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I had to single out the one that truly set him apart,

it was his extraordinary, hands-on command of eco-
nomic data—and his willingness to mine it himself, re-
lentlessly and creatively, in pursuit of trends no one else
had yet seen.

Most Fed chairs consume the analysis their staffs
prepare for them. Alan produced his own. He pored over
disaggregated numbers, broke series apart industry by
industry, and reassembled them into stories about the
economy that were often invisible in the aggregates ev-
eryone else was watching. He was, in the most literal
sense, a data detective.

Alan Greenspan possessed many rare qualities, but if

What made the Maestro unique? TIE asked several
long-time contributors to single out one attribute from
his many years of public service that they believe made

the late Fed Chair Alan Greenspan one of a kind.

Consider his fascination with the cash that house-
holds were extracting from their homes. As mortgage
rates fell and refinancing surged in the 1990s and early
2000s, Alan suspected that home-equity extraction had
become a powerful and largely unmeasured engine of
consumer spending. He did not simply assert it. Working
with Fed economist James Kennedy, he built a system to
reconstruct the gross mortgage flows that official statistics
no longer captured, estimating how much equity home-
owners were withdrawing and how they were spending
it. It was painstaking, granular work, and it illuminated
a channel from housing wealth to consumption that the
rest of the profession only later came to appreciate—and
whose importance would become all too clear in the fol-
lowing decade.

The defining episode, though, came in 1996.
Unemployment had fallen well below what most of us
then believed was the natural rate, and much of the Federal
Open Market Committee, along with much of the Board
staff, was convinced that inflation was about to accelerate
and that rates had to rise. Alan disagreed. Studying the
productivity data sector by sector, he concluded that the
official statistics were understating gains concentrated
in industries where output was hardest to measure, and
that heightened job insecurity was restraining wage de-
mands even in a tight labor market. It was an argument
his colleagues—myself included, at first—found difficult
to follow.

I came to believe he was right, and I set out to make
his intuition more understandable by writing a short
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paper in which greater worker insecurity was embedded
in a more standard Phillips curve framework. Alan was
grateful and circulated it to the entire Committee; Bob
Woodward recounts the exchange in his book Maestro.
Alan needed help making the case in the language the rest
of us spoke—but the insight was his, drawn from the data.
He held rates steady, the expansion ran on without an in-
flationary breakout, and history vindicated him.

That was Greenspan’s genius: not merely to read the
data, but to interrogate it until it yielded truths the mod-
els had missed—backed by the courage to act on what
he found.

Greenspan gave
credibility to the
concept of

unconventional

monetary policy.

JACQUES DE LAROSIERE
Former Managing Director, International Monetary Fund, and
Honorary Governor, Banque de France

the impression of having a commanding intellectu-
al grasp of all financial markets.

I got to know him in the 1980s and 1990s when I used
to listen to him during his visits to Basel at the Bank for
International Settlements.

In fact, the macroeconomic figures we focused on
were not the main center of his attention.

What often “triggered” his analysis was a “minor sta-
tistic’—for example, on inventory trends in a very specific
type of enterprise.

Based on his knowledge of these figures—which
everyone else ignored—Greenspan built his explanation.
The “small figures,” he believed, held explanatory value
and revealed broader trends.

And that’s how he fascinated us: he started with ob-
scure details, amplified their significance, and gave the
impression that he understood the world while we were
merely plowing through it.

It was extraordinary to watch him explain the com-
plexity of finance while we were busy interpreting inter-
national statistics.

Alan Greenspan was certainly unique in that he gave

I admired this intelligence, which gave the impres-
sion of being universal, even though it often began with
modest developments that he transformed into powerful
explanatory elements.

There are many other aspects to this brilliant per-
sonality. Greenspan gave credibility—which, in my view
posed a problem—to the concept of unconventional mon-
etary policy.

His attitude—modest, all things considered—toward
the markets and his fear of disrupting them were also de-
fining characteristics, though not “unique” ones.

There is, of course, also Greenspan’s “put,” which
lulled us into a false sense of security by propping up the
financial markets at the cost of overlooking moral hazard.

But the uniqueness of his personality does not lie
there, it seems to me. It lies in his ability to give the im-
pression that he understood the world better than anyone
else based on his particular knowledge. A magician!

Greenspan could always
be sure of the audience’s
full attention, probably not
least because they were
Jocused on detecting a
hidden message related to

the actual topic.

OTMAR ISSING
Founding Member of the Executive Board,
European Central Bank

of the Bundesbank and later the European Central

Bank, I met Alan Greenspan frequently. These
encounters were usually very brief. I heard numerous
speeches and shared a panel with him on several occa-
sions. I was fascinated by how elegantly he sidestepped
critical questions. On several occasions, we were on a
panel about monetary policy on the sidelines of the annu-
al meetings of the International Monetary Fund and the
World Bank. While I endeavored to explain the monetary
policy of the Bundesbank and later the ECB, Greenspan
hardly, if at all, mentioned the U.S. Federal Reserve. On
one occasion, he spoke exclusively about the develop-
ment of oil prices, peppered with all the details about
sweet and sour oil, and so forth. But regardless of what
he was speaking about, he could always be sure of the

D uring my time as a member of the Executive Board
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audience’s full attention, probably not least because they
were focused on detecting a hidden message related to
the actual topic.

In a meeting at the Fed immediately after the intro-
duction of the euro, he made it clear to me that uniting
such heterogeneous countries in a monetary union was
probably not a good idea. Years later, after I had just left
my position at the ECB, we were together on a panel in
Washington, D.C. There, he congratulated me, also per-
sonally, on the success of the euro. Undoubtedly due to
his presence, this was, incidentally, my highest-paid pub-
lic appearance.

