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F E D E R A L  R E S E R V E  SYSTEM O P E R A T I O N S  AT THE P O L I C Y  L E V E L  

12 F e b r u a r y  1960 

GENERAL HOUSEMAN: This week we have had some economic 

prognostications, information on price-wage relationships, information 

on the Treasury Department, and other economic discussions. In these 

discussions the facts have been brought out that the Federal Reserve 

System has some importance or value in this whole economic picture. 

Last September you received information on the Federal Reserve 

System, its functioning, and its organization. Now we are going to have 

a specific talk again on the subject of the general problem of policy within 

the Federal Reserve System. 

We have a speaker here this morning who has been on the Board 

since 1952 and is well versed on the subject of the Federal Reserve System. 

At this time I would like to introduce Governor James L. Robertson 

of the Federal Reserve System. Mr. Robertson. 

MR. ROBERTSON:  G e n e r a l ,  G e n t l e m e n :  J u s t  in c a s e  I shou ld  f a l t e r  

d u r i n g  the  nex t  h o u r  o r  so,  I p r o b a b l y  s h o u l d  t e l l  you the  p r o b a b l e  c a u s e .  

The  day a f t e r  I put on the  u n i f o r m  of a L i e u t e n a n t  J . G .  in the  Navy b a c k  

in the  e a r l y  f o r t i e s ,  a t  a t i m e  w h e n  I had  no t r a i n i n g  w h a t s o e v e r  and I 

didn't know how to salute, I was called into Mr. Forrestal's office and 

asked to attend a meeting of the Heads of two of the Navy bureaus, to see if 



I c o u l d  f i n d  a s o l u t i o n  f o r  a d i s p u t e  t h a t  w a s  g o i n g  o n  b e t w e e n  t h e m .  H e  

t o l d  m e ,  b u t  I d i d n ' t  r e a l i z e  w h a t  h e  w a s  r e a l l y  s a y i n g ,  t h a t  p e r h a p s ,  i n  

v i e w  o f  m y  r a n k ,  o r  r a t h e r  t h e  l a c k  o f  i t ,  I s h o u l d  b e  a c c o m p a n i e d  by  a 

c i v i l i a n ,  a n d  o n e  of  h i s  a s s i s t a n t s  w o u l d  go  w i t h  m e .  We w a l k e d  i n t o  t h e  

r o o m  a n d  i t  w a s  f i l l e d  w i t h  g o l d  b r a i d .  F o r  a n  h o u r  o r  s o  I t r i e d  t o  f i n d  

w h a t  w a s  g e n e r a t i n g  a l l  t h e  h e a t .  A t  t h e  e n d  o f  t h a t  t i m e  I s a i d  t h a t  I h a d  

e v e r y t h i n g  t h a t  I n e e d e d .  I t h a n k e d  t h e m ,  

j u s t  a s  I w o u l d  h a v e  d o n e  t w o  d a y s  b e f o r e ,  

s h o o k  h a n d s ,  a n d  t o o k  m y  l e a v e ,  

a s  C o u n s e l  t o  t h e  C o m p t r o l l e r  

o f  t h e  C u r r e n c y  in  t h e  m e e t i n g  Of q u a r r e l i n g  b a n k e r s .  

B e f o r e  I h a d  e v e n  a n  o p p o r t u n i t y  t o  t h r o w  a r e p o r t  t o g e t h e r ,  i n  f a c t  

t h e  v e r y  n e x t  m o r n i n g ,  I w a s  a g a i n  c a l l e d  i n t o  M r .  F o r r e s t a l ' s  o f f i c e  

a n d  t o l d  t h a t  I h a d  b e e n  c h a r g e d  w i t h  s e v e r a l  s e r i o u s  v i o l a t i o n s .  In  t h e  

f i r s t  p l a c e  I h a d  f a i l e d  to  s a l u t e  a n d  t o  s t a n d  a t  a t t e n t i o n  u n t i l  t o l d  t o  t a k e  

a s e a t .  B u t ,  e v e n  ~ v o r s e ,  ~ a L i e u t e n a n t ,  J .  G . ,  h a d  t e r m i n a t e d  t h e  

m e e t i n g  a n d  h a d  e v e n  o f f e r e d  t o  s h a k e  h a n d s  w i t h  m y  s u p e r i o r  o f f i c e r s .  

I a m  s u r e  t h a t  a l l  o f  y o u  c a n  a p p r e c i a t e  w h y  I h a v e  a v e r y  d i s t i n c t  

c a s e  o f  i n f e r i o r i t y  c o m p l e x  in  t h e  p r e s e n c e  o f  s o  m a n y  of  y o u  o f f i c e r s .  

E v e n  s o ,  I a m  d e l i g h t e d  t o  h a v e  a c h a n c e  t o  c o m e  o v e r  a n d  m e e t  w i t h  y o u ,  

a s  I w a s  w i t h  y o u r  p r e d e c e s s o r s  l a s t  y e a r ,  a n d  t h e i r  p r e d e c e s s o r s  t h e  

y e a r  b e f o r e ,  f o r  t w o  w h a t  a r e  t o  m e  v e r y  g o o d  r e a s o n s ,  h t h e  f i r s t  p l a c e  

I h a v e  a p r o f o u n d  a d m i r a t i o n  a n d  r e s p e c t  f o r  t h i s  s c h o o l  a n d  a m  o n l y  t o o  

g l a d  t o  m a k e  w h a t e v e r  c o n t r i b u t i o n  I c a n .  W h a t e v e r  c o n t r i b u t i o n  I m a k e  

w i l l  d e p e n d  v e r y  m u c h  o n  w h a t  q u e s t i o n s  y o u  a s k .  S e c o n d l y ,  I t h i n k  y o u  
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m e n  a r e  in a v e r y  good p o s i t i o n  to do wha t  I t h i n k  is i m p o r t a n t ,  to  m a k e  

a r e a l  c o n t r i b u t i o n  t o w a r d  b r i n g i n g  abou t  a w i d e r  pub 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 .  

