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M r .  J a m e s  L o u i s  R o b e r t s o n ,  M e m b e r ,  B o a r d  of G o v e r n o r s ,  
F e d e r a l  R e s e r v e  S y s t e m ,  was  b o r n  in B r o k e n  Bow, N e b r a s k a ,  
31 O c t o b e r  1907. He r e c e i v e d  h is  A. B. d e g r e e  f r o m  G e o r g e  
W a s h i n g t o n  U n i v e r s i t y  in 1931; LL.  B . ,  1931; L L . M . ,  H a r v a r d  
U n i v e r s i t y ,  1932. He was  e m p l o y e d  by the  Uni t ed  S ta te s  Sena t e ,  
1928-31,  and as  a s p e c i a l  a g e n t  of the F e d e r a l  B u r e a u  of I n v e s t i g a -  
t ion,  1932-33.  He s e r v e d  as  a s s i s t a n t  c o u n s e l ,  a s s i s t a n t  c h i e f  
c o u n s e l  and depu ty  c o m p t r o l l e r  of the c u r r e n c y  f r o m  1933-52.  He 
was  a p p o i n l e d  by the P r e s i d e n t  to h is  p r e s e n t  p o s i t i o n  in 1952. He 
was  a d m i t t e d  to the  b a r  to p r a c t i c e  b e f o r e  the  C o u r t  of A p p e a l s ,  
D i s t r i c t  of C o l u m b i a ,  in 1935. He is a m e m b e r  of the  A m e r i c a n  
B a r  A s s o c i a t i o n  and the  F e d e r a l  B a r  A s s o c i a t i o n .  T h i s  is  h i s  f i r s t  
l e c t u r e  a t  the  C o l l e g e .  
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ADMIRAL CLARK:  G e n t l e m e n ,  you r e m e m b e r  tha t  at  the  v e r y  
b e g i n n i n g  of the c o u r s e  the C o l l e g e  p r o v i d e d  a s h o r t  r e f r e s h e r  c o u r s e  
in e c o n o m i c s ,  d u r i n g  w h i c h  we devo ted  o u r s e l v e s  a l m o s t  e n t i r e l y  to 
the  p r i n c i p l e s .  We a r e  now c o m i n g  to a point  w h e r e  we a r e  go ing  to 
c o n s i d e r  the  a p p l i c a t i o n  of s o m e  of t h e s e  b a s i c  p r i n c i p l e s  to the e c o n o m i c  
s t a b i l i z a t i o n  of the  c o u n t r y  w h e n  o u r  e c o n o m y  i s  u n d e r  u n u s u a l  p r e s -  
s u r e  s.  

I t h ink  we h a v e  on ly  to  p i ck  up the  d a i l y  n e w s p a p e r s  to r e a l i z e  who 
the  l e a d e r  in  the  f ight  fo r  s t a b i l i z a t i o n  i s .  In  t h i s  p o s i t i o n  of l e a d e r s h i p  
the F e d e r a l  R e s e r v e  S y s t e m  h a s  an  e x t r e m e l y  d i f f i cu l t ,  a c o n t i n u o u s l y  
d i f f i cu l t ,  t a s k ,  p a r t i c u l a r l y  in  the  a r e a  of b a l a n c i n g  the  n e e d s  of s h o r t -  
t e r m  v e r s u s  l o n g - t e r m  m e a s u r e s  fo r  tha t  s t a b i l i z a t i o n .  

To  t e l l  us  s o m e t h i n g  about  the  m o n e t a r y  o p e r a t i o n s  of the  F e d e r a l  
R e s e r v e  S y s t e m ,  we a r e  v e r y  f o r t u n a t e  t h i s  m o r n i n g  in  h a v i n g  one of 
the  m e m b e r s  of the B o a r d  of G o v e r n o r s  of tha t  S y s t e m  to a d d r e s s  us  
h e r e  on the  m o n e t a r y  and f i s c a l  p o l i c i e s  and o p e r a t i o n s  of the  S y s t e m .  
He is  G o v e r n o r  J a m e s  L .  R o b e r t s o n .  G o v e r n o r  R o b e r t s o n  h a s  b e e n  in  
G o v e r n m e n t  s e r v i c e  f o r  o v e r  30 y e a r s ,  and a l a r g e  p a r t  of h i s  t i m e  h a s  
b e e n  d e v o t e d  to m o n e t a r y  and f i s c a l  a f f a i r s .  

GoverrLor R o b e r t s o n ,  i t ' s  a g r e a t  p l e a s u r e  to w e l c o m e  you  to the  
C o l l e g e  and i n t r o d u c e  you  to t h i s  C l a s s  of 1958.. 

GOVERNOR ROBERTSON:  A d m i r a l  C l a r k  and G e n t l e m e n :  I d o n ' t  
know ju s t  how to go abou t  th is ;  but  if in  the  c o u r s e  of t h i s  t a lk  i t  a p p e a r s  
to m e  tha t  t h e r e ' s  a b e t t e r  w a y  to a p p r o a c h  i t ,  t ha t  we shou ld  s top  irr 
the  m i d d l e  of t h e s e  r e m a r k s  of m i n e  and s t a r t  l a u n c h i n g  q u e s t i o n s ,  
t h a t ' s  the w a y  w e ' r e  go ing  to do. And I hope  tha t  you wi l l  f e e l  p e r f e c t l y  
f r e e  to a s k  q u e s t i o n s .  D o n ' t  f e a r  tha t  I ' l l  be e m b a r r a s s e d  if I c a n ' t  
a n s w e r  t h e m .  I know tha t  t h e r e  a r e  m a n y  tha t  I c a n ' t .  If so ,  I ' l l  t r y  to 
ge t  you  the  a n s w e r s  f r o m  t h o s e  who do know.  

It  s e e m s  to  m e  tha t  t h e r e  a r e  an awfu l  lo t  of p r o b l e m s  w h i c h  a r e  
f a c i n g  the  w o r l d  t oday ,  and a l l  of us look  a t  t h e m  f r o m  a d i f f e r e n t  po in t  
of v i ew .  I th ink  tha t  s e e i n g  t h e m  f r o m  the s i t u s  of m y  h o m e t o w n ,  
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B r o k e n  Bow,  N e b r a s k a ,  i s  v e r y  d i f f e r e n t  f r o m  s e e i n g  t h e m  f r o m  w h e r e  
I s i t  a s  a m e m b e r  of t he  B o a r d  of G o v e r n o r s .  Bu t  f r o m  w h e r e  I s i t ,  
one  of the  b ig  o n e s  t h a t  l o o m s  up i s  how to  b r i n g  a b o u t  a b e t t e r  p u b l i c  
u n d e r s t a n d i n g  of the  F e d e r a l  R e s e r v e  S y s t e m ,  b e c a u s e  I t h i n k  t h a t  if  
t h a t  c a n  be a c h i e v e d ,  t he  l i v e s  and the  w e l f a r e  of e v e r y  A m e r i c a n  and 
p e o p l e  t h r o u g h o u t  the  w o r l d  wi l l  be b e n e f i t e d .  R e a l l y ,  t h a t ' s  the  r e a s o n  
t h a t  I a m  g l a d  to be h e r e  t o d a y ,  b e c a u s e  I f u l l y  u n d e r s t a n d  the  i n f l u e n c e  
t h a t  you  g e n t l e m e n  h a v e  on o t h e r s  and the  c o n t r i b u t i o n  w h i c h  you  c a n  
m a k e  to  t h a t  b e t t e r  u n d e r s t a n d i n g .  

As  a m a t t e r  of f a c t ,  i t  o f t e n  o c c u r s  to  m e  t h a t  t h o s e  of u s  who  a r e  
i n s i d e  the  F e d e r a l  R e s e r v e  S y s t e m  and  t a k e  i t s  p o l i c i e s  and  a c t i o n s  f o r  
g r a n t e d  would  be v e r y  m u c h  s h o c k e d  to  l e a r n  of the  r e a l  u n d e r s t a n d i n g ,  
o r ,  r a t h e r ,  t he  l a c k  of u n d e r s t a n d i n g ,  of g e n e r a l l y  w e l l - i n f o r m e d  
p e o p l e  w i t h  r e s p e c t  to the  S y s t e m .  I t ' s  i m p o r t a n t  f r o m  m y  p o i n t  of  v i e w  
t h a t  the  S y s t e m ' s  p o l i c i e s  and a c t i o n s  be u n d e r s t o o d ,  b e c a u s e  if t h e y  
a r e  ~aot c o r r e c t l y  i n t e r p r e t e d  by  t he  p e o p l e  who  a r e  a f f e c t e d  by  t h e m ,  
t h o s e  p e o p l e  a r e  v e r y  ap t  to f ly  f r o m  the  e x t r e m e  of b u l l i s h n e s s  to  
b e a r i s h n e s s  and  b a c k  a g a i n .  I t  s e e m s  to  m e  t h a t  u n d e r s t a n d i n g  would  
l e a d  to  m o r e  t e m p e r a t e  r e a c t i o n s  and we a r e  m o r e  ap t  to  ge t  th~ e f f e c t  
t h a t  we wan t .  Of c o u r s e ,  I w o u l d n ' t  f o r  a m o m e n t  e v e n  i m p l y  t h a t  an  
u n d e r s t a n d i n g  of F e d e r a l  R e s e r v e  p o l i c i e s  and a c t i o n s  wou ld  p r o v i d e  a 
r e a d y  s o l u t i o n  to  a l l  of  o u r  p r o b l e m s ,  b e c a u s e  e v e n  a m o n g  t h o s e  w h o  
do r e a l l y  u n d e r s t a n d  F e d e r a l  R e s e r v e  p o l i c i e s  and a c t i o n s  t h e r e  a r e  
b a s i c  d i f f e r e n c e s  of b o t h  p h i l o s o p h y  and  po in t  of v i e w .  

F o r  e x a m p l e ,  t h e r e  a r e  t h o s e  who t h i n k  t h a t  the  S y s t e m  s h o u l d  a t -  
t e m p t  to  p r o m o t e  the  f u l l e s t  p o s s i b l e  e c o n o m i c  a c t i v i t y  in  o r d e r  to  
p r e v e n t  any  u n e m p l o y m e n t  w h a t s o e v e r ,  e v e n  at  t he  r i s k  o r  t he  c o s t  of 
a l i t t l e  i n f l a t i o n  and  s o m e t i m e s  not  s u c h  a l i t t l e  a m o u n t .  T h e n  on t he  
o t h e r  s i d e  t h e r e  a r e  t h o s e  who  b e l i e v e  t h a t  a l i t t l e  d e p r e s s i o n  e v e r y  now 
and  t h e n  i s  a v e r y  good  t h e r a p e u t i c  p u r g e .  Wel l ,  t he  F e d e r a l  R e s e r v e  
d o e s n ' t  h o l d  w i t h  e i t h e r  of t h e s e  e x t r e m e  b e l i e f s .  As  a r e s u l t  we f ind  
c r i t i c s  on b o t h  s i d e s  of u s - - t h o s e  who a r e  u r g i n g  us  on and  t h o s e  who  
a r e  u r g i n g  us  t o w a r d  g r e a t e r  c u t s .  As  a m a t t e r  of  f a c t ,  I w o u l d  be a 
l i t t l e  s h o c k e d  if a t  any  p a r t i c u l a r  t i m e  we found  a l l  of t he  c r i t i c i s m  
c o m i n g  f r o m  one  s i d e ,  b e c a u s e  t h a t  wou ld  i n d i c a t e  to  m e  t h a t  we h a d  
d e v i a t e d  f r o m  the  g o l d e n  m e a n  of p o l i c y  f o r m a t i o n .  

Now,  b e f o r e  I go any  f u r t h e r ,  l e t  m e  d e f i n e  the  t e r m s  t h a t  I w i l l  
u s e .  O r d i n a r i l y  the  F e d e r a l  R e s e r v e  S y s t e m  i n c l u d e s  the  6 , 4 0 0  c o m -  
m e r c i a l  b a n k s  of  t h i s  c o u n t r y  w h i c h  a r e  m e m b e r s  of t he  F e d e r a l  
R e s e r v e  S y s t e m  and  h o l d  85 p e r c e n t  of t he  d e p o s i t s  of the  c o u n t r y ;  t he  



12 F e d e r a l  R e s e r v e  banks  and t h e i r  24 b r a n c h e s ,  s c a t t e r e d  in 36 of the 
m a j o r  c i t i e s  of the c o u n t r y ;  the Open  M a r k e t  C o m m i t t e e ;  the F e d e r a l  
A d v i s o r y  Counc i l ;  and the B o a r d  of G o v e r n o r s .  But  f o r  the s ake  of c o n -  
v e n i e n c e  I ' d  l ike  to l i m i t  that  and use  " t h e  S y s t e m "  to m e a n  on ly  the 
F e d e r a l  R e s e r v e  b a n k s  and b r a n c h e s ,  the Open  M a r k e t  C o m m i t t e e ,  and 
the B o a r d  of G o v e r n o r s .  

T a k i n g  t h e m  up in tha t  o r d e r ,  the F e d e r a l  R e s e r v e  b a n k s  and t h e i r  
b r a n c h e s  p e r f o r m  v e r y  i m p o r t a n t  s e r v i c e  func t i ons  fo r  this  c o u n t r y .  
T h e y  p e r f o r m  s e r v i c e s  not  on ly  f o r  the c o m m e r c i a l  b a n k s ,  but  f o r  a l l  
the peop le  of the c o u n t r y .  As you know, when  the S y s t e m  was  f i r s t  s e t  
up, when  the F e d e r a l  R e s e r v e  Ac t  was  f i r s t  adop ted ,  it  was  p r i m a r i l y  
d e s i g n e d  to p e r f o r m  a se . rv ice  f u n c t i o n - - t o  p r o v i d e  an e l a s t i c  c u r r e n c y  
and to b r i n g  to an  end the r e c u r r e n t  f i n a n c i a l  p a n i c s  w h i c h  had  b e s e t  
th is  c o u n t r y  f o r  so m a n y  y e a r s .  

I m u s t  s ay ,  wi thou t  b o a s t i n g  at  a l l ,  that  the S y s t e m  h a s  r e a l l y  p e r -  
f o r m e d  in  ~hat r e s p e c t .  It  ha s  p e r f o r m e d  so we l l ,  in f ac t ,  tha t  t oday  
p r a c t i c a l l y  no one ,  e x c e p t  f o r  a few h i s t o r i a n s ,  c a n  r e m e m b e r  tha t  we 
e v e r  had  f i n a n c i a l  p a n i c s  in this  c o u n t r y ,  not c a u s e d  by w e a k n e s s e s  of 
c r e d i t  o r  by l o s s  of va lue  of a s s e t s ,  but by the s h e e r  i n a b i l i t y  to o b t a i n  
c u r r e n c y .  P r a c t i c a l l y  a l l  of the c u r r e n c y  of this  c o u n t r y  goes  out  
t h r o u g h  the F e d e r a l  R e s e r v e  b a n k s ,  and it c o m e s  b a c k  in t h r o u g h  the 
F e d e r a l  R e s e r v e  banks  e i t h e r  f o r  r e i s s u a n c e  or  f o r  d e s t r u c t i o n .  T h e r e  
a r e  a p p r o x i m a t e l y  $31 b i l l i o n  o u t s t a n d i n g  today,  $27 b i l l i o n  o u t s i d e  of 
the b a n k s .  Tha t  a m o u n t  w i l l  v a r y  j u s t  b e f o r e  C h r i s t m a s  by a b i l l i o n  
d o l l a r s ,  r e c e d i n g  d u r i n g  the f o l l o w i n g  m o n t h s .  T h e r e  a r e  s l i g h t e r  v a r -  
i a t i o n s  d u r i n g  the p e r i o d  p r e c e d i n g  and fo l l owing  the F o u r t h  of J u l y  and 
L a b o r  D a y .  

