blurring the 
risk premiums that traditionally existed between them. 
Stocks, bonds, real estate, gold, silver, oil, copper, steel, 
lumber, aluminum, etc. have all increased significantly 
in value as the worlds major governments joined in to 
add liquidity to the world economy. It’s appears that 
central banks are fighting deflation not inflation.  
 
This doesn’t leave Ben Bernanke in a very enviable po-
sition.  Many have praised the Greenspan years but his-
tory may eventually view his stewardship differently. 

People are predictably irrational, we tend to 
make the same mistakes over & over again...  


