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Federal Reserve Chairman Alan Greenspan signaled yesterday that the central bank is likely to raise short-term interest rates again in coming months. Possibly several times more, to set back the U.S. economy and keep inflation under control.

Greenspan told the House Banking Committee, "there is little evidence that the American economy, which grew more than 4 percent in 1999 and surged forward at an even faster pace in the second half of the year, is slowing appreciably."
The Feds has already lifted its target for overnight rates by a full percentage point since June. In the meantime, the Fed chairman said, spending by consumers and businesses on goods and services is increasing faster than the economy's ability to produce them, which causes lower unemployment. There is always a lag before the full effect of interest rate increases, which raise borrowing costs, work their way through the economy. The reason why inflation now is so low while the stock market is getting so high is because of poor international economy and cheep imports into the US. (Other than oil)

I believe that his interest rate hikes are good and probably necessary to dampen our bullish economy and prevent recession. And frankly I trust just about every action he takes because 
Greenspan has kept our economy booming for a long time.
That slowing should occur "before the effects of imbalances began to cumulate," generating more inflation and threatening continuation of the now record-long economic expansion, Greenspan said.

As he has in the past, the Fed chairman emphasized that a key reason U.S. economic growth has been so strong is the major rise in the value of assets, such as corporate stocks and owner-occupied homes. As those values have gone up, American households have become wealthier and chosen to spend about 3 or 4 cents of every dollar of added wealth – a phenomenon called the "wealth effect," he said.

At some point, an increase in longer-term interest rates usually puts a lid on rising asset values, but so far that hasn't happened this time. Rates have gone up, he said, but business has been so good that increases in earnings expectations "have more than offset" the restraining effect of higher rates on stock prices.

However, that could be changing. While prices of some high-tech company stocks have continued to shoot upward, the Dow Jones industrial average and the Standard & Poor's 500-stock index are now no higher than they were last spring.
For the wealth effect to diminish and demand for goods and services to ease, asset values only need to stop rising faster than the nation's incomes, Greenspan said.

Many financial analysts and investors had already assumed that the Fed would raise its 5.75 percent target for overnight rates more than once in coming months. With those expectations already incorporated in investors' thinking, Greenspan's remarks had only a small immediate impact on financial markets. The Dow fell 47 points to close trading at 10,515, while the Nasdaq composite index rose 121 to 4549, a record.

"We can comfortably assume that the chairman probably envisions not one tightening, probably not two, but several quarter-percentage-point rate increases," said Ray Stone of Stone & McCarthy, a financial markets research firm.

A number of other analysts, including Bruce Steinberg, chief economist for Merrill Lynch & Co. in New York, agreed.

"Greenspan's testimony was hawkish and pointed to more tightening," Steinberg said. "We still look for two more moves, but the risk is three or four."

Forecasts from the members of the Federal Reserve Board and the 12 regional Federal Reserve Bank presidents who participate in policymaking meetings show that most expect the economy to grow at a 3.5 percent to 3.75 percent pace this year, with the jobless rate remaining in the 4 percent to 4.25 percent range, Greenspan told the committee.

Most of the policymakers believe the economy can grow about that fast without driving unemployment lower and putting more upward pressure on wages. Since the economy grew 4.2 percent last year, that suggests growth "doesn't have to slow that much to satisfy the Fed," Steinberg said.

Stone said Greenspan's testimony could be taken by "some commentators as an indication that the next adjustment at the March 21 Fed policymaking meeting will be a half-percentage-point increase rather than the standard quarter point. But our sense is that the chairman's urgency is not specific to the March meeting, but more generally to a pattern of several quarter-point adjustments over a relatively short period of time."
Greenspan himself underscored that interpretation when he told a committee member late in the hearing, "Less volatile monetary policy helps stability and growth. Stable, incremental policy for monetary authorities is always best, if it's feasible. The less volatile policy changes are, the less volatile fluctuations in the financial system are, the greater is the long-term sustainable economic growth."

That is exactly the sort of approach to changes in interest rates Greenspan has pursued since he became chairman in 1987. And for the moment at least, that approach still looks feasible because Greenspan made it clear that his concerns about inflation relate not to the present but the future.

"Inflation has remained largely contained," he said. "An increase in the overall rate of inflation in 1999 was mainly a result of higher energy prices." And productivity – the amount of goods and services produced for each hour worked – grew so rapidly in the second half of last year that the cost of labor per unit of output actually declined.
Several committee members asked Greenspan what could be done to bring down world oil prices, which are hurting the pocketbooks and businesses of their constituents. Essentially, he said there is little that can be done, except possibly through diplomatic efforts to encourage oil producing nations to increase production.

The continuing low rate of inflation was confirmed yesterday by a Labor Department report that producer prices for finished goods were unchanged last month and up only 2.5 percent in the last 12 months – in the face of a 17.5 percent jump in energy prices. Moreover, so-called core producer prices, which exclude volatile food and energy prices, fell 0.2 percent last month and were only 0.8 percent higher than they were in January 1999. The decline in the core index was partly the result of an unexpected 4.2 percent drop in tobacco prices.