I r a t h e r  s u s p e c t  t ha t  m o s t  p e o p l e  in t h i s  c o u n t r y  h a v e  h e a r d  abou t  

the  F e d e r a l  R e s e r v e  S y s t e m ,  good o r  bad .  But  s o m e t i m e s  I w o n d e r  if  

t h o s e  of us  who a r e  in the  s y s t e m  w o u l d n ' t  be j u s t  a l i t t l e  bi t  s h o c k e d  if  

we  w e r e  to  l e a r n  wha t  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  l a c k  of it, is of 

the  m a n  on the  s t r e e t  wi th  r e s p e c t  to the  s y s t e m .  

I a m  a l w a y s  i m p r e s s e d  wi th  the  f ac t  t ha t  t o d a y  t h e r e  a r e  s t i l l  s o m e  

b a n k e r s  in t h i s  c o u n t r y ,  of a l l  p e o p l e ,  who b e l i e v e  tha t  the  s y s t e m  s u p -  

p o r t s  i t s e l f  by  u s i n g  t h e i r  b a n k s '  r e s e r v e s  to i n v e s t  in g o v e r n m e n t  s e c u r -  

i t i e s .  And so  t h e y  a r g u e  tha t  the  p r o f i t s  ought  to be d i v v i e d  up a m o n g  the 

m e m b e r  b a n k s .  T h i s  p r o b a b l y  r e s u l t s  f r o m  the  f ac t  t ha t  we do h a v e  a 

f a i r l y  s i z a b l e  p o r t f o l i o  of g o v e r n m e n t  s e c u r i t i e s ,  abou t  $26 b i l l i o n  w o r t h .  

T h e  p r o f i t s  on t h o s e  a r e  s u f f i c i e n t  not  on ly  to pay  a l l  of the  S y s t e m ' s  

e x p e n s e s  t h r o u g h o u t  t he  c o u n t r y  bu t  e n a b l e  us  to t u r n  b a c k  to the  T r e a s u r y  

h u n d r e d s  of m i l l i o n s  of d o l l a r s  e a c h  y e a r .  Th i s  p a s t  y e a r  it  w a s  a r o u n d  

$900 m i l l i o n .  T h o s e  b a n k e r s  a r e  v e r y  r e l u c t a n t  to b e l i e v e - - a s  a m a t t e r  

of f ac t  I d o n ' t  t h ink  t h e y  do b e l i e v e - - t h a t  it would  be l i t e r a l l y  i m p o s s i b l e  

f o r  the  F e d e r a l  R e s e r v e  S y s t e m  to u s e  a s i n g l e  d o l l a r  of a m e m b e r b a n k ' s  

r e s e r v e s  f o r  any  p u r p o s e .  We s i m p l y  c a n ' t  do it ,  b e c a u s e  we c r e a t e  d o l -  

l a r s  e v e r y  t i m e  we m a k e  an  i n v e s t m e n t ,  and we c a n c e l  d o l l a r s  e v e r y  t i m e  

we pu l l  r e s e r v e s  in .  We d e a l  in h i g h - p o w e r  d o l l a r s  and not  o r d i n a r y  d o l l a r s .  

3 



And t h e s e  s a m e  b a n k e r s  s i m p l y  w o n ' t  b e l i e v e  tha t ,  if t he  law p e r m i t t e d  

us  to do so,  we  cou ld  t u r n  b a c k  to e v e r y  m e m b e r  b a n k  in th i s  c o u n t r y  

the  e n t i r e  a m o u n t  of i t s  r e s e r v e s  and not  e v e n  t o u c h  a s i n g l e  g o v e r n m e n t  

bond in o u r  p o r t f o l i o .  

It is  p e r f e c t l y  obv ious  tha t ,  u n l e s s  p e o p l e  u n d e r s t a n d  the  F e d e r a l  

R e s e r v e  S y s t e m ,  i t s  p o l i c i e s  c a n ' t  be  fu l ly  e f f e c t i v e .  If p e o p l e  d o n ' t  

u n d e r s t a n d  the  m o v e s  w h i c h  we m a k e  t h e y  a r e  apt  to  j u m p  f r o m  one  

e x t r e m e  to  a n o t h e r ,  f r o m  b u l l i s h n e s s  to b e a r i s h n e s s ,  o r  v i c e  v e r s a ,  and 

tha t  r e a l l y  m a k e s  the  f o r m u l a t i o n  and e x e c u t i o n  of m o n e t a r y  p o l i c y  m o r e  

d i f f i c u l t .  Of c o u r s e  I w o u l d n ' t  h a v e  you  t h i n k  tha t  I t h i n k  t ha t  a m e r e  

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  would  s o l v e  a l l  of o u r  p r o b -  

l e m s .  T h e r e  a r e  w ide  d i s p a r i t i e s  of v i ew,  w ide  d i s p a r i t i e s  of e c o n o m i c  

and  p o l i t i c a l  p h i l o s o p h y ,  a m o n g  t h o s e  who u n d e r s t a n d  i t  v e r y  w e l l .  T h e r e  a r e  

t h o s e  who t h i n k  tha t  i t  is  o u r  du ty  to s t i m u l a t e  t he  e c o n o m y  to  the  f u l l e s t  

p o s s i b l e  ex t en t ,  e v e n  a t  the  e x p e n s e  of a l i t t l e  i n f l a t i o n .  T h e y  d o n ' t  w o r r y  

abou t  i t .  On the  o t h e r  s i d e  t h e r e  a r e  t h o s e  who t h i n k  tha t  a d e p r e s s i o n  

e v e r y  o n c e  in a w h i l e  is  a p r e t t y  good t h e r a p e u t i c  p u r g e .  