.1 What made Alan
Greenspan unique
was his sense of
priority and

proportion.

[~

EDWIN M. TRUMAN

Research Fellow, Mossavar-Rahmani Center for Business
and Government, Harvard Kennedy School, former Assistant
Secretary for International Affairs, U.S. Treasury, and former
Director, International Finance, Federal Reserve Board

hat made Alan Greenspan’s public service unique
Wwas his sense of priority and proportion. He did

not engage maximally on every issue, but when
an issue was important, he addressed it with consummate
skill and high energy. A perfect example was his ap-
proach to the Clinton administration’s proposal to consol-
idate banking supervision and eliminate any role for the
Federal Reserve. The initiative did not come from the U.S.
Treasury and developed before Alan had cemented his re-
lationship with President Clinton.

Alan recognized that the proposal would destroy
the Federal Reserve as a System with a central Board
and twelve largely separate Reserve Banks. The Reserve
Banks play a major role in the supervision of member
banks. Absent that responsibility, the Reserve Banks
would become mere listening posts. They would no lon-
ger be able to attract highly qualified presidents. That, in
turn, would tilt the balance in the Federal Open Market
Committee toward the Board in Washington and away
from the bank presidents.

Recognizing this threat, Alan marshaled histori-
cal and international evidence to support either the sta-
tus quo or a centralization of banking supervision in the
Federal Reserve. In March 1994, he testified before the
House Banking Committee. His testimony was only
nine double-spaced pages but with back-up material, the
package totaled sixty-nine pages. The attached report on
the views of the Board not only reviewed the important
role that information from banking supervision played in
monetary policy deliberations and in support of the Fed’s
lender-of-last-resort function in crises, but also document-
ed the major role of the central banks in every other major
economy in banking supervision even when the central
bank formally was not the principal supervisory body.

The administration dropped the proposal.

Investors came to
believe that the
Federal Reserve
would always step in
to support markets—
the so-called

“Greenspan put.”
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LORENZO BINI SMAGHI
Chairman of the Board, Société Générale, and former
Member of the Executive Board, European Central Bank

at a critical juncture. His predecessor, Paul Volcker,

ad restored the central bank’s credibility by bring-

ing inflation down from around 15 percent in 1980 to 3.5

percent by mid-1987. However, the strong recovery fol-

lowing the 1982 recession, fueled by highly expansion-

ary fiscal policy and broad-based deregulation, was once
again generating inflationary pressures.

Greenspan recognized that monetary conditions had
become too accommodative and that policy tightening was
necessary. The Federal Reserve raised interest rates during
the first half of 1987 and increased them again to 7.5 per-
cent in October. Just days later, the stock market crashed.

Financial markets had clearly been unprepared for the
tightening and were exhibiting signs of what Greenspan
would later famously describe as “‘irrational exuberance.”

In response to the crash, Greenspan quickly reversed
course and cut interest rates to prevent a broader finan-
cial collapse that could have pushed the U.S. economy

A:an Greenspan took the helm of the Federal Reserve
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into a deep recession. At the time, he was widely praised
for stabilizing financial markets. However, this rapid
policy reversal became a defining feature of his tenure.
As investors came to believe that the Federal Reserve
would always step in to support markets—the so-called
“Greenspan put’—he became increasingly cautious about
raising rates, preferring to tighten only after carefully pre-
paring financial markets.

This approach inevitably biased monetary poli-
cy toward remaining accommodative for too long, with
tightening coming too late. It helped delay the economic
downturn but could not prevent the recession that eventu-
ally began in 1990-1991. President George H. W. Bush
had hoped that Greenspan would cut interest rates again
to avert the recession and save his presidency, but by
then monetary policy was constrained by the long and
variable lags with which it affects the economy. Bush’s
famous remark, “I reappointed him, and he disappointed
me,” remains a powerful reminder that central banks must
preserve their independence and remain focused on main-
taining price stability over the medium term.

What was unique
was Greenspan’s
love of data and
mathematical

precision.

STEVEN B. KAMIN

Senior Fellow, American Enterprise Institute,
and former Director, International Finance,
Federal Reserve Board of Governors

love of data and mathematical precision. I started my
career at the Federal Reserve in 1987, around the same
time as Greenspan—in fact, I first met him at a party held
for newly hired economists by Ted Truman, the long-time
director of the International Finance Division. So I was
never in the inner circle of policymaking under Greenspan
and I don’t know anything more about his views on eco-
nomics and monetary policy than the average Fed-watcher.
But two vignettes stick in my mind.
First, in my job following economic developments in
Argentina as it lurched toward hyperinflation in 1989, I

It will surprise no one if I highlight Alan Greenspan’s

was sending Greenspan daily memos on its financial situ-
ation. One day, I received back one of my earlier memos
with his characteristic scrawl—but no bathwater stains—
instructing me that the real interest rate is not calculated
as the nominal interest rate minus the inflation rate, but as
one plus the nominal interest rate (in decimals) divided by
one plus the inflation rate, all minus one. So much for my
Massachusetts Institute of Technology education; I did not
make that mistake again.

Second, I retain a faint wisp of a memory. I en-
tered Greenspan’s office one day to deliver a memo and
was immediately enveloped by a profound quietude.
Greenspan was at his desk, hunched over tables of
statistics, they looked like from the Survey of Current
Business. He looked up at me, slightly dazed, eyes
glazed over in thought.

That’s it! 2
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