You m i g h t  be i n t e r e s t e d  in the f ac t  that  t h e s e  F e d e r a l  R e s e r v e  
b a n k s  and  t h e i r  20, 000 e m p l o y e e s  h a n d l e d  enough  c u r r e n c y  j u s t  l a s t  
y e a r  to s t a c k  350 m i l e s  h i g h .  T h a t ' s  a lot  of c u r r e n c y .  

O r  take the o t h e r  s i d e  of i t .  Take  the c l e a r a n c e  of c h e c k s .  T a k e  
y o u r  c h e c k s  and m y  c h e c k s ,  p a y i n g  y o u r  b i l l s  and m y  b i l l s  t h r o u g h o u t  
the who le  Uni t ed  S t a t e s .  M o s t  of t h e m  a r e  c l e a r e d  t h r o u g h  the F e d e r a l  
R e s e r v e  S y s t e m .  So j u s t  f o r  the fun  of i t  I a s c e r t a i n e d  the n u m b e r  of 
c h e c k s  which  w e r e  c l e a r e d  l a s t  y e a r .  T h e n  I had  one of o u r  s t a t i s t i c i a n s  
take the a v e r a g e  m e a s u r e m e n t  of a c h e c k  and  add t h e m  a l l  t o g e t h e r  to  

f ind  out  how long  a c h e c k  r i b b o n  those  c h e c k s  would  m a k e .  The  r i b b o n  
was  long  enough  to w r a p  a l l  the way  a r o u n d  the w o r l d ,  not once  but  10 
t i m e s ,  and s t i l l  l e a v e  enough  o v e r  to t ie  a bowkno t  the loops  and ends  
of wh ich  would  f e s t o o n  the e n t i r e  S ta te  of T e x a s .  Wel l ,  t h a t ' s  a r e a l  
c o n t r i b u t i o n  to the e c o n o m i c  m a c h i n e  upon wh ich  o u r  way  of l i fe  is  b a s e d .  
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Well ,  l e t ' s  t ake  one o t h e r  l i t t l e  s e r v i c e  func t ion  which  a l m o s t  no 
one knows  any th ing  about.  T h a t ' s  the  I n t e r d i s t r i c t  S e t t l e m e n t  Fund ,  
o p e r a t e d  l a r g e l y  in  Wash ing ton ,  t h rough  which  the v a s t  m a j o r i t y  of the  
f i n a n c i a l  t r a n s a c t i o n s  of the c o u n t r y  a r e  c l e a r e d  dai ly .  E v e r y  n ight  
e v e r y  F e d e r a l  R e s e r v e  bank  w i r e s  in to us the a m o u n t  of i t s  o b l i g a t i o n s ,  
and we deb i t  o r  c r e d i t  t h o s e  to the accoun t  of the  a p p r o p r i a t e  F e d e r a l  
R e s e r v e  bank  or b r a n c h .  E v e r y  s i ng l e  day f i n a n c i a l  t r a n s a c t i o n s  a m o u n t -  
ing  to a p p r o x i m a t e l y  $4 b i l l i o n  a r e  t r a n s f e r r e d  in that  m a n n e r .  

L e t ' s  t ake  a n o t h e r  c u r i o u s  f a c t - - t h a t  of a c t i ng  as  f i s c a l  agen t  fo r  
the G o v e r n m e n t .  The  publ ic  debt  t r a n s a c t i o n s ,  the  i s s u a n c e  of G o v e r n -  
m e n t  s e c u r i t i e s ,  the e x c h a n g e  of t h e m ,  the r e d e m p t i o n  of t h e m ,  the  
p a y m e n t  of t h e m - - a l l  t h o s e  a r e  h a n d l e d  t h rough  the F e d e r a l  R e s e r v e  
b a n k s .  T h a t ' s  a r e a l l y  l a r g e  a m o u n t  of work .  We ac t  as  f i s c a l  agen t ,  
fo r  e x a m p l e ,  for  the P o s t  Off ice  D e p a r t m e n t ,  wi th  a l l  of i t s  p o s t a l  m o n e y  
o r d e r s ,  for  the E x p o r t - I m p o r t  Bank,  the  C o m m o d i t y  C r e d i t  C o r p o r a t i o n ,  
and the l i k e .  

Wel l ,  one of the  o t h e r  jobs  which  was  i m p o s e d  upon the F e d e r a l  
R e s e r v e  S y s t e m  by the F e d e r a l  R e s e r v e  Act  was  tha t  of i m p r o v i n g  bank  
s u p e r v i s i o n .  T h i s  we have  a t t e m p t e d  to do t h r o u g h o u t  the y e a r s  in 
s e v e r a l  ways .  

F i r s t ,  we e x a m i n e  a l l  of the  State  m e m b e r  banks .  We r e v i e w  the  
r e p o r t s  of e x a m i n a t i o n  c o v e r i n g  a l l  the  na t i ona l  banks  of the c o u n t r y  and 
thus  k e e p  a w e a t h e r  eye  out on t hose .  We i s s u e  r e g u l a t i o n s  a p p l i c a b l e  
to a l l  m e m b e r  b a n k s  t h r o u g h o u t  the c o u n t r y .  We,  the  F e d e r a l  R e s e r v e  
B o a r d ,  e v e n  conduc t  s c h o o l s  fo r  new  a s s i s t a n t  e x a m i n e r s  and fo r  the 
old e x a m i n e r s ,  t h o s e  who a r e  r e a l l y  e x p e r t s  in t h e i r  f i e ld .  T h i s  
t r a i n i n g  is  not  only  for  our  own peop le ,  but  fo r  t hose  f r o m  the  n a t i o n a l  
bank  e x a m i n i n g  f o r c e  of the C o m p t r o l l e r  of the  C u r r e n c y ,  the F e d e r a l  
D e p o s i t  I n s u r a n c e  C o r p o r a t i o n ,  and to the e x t e n t  we can  do so,  for  
r e p r e s e n t a t i v e s  of the State s u p e r v i s o r y  f o r c e .  We have  t h o s e  s c h o o l s  
go ing  a l m o s t  con t i nua l l y .  In the  p r o c e s s  we a r e  t r a i n i n g  b e t t e r  e x a m -  
i n e r s  and thus  do ing  a m u c h  b e t t e r  job.  

Al l  of us know that  the  F e d e r a l  R e s e r v e  S y s t e m  p e r f o r m s  an e v e n  
m o r e v i t a l  func t ion .  It i s  v i t a l  f r o m  the s t andpo in t  of the  e c o n o m i c  
w e l f a r e  of the  peop le  of th i s  c o u n t r y  b e c a u s e ,  f i r s t  and f o r e m o s t ,  the  
F e d e r a l  R e s e r v e  S y s t e m  is  the c e n t r a l  bank  of the  Uni t ed  S ta tes .  As 
such  i t  i s  the  l e n d e r  of l a s t  r e s o r t ,  the c r e a t o r  of bank  r e s e r v e s ,  and 
the  r e g u l a t o r  of the v o l u m e  and supp ly  of m o n e y .  In s h o r t ,  i t  f o r m -  
u l a t e s  and e x e c u t e s  m o n e t a r y  po l i cy ,  one of the  m o s t  po ten t  f o r c e s  in 
the  e c o n o m y .  

4 



Y o u  m a y  w a n t  to k n o w  w h a t  t he  m o n e t a r y  p o l i c y  of  t h e  S y s t e m  i s .  
W e l l ,  i t ' s  v e r y  s i m p l e .  I t ' s  m e r e l y  to p r o v i d e  the  e c o n o m y  w i t h  a l l  
t he  m o n e y  a n d  c r e d i t  i t  n e e d s ,  n o t  o n l y  f o r  a n o r m a l  o p e r a t i o n ,  b u t  
f o r  h e a l t h y  g r o w t h  a s  w e l l ,  b u t  n o t  so  m u c h  a s  to i n d u c e  i n f l a t i o n  o n  
t h e  o n e  s i d e  o r  to b r i n g  a b o u t  d e f l a t i o n  o n  the  o t h e r .  

We c o n s i d e r  o u r  j ob  to b e  t h a t  of  t h e  p r e v e n t i n g  of  b o o m  a n d  b u s t  
c y c l e s  f r o m  a r i s i n g  o u t  o f  m o n e y  a n d  c r e d i t  c a u s e s ,  a n d ,  to the  e x t e n t  
t h a t  we  a r e  a b l e  to do  s o ,  to m o d e r a t e  a c y c l i c a l  m o v e m e n t  s t e m m i n g  
f r o m  a n y  o t h e r  c a u s e .  

Of  c o u r s e ,  s i n c e  b o t h  i n f l a t i o n  a n d  d e f l a t i o n  a r e  c a u s e d  b y  f a c t o r s  
o t h e r  t h a n  t h e  m i s b e h a v i o r  of  m o n e y  a n d  c r e d i t ,  we  c a n n o t  e x p e c t  t oo  
m u c h .  W e  c a n  n e v e r  k e e p  t h e  e c o n o m y  of  t h i s  c o u n t r y ,  o r  a n y  d y n a m i c  
e c o n o m y ,  o n  a c o m p l e t e l y  e v e n  k e e l .  Y o u  c a n ' t  k e e p  p r o d u c t i o n  o n  a 
s t r a i g h t  u p w a r d  p a t h ,  and  y o u  c a n ' t  k e e p  e m p l o y m e n t  t h a t  w a y  e i t h e r .  
I t '  s c o m p l e t e  ly  i m p r a c  t ic  a b l e .  

O u r  c r i t i c s  e x p e c t  u s  to a c h i e v e  t h i s ,  b u t  t h a t ' s  m e r e l y  a n o t h e r  
r e a s o n  w h y  we  n e e d  to h a v e  a b r o a d e r  a n d  b e t t e r  u n d e r s t a n d i n g  o f  
F e d e r a l  R e s e r v e  p o l i c y  a n d  p r a c t i c e .  P e o p l e  s h o u l d  k n o w  n o t  o n l y  
the  p o w e r  w h i c h  the  S y s t e m  w i e l d s  i n  t h e  e c o n o m y ,  b u t  a l s o  the  l i m i -  
t a t i o n s  o n  t h a t  p o w e r .  

F 6 r  e x a m p l e ,  we  h a v e  no c o n t r o l  w h a t s o e v e r  o v e r  t he  s t r o n g e s t  
i n f l u e n c e  in  t h i s  e c o n o m y - - t h e  p s y c h o l o g i c a l  a t t i t u d e  o f  p e o p l e .  W e  
h a v e  no  c o n t r o l ,  a n d  s h o u l d n ' t  h a v e ,  o v e r  the  s p e n d i n g  h a b i t s  of  p e o p l e .  
W e  h a v e  n o  c o n t r o l ,  a n d  s h o u l d n ' t  h a v e ,  o v e r  t h e  s a v i n g  h a b i t s  o f  
p e o p l e ,  t he  p u b l i c  d e b t ,  o r  t h e  b u d g e t .  N o r  do  we  h a v e  a n y  c o n t r o l  
o v e r  t h e  s p e c i a l  p r e s s u r e s  b r o u g h t  b y  i n d u s t r i a l ,  l a b o r ,  a n d  a g r i c u l -  
t u r a l  g r o u p s ,  w h i c h  r e s u l t  i n  p r i c e  a n d  w a g e  i n c r e a s e s ,  i n  g o v e r n -  
m e n t a l  s u b s i d i e s ,  a n d  in  g r a n t s  o f  o n e  s o r t  o r  a n o t h e r .  A l l  w e  c a n  do 
t h r o u g h  a d j u s t m e n t  of t he  v o l u m e  o f  r e s e r v e s  a n d  a d j u s t m e n t  of  the  
m o n e y  s u p p l y  i s  to p r o v i d e  a m o n e t a r y  c l i m a t e  w h i c h  i s  c o n d u c i v e  to 
e c o n o m i c  s t a b i l i t y  a n d  g r o w t h .  

N o w ,  w e  do  t h i s ,  o r  a t t e m p t  to do  i t ,  t h r o u g h  t h e  i n s t i t u t i o n  of  
f r a c t i o n a l  r e s e r v e s .  T h i s  s y s t e m  of  r e s e r v e s  i s  a v e r y  i m p o r t a n t  
o n e .  R e s e r v e s  a r e  n o t  w h a t  t h e y  u s e d  to b e ,  a n d  t h e y  a r e  n o t  w h a t  
m a n y  p e o p l e  t h i n k  t h e y  a r e .  I ' m  f r e e  to a d m i t  t h a t  t he  w h o l e  a r e a  o f  
r e s e r v e  r e q u i r e m e n t s  h a s  g r o w n  up  l i k e  T o p s y ,  and  a s  a r e s u l t  t h e r e  
a r e  m a n y  i n e q u i t i e s  w h i c h  a r i s e  o u t  of  i t .  



But  the b ig  q u e s t i o n  is how the r e s e r v e  r e q u i r e m e n t s  a f f ec t  the 
c o s t  and the a v a i l a b i l i t y  of m o n e y .  T h e  a n s w e r  r e v o l v e s  a r o u n d  the 
f a c t  that  the v o l u m e  of r e s e r v e s  d e t e r m i n e s  the a m o u n t  of m o n e y  and 
c r e d i t  a v a i l a b l e  f o r  the e c o n o m y .  If the v o l u m e  of c u r r e n t  r e s e r v e s  
in the e n t i r e  b a n k i n g  s y s t e m  w e r e  e x a c t l y  e q u a l  to the v o l u m e  of r e -  
q u i r e d  r e s e r v e s ,  the bank ing  s y s t e m  c o u l d n ' t  ex t end  a s i n g l e  loan ,  
m a k e  a s i n g l e  e x t e n s i o n  of c r e d i t ,  b e c a u s e  to do so would  be to c r e a t e  
d e p o s i t s  f o r  w h i c h  t h e r e  was  no r e s e r v e  and c o n s e q u e n t l y  to c r e a t e  a 
d e f i c i e n c y .  On the o t h e r  hand ,  if that  v o l u m e  of r e s e r . v e s  w e r e  s u b -  
s t a n t i a l l y  e x p a n d e d ,  the bank ing  s y s t e m  cou ld  not  on ly  m a k e  f u r t h e r  
e x t e n t i o n s  of c r e d i t  and p u r c h a s e  s e c u r i t i e s ,  but  i t  would  ~probably 
s h a v e  i n t e r e s t  r a t e s  in o r d e r  to put id le  funds  to w o r k ,  b e c a u s e  banks  
c a n ' t  a f f o r d  to have  id le  funds  s i t t i n g  a r o u n d  not  e a r n i n g  t h e i r  k e e p .  
And,  if that  v o l u m e  of r e s e r v e s  w e r e  r e d u c e d ,  the b a n k i n g  s y s t e m  
would  h a v e  to c a l l  in  l o a n s ,  it c e r t a i n l y  would  be m o r e  r e l u c t a n t  to 
ex tend  a d d i t i o n a l  c r e d i t ,  and it would  c h a r g e  m o r e  f o r  wha t  i t  d id .  
T h e r e  can  be no doubt  that  a w i l l i n g n e s s  of banks  to l end  t ends  to p r o -  
m o t e  e c o n o m i c  e x p a n s i o n  and t h e i r  u n w i l l i n g n e s s  to do so has  the op-  
p o s i t e  e f f e c t .  
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So th is  v o l u m e  of r e s e r v e s  can  be  e x p a n d e d ,  e i t h e r  at the i n i t i a -  
t ive of the c o m m e r c i a l  bank ing  s y s t e m  t h r o u g h  b o r r o w i n g  f r o m  F e d e r a l  
R e s e r v e  b a n k s ,  in w h i c h  c a s e  t h e i r  a c c o u n t s  a r e  c r e d i t e d  wi th  s o -  
c a l l e d  h i g h - p o w e r e d  F e d e r a l  R e s e r v e  d o l l a r s ;  o r  the F e d e r a l  R e s e r v e  
S y s t e m  i t s e l f  c a n  do it  by p u r c h a s i n g  G o v e r n m e n t - s e c u r i t i e s ,  w h i c h  
we do day  by day,  p a y i n g  f o r  t h e m  wi th  t h e s e  h i g h - p o w e r e d  F e d e r a l  
R e s e r v e  d o l l a r s ,  w h i c h  a r e  c r e d i t e d  to the a c c o u n t  of s o m e  bank  o r  
o t h e r  and thus f i l t e r  down th rough  the e n t i r e  b a n k i n g  s y s t e m .  T h e y  a r e  
c a l l e d  h i g h - p o w e r e d  b e c a u s e  fo r  e v e r y  F e d e r a l  R e s e r v e  d o l l a r  the 
b a n k i n g  s y s t e m  can  lend o r  i n v e s t  about  $6.  