We d o n ' t  ho ld  wi th  e i t h e r  g roup ,  

i c i s m  c o m i n g  at  us  f r o m  bo th  s i d e s ,  

t h o s e  who u r g e  e v e n  g r e a t e r  c a u t i o n .  

of c o u r s e .  As a r e s u l t ,  we h a v e  c r i t -  

t h o s e  who  a r e  s p u r r i n g  us a h e a d  and 

As  a m a t t e r  of f ac t ,  I would  be  j u s t  

a little disturbed if at any t ime we found all the c r i t ic i sm coming from one 

side.  It never  happens, so I am not very  much disturbed.  But I might  just 
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s a y  that ,  if  you  wan t  to be popu la r ,  you  d o n ' t  want  any  p l a c e  in  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  what  we do d o e s n ' t  r e s u l t  in p o p u l a r i t y .  We 

a r e  a l w a y s  s t e p p i n g  on s o m e b o d y ' s  t o e s .  

L e t ' s  t a k e  a look at  the  F e d e r a l  R e s e r v e  S y s t e m .  T h e r e  a r e  6200 

m e m b e r  b a n k s  h o l d i n g  a p p r o x i m a t e l y  85 p e r c e n t  of the  d e m a n d  d e p o s i t s  
f e d e r a l  

of a l l  the  c o m m e r c i a l  b a n k s  in the  coun t ry ;  1 2 / r e s e r v e  b a n k s  wi th  t h e i r  

24 b r a n c h e s  s c a t t e r e d  in a l l  the  m a j o r  c i t i e s  of t he  c o u n t r y ;  the  B o a r d  of 
Open 

G o v e r n o r s  h e r e ;  the  F e d e r a l / M a r k e t  C o m m i t t e e ;  and the  F e d e r a l  A d v i s o r y  

Counc i l .  

B e f o r e  I do that ,  p e r h a p s  we ought  to j u s t  s t a r t  e v e n  by e l i m i n a t i n g  

s o m e  of the  a r e a s  tha t  a l l  of us  know e q u a l l y  we l l .  F i r s t ,  I e x p e c t  a l l  o f  

us  know tha t  the  s y s t e m  was  o r i g i n a l l y  s e t  up as a s e r v i c e  i n s t i t u t i o n ,  

d e s i g n e d  to  p r o v i d e  the  c o u n t r y  wi th  a m o r e  e l a s t i c  c u r r e n c y ,  and to put 

to an end the  m o n e y  banks  w h i c h  had b e s e t  the  c o u n t r y  f r o m  t i m e  to  t i m e  

o v e r  the  y e a r s .  I t h i n k  in t h i s  r e s p e c t  t h e r e  is  p r e t t y  g e n e r a l  a g r e e m e n t  

t h r o u g h o u t  the  c o u n t r y  tha t  the  S y s t e m  has  b e e n  a t r e m e n d o u s  s u c c e s s .  

Al l  the  m o n e y  of the  c o u n t r y ,  the  c u r r e n c y ,  fo r  e x a m p l e ,  $31 b i l l i o n  

o r  $32 b i l l i o n  of it, w h i c h  i n c r e a s e s  by about  a b i l l i o n  d o l l a r s  d u r i n g  the  

two m o n t h s  p r e c e d i n g  the  end  of the  y e a r  and f a l l s  back  d u r i n g  the  m o n t h  

f o l l o w i n g  t h a t - - a n d  t h e r e  a r e  o t h e r  f l u c t u a t i o n s  a r o u n d  the  F o u r t h  of Ju ly  

and L a b o r  D a y - - g o e s  out in to  c i r c u l a t i o n  t h r o u g h  the  f e d e r a l  r e s e r v e  banks  

to c o m m e r c i a l  banks  and out to the  publ ic ,  and it c o m e s  b a c k  the  s a m e  way  
e i t h e r  

to  the  f e d e r a l  r e s e r v e  banks  f o r / d e s t r u c t i o n  o r  r e i s s u e .  
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The  a m o u n t  of c u r r e n c y  a c t u a l l y  h a n d l e d  by t h e s e  f e d e r a l  r e s e r v e  

banks each year is astounding. If you would stack it up in a pile it would 

go up 350 miles in the sky. That's a lot of currency. It isn't all one- 

dollar bills, either. 

But I don't think I need to paint any picture of this volurne of currency 

that we handle or even the volume of checks that we clear, which number 

into the billions, other than to say that these services by themselves con- 

stitute no small contribution to the smooth functioning of the economy on 

which our way of life is based. 

As a part of these service functions, and one factor that is little 

known, the Board here in Washington maintains an inter-district settle- 

ment fund through which a very large part of the financial transactions of 

this country are settled every day. At the end of each day, every federal 

reserve bank wires into the Board the amount which it owes to every other 

federal reserve bank or branch, and through those debits and credits we 

clear approximately $4 billion of financial transactions every day. 

Of course, the Federal Reserve also, in the service functions, functions 

that approximately 95 percent of our 20, 000 employees are devoting full 

time to, include services for the Treasury, like the issuance and redemption 

of government securities and exchange securities, the handling of their tax 

and loan accounts in commercial banks, through which the taxes are received 

and payments for securities are received. It also performs fiscal functions 



f o r  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 ,  the  P o s t  Off ice  D e p a r t m e n t ,  w i th  

a l l  t h e i r  m o n e y  o r d e r s ,  and o t h e r  g o v e r n m e n t  a g e n c i e s .  And then ,  of 

c o u r s e ,  t h e r e  is a n o t h e r  f u n c t i o n  w h i c h  w a s  i m p o s e d  on the  F e d e r a l  R e s e r v e ,  

and  tha t  was  to i m p r o v e  bank  s u p e r v i s i o n .  Th i s  we h a v e  a t t e m p t e d  to do, 

not  on ly  t h r o u g h  the  e x a m i n a t i o n  of m e m b e r  b a n k s  t h r o u g h o u t  t he  c o u n t r y  

but  a l s o  t h r o u g h  the  i s s u a n c e  of r e g u l a t i o n s  c o v e r i n g  a l l  m e m b e r  b a n k s ,  

