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Fed Chief Warns of Widening Inequality

Bernanke Cautions
That Some Fixes

vggluld Hurt q%?ﬂ%

By Davip WESSEL

WASHINGTON—Federal Re-
serve Chairman Ben Bernanke
cautioned that widening eco-
nomic inequality may make
Americans “less willing to ac-
cept the dynamism ... so essen-
tial to economic progress.” But
he warned politicians to avoid
responses that would make la-
bor markets less flexible or cre-
ate barriers to international
trade and investment.

In an unusual speech for a
central banker, Mr. Bernanke
said a wiser approach to the
problem would be toimprove ed-
ucation and training and to cush-
ion dislocations caused by tech-
nology and globalization. He
cited such steps as making
health and pension benefits
more portable and offering re-
training and job-search assis-
tance to displaced workers.

Mr. Bernanke’s comments at
the Greater Omaha Chamber of
Commerce add to a chorus of
concern about widening eco-
nomic inequality from top gov-
ernment officials, including
Pre51dent Bush Treasury Secre-

tary Henry Paulson and
Mr, Bernanke’s predeces-
sor, Alan Greenspan, as
well as prominent Demo-
crats.

Wandering beyond the -
boundaries of monetary
policy, hisarea of responsi-
bility, Mr. Bernanke said:
“Although average eco-
nomic well-being has in-
creased considerably over
time, the degree ofinequal- - ©
ity in economic outcomes |
has increased as
well ... foratleast three de-
cades.” Atext ofhis speech
was released by the Fed in
Washington.

In his 15-page lecture,
complete with 48 aca-
demicreferences, Mr. Ber-
nankedocumented theine-
quality evident in dataon |
wages, household in-
comes and even baseball !
players’ contracts. He also
examined economic
forces behind the trend,
from changes in technol-
ogy that have increased employ-
ers’ appetite for more-educated
workers, to the decline of unions,
to the surge in chief executives’
salaries, to the impact of global-
ization. He said the effect of the
latter has been “moderate and al-
most surely less important than
the effects of ... technological

change

The Fed chairman noted that
in professions ranging from en-
tertainment to investment bank-
ing, the forces of globalization
and technological innovation
have increased the value of the
most-talented individuals—the
“superstars”—over the merely
good. “Two decades ago, the
highest-paid player for the Bos-

ton Red Sox (and in the Ameri-

possible, economic out-
comes needn’t be equal
but should be linked to a
person’s contributions,
and people should get
some insurance against
very painful outcomes.

“We ... believe,” he
said, referring to Ameri-
cans generally, “that nc
one should be allowed tc
slip too far down the eco-
nomic ladder, especially
for reasons peyond his o1
her control.”

Mr. Bernanke, wh

can League), Jim Rice, earned
(in inflation-adjusted terms)
just over $3 million. In 2004,
the highest-paid player on the
Red Sox (and in all of major-
league baseball) was Manny
Ramirez, who received $22.5
million for the season.”

“The number of fans who can
fit into Fenway Park has riot in-
creased much ... presumably the
Red Sox owners believed that
Ramirez’s highest salary was jus-
tified by the increases in broad-
cast and merchandising reve-
nues he might generate as a re-
sult of the confluence of new dis-
tribution channels (such as Inter-
net-based broadcasts of games)
and alarger and wealthier poten-
tial global audience,” he added.

Mr. Bernanke spoke explicitly
about the degree and causes of in-
equality, and more carefully
about the increasingly loud politi-
cal debate over what, if anything,
to do about it. “Firm conclusions
about the extent to which policy
should attempt to offset inequal-
ity ... are properly left to the po-
litical process,” he said.

But he offered three princi-
plesthat he said are “broadly ac-
cepted in our society”—eco-
nomic opportunity should be as
widely distributed and equal as

served briefly as an eco:
nomic adviser to Mr. Busl
before becoming Fec
chief a year ago, avoidec
any mention of tax policy
a favorite tool of Demo
crats interested in reduc
ing the inequality pro
. duced by market forces
... Henoted that eliminating
!! inequality - altogethe:
- would be unwise.

“Our market-basec
economy, which encour
ages productive activity prima
rily through the promise of fi
nancial reward, would functior
less effectively,” he argued. Th
dynamism that has propelle
the U.S. economy for decade:
brings with it “painful disloca
tions” for some workers, hi
added. But he said, “If we di
not place some limits on thi
downside risks to individu
als ... the public at large migh
become less willing to accep
the dynamism that is so essen
tial to economic progress.”

When Mr. Greenspan was Feq
chairman, he occasionally ex
pressed concern about the wid
ening gap between winners ang
losers in the American economy
though usually in response te
questions from members of Con
gress, rather than in publi
speeches. At the Joint Economi
Committee in June 2005, for in
stance, Mr. Greenspan observed
“As I've often said, this is not the
type of thing whlch ademocrati
society—a capitalist democrati
society—can really accept with
out addressing.”

Mr. Greenspan generally at
tributed the disparities to the ex
tra wages that employers pa
more-educated workers. Mr. Ber
nanke acknowledged thatisama
jor factor, but not the only one.