But ,  the d i f f i cu l t  job is  d e t e r m i n i n g  wha t  is  the r i g h t  a m o u n t  of 
m o n e y  and c r e d i t  f o r  o u r  e c o n o m y .  If we have  too m u c h  m o n e y ,  
c h a s i n g  too few goods ,  I d o n ' t  h a v e  to t e l l  you that  the goods  and the 
m o n e y  w i l l  l e v e l  off j u s t  l ike  a tub of w a t e r ,  the va lue  of that  m o n e y  
w i l l  go down and we wi l l  have  i n f l a t i o n .  But  if you have  too l i t t l e  m o n e y  
and too m a n y  goods  and s e r v i c e s  a v a i l a b l e  f o r  p u r c h a s e ,  then you h a v e  
that  l e v e l i n g - - t h e  v a l u e  of the goods  goes  down and the va lue  of the 
m o n e y  goes  u p - - a n d  you h a v e  d e f l a t i o n .  Of c o u r s e  it  i s n ' t  qui te  that  
s i m p l e .  Bu t  the b ig  job r e m a i n s  to d e t e r m i n e  wha t  is the r i g h t  a m o u n t  
of m o n e y  and c r e d i t  f o r  o u r  e c o n o m y  in o r d e r  to p r o m o t e  s t a b i l i t y  and 
g r o w t h .  T h e r e  a r e  no p r e c i s e  y a r d s t i c k s  f o r  d e t e r m i n i n g  th i s .  



My y o u n g s t e r ,  as  h i s  b r o t h e r s  did b e f o r e  h i m ,  r a i s e s  t r o p i c a l  
f ish;  and I a s s u m e  tha t  s o m e  of y o u r  y o u n g s t e r s  do too.  If so ,  you 
have  l e a r n e d ,  as  I h a v e ,  t h r o u g h  h a r d  e x p e r i e n c e  tha t  the c l a r i t y ,  
the b e a u t y ,  the h e a l t h  of the a q u a r i u m  depend  upon m a i n t a i n i n g  a 
p r o p e r  b a l a n c e  b e t w e e n  four  f a c t o r s - - w a t e r ,  f i sh ,  s n a i l s ,  and v e g e -  
t a t i on .  If you do m a i n t a i n  a p r o p e r  b a l a n c e ,  the w a t e r  r e m a i n s  as  
c l e a r  a s  c r y s t a l ,  you don ' t  h a v e  to c l e a n  the bowl  e v e r y  day ,  and the 
f i sh  r e m a i n  h e a l t h y .  But  if you don ' t  tha t  w a t e r  t u r n s  m u r k y  and 
c l o u d y  and the  f i sh  s t a r t  t u r n i n g  o v e r  on t h e i r  b a c k s .  

Wel l ,  you c a n ' t  do any th ing  about  the v o l u m e  of w a t e r ,  b e c a u s e  
the  a q u a r i u m  i s  on ly  so l a r g e .  And, at  l e a s t  in  m y  h o u s e h o l d ,  you c a n ' t  
do any th ing  about  the n u m b e r  of f i sh  and s n a i l s  wi thou t  c o m m i t t i n g  
m u r d e r .  Y o u r  c h i l d r e n  m a y  be d i f f e r e n t .  So tha t  a l l  you c a n  do is  
to t r y  to  p r o v i d e  the  p r o p e r  e n v i r o n m e n t ,  the p r o p e r  b a l a n c e ,  by  e i t h e r  
pu t t ing  s o m e  v e g e t a t i o n  in o r  t ak ing  s o m e  out.  And t h e r e  a r e  no r u l e s  
to t e l l  you  how to do i t .  If you s u c c e e d ,  you a r e  v e r y  l u c k y .  

Now, I s o m e t i m e s  th ink  tha t  t h e r e  is  a s l i gh t  a n a l o g y - - a n d  I 
u n d e r l i n e  " s l i g h t " - - b e t w e e n  the a q u a r i u m  and the e c o n o m y .  In bo th  
i n s t a n c e s  you have  e x a c t l y  the  s a m e  o b j e c t i v e - - a  p r o p e r  e n v i r o n m e n t ,  

e i t h e r  a q u e o u s  o r  e c o n o m i c .  In both c a s e s  you have  c o n t r o l  o v e r  on ly  
one of a n u m b e r  of f a c t o r s .  In the c a s e  of the a q u a r i u m  you have  c o n -  
t r o l  o v e r  the  v e g e t a t i o n ;  in  the  c a s e  of the e c o n o m y  you have  c o n t r o l  
o r  i n f l u e n c e  o v e r  the v o l u m e  of m o n e y  and c r e d i t .  

In both  c a s e s  you  have  no r u l e s  w h a t s o e v e r  w h i c h  e n a b l e  you  to 
d e t e r m i n e  the a p p r o p r i a t e n e s s  of any  g i v e n  ac t i on .  But  t h e r e  is  one 
v e r y  r e a l  d i f f e r e n c e .  When  you put p lan t  l i fe  in to  tha t  a q u a r i u m ,  you  
know tha t  it  i s  go ing  to b e g i n  m a n u f a c t u r i n g  oxygen  i m m e d i a t e l y .  Bu t  
w h e n  you put m o r e  bank  r e s e r v e s  in the  b a n k i n g  s y s t e m ,  w h e t h e r  tha t  
r e s u l t s  in  an e x p a n s i o n  of m o n e y  and c r e d i t  d e p e n d s  upon  p s y c h o l o g i c a l  
f o r c e s .  You can  m a k e  m o n e y  a v a i l a b l e ,  but  you c a n ' t  m a k e  b a n k s  l end  
i t  and you c a n ' t  m a k e  peop le  b o r r o w  i t .  

That l e a d s  to  a v e r y  s u i t a b l e ,  I t h ink ,  h u m i l i t y  in the  F e d e r a l  
R e s e r v e  S y s t e m - - a  r e a l i z a t i o n  tha t  t h r o u g h  the b e s t  p o s s i b l e  f o r m u l a -  
t i on  of m o n e t a r y  p o l i c y  you  canno t  a s s u r e  e c o n o m i c  s t a b i l i t y .  All  you 
can  do, as  I sa id  b e f o r e ,  i s  to p r o v i d e  an  e n v i r o n m e n t  wh ich  i s  c o n -  
d u c i v e  to e c o n o m i c  s t a b i l i t y .  

Wel l ,  t h a t ' s  the  m a c h i n e r y ,  t hen ,  by  w h i c h  we a t t e m p t  to m a k e  a 
c o n t r i b u t i o n .  But ,  as  you know,  the b e s t  m a c h i n e r y  in the w o r l d  i s  of 
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v e r y  l i t t l e  v a l u e ,  e x c e p t  p e r h a p s  a s  a m u s e u m  p i e c e ,  u n l e s s  i t  i s  
u t i l i z e d  e f f e c t i v e l y  for  the  p u r p o s e  fo r  w h i c h  it  i s  d e s i g n e d .  You  c a n  
t ake  the m o s t  b e a u t i f u l  j e t  p lane  in the w o r l d  and put i t  down in  a 
c l e a r i n g  in N e w  Guinea ;  and,  w h i l e  i t  m i g h t  r e c e i v e  the awe and the  
v e n e r a t i o n  of the u n t u t o r e d  n a t i v e s ,  i t  w o u l d n ' t  s e r v e  a n y  r e a l  p u r -  
pose  w i thou t  fue l  and oi l  and a good l a n d i n g  s t r i p  and ,  above  a l l ,  
p eop l e  who know how to t ake  it off the g r o u n d ,  p i lo t  i t ,  and b r i n g  i t  
down a g a i n .  I t h ink  t h e r e  p r o b a b l y  i s n ' t  a n y o n e  in  th i s  r o o m  who 
d o e s n ' t  a g r e e  wi th  m e  tha t  we have  a v e r y  f ine  p i e c e  of m a c h i n e r y  in 
the  F e d e r a l  R e s e r v e  S y s t e m .  But  how does  i t  w o r k 7  

We r a i s e  o r  l o w e r  r e s e r v e  r e q u i r e m e n t s ,  we r a i s e  o r  l o w e r  d i s -  
coun t  r a t e s ,  we e n g a g e  in open  m a r k e t  o p e r a t i o n s ,  buy ing  or  s e l l i n g  
a n y w h e r e  f r o m  $25 to $250 m i l l i o n  of G o v e r n m e n t  s e c u r i t i e s  a day .  
On w h a t  b a s i s  do we m a k e  t h o s e  d e c i s i o n s ?  W h a t ' s  the  c o u r s e  of ou r  
s t u d y  w h i c h  e n a b l e s  us  to f o r m u l a t e  j u d g m e n t s ?  Do we s i m p l y  ac t  as  
the  m e d i u m s  do in t r a n c e s  and  wa i t  f o r  an  i n s p i r a t i o n 7  Or  do we pul l  
down the s h a d e s  and ge t  out the c r y s t a l  b a l l ?  I a m  s u r e  tha t  s o m e  of 
you  in  th i s  r o o m  have  c o n s i d e r e d  t h e s e  t h i n g s  b e f o r e  and have  p e r h a p s  
c o m e  to e v e n  m o r e  c y n i c a l  c o n c l u s i o n s .  

When  I f i r s t  wen t  wi th  the  B o a r d  of G o v e r n o r s ,  I had  a f a i r l y  good 
u n d e r s t a n d i n g ,  I t hough t ,  of the p u r p o s e s  of the F e d e r a l  R e s e r v e  S y s t e m  
and wha t  i t  d id .  I had  had  a bank  s u p e r v i s o r y  b a c k g r o u n d .  I w a s  s u p -  
p o s e d  to know s o m e t h i n g  about  the bank ing  b u s i n e s s .  But  I d i d n ' t  h a v e  
the s l i g h t e s t  no t i on  how the S y s t e m  a c t u a l l y  o p e r a t e d .  And so  i t  o c -  
c u r r e d  to m e ,  as  I was  j o t t i ng  down t h e s e  few n o t e s ,  t ha t  you m i g h t  be 
i n t e r e s t e d  in  tha t  ang le  of i t  and  tha t ,  if i t  s e e m e d  to m e  tha t  you  w e r e ,  
I ' d  c o v e r  s o m e  p h a s e s  of i t .  

I s u p p o s e  tha t  a l l  of us  cou ld  a g r e e  tha t  the r e a l l y  s i g n i f i c a n t  p a r t  
p l a y e d  by  the F e d e r a l  R e s e r v e  S y s t e m  r e l a t e s  to the  c o n t r o l  of the 
m o n e y  supp ly .  The  B o a r d  of G o v e r n o r s  p a r t i c i p a t e s  in  a l l  the  co -  
o r d i n a t e  f u n c t i o n s  in  tha t  r e g a r d .  I t s  m e m b e r s  a r e  the  m a j o r i t y  of 
the  m e m b e r s  of the Open M a r k e t  C o m m i t t e e .  It i t s e l f  m u s t  f ix  
r e s e r v e  r e q u i r e m e n t s  w i th in  the m i n i m u m  and m a x i m u m  f ixed  by  
C o n g r e s s .  And d i s c o u n t  r a t e s ,  wh ich  a r e  o r i g i n a l l y  f ixed  by  the  d i -  
r e c t o r s  of e a c h  p a r t i c u l a r  F e d e r a l  R e s e r v e  bank ,  m u s t  be a p p r o v e d  
by  and ,  if n e c e s s a r y ,  d e t e r m i n e d  by  the  B o a r d  of G o v e r n o r s .  S ince  
the  B o a r d  i s  the  s e g m e n t  of the S y s t e m  w h i c h  h a s  i t s  f i n g e r s - - I  s u p p o s e  
the c r i t i c s  would  s a y  " i t s  t h u m b s " - - i n  e v e r y  s e g m e n t  of the p ie ,  I 
s h a l l  d i s c u s s  i t  f u r t h e r .  
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The  B o a r d  is  c o m p o s e d  of s e v e n  m e n ,  who a r e  a p p o i n t e d  fo r  a 
1 4 - y e a r  t e r m ,  e a c h  f r o m  a d i f f e r e n t  F e d e r a l  R e s e r v e  d i s t r i c t ,  and 
t h e r e f o r e  wi th  a d i f f e r e n t  b a c k g r o u n d .  E a c h  m e m b e r  of the  B o a r d  
h a s  e x a c t l y  the s a m e  p o w e r  a s  e v e r y  o t h e r  m e m b e r  of the  B o a r d .  
One m e m b e r  i s  s e l e c t e d  by  the P r e s i d e n t  to be C h a i r m a n  of the B o a r d  
of G o v e r n o r s .  T h e r e f o r e  he  p r e s i d e s  at  the m e e t i n g s .  He o r d i n a r i l y  
s e r v e s  as  the  s p o k e s m a n  fo r  the B o a r d .  F o r  e x a m p l e ,  in a c o n g r e s -  
s i o n a l  h e a r i n g  he  u s u a l l y  t e s t i f i e s ,  but  a l l  m e m b e r s  of the B o a r d  a r e  
c a l l e d  upon f r o m  t i m e  to t i m e  to t e s t i f y .  

We m e e t  e v e r y  m o r n i n g  at  10 o ' c l o c k .  T h e y ' r e  m e e t i n g  r i g h t  now.  
T h e r e  a r e  m o r e  d a y s  w h e n  we m e e t  t w i c e  a day ,  tha t  i s ,  m o r n i n g  and 
a f t e r n o o n ,  than  t h e r e  a r e  when  we don ' t  m e e t  at  a l l .  We do not  h a v e  
f o r m a l  m e e t i n g s ,  l i k e  the  S u p r e m e  C o u r t ,  fo r  e x a m p l e .  We d o n ' t  w e a r  
r o b e s .  We dont t  use  R o b e r t ' s  R u l e s  of P r o c e d u r e .  But  e v e r y  p e r s o n  
is  e x p e c t e d  to s p e a k  h i s  p i e c e  and to p a r t i c i p a t e  in e v e r y  d e c i s i o n  tha t  
i s  m a d e .  