S ta t e  and n a t i o n a l ,  f o r  e x a m p l e  in the  t r u s t  f i e l d .  In a d d i t i o n ,  we  h a v e  s e t  

up a s c h o o l ,  w h i c h  is  a s o r t  of pe t  of m i n e ,  b e c a u s e  I had  a p a r t  in  i t s  

c r e a t i o n .  It i s  a jo in t  v e n t u r e  w i th  t he  C o m p t r o l l e r  of the  C u r r e n c y  in the  

F T I C .  T h i s  s c h o o l  is d i v i d e d  in to  two s e c t i o n s .  We t a k e  the  new m e n ,  

t he  g r e e n  m e n ,  who a r e  j u s t  c o m i n g  on the  e x a m i n i n g  f o r c e s  of any  of the  

f e d e r a l  a g e n c i e s  and  S ta t e  a g e n c i e s .  T h e n  we h a v e  a s e n i o r  s c h o o l  f o r  

t h o s e  who h a v e  b e e n  on the  f o r c e  and a r e  r e a d y  f o r  c o m m i s s i o n s  as  f u l l -  

f l e d g e d  e x a m i n e r s ,  and we p u t  t h e m  t h r o u g h  th i s  c o u r s e  h e r e  in W a s h i n g t o n .  

In c o n n e c t i o n  w i t h  it ,  you  m i g h t  be  i n t e r e s t e d  to  know tha t  we have  a l i t t l e  

b a n k  s e t  up,  w h i c h  is  a p e r f e c t  l i t t l e  i n s t i t u t i o n ,  w i th  one  e x c e p t i o n - - i t  h a s  

no m o n e y .  We have  t h e s e  m e n  e x a m i n e  t h i s  b a n k  as  t h e y  would  if t h e y  

w e r e  out  in the  f i e l d .  T h e y  go t h r o u g h  in s m a l l  g r o u p s .  T h e n  t h e y  h a v e  to 

a p p e a r  b e f o r e  a B o a r d  of D i r e c t o r s  c o m p o s e d  of o u r  own p e o p l e .  Of c o u r s e  

t he  B o a r d  of D i r e c t o r s  k n o w s  wha t  the  r e c o r d s  of t h i s  b a n k  look  Like. T h e y  

h a v e  j i m m i e d  t h e m  to  s u i t  t h e i r  own p u r p o s e s .  We h a v e  lo ts  of fun w i t h  

t h o s e  s t u d e n t s .  

l a s t  e i g h t  y e a r s .  

Wel l ,  we put  abou t  1200 m e n  t h r o u g h  tha t  c o u r s e  in the  

By th i s  p r o c e d u r e  we u n d o u b t e d l y  i m p r o v e  bank  s u p e r v i s i o n .  
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Of course, the faster we train these men the faster we lose them to the 

c o m m e r c i a l  b a n k s ,  too .  But  a l s o ,  the  f a s t e r  the  c o m m e r c i a l  b a n k s  b e c o m e  

b e t t e r  m a n n e d .  So it w o r k s  out  to  o u r  a d v a n t a g e .  

As you know,  we h a v e  an  e v e n  m o r e  v i t a l  f unc t i on ,  b e c a u s e  we a r e  

the  c e n t r a l  b a n k  of the  Na t i on .  As s u c h  we a r e  t he  l e n d e r  of Last r e s o r t .  

We a r e  the  c r e a t o r  of bank  r e s e r v e s .  And we r e g u l a t e  the  m o n e y  s u p p l y .  

Th i s  i n c l u d e s  not  on ly ,  as  you  know, the  c u r r e n c y  of the  c o u n t r y  but  the  

b ig  p a r t  of the  m o n e y  s u p p l y - - t h e  c h e c k  book  m o n e y .  I t ' s  about  80 p e r c e n t .  

In s h o r t ,  wha t  we do is  to  f o r m u l a t e  and e x e c u t e  m o n e t a r y  p o l i c y .  

What  is m o n e t a r y  p o l i c y ?  What  is  o u r  p r e s e n t  m o n e t a r y  p o l i c y ?  

Wel l ,  i t ' s  e x a c t l y  the  s a m e  as  it  w a s  l a s t  y e a r  and the  y e a r  b e f o r e  and the  

y e a r  b e f o r e  t h a t .  It i s  s i m p l y  to m a k e  a v a i l a b l e  a l l  the  m o n e y  and c r e d i t  

t h a t ' s  n e e d e d  by the  e c o n o m y ,  not  on ly  f o r  n o r m a l  o p e r a t i o n s  but  a l s o  f o r  

h e a l t h y  g r o w t h - - n o t  so  m u c h  as  to b r i n g  abou t  i n f l a t i o n  on the  one  s i d e  o r  

d e f l a t i o n  on the  o t h e r  s i d e .  In o t h e r  w o r d s ,  it  is  o u r  a i m  to s e e  to it t ha t  

boom and bus t  c y c l e s  do not  a r i s e  out  of m o n e y  and c r e d i t  c a u s e s  and to 

m o d e r a t e  to  the  e x t e n t  t ha t  we a r e  a b l e  to do s o - - a n d  o u r  p o w e r s  a r e  l i m i t e d - -  

a n y  c y c l e  l o o m i n g  o r  s t e m m i n g  f r o m  any  o t h e r  c a u s e .  Of c o u r s e ,  as  you  

know,  i n f l a t i o n  and d e f l a t i o n  h a v e  c a u s e s  o t h e r  t han  the  m i s b e h a v i o r  of 

m o n e y  and c r e d i t .  So we c a n  n e v e r  a c h i e v e  p e r f e c t i o n .  Our  c r i t i c s ,  and 

we h a v e  p l e n t y  of t h e m ,  e x p e c t  p e r f e c t i o n ,  but  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  a w i d e r  p u b l i c  u n d e r s t a n d i n g  of m o n e t a r y  p o l i c y .  

Th i s  f o r m u l a t i o n  of m o n e t a r y  p o l i c y  is a d i f f i cu l t  t a s k .  I d o n ' t  m e a n  
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to  i m p l y  tha t  t h r o u g h  it  we  c a n  s o l v e  a l l  of the  p r o b l e m s  of t h i s  c o u n t r y - -  

e c o n o m i c  p r o b l e m s .  I t h i n k  m o n e t a r y  p o l i c y  is  a v e r y  p o w e r f u l  i n f l u e n c e ,  

one  of the  m o s t  p o w e r f u l  in the  e c o n o m y .  But it is  p e r f e c t l y  obv ious  to  

a n y b o d y  tha t  we c a n n o t  c o n t r o l  s u c h  po t en t  f a c t o r s  a s  p u b l i c  p s y c h o l o g y ,  

a s  the  s p e n d i n g  h a b i t s  of p e o p l e ,  as  t he  s a v i n g s  h a b i t s  of p e o p l e ,  a s  t he  

p u b l i c  debt ,  and the  budge t ,  o r  e v e n  the  p r e s s u r e s  f r o m  l a b o r ,  a g r i c u l t u r e ,  

and  i n d u s t r y  g r o u p s  tha t  r e s u l t  in r i s i n g  w a g e s  and in g o v e r n m e n t a l  s u b s i -  

d i e s  and g u a r a n t i e s  of one  s o r t  o r  a n o t h e r .  

A l l  the  F e d e r a l  R e s e r v e  c a n  do is  to  a t t e m p t  to p r o m o t e  m o n e y  and  

c r e d i t  c o n d i t i o n s  w h i c h  a r e  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 .  It c a n  on ly  

b r i n g  i t s  i n f l u e n c e  to  b e a r  on the  e c o n o m i c  s i t u a t i o n  as  t ha t  s i t u a t i o n  is  

c r e a t e d  by the  a c t i o n s  of b u s i n e s s e s ,  l a b o r  u n i o n s ,  a g r i c u l t u r e ,  c o n s u m e r s ,  

and  g o v e r n m e n t s .  It e x e r c i s e s  t ha t  i n f l u e n c e  by v i r t u e  of the  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  r e q u i r e m e n t s .  

As  you  know,  e v e r y  bank  is  r e q u i r e d  to c a r r y  a c e r t a i n  a m o u n t  of i ts  

d e p o s i t s  in  the  f o r m  of r e s e r v e s .  If it  is  a m e m b e r  bank ,  it  ha s  to c a r r y  

t h o s e  on d e p o s i t  w i th  the  f e d e r a l  r e s e r v e  b a n k s .  If the  r e s e r v e s  of a l l  

m e m b e r  b a n k s ,  a l l  b a n k s  in the  c o u n t r y ,  w e r e  e x a c t l y  e q u a l  to  the  r e q u i r e d  

• - e ~ e r v e s ,  t h e y  c o u l d n ' t  m a k e  any  m o r e  l oans ,  b e c a u s e  tha t  wou ld  c r e a t e  

m o r e  d e p o s i t s  f o r  w h i c h  t h e r e  wou ld  be  no r e s e r v e s .  On the  o t h e r  hand ,  

if  t h e y  h a v e  e x c e s s  r e s e r v e s ,  t h e y  a r e  m o r e  t h a n  w i l l i n g  to m a k e  l oans ,  

new 
t h e y  a r e  a n x i o u s  to m a k e  l o a n s  and  e x t e n d / c r e d i t ,  e v e n  if t h e y  have  to 

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 do i t .  And th i s ,  of c o u r s e ,  s t i m u l a t e s  
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b u s i n e s s  a c t i v i t y .  On the  o t h e r  hand,  if  t h e y  h a v e  a d e f i e n c y  of r e s e r v e s  

t h e y  a r e  m u c h  m o r e  r e l u c t a n t  to ex t end  c r e d i t .  T h e y  wi l l  e v e n  c a l l  l oans ,  

and t h e y  w i l l  c h a r g e  m o r e  fo r  w h a t e v e r  l oans  a r e  m a d e .  Th i s  t e n d s  to  

d a m p e n  down undue  e x p a n s i o n  and s p e c u l a t i v e  t e n d e n c i e s ,  by pu t t ing  a 

c r i m p  in the  p l ans  of t h o s e  who p r o p o s e  to b o r r o w  fo r  t h o s e  p u r p o s e s .  

But  the  r e a l  job, I would  say,  is  d e t e r m i n i n g  what  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  fo r  the  e c o n o m y .  

O r d i n a r i l y ,  as you know,  if  you have  too  m u c h  m o n e y  c h a s i n g  a f t e r  

the  goods  and s e r v i c e s  tha t  a r e  a v a i l a b l e  f o r  p u r c h a s e ,  you have  in f l a t i on .  

If you h a v e  too  l i t t l e  m o n e y ,  you have  d e f l a t i o n .  It i s n ' t  qu i t e  a s  s i m p l e  

as  tha t ,  but  you can  s e e  tha t  t he  r e a l  job is  d e t e r m i n i n g  what  is e x a c t l y  

the  r i g h t  a m o u n t .  

I o f ten  l ike  to u se  an  i l l u s t r a t i o n  tha t  to  m e  p i c t u r e s  t h i s ,  and  tha t  is  

an i l l u s t r a t i o n  b a s e d  on an e x p e r i e n c e  of m i n e  wh ich  I am s u r e  tha t  a l l  of 

you h a v e  s h a r e d .  My c h i l d r e n  f r o m  t i m e  to  t i m e  have  e n g a g e d  in r a i s i n g  

t r o p i c a l  f i sh ,  and w e ' v e  l e a r n e d  tha t  the  h e a l t h  and the  b e a u t y  and the  c l a r -  

i ty  of the  a q u a r i u m  are d e p e n d e n t  upon the  m a i n t e n a n c e  of a p r o p e r  b a l a n c e  

a m o n g  fou r  f a c t o r s - - w a t e r ,  f i sh ,  s c a v e n g e r s  ( s n a i l s  o r  ca t f ish},  and the  

p lan t  l i fe .  You c a n ' t  do a n y t h i n g  at a l l  about  t h r e e  of t h o s e  f a c t o r s ,  

You c a n ' t  do a n y t h i n g  about  the  w a t e r  b e c a u s e  the  a q u a r i u m ,  at l e a s t  in 

m y  h o u s e ,  is j u s t  so  l a r g e .  You f i l l  it  up and t h a t ' s  as  f a r  a s  you can  go. 