We o p e r a t e  on the b a s i s  of an  a g e n d a ,  wh ich  is  p r o v i d e d  e a c h  
b o a r d  m e m b e r  the  a f t e r n o o n  b e f o r e  so  tha t  he can  t ake  i t  h o m e  wi th  
h i m  at  n igh t .  It  c o v e r s  i t e m s  w h i c h  h a v e  p r e v i o u s l y  b e e n  p r o c e s s e d  
by  the s t a f f  and h a v e  b e e n  r o u t e d  t h r o u g h  e v e r y  m e m b e r  of the B o a r d .  
An i t e m  n e v e r  ge t s  on the  a g e n d a  unt i l  a f t e r  he  h a s  s a t i s f i e d  h i m s e l f  
and m a d e  up h i s  own m i n d  wi th  r e s p e c t  to wha t  the a n s w e r  shou ld  be .  
But  t h e r e ' s  no c a u c u s i n g  w h a t s o e v e r  b e f o r e  m e e t i n g s .  Our  d e c i s i o n s  
a r e  b a s e d  on the i n f l u e n c e  of e a c h  i n d i v i d u a l  m e m b e r  a t  tha t  b o a r d  
m e e t i n g .  And a l t hough  we a r g u e  v e h e m e n t l y  wi th  e a c h  o t h e r  d u r i n g  the 
p r o c e s s  of the m e e t i n g ,  once  we wa lk  out the d o o r ,  we s t and  as  a uni t .  
The  m a j o r i t y  wi l l  p r e v a i l .  

We h a v e  a t  ou r  m e e t i n g s  m e m b e r s  of our  s t a f f  who have  w o r k e d  on 
p a r t i c u l a r  m a t t e r s .  T h e y  a r e  t h e r e  so  t h e y  c a n  p r o v i d e  us  wi th  ad -  
d i t i ona l  i n f o r m a t i o n  ff we wi sh .  

At the  end of e v e r y  day  t h e r e  i s  p l a c e d  on the  d e s k  of e a c h  b o a r d  
m e m b e r  a r e p o r t  c o v e r i n g  the  G o v e r n m e n t  s e c u r i t i e s  m a r k e t  fo r  t ha t  
day ,  t o g e t h e r  wi th  a t a b u l a t i o n  of a l l  the  f a c t s  and  a l l  the  c h a n g e s  in  
t h o s e  f a c t s  a f f e c t i n g  the  n a t i o n a l  m o n e y  m a r k e t .  T h a t ' s  a r e p o r t  of 
on ly  a f ew  pages ,  but  i t ' s  the  r e s u l t  of a c o n s i d e r a b l e  a m o u n t  of h i g h -  
s p e e d ,  h i g h - t e n s i o n  w o r k  by a g r o u p  of e s p e c i a l l y  t r a i n e d  and e s p e c -  
i a l l y  c o m p e t e n t  e c o n o m i s t s  and m a r k e t  e x p e r t s .  

The  nex t  m o r n i n g ,  the  v e r y  f i r s t  th ing ,  t h e r e  is  on the d e s k  of 
e a c h  m e m b e r  of the  B o a r d  a m u c h  f u l l e r  r e p o r t  f r o m  the  F e d e r a l  



R e s e r v e  Bank  of New Y o r k ,  wh ich  can  t r u t h f u l l y  be s a id  to t ake  the  
p u l s e  of the  n a t i o n a l  m o n e y  m a r k e t  24 h o u r s  a day ,  c o v e r i n g  not  on ly  
the  s t a t u s  of the  G o v e r n m e n t  s e c u r i t i e s  m a r k e t ,  but  a l l  o t h e r  s e c u r i -  
t i e s  m a r k e t s ,  m u n i c i p a l s ,  c o r p o r a t e s ,  m o n e y  r a t e s ,  the a c t u a l  op-  
e r a t i o n  of the S y s t e m  in the m o n e y  m a r k e t ,  f o r e i g n  e x c h a n g e ,  and  
so  on.  

And t h e n  at  m o r e  i n f r e q u e n t  i n t e r v a l s  we r e c e i v e  r e p o r t s  and 
s u m m a r i e s  on such  t h ings  as  the a v e r a g e  of m e m b e r  bank  r e s e r v e s ;  
the c o n d i t i o n  of b a n k s  in  l e a d i n g  c i t i e s ;  the  c o n d i t i o n  of a l l  b a n k s  
t h r o u g h o u t  the c o u n t r y ;  t r e n d s  of l o a n s ,  d e p o s i t s ,  and i n v e s t m e n t s ;  
d e v e l o p m e n t s  in t h e  m o n e t a r y  and c r e d i t  f i e ld  in a l l  s e c t o r s ;  gold 
inf low;  gold outf low;  and the  l i k e .  

T h e n  once  a w e e k  we have  wha t  we ca l l  an  e c o n o m i c  r o u n d u p .  In 
the  b o a r d  r o o m  we have  at  one end of the r o o m  a l a r g e  s c r e e n ,  on 
w h i c h  wi l l  be f l a s h e d  c h a r t s  c o v e r i n g  e v e r y  s e c t o r  of the  e c o n o m y .  
At the s a m e  t i m e  a t  the b a c k  of the  r o o m  t h e r e  a r e  s o m e  10 to 20 of 
o u r  top e c o n o m i s t s ,  who d i s c u s s  e a c h  s p e c i a l  s e c t o r  of the  e c o n o m y  
in a l i g n m e n t  wi th  t h o s e  c h a r t s .  So we ge t  a v i s u a l  p r e s e n t a t i o n  and 
an o r a l  p r e s e n t a t i o n  s i m u l t a n e o u s l y .  

T h o s e  m e n  w i l l  d i s c u s s  such  t h i n g s ,  f o r  e x a m p l e ,  as  i n d u s t r i a l  
p r o d u c t i o n ,  c o n s t r u c t i o n ,  e m p l o y m e n t ,  d i s t r i b u t i o n ,  p r i c e s ,  h o u s i n g  
c r e d i t ,  b a n k i n g  c r e d i t ,  and a l l  the  d i f f e r e n t  p h a s e s  and s u b d i v i s i o n s  
of e a c h .  At the s a m e  t i m e  on the w a l l s  a r o u n d  u s  in  the  b o a r d  r o o m  
a r e  p e r h a p s  a d o z e n  m a j o r  c h a r t s ,  kep t  c o n s t a n t l y  u p - t o - d a t e - - a n d  if 
and when  you c o m e  o v e r ,  any  of you ,  I hope  y o u ' l l  go in  the  b o a r d  r o o m  
and  t ake  a look  a t  t h o s e  c h a r t s  w h i c h ,  in m y  own op in ion ,  p r e s e n t  the 
e c o n o m i c  s i t u a t i o n  p r e v a i l i n g  in  th i s  c o u n t r y  m o r e  g r a p h i c a l l y  and 
u n d e r s t a n d a b l y  than  any  o t h e r  da t a  of c o m p a r a b l e  m a g n i t u d e  tha t  I 
know about .  

Wel l ,  I ' v e  t o u c h e d  on s o m e  of the k i n d s  of e c o n o m i c  i n f o r m a t i o n  
upon  wh ich  we b a s e  d e c i s i o n s .  I h a v e  done tha t  m e r e l y  to e m p h a s i z e  
tha t  t h e r e  i s  a r e a l i z a t i o n  upon the p a r t  of the  B o a r d  tha t  in t h i s  p a r -  
t i c u l a r  f i e ld  i n t e l l i g e n c e  and j u d g m e n t  a r e  of v e r y  l i t t l e  va lue  u n l e s s  
t h e y  a r e  b a s e d  on f a c t u a l  i n f o r m a t i o n ,  j u s t  as  f a c t s  a r e  w o r t h  v e r y  
l i t t l e  u n l e s s  t h e y  a r e  a n a l y z e d  and app l i ed  wi th  j u d g m e n t  and 
c o u r a g e  and i n t e g r i t y .  But  a l l  t h e s e  f a c t o r s ,  c o m p r e s s e d  and b r o u g h t  
in to  focus  by  the c o m m e n t s  of our  s taf f ,  f low in a c o n t i n u o u s  s t r e a m  
o v e r  the d e s k s  of and at  the m e e t i n g s  of the B o a r d  of G o v e r n o r s .  

i0  



As I i n d i c a t e d  b e f o r e ,  t h e r e  is  no d e l e g a t i o n  of a u t h o r i t y  w i t h i n  
t he  B o a r d .  Al l  of us  a r e  e x p e c t e d  to be  c o m p l e t e l y  i n f o r m e d  wi th  
r e s p e c t  to e v e r y  d e c i s i o n  w h i c h  c o m e s  b e f o r e  and h a s  to be m a d e  by 
the  B o a r d .  No one m e m b e r  of the B o a r d  h a s  the  r e s p o n s i b i l i t y  fo r  
a n y  g i v e n  a r e a .  E a c h  p e r s o n  m u s t  e x p r e s s  h i s  own poin t  of v i e w  i r -  
r e s p e c t i v e  of h i s  b a c k g r o u n d  b e f o r e  the d e c i s i o n  is  m a d e ,  and t h e n  
i t ' s  m a d e  on the b a s i s  of a m a j o r i t y  vo te .  

But ,  a s  you  p r o b a b l y  can  i m a g i n e ,  s o m e  of the d i s c u s s i o n s  in  the  
B o a r d  a r e  r a t h e r  h e a t e d .  At t i m e s  I would  s a y  t h e y  a r e  v e r y  a c r i -  
m o n i o u s .  But  I fo r  one do not  r e g r e t  at  a l l  the h e a t ,  b e c a u s e  i t  i n -  
d i c a t e s ,  to m e  a t  l e a s t ,  tha t  a l l  the m e m b e r s  of the B o a r d  r e a l i z e  the 
i m p o r t a n c e  of  the  d e c i s i o n s  t h e y  m a k e ;  tha t  t h e i r  j u d g m e n t s ,  w h e t h e r  
sound  o r  u n s o u n d ,  h a v e  an  i m p a c t  on the l i v e s  and w e l f a r e  of the 
peop l e  in  t h i s  c o u n t r y  un ique  in m a g n i t u d e  fo r  good o r  f o r  i l l .  

L e t  m e  t u r n  now to the Open M a r k e t  C o m m i t t e e .  T h e  Open M a r k e t  
C o m m i t t e e  is  c o m p o s e d  of the  s e v e n  m e m b e r s  of the  B o a r d  of G o v e r -  
n o r s  and 5 of the  12 p r e s i d e n t s  of F e d e r a l  R e s e r v e  b a n k s .  We m e e t  
e v e r y  two o r  t h r e e  w e e k s ,  h e r e  in  W a s h i n g t o n .  The  a t t e n d a n c e  a t  
t h o s e  m e e t i n g s ,  wh ich  have  n e v e r  b e e n  a t t e n d e d  by  anyone  who was  
no t  a m e m b e r  of the  c o m m i t t e e  or  the s t a f f , . c o n s i s t s  not  on ly  of t h o s e  
f ive  p r e s i d e n t s  and the s e v e n  m e m b e r s  of the B o a r d - - t h e  vo t ing  
m e m b e r s - - b u t  a l s o  of e v e r y  p r e s i d e n t  of e v e r y  F e d e r a l  R e s e r v e  b a n k .  
T h e y  a r e  t h e r e  at  e v e r y  m e e t i n g  w h e t h e r  t hey  c o m e  f r o m  San F r a n c i s c o  
o r  B o s t o n  o r  T e x a s .  It m u s t  be a b u r d e n  on s o m e  of t h o s e  m e n  to  
c o m e  tha t  d i s t a n c e ,  but we c o n s i d e r  th is  to be e x t r e m e l y  i m p o r t a n t .  

In a d d i t i o n  to t h o s e  p e o p l e ,  t h e r e  is  the  m a n a g e r  of the a c c o u n t ,  
w h o s e  s i t u s  i s  N e w  York;  and the  s e c r e t a r y  of the  c o m m i t t e e ,  p lus  a 
l i m i t e d  n u m b e r  of s ta f f  peop l e  who h a v e  b e e n  i n d i v i d u a l l y  s e l e c t e d .  
T h a t  i n c l u d e s  e c o n o m i s t s  and l a w y e r s .  

No one who  i s  in  t ha t  r o o m  is  p e r m i t t e d  to d i s c l o s e  a n y t h i n g  tha t  
g o e s  on in tha t  r o o m  r e l a t i n g  to the  f o r m u l a t i o n  of p o l i c i e s  or  wha t  
a c t i o n  i s  to be t a k e n ,  b e c a u s e  i t ' s  p e r f e c t l y  obv ious  tha t  if any  i n d i v i -  
dua l  k n e w  wha t  the  p o l i c y  was  to be ,  i t  would  be  v e r y  s i m p l e  f o r  h i m  
to e n g a g e  in s e c u r i t y  o p e r a t i o n s ,  fo r  e x a m p l e ,  wh ich  would  be e x t r e m e -  
l y  p r o f i t a b l e .  

Those meetings are presided over by the Chairman of the Board. 
Again, like the Board, we operate on a very informal basis. No one 
interrupts anyone else. Each individual is expected to speak his piece, 

11 



a n d  d o e s .  T h e r e  i s  no  c a u c u s i n g .  T h e r e  a r e  no  f o r m a l  r u l e s  o f  
p r o c e d u r e .  

L e t ' s  t a k e  a t y p i c a l  m e e t i : ~ g .  T h e  f i r s t  t h i n g  we  w o u l d  do  w o u l d  
b e  to go o v e r  the  m i n u t e s  of  the  l a s t  m e e t i n g  a n d  t h e n  t h e  o p e r a t i o n s  
of  the  a c c o u n t  d u r i n g  the  i n t e r ~ , m .  A s  I s a y ,  t he  i n t e r i m  m e a n s  a 
2 -  o r  3 - w e e k  p e r i o d .  W h e n  I f i r s t  w e n t  w i t h  the  B o a r d  of  G o v e r n o r s ,  
t he  O p e n  M a r k e t  C o m m i t t e e  m e t  f o u r  t i m e s  a y e a r ,  w i t h  an  e x e c u t i v e  
c o m m i t t e e  o p e r a t i n g  d u r i n g  the  i n t e r v a l .  B u t  w e  c h a n g e d  t h a t  a b o u t  
f i v e  y e a r s  a g o ,  s o  t h a t  n o w  the  e n t i r e  c o m m i t t e e  m e e t s  f r e q u e n t l y  
a n d  r e g u l a r l y .  

We  w i l l  go  o v e r  the  o p e r a t i o n s  of  t he  a c c o u n t  d u r i n g  the  i n t e r i m  
f o r  the  p u r p o s e  of  s e e i n g  w h e t h e r  the  a c t u a l  o p e r a t i o n s  c o i n c i d e  w i t h  
w h a t  w a s  i n t e n d e d  a t  t he  l a s t  m e e t i n g .  O n c e  w e  f i n i s h  t h a t ,  w e  h a v e  a 
r e p o r t  o n  e c o n o m i c  c o n d i t i o n s  p r e v a i l i n g  in  the  c o u n t r y  f r o m  o u r  
e c o n o m i c  s t a f f .  T h e n  we  s t a r t  a r o u n d  t he  t a b l e .  

A t  T u e s d a y ' s  m e e t i n g - - w e  h a d  a m e e t i n g  o n  l a s t  T u e s d a y - - w e  
s t a r t e d  a t  o n e  e n d  of  t he  t a b l e ,  e a c h  i n d i v i d u a l  s p e a k i n g  h i s  p i e c e .  A t  
t h e  n e x t  m e e t i n g  we  w i l l  s t a r t  a t  the  o t h e r  e n d .  A t  t h e s e  g o - a r o u n d s ,  
e a c h  p r e s i d e n t  o f  a F e d e r a l  R e s e r v e  b a n k  g i v e s  f i r s t  of  a l l  a r e v i e w  
of  t he  e c o n o m i c  c o n d i t i o n s  p r e v a i l i n g  in  h i s  p a r t i c u l a r  d i s t r i c t  a n d  
t he  e x t e n t  to w h i c h  t h e y  v a r y  f r o m  the  n a t i o n a l  e c o n o m i c  p i c t u r e .  H i s  
e c o n o m i c  v i e w s  a r e  a s c e r t a i n e d  n o t  o n l y  t h r o u g h  h i s  o w n  e y e s ,  b u t  
t h o s e  of  h i s  o w n  e c o n o m i c  s t a f f .  T h e n  h e  w i l l  s e t  f o r t h  w h a t  h e  t h i n k s  
i s  t he  b e s t  w a y  to d e a l  w i t h  the  e c o n o m i c  p r o b l e m s  w h i c h  a r e  s u b j e c t  
to the  i n f l u e n c e  o f  the  F e d e r a l  R e s e r v e  S y s t e m .  H e  w i l l  s t a t e  s p e c i -  
f i c a l l y  w h a t  h e  t h i n k s  the  o p e n  m a r k e t  a c c o u n t  s h o u l d  b e  d o i n g  d u r i n g  
the  n e x t  two  o r  t h r e e  w e e k s .  W h e n  i t ' s  g o n e  a l l  the  w a y  a r o u n d  a n d  
e v e r y o n e  h a s  e x p r e s s e d  h i s  v i e w - - a n d  I c a n  r e m e m b e r  o n l y  o n e  o r  
two  o c c a s i o n s  w h e n  t h e r e  h a s  b e e n  a c o m p l e t e  u n a n i m i t y  of  o p i n i o n ;  
t h e r e ' s  a l w a y s  a d i v e r g e n c e  of  o p i n i o n - - w h e n  we  g e t  a l l  the  w a y  a r o u n d ,  
e v e r y o n e  i s  f r e e  to s p e a k  a g a i n  if h e  w i s h e s .  

Then it's the chairman's job--an unenviable one--to see if he can 
pull out of that whole discussion what happens to be the majority view, 
because here again the majority will prevail. And here again, al- 
though we may argue, once we walk out the doors, the majority rule 
prevails and even the minority supports that position. It's the only 
way in which we can function. 
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W e l l ,  a s  y o u  c a n  s e e  f r o m  t h a t ,  w e  g e t  n o t  o n l y  a d e t e r m i n a t i o n  
of  w h a t  the  o p e n  m a r k e t  p o l i c i e s  a r e  g o i n g  to b e ,  b u t  w e  a l s o  h a v e  
s u b s t a n t i a l  a d d i t i o n a l  e c o n o m i c  i n f o r m a t i o n  w h i c h  i s  t h r o w n  i n t o  t he  
s a m e  b a s k e t  w i t h  a l l  t h e  o t h e r  e c o n o m i c  i n f o r m a t i o n  we  h a v e  a n d  f o r m s  
t he  b a s i s  f o r  d e c i s i o n .  

I t ' s  o b v i o u s  t h a t  t h e r e  m u s t  b e  s o m e  w a y  in  w h i c h  to k e e p  a b r e a s t  
o f  a c t u a l  o p e r a t i o n s  i n  b e t w e e n  m e e t i n g s .  We do t h a t  t h r o u g h  a t e l e -  
p h o n e  h o o k u p .  E v e r y  d a y  a t  11 a . m .  and  4 p . m .  we  h a v e  a t e l e p h o n e  
h o o k u p  b e t w e e n  t he  m a n a g e r  of  t he  a c c o u n t  i n  N e w  Y o r k ,  the  B o a r d  of 
G o v e r n o r s ,  a n d  o n e  o t h e r  F e d e r a l  R e s e r v e  b a n k ,  s e l e c t e d  o n  a r o t a t i n g  
b a s i s ,  i n  w h i c h  w e  a s c e r t a i n  the  t o n e  of the  m a r k e t ,  the  f e e l  of  the  
m a r k e t ,  w h a t  t he  c o n d i t i o n s  a r e  t h a t  a r e  p r e v a i l i n g ,  w h a t  the  p r o p o s e d  
a c t i o n s  a r e ,  a n d  w h a t  the  a c t u a l  a c t i o n s  w e r e .  

N e x t ,  l e t ' s  t a k e  t h e  F e d e r a l  A d v i s o r y  C o u n c i l .  I t ' s  a s t a t u t o r y  
b o d y ,  c o m p o s e d  of  12 m e n - - f o r  a s  l o n g  a s  I k n o w ,  t h e y  h a v e  a l l  b e e n  
b a n k e r s - - e a c h  of  w h o m  i s  e l e c t e d  by  the  B o a r d  of  D i r e c t o r s  of  a 
F e d e r a l  R e s e r v e  b a n k .  T h e y  m e e t  w i t h  us  f o u r  t i m e s  a y e a r .  T h e y  
c o m e  h e r e  o n  a S u n d a y ,  m e e t  a m o n g  t h e m s e l v e s ,  a n d  f o r m u l a t e  t h e i r  
r e s p o n s e s  to s p e c i f i c  q u e s t i o n s  w h i c h  we  h a v e  s u b m i t t e d  to t h e m .  O n  
the  n e x t  d a y ,  o n  M o n d a y ,  t h e y  m e e t  w i t h  o u r  e c o n o m i c  s t a f f  a n d  g e t  a 
p i c t u r e  o f  t he  n a t i o n a l  e c o n o m y  as  o u r  s t a f f  s e e s  i t .  

O n  T u e s d a y  t h e y  m e e t  w i t h  the  B o a r d ,  a t  m e e t i n g s  w h i c h  a r e  a t -  
t e n d e d  b y  no  o n e  e x c e p t  the  m e m b e r s  of  the  A d v i s o r y  C o u n c i l  a n d  t h e  
B o a r d  of  G o v e r n o r s ,  p l u s  a s e c r e t a r y .  A t  t h o s e  m e e t i n g s  t h e y  g i v e  us  
the  b e n e f i t  of  t h e i r  v i e w s .  We  do  n o t  t e l l  t h e  F e d e r a l  A d v i s o r y  C o u n c i l  
w h a t  o u r  v i e w s  a r e  o r  w h a t  w e  p r o p o s e  to d o .  We s e e k  f r o m  t h e m  t h e i r  
v i e w s  w i t h  r e s p e c t  to  o u r  p a s t  a c t i o n s  a n d  a n y  l e g i s l a t i v e  m a t t e r s  t h a t  
a r e  b r o u g h t  u p .  We  do  i t  w i t h  the  i d e a  of g e t t i n g - - a n d  we  g e t - - c r i t i c i s m  
of  p a s t  a c t i o n s ,  b e c a u s e  we  c a n  b e n e f i t  f r o m  c r i t i c i s m .  

If  t h e r e  i s  a d i s p a r i t y  o f  v i e w  a s  b e t w e e n  the  m e m b e r s  of  t h e  
F e d e r a l  A d v i s o r y  C o u n c i l ,  w e  go a r o u n d  the  t a b l e  a n d  g e t  the  v i e w s  of  
e a c h  o n e  of  the  12, s o  t h a t  we  c a n  s e e  w h o  i s  o n  w h i c h  s i d e  a n d  w h y .  

In  a d d i t i o n ,  we  g e t  f r o m  e a c h  o n e  of  t he  12 h i s  v i e w s  w i t h  r e s p e c t  
to  the  e c o n o m i c  c o n d i t i o n s  p r e v a i l i n g  in  h i s  d i s t r i c t ;  and  t h a t  a d d s  to 
t h i s  g r e a t  m a s s  o f  i n f o r m a t i o n  u p o n  w h i c h  we  o p e r a t e .  

W e l l ,  t h a t ' s  t he  w a y  in  w h i c h  the  S y s t e m  t r i e s  to m a k e  i t s  c o n t r i -  
b u t i o n  to a s t a b l e  a n d  g r o w i n g  a n d  h e a l t h y  e c o n o m y .  I a m  a w a r e  t h a t  
I h a v e n ' t  c o v e r e d  a n y w h e r e  n e a r  a l l  a s p e c t s  o f  t he  S y s t e m .  I h a v e  n o t  
t o u c h e d  o n  b a n k  s u p e r v i s i o n ,  h o w  w e  a d m i n i s t e r  the  B a n k  H o l d i n g  
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C o m p a n y  Act ,  o r  how we m a i n t a i n  w o r k i n g  r e l a t i o n s h i p s  wi th  the 
T r e a s u r y  D e p a r t m e n t ,  the C o m p t r o l l e r  of the C u r r e n c y ,  the F D I C ,  o r  
the C o n g r e s s .  

L e t  me c o n c l u d e  by s a y i n g  that  even  as  i m p o r t a n t - - a n d  I m a y  be 
v e r y  b i a s e d  on t h i s - - a s  the F e d e r a l  R e s e r v e  S y s t e m  is to the e c o n o m i c  
w e l f a r e  of this  c o u n t r y  d u r i n g  n o r m a l  p e a c e t i m e ,  it has  e v e n  g r e a t e r  r e -  
s p o n s i b i l i t y  d u r i n g  w a r t i m e .  I t ' s  no s e c r e t  that  in w a r t i m e ,  tax r e -  
c e i p t s  do not  keep  up wi th  e x p e n d i t u r e s .  T h e r e f o r e  the r e s p o n s i b i l i t y  
is  t h r o w n  on the F e d e r a l  R e s e r v e  S y s t e m  to f a c i l i t a t e  the o p e r a t i o n s  
of the T r e a s u r y  D e p a r t m e n t  in f i n a n c i n g  the d e f i c i t .  I s i n c e r e l y  hope  
that  if we e v e r  go t h r o u g h  a n o t h e r  e m e r g e n c y ,  we wi l l  p r o f i t  f r o m  the 
e x p e r i e n c e  and  the m i s t a k e s  of both W o r l d  W a r  I and W o r l d  W a r  II .  

J u s t  a w o r d  wi th  r e s p e c t  to d e f e n s e  p l ann ing ,  in wh ich  I a s s u m e  
s o m e ,  p e r h a p s  a l l  of you,  a r e  i n t e r e s t e d .  As you m a y  know,  the B o a r d  
of G o v e r n o r s  i s  r e p r e s e n t e d  on the D e f e n s e  M o b i l i z a t i o n  B o a r d ,  on the 
E m e r g e n c y  R e s o u r c e s  B o a r d ,  and on m a n y  of the c o m m i t t e e s  w o r k i n g  
wi th  ODM in p la rming  in  this  a r e a .  We have ,  as  you  c e r t a i n l y  know,  
s e t  up r e l o c a t i o n  s i t e s  not  on ly  f o r  the B o a r d  of G o v e r n o r s ,  but  f o r  e a c h  
of the F e d e r a l  R e s e r v e  b a n k s  and b r a n c h e s ,  w h i c h  a r e  f u l l y  e q u i p p e d  not  
on ly  wi th  m a c h i n e s  but  wi th  i n f o r m a t i o n  on wh ich  the s u r v i v o r s  cou ld  
f u n c t i o n .  We t r a i n  peop l e  in f u n c t i o n s  they n e v e r  h a v e  d e a l t  wi th  b e f o r e .  

T h e n  in a d d i t i o n  we have  done  s o m e  p lann ing ,  p u r s u a n t  to a u t h o r i t y  
d e l e g a t e d  to us by the ODM, f i r s t ,  r e l a t i n g  to l e a d e r s h i p  in b r i n g i n g  
about  p r e p a r e d n e s s  p r o g r a m s  by  the c o m m e r c i a l  b a n k s  of this  c o u n t r y .  
To tha t  end  we h a v e  e s t a b l i s h e d  c o m m i t t e e s  of l e a d i n g  b a n k e r s  in  the 
c o u n t r y  and l e a d i n g  o p e r a t i n g  o f f i c e r s  of c o m m e r c i a l  b a n k s .  T h e y  h a v e  
d r a f t e d  a m a n u a l  f o r  d i s t r i b u t i o n  to a l l  c o m m e r c i a l  b a n k s .  I ' l l  s a y  no 
m o r e  abou t  that ,  b e c a u s e  I u n d e r s t a n d  y o u ' r e  go ing  to h e a r  f r o m  E d  
C o o p e r ,  who i s  c h a i r m a n  of this  c o m m i t t e e ,  in the n e a r  f u t u r e ,  and who 
h a s  done a m a r v e l o u s  job .  T h e  f i r s t  p a m p h l e t s  w i l l  go out to the c o m -  
m e r c i a l  b a n k s  v e r y  s h o r t l y .  

Second ly ,  we have  a t t e m p t e d  to w o r k  out  w a y s  and m e a n s  of e n a b l -  
ing  the f i n a n c i a l  s y s t e m  of the c o u n t r y  to d e a l  wi th  the d e m a n d s  wh ich  wi l l  
be m a d e  upon it in  the e v e n t  of an  a t t a c k ,  r e l a t i n g  both  to g e n e r a l  c r e d i t  
c o n t r o l s  and to s e l e c t e d  c o n t r o l s .  We have  the r e s p o n s i b i l i t y  of w o r k i n g  
with  the T r e a s u r y  and the C o m p t r o l l e r  of the C u r r e n c y  and the F D I C  in 
d e v i s i n g  w a y s  and m e a n s  of k e e p i n g  the c o m m e r c i a l  b a n k i n g  s y s t e m  op -  
e r a t i n g ,  fo r  p r o v i d i n g  a c o n t i n u o u s  f low of d e p o s i t  m o n e y ,  c h e c k b o o k  
m o n e y ,  w h i c h  is  j u s t  as  i m p o r t a n t  as  and e v e n  m o r e  i m p o r t a n t  than 
c u r r e n c y ,  and  f o r  p r o v i d i n g  f o r  a c t u a l  c u r r e n c y  and a p p r o p r i a t e  bank  
c r e d i t .  
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B u t  to m e ,  e v e n  m o r e  i m p o r t a n t  t h a n  tha t ,  we  h a v e  b e e n  c h a r g e d  
w i t h  t h e  r e s p o n s i b i l i t y  of  p r e s e n t i n g  i d e a s  to O D M  w i t h  r e s p e c t  to o t h e r  
f a c t o r s  w h i c h  w o u l d  h a v e  to b e  d e a l t  w i t h  if  o u r  e c o n o m y  i s  to s u r v i v e .  
T h a t  c o v e r s  s u c h  t h i n g s ,  f o r  e x a m p l e ,  a s  i n d e m n i f i c a t i o n  of  l o s s e s ,  
m o r a t o r i a ,  r a t i o n i n g ,  a n d  a l l o c a t i o n  of  m a t e r i a l s .  T h o s e  a r e  m a t t e r s  
o n  w h i c h  w e  do  n o t  m a k e  the  d e c i s i o n .  T h o s e  a r e  m a t t e r s  o n  w h i c h  we  
o n l y  s u b m i t  i d e a s ,  a n d  we  h a v e  no i l l u s i o n s  t h a t  t he  i d e a s  we  s u b m i t  a r e  
n e c e s s a r i l y  t he  r i g h t  o n e s .  T h e y  a r e  a s  g o o d  a s  we  c a n  m a k e  t h e m  a t  
t he  m o m e n t .  