You c a n ' t  do a n y t h i n g  about  the  f i sh  o r  t he  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 ,  

and m y  k ids ,  at  l e a s t ,  won ' t  p e r m i t  m e  to do tha t .  So what  you t r y  to do is 

10 



to maintain the proper balance by varying the amount of vegetation, the 

plant life, that you have in that aquarium. If you happen to hit it on the 

nose, that water remains elear and the fish are healthy; but if you miss, 

as all of you know, that water begins turning cloudy and the fish start 

turning over on their backs. 

I think there is a slight similarity between the aquarium and the 

eeonomy. In both eases you control only one of many factors. In the 

aquarium you eontrol the plant life and in the business world you extend 

the federal reserve influences over the money.supply. In both eases the 

objeetive is exaetly the same--to get a healthy environment--and in both 

cases there are no precise rules which will enable you to determine what 

the reaetion will be from a given aet. In both cases the interference should 

be kept at a minimum. 

Of course there is one very big differenee, at least one. When you 

put plant life, more of it, into that aquarium, you know that it will immed- 

iately beg{n to manufaeture oxygen~ but, when you put more reserves into 

the banking systemj whether that results in expanding the money supply 

depends entirely upon psychological attitudes. You can make money avail- 

able but you can't make bankers lend it, you can't make people borrow it, 

and you shouldn't be able to. 
th i s  

I t h i n k  ~eads  to a v e r y  s u i t a b l e  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 ,  

the  r e a l i z a t i o n  tha t  a l l  we can  do t h r o u g h  a d j u s t m e n t s  of the  r e s e r v e s  is  

to p r o m o t e  c o n d i t i o n s  wh ich  a r e ,  a s  I say,  c o n d u c i v e  to  s t a b i l i t y  and g r o w t h .  
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Well, that's the mechanism, based on the institution of fractional 

reserve requirements, by which the Federal Reserve attempts to make 

its contribution to an economy that is at once stable and growing. Of 

course the finest piece of machinery is of very little value, except perhaps 

as a museum piece, udless it is used effectively for the purpose for which 

it was designed. You can take a jet plane and put it down in a clearing in 

New Guinea, and it would receive the awe and veneration of the untutored 

natives there, but it wouldn't serve any other purpose, in the absence of 

fuel and lubrication, an appropriate landing strip, and, above all, someone 

who knows how to take it off the ground and pilot it and bring it down again. 

We have a very fine piece of machinery in the Federal Reserve System. 

But, how does it work? How does it function as the central bank in the 

leading industrial nation of the world ? 

Discount rates are raised or lowered, reserve requirements are 

increased or decreased, through open-market operations we either provide 

reserves through buying government securities or we absorb reserves 

through selling government securities, and we do it by the millions. But 

how do we make those decisions ? Like the Deity in "Green Pastures, " do 

we s i m p l y  r e a r  b a c k  and  p a s s  a m i r a c l e ,  o r  do we pu l l  down the  s h a d e s  

and  get  out  the  c r y s t a l  b a l l s  ? I s u s p e c t  t ha t  e a c h  one  of you  has  t hough t  

abou t  t h e s e  t h i n g s  f r o m  t i m e  to t i m e  and you  h a v e  p r o b a b l y  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  o v e r  to t he  B o a r d ,  I, l ike  you,  had  a f a i r l y  good i d e a  
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of w h a t  the  F e d e r a l  R e s e r v e  S y s t e m  was  s u p p o s e d  to do and  how it wen t  

abou t  i t .  Tha t  i s ,  I cou ld  s e e  t he  r e s u l t  of i ts  a c t i o n s .  But  I d i d n ' t  h a v e  

the  s l i g h t e s t  no t ion  of how it  a c t u a l l y  p e r f o r m e d .  So I t hough t  you  m i g h t  

be i n t e r e s t e d  in tha t  s i d e  of i t .  I t h i n k  we c a n  a l l  a g r e e  tha t  the  s i g n i f i c a n t  

p l a c e  of the  F e d e r a l  R e s e r v e  S y s t e m  in the  e c o n o m y  of t h i s  c o u n t r y  r e v o l v e s  

a r o u n d  i t s  f u n c t i o n  as  the  r e g u l a t o r  of t he  m o n e y  s u p p l y .  The  B o a r d  h e r e  

in W a s h i n g t o n  p a r t i c i p a t e s  in e a c h  of the  t h r e e  m a j o r  a r e a s - - t h e  d i s c o u n t  

r a t e s ,  the  r e s e r v e  r e q u i r e m e n t s ,  and the  o p e n - m a r k e t  o p e r a t i o n s .  The  

d i s c o u n t  r a t e s ,  of c o u r s e ,  a s  you  know,  a r e  f ixed  by  the  B o a r d  of D i r e c t o r s  

of the  12 f e d e r a l  r e s e r v e  b a n k s ,  but  t h e y  m u s t  be  r e v i e w e d  and d e t e r m i n e d ,  

and,  if n e c e s s a r y ,  i n i t i a t e d ,  by the  B o a r d  h e r e .  On the  Open M a r k e t  C o m m i t t e e  

the  B o a r d  of G o v e r n o r s  r e p r e s e n t  s e v e n - t w e l f t h s  of the  c o m m i t t e e ,  so  t h e y  

p a r t i c i p a t e  t h e r e .  With r e s p e c t  to r e s e r v e  r e q u i r e m e n t s ,  t h e y  c a n  be 

c h a n g e d  on ly  by the B o a r d  of G o v e r n o r s .  S i n c e  the  B o a r d  is the  un i t  of 

the  s y s t e m  tha t  has  i ts  f i n g e r s - - a n d  I am s u r e  I know at  l e a s t  one  c r i t i c  

who  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  s y s t e m  pie ,  I s h o u l d  

d i s c u s s  it f i r s t .  

The  B o a r d  is  c o m p o s e d ,  a s  you  know, of s e v e n  g o v e r n o r s ,  e a c h  one 

a p p o i n t e d  by the  P r e s i d e n t ,  w i th  the  a p p r o v a l  of the  S e n a t e ,  f o r  a 1 4 - y e a r  

t e r m ,  o r  t h e  u n e x p i r e d  p o r t i o n  of a 1 4 - y e a r  t e r m .  If he  s e r v e s  a fu l l  t e r m  

he  c a n ' t  be r e a p p o i n t e d .  E a c h  m u s t  c o m e  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 ,  so  we  h a v e  d i f f e r e n t  g e o g r a p h i c a l  b a c k g r o u n d s .  E a c h  of the  

g o v e r n o r s  has  e x a c t l y  the  s a m e  p o w e r  as  e v e r y  o t h e r  one .  He d o e s n ' t  
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represent a single district; he represents the entire Nation. One of 

those seven is selected by the President, with no requirement for Senate 

approval, to be Chairman of the Federal Reserve, and another is Vice 

Chairman. The Chairman presides at our meetings~ and is ordinarily 

our official spokesman. 

I don't think you can get much of an idea about the Board of Governors 

without knowing a little something about the members of the Board. 

Although I know one shouldn't, outside of a closed meeting like this, dis- 

cuss his associates, I think it is important to see the difference in the 

background of the people who sit on this Board. I think it makes a big 

difference. Let me just run through them briefly. 

We'll start with the Chairman, William McChesney Martin. I suspect 

that everybody know that he was born a little more than a half-century ago 

in St. Louis. For the last half of that period he has called New York his 

home. In the really troublesome days in the thirties he was President 

of the New York Stock Exchange. After the War he was President of the 

Export-Import Bank, and Assistant Secretary of the Treasury. He has 

been on the Board since 1951. By training, by intellect, by judgment, and, 

above all, by patience, he is admirably suited for the job as Chairman of 

the Board. 

Going down, the next one would be Governor Szymczak, from Illinois. 

He's an accountant by profession. At the time of his appointment he was 

a college professor and a city official, of Chicago. He has served longe r 

than any other man in history. He has served over half of the lifetime of 
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t he  F e d e r a l  R e s e r v e  S y s t e m .  He c a m e  in b e f o r e  the  t e r m s  w e r e  l i m i t e d  

to 14 y e a r s .  I c a n ' t  i m a g i n e  a n y o n e  who would  be  m o r e  g e n e r o u s  than  

G o v e r n o r  S z y m c z a k  in s h a r i n g  his  long  e x p e r i e n c e  wi th  his  a s s o c i a t e s .  

The  nex t  one  in l ine  of s e n i o r i t y  would  be G o v e r n o r  Mi l l s ,  who 

s p e n t  h i s  e n t i r e  adu l t  l i fe  as  a c o m m e r c i a l  b a n k e r  in P o r t l a n d ,  O r e g o n .  

He knows  the  b a n k i n g  b u s i n e s s  e x t r e m e l y  w e l l  and,  s i n c e  we a r e  d e a l i n g  

wi th  b a n k e r s  e v e r y  day,  it i s  d e s i r a b l e  to have  tha t  poin t  of v i ew  on th i s  

B o a r d .  He is  a s t u d i o u s ,  i n d u s t r i o u s  p e r s o n ,  who p r o b a b l y  w o r k s  h a r d e r  

t han  any o t h e r  m e m b e r  of the  B o a r d .  

I would  c o m e  nex t  in l ine  of s e n i o r i t y .  You know m y  b a c k g r o u n d  v e r y  

wel l ,  and I s u p p o s e  you know tha t  I h a i l  f r o m  B r o k e n  Bow, N e b r a s k a .  

The  nex t  one would  be G o v e r n o r  Canby B a l d e r s t o n ,  who,  at  the  t i m e  

of h i s  a p p o i n t m e n t ,  was  D e a n  of the  P o r t l a n d  Schoo l  of F i n a n c e ,  U n i v e r s i t y  

of P e n n s y l v a n i a .  It is h a r d  to i m a g i n e  a b e t t e r  b a c k g r o u n d  fo r  ou r  s o r t  of 

w o r k .  H e ' s  an e c o n o m i s t  and is  c e r t a i n l y  a g r e a t  a s s e t  to  the  B o a r d  in 

a n a l y z i n g  e c o n o m i c  da ta .  He m a k e s  a v e r y  r e a l  c o n t r i b u t i o n .  

The  nex t  would be G o v e r n o r  S h e p a r d s o n ,  who, at  the  t i m e  of h i s  a p p o i n t -  

m e n t ,  was  an a g r i c u l t u r a l  e c o n o m i s t ,  Dean  of the  S c h o o l  of A g r i c u l t u r e  at  

T e x a s  A & M. He b r i n g s  to the  B o a r d  an u n d e r s t a n d i n g  of a g r i c u l t u r a l  

e c o n o m i c s  wh ich  is e x t r e m e l y  v a l u a b l e .  On top of that ,  he  is  a h a r d - h e a d e d ,  

c a r e f u l  t h i n k e r ,  s l ow in r e a c h i n g  h i s  p o s i t i o n s ,  but s t e a d f a s t  when  he ge t s  

t h e r e .  I t h ink  he is  one  of the  r e a l l y  ab l e  m e n .  

The  l a s t  would  be G0~ernor  King,  who was  j u s t  c o n f i r m e d  Monday ,  I 
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t h i n k  it was ,  of t h i s  w e e k ,  f o r  a 1 4 - y e a r  t e r m ,  a f t e r  h a v i n g  s e r v e d  one 

y e a r  of the  u n e x p i r e d  p o r t i o n  of a p r e c e d i n g  t e r m .  He is  young ,  e n e r g e t i c .  