In  t h e  c o u r s e  of  o u r  p l a n n i n g  we  h a v e  o p e r a t e d  o n  t he  a s s u m p t i o n  
t h a t  no  m a t t e r  h o w  m u c h  d e v a s t a t i o n  w o u l d  c o m e  f r o m  a w a r  w i t h  m o d e r n  
w e a p o n s ,  t h e r e  w o u l d  s t i l l  b e  s o m e  a r e a s  of  t h e  c o u n t r y  in  w h i c h  the  
e c o n o m y  h a d  n o t  b e e n  a f f e c t e d  o r  i n  w h i c h  the  e c o n o m y  c o u l d  b e  q u i c k l y  
r e h a b i l i t a t e d .  I t  i s  to t h o s e  a r e a s  t h a t  we  m u s t  l o o k  f o r  t h e  s u r v i v a l  o f  
o u r  e c o n o m y  a n d  the  s u r v i v a l  o f  o u r  c o u n t r y .  

W e  h a v e  a l s o  a s s u m e d  t h a t  in  the  e v e n t  of  a t t a c k  t he  G o v e r n m e n t  
i t s e l f  w i l l  b e  b a d l y  d i s r u p t e d ,  t h a t  i t  w i l l  b e  i m p o s s i b l e  f o r  t h e  e n t i r e  
c o u n t r y  to b e  o p e r a t e d  f r o m  a c e n t r a l  p o i n t ,  a n d  t h a t  t h e r e f o r e  y o u  m u s t  
r e l y  to khe f u l l e s t  p o s s i b l e  e x t e n t  o n  i n d i v i d u a l  p r i v a t e  i n i t i a t i v e ,  o p e r a t -  
i n g  in  a c c o r d a n c e  w i t h  p r e v i o u s l y  p r o v i d e d  g u i d e l i n e s ,  l e a v i n g  g o v e r n -  
m e r i t - - c e n t r a l ,  r e g i o n a l ,  a n d  l o c a l - - t o  do  w h a t  o n l y  g o v e r n m e n t  c a n  d o .  
F o r  t h e s e  r e a s o n s  we  t h i n k  i t  i s  v i t a l l y  i m p o r t a n t  t h a t  we  s t u d y  t h e  p a s t  
a n d  p r e p a r e  f o r  t h e  f u t u r e  a n d  t r y  to  d e v i s e  a f i n a n c i a l  s y s t e m  t h a t  w i l l  
e n a b l e  o u r  e c o n o m y  to f u n c t i o n ,  in  o r d e r  t h a t  t h i s  c o u n t r y  c a n  w i n  the  
w a r  a n d  s u r v i v e .  

O u r  p l a n n i n g  h a s  n o t  b e e n ,  a s  I a m  s u r e  a l l  of  y o u r s  h a s  n o t  b e e n ,  
s o l e l y  f o r  s u r v i v a l ,  b u t  r e a l l y  f o r  a w a y  of  l i f e .  I t  m a y  e v e n  b e  t h a t  t he  
p l a n n i n g  a l l  o f  u s  do  i s  r e a l l y  f o r  l i f e  i t s e l f .  T h i s  p l a n n i n g  j o b  i s n ' t  
a p l e a s a n t  o n e .  I t ' s  r a t h e r  f r i g h t e n i n g ,  a s  y o u  k n o w  b e t t e r  t h a n  I; a n d  
i t  i s n ' t  a o n e - s h o t  j o b .  I d o u b t  i f  a n y  of  y o u  o r  a n y  of  t h o s e  w h o  h a v e  
e n g a g e d  in  p l a n n i n g  r e a l l y  t h i n k  t h a t  t he  p l a n n i n g  we  do w i l l  e x a c t l y  f i t  
t he  n e e d s  o f  t he  s i t u a t i o n .  B u t  i t  w i l l  c e r t a i n l y  b e  a l o t  b e t t e r  t h a n  r e -  
q u i r i n g  s u r v i v o r s  to  s t a r t  f r o m  s c r a t c h .  

T h e  j o b  i s  a t h a n k l e s s  o n e ,  b e c a u s e  I k n o w  t h a t  a l l  of u s  s i n c e r e l y  
h o p e  t h a t  t he  p r o d u c t s  of  a n y  s u c h  p l a n n i n g  w i l l  n e v e r  h a v e  to b e  p u t  to 
u s e .  B u t  i t ' s  o n e  t h a t  w e  h a v e  to d o .  F r o m  t h e  p o i n t  of  v i e w  of  t he  
F e d e r a l  R e s e r v e ,  if  w e  c a n  do  o u r  p a r t  of  i t  w e l l  e n o u g h  to e f f e c t i v e l y  
c o n t r i b u t e  to t h e  k i n d  of  p l a n n i n g  t h a t  w i l l  f o r e s t a l l  a n u c l e a r  a t t a c k ,  
we  t h i n k  i t  w i l l  b e  m o s t  r e w a r d i n g  a n d  m o s t  w o r t h  w h i l e .  

C O L O N E L  W A L K E R :  
q u e s t i o n s .  

G o v e r n o r  R o b e r t s o n  i s  r e a d y  f o r  y o u r  
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QUESTION: It h a s  b e e n  e v i d e n t  to us f r o m  a n u m b e r  of the 
e c o n o m i s t s  who have  s p o k e n  to us h e r e  that  m a n y  of t hem h a v e  d i v e r s e  
o p i n i o n s  on wha t  i s  w r o n g  wi th  the e c o n o m y .  T h e r e  h a v e  b e e n  a r t i c l e s  
c i t e d  to us in the c l a s s  i n d i c a t i n g  that  the e c o n o m i c  c y c l e  goes  on 
w h e t h e r  the p o l i t i c a l  e n v i r o n m e n t  is D e m o c r a t i c  o r  R e p u b l i c a n .  I 
w o n d e r  if you would  r e v i e w  fo r  us the p o l i t i c a l  o r i e n t a t i o n  of the B o a r d  
and,  if i t  is  p e r t i n e n t ,  of the Open  M a r k e t  C o m m i t t e e ,  and c o m m e n t  on 
wha t  i n f l u e n c e  tha t  p o l i t i c a l  a l i g n m e n t  m a y  h a v e  on y o u r  a c t i o n s .  

GOVERNOR ROBERTSON: I wou ld  be  v e r y  g lad  to, and I c a n  do it  
v e r y  s h o r t l y .  

The  B o a r d  is  c o m p l e t e l y  n o n p o l i t i c a l .  We r e c o g n i z e  no p r e s s u r e s .  
F o r t u n a t e l y ,  we have  e s t a b l i s h e d  a p o s i t i o n  w i th in  G o v e r n m e n t  so  tha t  
i t  is  r e a l i z e d ,  bo th  f r o m  the e x e c u t i v e  s i d e  and on the c o n g r e s s i o n a l  
s i d e ,  that  we a r e  not  s u b j e c t  to i n f l u e n c e .  T h a t ' s  t r ue  wi th  r e s p e c t  to 
the Open  M a r k e t  C o m m i t t e e .  I t ' s  t r ue  wi th  r e s p e c t  to the B o a r d  of 
G o v e r n o r s .  D u r i n g  m y  t e r m  on the B o a r d  I h a v e  n e v e r  s e e n  p o l i t i c a l  
i n f l u e n c e  f e l t  o r  r e f l e c t e d  by b o a r d  a c t i o n .  

QUESTION: It s e e m s  to m e  that  one of  the s t r o n g e s t  f a c t o r s  a f :  
f e c t i n g  the p s y c h o l o g y  of the c o n s u m e r  is  the a m o u n t  of down  p a y m e n t  
tha t  he  h a s  to m a k e  in i n s t a l l m e n t  buy ing .  I w o n d e r  if that  i s  a u s e f u l  
tool  by  w h i c h  to e x e r t  i n f l u e n c e  on the e c o n o m y  on the p a r t  of the 
F e d e r a l  R e s e r v e .  

GOVERNOR ROBERTSON: S e l e c t i v e  c o n t r o l s ,  in  m y  own op in ion ,  
a r e  bad ,  b e c a u s e  they  m e r e l y  p o s t p o n e  d e m a n d .  O n c e  you  take  t h e m  
off, you have  a t r e m e n d o u s  r u s h ,  wh ich  t h r o w s  e v e r y t h i n g  off b a l a n h e .  

It  is  t r u e ,  tha t  c o n s u m e r  b u y i n g  on an i n s t a l l m e n t  b a s i s  d o e s  
i n t e n s i f y  the d e m a n d  f o r  g o o d s .  It g r o w s .  I t ' s  s t i l l  g r o w i n g .  Bu t  if 
you  a t t e m p t  to put ,  s ay ,  a R e g u l a t i o n  W into e f f e c t  at  th is  t ime ,  you  
d o n ' t  r e a l l y  c u r t a i l  d e s i r e .  You c u r t a i l  the r i g h t  to buy .  If you  m a k e  
g e n e r a l  c r e d i t  c o n t r o l s  r e s t r i c t i v e  enough ,  you  wi l l  m a k e  it i m p o s s i b l e  
f o r  p e o p l e  to ge t  the k ind of m o n e y  w h i c h  wi l l  e n a b l e  t h e m  to buy,  b e -  
c a u s e  you  m a k e  it  m o r e  c o s t l y  fo r  the f i n a n c e  c o m p a n i e s  to get  t h e i r  
funds  wi th  w h i c h  to l e n d ,  and m u c h  m o r e  c o s t l y  f o r  the r e t a i l  s t o r e s ,  
f o r  e x a m p l e ,  to b o r r o w  m o n e y  to bu i ld  up i n v e n t o r y  o r  to c a r r y  the 
s t o c k .  

I a m  p e r s o n a l l y  a g a i n s t  s e l e c t i v e  c o n t r o l s .  I th ink  we can  d e a l  
wi th  the c o n s u m e r  c r e d i t  p r o b l e m s  t h rough  g e n e r a l  c r e d i t  c o n t r o l s .  
I th ink  c o n s u m e r  c r e d i t  is  r e s p o n s i v e  to g e n e r a l  c r e d i t  c o n t r o l s .  

\ 
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QUESTION: Thi s  m o r n i n g  the f a c t  s h e e t  that  was  put  out  in c o n -  
n e c t i o n  wi th  the e c o n o m i c  r e p o r t  i n c l u d e d  the P r e s i d e n t ' s  s t a t e m e n t  
c o n c e r n i n g  the e c o n o m y .  I a m  c u r i o u s  to know to wha t  e x t e n t  the 
F e d e r a l  R e s e r v e  B o a r d  p a r t i c i p a t e s  in  the f o r m u l a t i o n  of s u c h  f a c t  
s h e e t s ,  and w h e t h e r  a s t a t e m e n t  l ike  tha t  r e p r e s e n t s  the v i e w s  of the 
F e d e r a l  R e s e r v e  B o a r d  o r  w h e t h e r  they  h a v e  any  i n f l u e n c e  on i t .  

GOVERNOR R O B E R T S O N :  Tha t  f a c t  s h e e t  d o e s  not  o r i g i n a t e  in 
the F e d e r a l  R e s e r v e .  It  does  not  r e p r e s e n t  the F e d e r a l  R e s e r v e ' s  
v i e w s .  T h e y  m a y  c o i n c i d e ,  but  this  i s n ' t  the way  we e v e r  put  out  
v i e w s .  

We do p r o v i d e  to the P r e s i d e n t ' s  C o u n c i l  of E c o n o m i c  A d v i s e r s  the 
r e s u l t s  of e c o n o m i c  s t u d i e s  w h i c h  we m a k e .  When  we f o r m u l a t e  o u r  
own v i e w s  wi th  r e s p e c t  to wha t  the s t a t u s  of c e r t a i n  f a c t o r s  i s  in the 
e c o n o m y ,  we m a k e  tha t  a v a i l a b l e  on  a r e g u l a r  b a s i s  to the C o u n c i l  of 
E c o n o m i c  A d v i s e r s .  T h e y  f o r m u l a t e  t h e i r  own d e c i s i o n s  a s  to how 
they  w a n t  to i n t e r p r e t  it  o r  as  to wha t  a c t i o n  they  wan t  to t a k e .  We do 
too.  T h e y  d o n ' t  t r y  to t e l l  us  how.  N e v e r  do they  t r y  to t e l l  us how,  
n o r  wha t  we  s h o u l d  do; and we d o n ' t  t e l l  t h e m .  

Now, t h e r e  is  one  l i t t l e  ang le  tha t  I s h o u l d  r e f e r  to and  that  is  
that  r e c e n t l y  the P r e s i d e n t  h a s  s e t  up m e e t i n g s ,  w h i c h  a r e  a t t e n d e d  by  
the S e c r e t a r y  of the T r e a s u r y ,  the D i r e c t o r  of the B u d g e t ,  the C h a i r -  
m a n  of the P r e s i d e n t ' s  C o u n c i l  of E c o n o m i c  A d v i s e r s ,  the C h a i r m a n  
of the B o a r d  of G o v e r n o r s  and  the P r e s i d e n t ' s  S p e c i a l  A s s i s t a n t  f o r  
E c o n o m i c  A f f a i r s .  The  p u r p o s e  is  to p r o v i d e  the P r e s i d e n t  w i th  any  
e c o n o m i c  i n f o r m a t i o n  they  h a v e .  At those  m e e t i n g s  the C h a i r m a n  of 
the B o a r d  of G o v e r n o r s  wou ld  c e r t a i n l y  s t a t e  wha t  h i s  v i e w s  a r e ,  bu t  
h i s  v i e w s  a r e  j u s t  one  of s e v e n  v i e w s  of the B o a r d  of G o v e r n o r s ;  and  
he  wou ld  n e v e r  a t t e m p t  to b ind  the B o a r d .  No g o v e r n o r  c a n  e v e r  do 
tha t .  

C o n s e q u e n t l y ,  the v i e w s  w h i c h  a r e  f o r m u l a t e d  a t  the W h i t e  H o u s e  
o r  b y  the C o u n c i l  of E c o n o m i c  A d v i s e r s  m a y  c o i n c i d e  wi th  o u r  own 
v i e w s ,  but  they  d o n ' t  s p e a k  fo r  u s .  We le t  o u r  a c t i o n s  s p e a k  f o r  
t h e m s e l v e s .  O t h e r w i s e  we wou ld  s p e n d  a l l  of o u r  t ime  i n t e r p r e t i n g  
i n t e r p r e t a t i o n s  on i n t e r p r e t a t i o n s .  

QUESTION: Would you care to comment on the relationship of 
the Federal Reserve Board to the Department of the Treasury in prob- 
lems relative to their respective missions ? 
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GOVERNOR R O B E R T S O N :  I ' d  be  v e r y  g lad  to. 

T h e r e  is no q u e s t i o n  about  the n e e d  fo r  v e r y  c l o s e  r e l a t i o n s h i p s  
b e t w e e n  the T r e a s u r y  and  the F e d e r a l  R e s e r v e ,  b e t w e e n  f i s c a l  o p e r a -  
t ions  and m o n e t a r y  o p e r a t i o n s .  As a r e s u l t ,  we t ry  to w o r k  c l o s e l y  to -  
g e t h e r ,  in  tha t  we  k e e p  e a c h  o t h e r  i n f o r m e d  wi th  r e s p e c t  to o u r  o p e r a -  
t i ons .  

E v e r y  M o n d a y ,  the C h a i r m a n  of the B o a r d  of G o v e r n o r s  h a s  l u n c h  
wi th  the S e c r e t a r y  of the T r e a s u r y ,  and on e v e r y  W e d n e s d a y  the U n d e r  
S e c r e t a r y  of the T r e a s u r y  and t h e i r  s ta f f  p e o p l e  c o m e  o v e r  and h a v e  
l u n c h  wi th  two r e p r e s e n t a t i v e s  of the B o a r d  and m e m b e r s  of o u r  s ta f f ,  
f o r  the p u r p o s e  of l e t t i ng  e a c h  s i de  u n d e r s t a n d  wha t  the p r o b l e m s  a r e  
on  the o t h e r  s i d e .  

We h a v e  no r e l u c t a n c e  in  t e l l i n g  the T r e a s u r y  w h a t  o u r  p r o b l e m s  
a r e ,  o r  in l i s t e n i n g  to t h e i r  r e c i t a t i o n  of t h e i r  p r o b l e m s .  If they  a s k  
o u r  a d v i c e ,  we  g ive  i t  f r e e l y .  But  u n d e r  no c i r c u m s t a n c e s  wou ld  we  
t e l l  t h e m  wha t  they  s h o u l d  do,  o r  wou ld  they  th ink  of t e l l i ng  us wha t  we  
s h o u l d  do.  I t ' s  a v e r y  f ine  w o r k i n g  r e l a t i o n s h i p ,  e a c h  r e a l i z i n g  that  
the o t h e r  a g e n c y  m u s t  m a k e  i t s  own d e c i s i o n s .  

QUESTION:  In y o u r  p o s t a t t a c k  p l a n n i n g  wha t  m e a s u r e s  do you  e n -  
v i s a g e  to i n s t i l l  c o n f i d e n c e  of the s u r v i v o r s  in bo th  the c u r r e n c y  and  the 
c h e c k s  that  m a y  be  a v a i l a b l e  to l a r g e  n u m b e r s  of p e o p l e  ? 

GOVERNOR R O B E R T S O N :  T h a t ' s  a v e r y  d i f f i cu l t  p r o b l e m ,  b e c a u s e  
we  d o n ' t  know wha t  f a c t o r s  a r e  go ing  to a f f ec t  p e o p l e  o r  how they  a r e  
go ing  to r e a c t .  Bu t  wha t  we c a n  do is  to s e e  that  t h e r e  is  enough  c u r -  
r e n c y  p l a c e d  a r o u n d  the c o u n t r y ,  w h i c h  we c a n  ge t  at  and  m a k e  a v a i l -  
ab l e ,  so tha t  t h e r e  n e v e r  c a n  be  a f e a r  that  t h e r e  w o n ' t  be enough  to 
take c a r e  of the r e q u i r e m e n t s .  W e ' v e  b , i l t  up s u p p l i e s  o v e r  the p a s t  
f ive  y e a r s ,  a d d i t i o n a l  s u p p l i e s  of c u r r e n c y ,  f o r  wha t  we th ink  w i l l  
c a r r y  us f o r  a 1 - y e a r  p e r i o d ,  of o n e s ,  f i v e s ,  t e n s ,  t w e n t i e s ,  and  so  
f o r t h .  T h e y  a r e  put  in  spo t s  f r o m  wh ich  we th ink  t hey  wi l l  be  a c c e s -  
s i b l e  in  the c a s e  of n e e d .  

Wi th  r e s p e c t  to c h e c k b o o k  m o n e y ,  tha t  p r o v i d e s  a r e a l  p r o b l e m  
w h i c h  h a s n ' t  b e e n  s e t t l e d .  F r o m  the poin t  of v i e w  of the F e d e r a l  
R e s e r v e ,  ff s o m e t h i n g  w e r e  to h a p p e n  th i s  m i n u t e ,  and  ff I w e r e  the 
p e r s o n  who w e r e  put  in c h a r g e ,  the F e d e r a l  R e s e r v e  wou ld  h o n o r  
e v e r y  c h e c k  d r a w n  on  any  b a n k  in  th is  c o u n t r y ,  w h e t h e r  i t  was  at  the 
b o t t o m  of a r u b b l e  h e a p  o r  no t .  Tha t  wou ld  be  f a r  b e t t e r  than a s t o p p a g e  
of the f low of c h e c k b o o k  m o n e y .  
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Of c o u r s e  you  have  to r e a l i z e  that  w h e r e v e r  a b a n k  is  d e s t r o y e d ,  
m a n y  of i ts  c u s t o m e r s ,  i t s  d e p o s i t o r s ,  w i l l  a l s o  be  d e s t r o y e d .  T h e r e  
m a y  be s o m e o n e ,  h o w e v e r ,  out  in B r o k e n  Bow,  N e b r a s k a ,  who h a s  a 
d e p o s i t  in  the C h a s e - - I  c a n ' t  b e l i e v e  t h a t - - o r  s o m e  o t h e r  bank ;  and if 
he  d r e w  a c h e c k ,  i t  s e e m s  to m e  tha t  tha t  c h e c k ,  if w e ' r e  go ing  to 
m a i n t a i n  the s o r t  Of c o n f i d e n c e  w h i c h  is  n e c e s s a r y ,  m u s t  be  h o n o r e d .  
And so in  the A l e r t  w e ' v e  t aken  the bu l l  by  the h o r n s  and  w e ' v e  h o n o r e d  
e v e r y  s i n g l e  one of t hose  c h e c k s .  T h e  t h e o r y  b e h i n d  tha t  i s  tha t  b y  so 
do ing  you  m a k e  r e s e r v e s  so a v a i l a b l e  that  the G o v e r n m e n t  can  f i n a n c e  
the c h e c k s  s o l e l y  ou t  of F e d e r a l  R e s e r v e  funds  wi th  no d i f f i c u l t y  w h a t -  
s o e v e r .  

QUESTION:  Have  y o u r  o p e r a t i o n s  on the r e d i s c o u n t  r a t e  and  the 
open  m a r k e t  had  the p r e d i c t e d  e f f e c t ?  

GOVERNOR R O B E R T S O N :  I th ink  t h e r e  can  be  no doubt  tha t  the 
l o w e r i n g  of the d i s c o u n t  r a t e  and the p r o v i d i n g  of r e s e r v e s  t h r o u g h  
open  m a r k e t  o p e r a t i o n s  h a v e  e a s e d  c r e d i t  c o n d i t i o n s  c o n s i d e r a b l y .  
We h a v e  had  the b i g g e s t ,  the m o s t  d r a s t i c ,  d r o p  in r a t e s  on G o v e r n m e n t  
s e c u r i t i e s  in  the s h o r t e s t  t i m e  in h i s t o r y .  T h a t  in i t s e l f  e a s e s  c o n d i -  
t ions  so  that  m u n i c i p a l i t i e s  a r e  now c o m i n g  to the m a r k e t  wi th  t h e i r  
i s s u e s  and  r a i s i n g  m o n e y  f o r  the p u r p o s e  of b u i l d i n g  s c h o o l s  and  h o s p i -  
t a l s  and  the l i k e .  Y e s ,  I th ink  the e f f e c t  h a s  b e e n  good .  

Now,  as  I i n d i c a t e d  e a r l i e r ,  t h e r e  a r e  those  who th ink  we h a v e n ' t  
done  enough ,  and  t h e r e  a r e  those  who think w e ' v e  done  too m u c h .  T h e r e  
a r e  t hose  who th ink  tha t  p a r t  of th is  p r e s e n t  p s y c h o l o g i c a l  a t t i t u d e  s t e m s  
f r o m  the f a c t  that  we did  r e d u c e  d i s c o u n t  r a t e s  and  thus c o n f i r m e d  
f e a r s  of a d e p r e s s i o n .  

WeLl, w h o ' s  r i g h t ?  We c a n ' t  go b a c k  and do i t  o v e r  a g a i n .  We h a v e  
to s t a r t  f r o m  h e r e .  

QUESTION:  You p a r t l y  a n s w e r e d  m y  q u e s t i o n  in  y o u r  l a s t  a n s w e r ,  
bu t  p e r h a p s  we  c a n  ge t  at  i t  f r o m  a d i f f e r e n t  a n g l e .  It h a s  no t  b e e n  v e r y  
m a n y  m o n t h s  ago tha t  the P r e s i d e n t  w a s  v e r y  m u c h  w o r r i e d  abou t  i n -  
f l a t i o n .  Now he  i s  w o r r i e d  about  d e f l a t i o n .  When  he  w a s  w o r r y i n g  
abou t  i n f l a t i on ,  t h e r e  w a s  an i n c r e a s e  in  the d i s c o u n t  r a t e .  Now t h e r e  
i s  a d e c r e a s e  in  the d i s c o u n t  r a t e .  My q u e s t i o n  is  th is :  D o n ' t  you  
~hink that  the a c t i o n  of the F e d e r a l  R e s e r v e  B o a r d  c a m e  a l i t t l e  b i t  
too l a t e  and w a s  p e r h a p s  a l i t t l e  b i t  too l i m i t e d  to s top  tha t  i n f l a t i on ;  
that  you c o u l d  h a v e  s t o p p e d  the i n f l a t i o n  a l i t t l e  b i t  e a r l i e r ,  b e c a u s e  
we a r e  now w o r r y i n g  about  de f l a t i on ,  wh ich  m a y  be c o m i n g  abou t  a n y w a y ?  
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GOVERNOR R O B E R T S O N :  H i n d s i g h t  i s  a w o n d e r f u l  th ing .  You 
c a n  s e e ,  l o o k i n g  back ,  j u s t  e x a c t l y  w h e r e  you s h o u l d  have  a c t e d  and 
w h e n .  But  l ook ing  a h e a d  now, i t ' s  a l i t t l e  m o r e  d i f f i c u l t .  If I w e r e  
the e x c l u s i v e  p e r s o n i f i c a t i o n  of the F e d e r a l  R e s e r v e  S y s t e m  and  I w e r e  
l ook ing  a h e a d  to s e e  wha t  to do, I would  s e e  a l a r g e  a m o u n t  of un -  
e m p l o y m e n t .  I wou ld  s e e  a d r o p  in the i n d e x  of i n d u s t r i a l  p r o d u c t i o n .  
I would  s e e  a d r o p  in the g r o s s  n a t i o n a l  p r o d u c t .  I wou ld  w o n d e r .  
" W h a t  c a n  I do ?" 

T h e n  I ' d  t u r n  a r o u n d  and look at  s o m e  o t h e r  f i g u r e s .  I ' d  s e e  that  
r e t a i l  p r i c e s  a r e  s t a y i n g  r i g h t  up t h e r e .  I ' d  s e e  tha t  e v e n  though you  
h a v e  th is  l a r g e  a m o u n t  of u n e m p l o y m e n t ,  i t ' s  a v e r y  d i f f e r e n t  p i c t u r e  
f r o m  what  it  u s e d  to b e .  U n e m p l o y m e n t  then  m e a n t  that  ff you  w e r e  
u n e m p l o y e d ,  you  w e r e  u n e m p l o y e d - - y o u  d i d n ' t  h a v e  any  m o n e y  c o m i n g  
in .  But  if you  a r e  u n e m p l o y e d  now, 60 p e r c e n t  of y o u r  s a l a r y  is  pa id  
to you in the f o r m  of u n e m p l o y m e n t  c o m p e n s a t i o n .  So that  if  I ' m  un -  
e m p l o y e d ,  I s t i l l  a m  in  a p o s i t i o n  to buy;  m a y b e  not  as  m u c h ,  but  I 
c a n  buy .  T h e r e f o r e  the e f f e c t s  of the u n e m p l o y m e n t  a r e  not  as  g r e a t  on 
the e c o n o m y  as  they  w e r e  then ,  a l t hough  they  a r e  b a d .  

T h e n  I wou ld  s e e  that  we h a v e  this  t r e m e n d o u s  e x p a n s i o n  of p r o -  
d u c t i v e  c a p a c i t y  w h i c h  r e s u l t e d  f r o m  the p l an t  and e q u i p m e n t  s p e n d i n g ,  
and that  we h a v e  to h a v e  an i n c r e a s e  in the d e m a n d  b e f o r e  we c a n  ge t  
tha t  s t a r t e d  b a c k  up a g a i n .  And I wou ld  p u z z l e  s o m e  l i t t l e  b i t  b e f o r e  
I would  d e c i d e  w h i c h  way  I s h o u l d  go.  

Now, the r e a s o n  I ' d  p u z z l e  i s  th i s :  If I w e r e  to t h r o w  lo t s  of 
m o n e y  into  the c r e d i t  s t r e a m  and  thus s t i m u l a t e  e v e r y t h i n g ,  wha t  is  
go ing  to h a p p e n ?  Wel l ,  we  w o u l d  h a v e  a lot  m o r e  m o n e y ,  and we 
wou ld  have  an u p s u r g e  of i n f l a t i o n .  So wha t  do I do ? I l e a v e  tha t  f o r  
you to a n s w e r .  

QUESTION:  S o m e b o d y  s a i d  tha t  he  thought  a c e r t a i n  a m o u n t  of 
l o n g - t e r m  i n f l a t i o n  i s  good r a t h e r  than b a d .  Do you s u p p o r t  tha t  v i e w ?  

GOVERNOR R O B E R T S O N :  It d e p e n d s  on the w i l l  of the p e o p l e  of 
the c o u n t r y .  F r o m  m y  own po in t  of v i ew I d o n ' t  th ink  l o n g - t e r m  in -  
f l a t i o n  is  e s s e n t i a l .  I th ink if we h a v e  the c o u r a g e  to do so ,  we c a n  
p r e v e n t  i t .  

T h e r e  a r e  a lo t  of p e o p l e  in  this  c o u n t r y  who b e l i e v e  that  w e ' r e  
s o r t  of a w e a k - k n e e d  outf i t ,  a l w a y s  w a n t i n g  to s top  i n f l a t i o n  but  f e a r i n g  
d e f l a t i o n  m u c h  m o r e .  T h e y  b e l i e v e  that ,  if you s t a r t  downh i l l ,  - - e v e n  
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a l i t t l e  b i t - - w e  s h o u l d  do s o m e t h i n g  d r a s t i c  i m m e d i a t e l y .  T h a t  would  
r e s u l t  in  pu t t ing  a f l o o r  u n d e r  e a c h  i n f l a t i o n a r y  r i s e .  Bu t  ff you  a r e  
go ing  to have  s t a b i l i t y ,  if you a r e  go ing  to m a i n t a i n  the buy ing  p o w e r  
of the d o l l a r  in  a d y n a m i c  e c o n o m y  l ike o u r s ,  you have  to e x p e c t  " u p s , "  
but  you a l s o  h a v e  to expec t  s o m e  " d o w n s ,  " and not  get  too e x c i t e d  abou t  
t h e m .  If you don ' t ,  y o u ' r e  a l w a y s  going to have  " u p s . "  T h e r e  a r e  lo t s  
of p e o p l e - - s o m e  of t hem m a y  be on  the F e d e r a l  R e s e r v e  B o a r d  s o m e  
d a y - - w h o  a r e  m o r e  f e a r f u l  of d e f l a t i o n  than they  a r e  of i n f l a t i on .  And 
ff t h a t ' s  so ,  t hey  w i l l  m o v e  to o f f s e t  d e f l a t i o n a r y  m o v e m e n t s  m u c h  f a s t e r  
than they  w i l l  i n f l a t i o n a r y  m o v e m e n t s ,  and so you  w i l l  be  go ing  c o n -  
t i n u o u s l y  up.  

My p e r s o n a l  v i ew  is  that  we  d i d n ' t  m o v e  f a s t  enough ,  h a r d  enough ,  
w h e n  the e c o n o m y  was  on the u p t r e n d .  We shou ld  h a v e  b e e n  tougher .  
But we  d i d n ' t  do tha t .  We did it to a v e r y  c o n s i d e r a b l e  ex ten t ,  m u c h  
m o r e  so than  p e o p l e  had  a r i g h t  to expec t ;  and I d o n ' t  m e a n  to b e l i t t l e  
the a c t i o n  tha t  w a s  t aken .  But  f r o m  h i n d s i g h t  I d o n ' t  th ink  it  w a s  
enough .  T h e r e  w e r e  t i m e s  when  we Look a c t i o n  w h i c h  c a l l e d  f o r  c o u r -  
age .  The  a c t i o n  was  t aken .  M a y b e  we c o u l d n ' t  h a v e  gone a n y  f u r t h e r .  
I p e r s o n a l l y  th ink  we cou ld .  

QUESTION:  My q u e s t i o n  h a s  to do wi th  a l l  types  of c o n t r o l s .  I t  
s e e m s  tha t  we a r e  l e e r y  abou t  i m p o s i n g  t hem b e c a u s e  of wha t  the 
g e n e r a l  p u b l i c ' s  r e a c t i o n  m i g h t  be .  I s u p p o s e ,  as  you  s u g g e s t e d ,  ff 
t h e r e  e v e r  i s  an  a t t a c k  on th is  c o u n t r y ,  the whole  t e n o r  of pub l ic  
op in ion  is  go ing  to c h a n g e  and that  c o n t r o l s  a r e  go ing  to be  n e c e s s a r y  
and  n e e d e d .  I th ink  that  this  c o u n t r y  wi l l  b e c o m e  m o r e  c o n f i s c a t o r y -  
m i n d e d ;  tha t  peop le  w i l l  a c c e p t  c o n f i s c a t o r y  a c t i o n s ;  tha t  t hey  w i l l  
b e c o m e  m o r e  l ike  the E u r o p e a n s ,  who h a v e  b e e n  s u b j e c t e d  to w a r  
a c t i o n s  f o r  a long t i m e .  Why today  c a n ' t  we in  o u r  p r e a t t a c k  p l a n n i n g  
f e e l  th is  c o m i n g  on and  p l an  fo r  a l l  t ypes  of c o n t r o l s  ? Why do we h a v e  
to l ive  in  the p a s t  and have  the peop l e  who a r e  r e s p o n s i b l e  f o r  i m p o s i n g  
c o n t r o l s  w o r r y  abou t  wha t  the g e n e r a l  p u b l i c ' s  r e a c t i o n  is  go ing  to be ? 
I know th is  is  not  p a r t i c u l a r l y  in y o u r  f i e l d ,  b u t - -  

GOVERNOR R O B E R T S O N :  Oh,  y e s ,  i t  i s .  

QUESTION:  Would  you  give  us y o u r  v i e w s  on  t h a t ?  

GOVERNOR R O B E R T S O N :  I ' d  be  v e r y  g lad  to.  

In the f i r s t  p l a c e ,  I a g r e e  wi th  you  tha t  in  t i m e s  of w a r  we a r e  
go ing  to have  to h a v e  s e l e c t i v e  c o n t r o l s .  We have  c o m p l e t e d  and f u l l y  
d r a w n  p l a n s  f o r  w a r t i m e  c o n t r o l s  in s e l e c t e d  a r e a s  wi th  r e s p e c t  to 
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th ings  l ike  c o n s u m e r  c r e d i t ,  fo r  e x a m p l e ,  and h o u s i n g  c r e d i t .  But  
they  would  not  be  enough  in an e m e r g e n c y .  In that  k ind of a s i t u a t i o n  
you n e e d  r a t i o n i n g  as  wel l ,  b e c a u s e  you c a n ' t  j u s t  h a v e  s e l e c t i v e  c r e d i t  
c o n t r o l s  on  the o n e  s ide  and e x p e c t  t hem to w o r k .  You h a v e  to h a v e  
r a t i o n i n g .  You have  to h a v e  a l l o c a t i o n  of m a t e r i a l s .  

QUESTION: I w o n d e r  if  you would  c l a r i f y  the s t a tu s  of the  F e d e r a l  
R e s e r v e  b a n k s  as  to w h e t h e r  they  a r e  who l ly  p r i v a t e  i n s t i t u t i o n s ,  
G o v e r n m e n t  i n s t i t u t i o n s ,  o r  q u a s i - G o v e r n m e n t  i n s t i t u t i o n s .  I m i g h t  
s a y  that  m y  con fus ion  has  b e e n  a ided  and a b e t t e d  s o m e w h a t  by C o n g r e s s -  
m a n  P a t m a n ' s  r e c e n t  r e m a r k s  wi th  r e s p e c t  s p e c i f i c a l l y  to those  b a n k s .  

GOVERNOR ROBERTSON:  I 'd  be  v e r y  g lad  to.  Of c o u r s e  you 
r e a l i z e  that  when  I do it, I am  s t a t i ng  m y  own v i e w s  and  no t  t h o s e  of 
anyone  e l s e .  

The F e d e r a l  R e s e r v e  banks  a r e  q u a s i - p u b l i c  i n s t r u m e n t a l i t i e s .  
T h e y  a r e  not  owned  by the c o m m e r c i a l  banks  of this  c o u n t r y .  T h e y  
a r e  owned  by the p e o p l e  of t h e s e  Uni t ed  S t a t e s .  T h e y  p e r f o r m  publ ic  
f u n c t i o n s .  

Bu t  we have  u t i l i z e d  a v e r y  i n g e n i o u s  d e v i c e  f o r  k e e p i n g  t hose  in -  
s t i t u t i o n s  f r o m  b e i n g  o n e - s i d e d  by b r i n g i n g  into t h e m  the i n t e l l i g e n c e  
and the j u d g m e n t  of peop l e  in  p r i v a t e  l i f e .  We do that  t h rough  the 
b o a r d s  of d i r e c t o r s .  E a c h  b o a r d  c o n s i s t s  of n ine  d i r e c t o r s ,  as  you 
know.  T h r e e  of t hem a r e  a p p o i n t e d  by the B o a r d  of G o v e r n o r s ,  and 
they  r e p r e s e n t  the publ ic  s e c t o r .  T h r e e  of t h e m  a r e  b a n k e r s ,  and they  
r e p r e s e n t  the b a n k i n g  s e c t o r .  T h r e e  a r e  e l e c t e d  by the b a n k e r s ,  but  
they  a r e  n o n b a n k e r s ,  who r e p r e s e n t  the buy ing  pub l i c .  T h o s e  b o a r d s  
of d i r e c t o r s  b r i n g  to those  F e d e r a l  R e s e r v e  b a n k s  s o m e  of the r e a l  
b e n e f i t s  that  you ge t  f r o m  o u t s i d e  po in t s  of v i ew.  T h e r e  a r e  s o m e  250 
of t h e s e  d i r e c t o r s ,  and I m u s t  s ay  they  r e p r e s e n t  the l e a d i n g  c i t i z e n s  
of th is  c o u n t r y  and p e r f o r m  a v e r y  r e a l  publ ic  s e r v i c e .  

The  d i s c l o s u r e s  which  M r .  P a t m a n  has  m a d e  in  the p a s t  f ew days ,  
and  which  s e e m  to h a v e  r e c e i v e d  a c o n s i d e r a b l e  a m o u n t  of pub l i c i ty ,  
a r e  m i s l e a d i n g .  Th i s  i n f o r m a t i o n  that  he  has  i s  not  i n f o r m a t i o n  that  
he  h a s  dug up. It i s  i n f o r m a t i o n  we have  f u r n i s h e d  h i m .  

We e x a m i n e  a l l  the F e d e r a l  R e s e r v e  b a n k s  and  t h e i r  b r a n c h e s  
t h rough  a s taff  of e x a m i n e r s .  Not  on ly  that,  but  we e m p l o y  o u t s t a n d i n g  
f i r m s  of publ ic  a u d i t o r s  to s u p e r v i s e  one of ou r  e x a m i n a t i o n s  each  
y e a r  and audi t  i t  fo r  the p u r p o s e  of s e e i n g  w h e t h e r  we a r e  do ing  the 
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b e s t  p o s s i b l e  job and w h e t h e r  we a r e  u s i n g  the b e s t  p o s s i b l e  p r o c e -  
d u r e s .  The  i n f o r m a t i o n  w h i c h  we get  c o m e s  in to u s .  We do not  h ide  
i t  f r o m  any  c o n g r e s s i o n a l  c o m m i t t e e .  We give  i t  to t h e m .  

F o r  e x a m p l e ,  one  of the i t e m s  c i t e d  was  that  the F e d e r a l  R e s e r v e  
S y s t e m ,  o r  s o m e  bank ,  had  pa id  an  h o n o r a r i u m  of $ 2 , 0 0 0  to s o m e o n e  
to c o m e  and m a k e  a s p e e c h ;  $ 1 , 6 0 0  to fou r  o t h e r s ,  $ 1 , 5 0 0  to t h r e e  
o t h e r s ,  and  $500 to one  o t h e r ,  o r  s o m e t h i n g  l ike  tha t .  What  a r e  the 
f a c t s  ? 

About  a y e a r  ago the Jo in t  E c o n o m i c  C o m m i t t e e  of C o n g r e s s ,  of 
w h i c h  M r .  P a t m a n  is  c h a i r m a n ,  the Counc i l  of E c o n o m i c  A d v i s e r s ,  
and the P r e s i d e n t  of the Uni ted  S ta t e s  a s k e d  the F e d e r a l  R e s e r v e  B o a r d  
to m a k e  a s t u d y  of s m a l l  b u s i n e s s  c r e d i t .  So we l a u n c h e d  that  s t u d y .  
In the c o u r s e  of i t  we e n g a g e d  e i g h t  o r  n ine  of the top e c o n o m i s t s  of 
th is  c o u n t r y ,  who s p e n t  a c o n s i d e r a b l e  p o r t i o n  of t h e i r  t i m e  f r o m  
J a n u a r y  to S e p t e m b e r  p r e p a r i n g  p a p e r s  on v a r i o u s  s e g m e n t s  of th is  
s t u d y .  T h e n  at  the end  of that  t ime  they  a l l  m e t  t o g e t h e r  in  a 2 - d a y  
s e s s i o n .  

The  f e e s  they  w e r e  pa id  w e r e  the $ 2 , 0 0 0 ,  the $ 1 , 6 0 0  and the $ 1 , 5 0 0 .  
Now, that  is  not  $ 2 , 0 0 0  f o r  m a k i n g  a s p e e c h .  We a r e  p a y i n g  t hem f o r  
the w o r k  they d id  o v e r  a long p e r i o d  of t i m e  and  the p a p e r s  t hey  p r e -  
s e n t e d ,  w h i c h  w e r e  p u b l i s h e d  in o u r  c o m p l e t e d  v o l u m e s  that  w e r e  then  
p r e s e n t e d  to the C o m m i t t e e .  

O t h e r  i t e m s  c i t e d  w e r e  s i m i l a r l y  m i s l e a d i n g .  

QUESTION:  You have  a l r e a d y  a n s w e r e d  one of m y  q u e s t i o n s ,  
w h i c h  w a s  w h e t h e r  o r  not  y o u r  i n s t i t u t i o n  h a s  a c t u a l l y  i n s u l a t e d  i t s e l f  
to s o m e  e x t e n t  f r o m  a n y  f o r m  of pub l ic  op in ion .  My s e c o n d  q u e s t i o n ,  
h o w e v e r ,  is  th is :  In r e t r o s p e c t  would  you  i n d i c a t e  wha t ,  in  y o u r  
op in ion ,  w e r e  the t h r e e  m o s t  i m p o r t a n t  f a c t o r s  c o n t r i b u t i n g  to our  i n -  
f l a t i o n  of the p a s t  I0 y e a r s  ? 

GOVERNOR R O B E R T S O N :  No.  No t  b e c a u s e  I w o u l d n ' t  l ike  to, 
bu t  b e c a u s e  I c a n ' t .  

What  m a k e s  i n f l a t i o n ?  Wel l ,  it  i s n ' t  s o l e l y  the v o l u m e  of m o n e y  
t h a t ' s  a c t u a l l y  in  e x i s t e n c e ,  but  i t ' s  the t u r n o v e r  of that  m o n e y .  If 
you  take  so m u c h  m o n e y  and t u r n  i t  o v e r  25 t i m e s ,  i t ' s  that  b ig .  If 
you  t u r n  i t  o v e r  i00  t imes, i t ' s  m u c h  l a r g e r .  So that  the v o l u m e  of 
m o n e y  you h a v e  c h a s i n g  the a v a i l a b l e  goods  and s e r v i c e s  is  m u c h  
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g r e a t e r  and y o u ' r e  going to ha~e  a l e v e l i n g  off and y o u ' r e  go ing  to 
h a v e  i n f l a t i o n .  T h a t  i s  d e p e n d e n t ,  then,  upon the p s y c h o l o g i c a l  a t t i t ude  
of the p e o p l e .  

I w o u l d n ' t  wan t  to point  a f i n g e r  a t  the c o n s u m e r  o r  at  l a b o r  o r  a t  
i n d u s t r y .  I th ink  i t ' s  a c o n g l o m e r a t i o n  of the who le  e c o n o m y .  We 
ou tbu i l t  o u r  p r o d u c t i v e  c a p a c i t y  b e c a u s e  of the t r e m e n d o u s  u p s w i n g  of 
c a p i t a l  goods  e x p e n d i t u r e s .  We bu i l t  a c a p a c i t y  wh ich  was  g r e a t e r  than 
the d e m a n d .  You have  to le t  that  s e t t l e  down unt i l  the d e m a n d  c a t c h e s  
up wi th  i t .  

C O L O N E L  W A L K E R :  B y  the show of h a n d s  and the i n t e r e s t ,  I 
c a n  s e e  tha t  m o s t  of us cou ld  keep  you h e r e  f o r  s e v e r a l  h o u r s  m o r e .  
Bu t  I h a p p e n  to know that  you  h a v e  a l u n c h e o n  e h g a g e m e n t .  So on b e h a l f  
of the C o m m a n d a n t  and the s t u d e n t  body  and a l l  of us ,  I w i sh  to t hank  
you  v e r y  m u c h  f o r  a h i g h l y  i n f o r m a t i v e  p r e s e n t a t i o n  on this  s u b j e c t ,  
w h i c h  we n e e d  to know m o r e  about  to do o u r  jobs  b e t t e r  h e r e .  T h a n k  
you  v e r y  m u c h .  

(9 Jun  1958- -4 ,  1 0 0 ) B / m g a : b b n  
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