He was  a s u c c e s s f u l  b u s i n e s s  m a n  in the  l u m b e r  b u s i n e s s  and a l s o  w a s  a 

c a t t l e  r a i s e r .  He b r i n g s  to  the  B o a r d  a f r e s h  po in t  of v i e w  and  h e l p s  to 

k e e p  us f r o m  g e t t i n g  in to  a r u t  of p r e c e d e n t  and t r a d i t i o n .  It is a v e r y  

e a s y  th ing ,  in t h i s  l i t t l e  m a r b l e  p a l a c e  we have  down h e r e ,  to get  c o m p l e t e l y  

i s o l a t e d ,  and a l s o  i n s u l a t e d .  You c a n  ge t  in to  r u t s  v e r y ,  v e r y  q u i c k l y .  

We n e e d  g r e a t e r  c o n t a c t s  w i th  the  o u t s i d e .  He p r o v i d e s  t h a t .  

T h e s e  s e v e n  m e n  p a r t i c i p a t e  in the  B o a r d  M e e t i n g  e v e r y ,  s i n g l e  

m o r n i n g  a t  10:00 o ' c l o c k .  No one  e v e r  m i s s e s  a m e e t i n g  if i t ' s  a v o i d a b l e  

and  wi thou t  a good e x c u s e j  and  no one  is  e v e r  t a r d y .  O u r  m e e t i n g s  a r e  

i n f o r m a l .  We d o n ' t  w e a r  r o b e s  and  we d o n ' t  u s e  R o b e r t s '  r u l e s  of o r d e r .  

But the  m e e t i n g s  a r e  o r d e r l y .  E v e r y  m e m b e r  c a n  s p e a k  h is  p i e c e  w i thou t  

i n t e r r u p t i o n .  As a m a t t e r  of f ac t ,  he is  e x p e c t e d  to s p e a k  h is  p i e c e  on 

e v e r y  i t e m  on the  a g e n d a .  -We o p e r a t e  on the  b a s i s  of an  a g e n d a  w h i c h  

c o m e s  to us the  n igh t  b e f o r e  the  m e e t i n g ,  j u s t  in t i m e  to t a k e  hame and 

w o r k  on in the  e v e n i n g .  Tha t  a g e n d a  w i l l  c o v e r  o u r  w h o l e  a r e a  of f u n c t i o n s  

f r o m  m o n e t a r y  p o l i c y  to a d m i n i s t r a t i v e  m a t t e r s  to b a n k  s u p e r v i s i o n .  We 

d o n ' t  d e l e g a t e  a n y  s i n g l e  f u n c t i o n  to any  m e m b e r  of the  B o a r d ,  e x c e p t  fo r  

h o u s e k e e p i n g .  Tha t  is d e l e g a t e d  to one i n d i v i d u a l .  We o p e r a t e  on the  

b a s i s  tha t ,  in  t h i s  k ind of w o r k ,  we a r e  go ing  to  c o m e  out  in the  long  r u n  

to  a b e t t e r  l i ne  of d e c i s i o n s  if  we  h a v e  a l l  s e v e n  m e n ,  w i th  t h e i r  v e r y  

d i f f e r e n t  b a c k g r o u n d s ,  f o c u s i n g  t h e i r  a t t e n t i o n  on e a c h  g iven  p r o b l e m  
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t h a n  i f  w e  h a v e  a n y  o n e  m a n  m a k i n g  t h e  d e c i s i o n s  in  t h a t  p a r t i c u l a r  f i e l d .  

T h e r e  a r e  m a n y  t i m e s  w h e n  I t h i n k  I k n o w  b e t t e r  t h a n  a n y o n e  e l s e  w h a t  

t h e  d e c i s i o n  s h o u l d  b e ,  b u t  I s u s p e c t  t h a t ' s  t r u e  o f  m y  a s s o c i a t e s ,  t o o .  

So  w e  t h i n k  t h a t  t h e  p u b l i c  i n t e r e s t  i s  s e r v e d  b e s t  b y  h a v i n g  t h e s e  v a r i o u s  

p o i n t s  o f  v i e w  b r o u g h t  t o  b e a r  o n  e a c h  p r o b l e m  in  t h e  l o n g  r u n ,  r a t h e r  

t h a n  h a v i n g  a n y  o n e  i n d i v i d u a l  d o i n g  i t .  

We o p e r a t e  o n  t h e  b a s i s  t h a t  t h e  m a j o r i t y  w i l l  p r e v a i l s .  We p r e s s  

v i g o r o u s l y  f o r  o u r  r e s p e c t i v e  p o s i t i o n s  w h e n  w e  g e t  i n t o  t h a t  B o a r d  r o o m ,  

s o m e t i m e s  b e f o r e  o u r  s t a f f  a n d  s o m e t i m e s  in  t h e  e x e c u t i v e  s e s s i o n s .  B u t  

o n c e  we  w a l k  o u t  t h e  d o o r  w e  p r e s e n t  a u n i t e d  f r o n t .  W e  t h i n k  t h a t ' s  t h e  

o n l y  w a y  w e  c a n  f u n c t i o n  i n  t h i s  f i e l d .  

E a c h  i t e m  o n  t h e  a g e n d a  w i l l  h a v e  b e e n  p r o c e s s e d  b y  t h e  s t a f f  b e f o r e  

i t  e v e r  c o m e s  t o  t h e  B o a r d ,  w h e t h e r  i t  i s  t h e  L e g a l  D i v i s i o n  o r  t h e  E x a m i n a -  

t i o n  D i v i s i o n ,  b a n k  o p e r a t i o n s ,  r e s e a r c h ,  d o m e s t i c ,  i n t e r n a t i o n a l ,  o r  w h a t  

n o t .  T h e y ' l l  p r o c e s s  i t  a n d  t h e y ' l l  d i s t r i b u t e  i t  a r o u n d  t o  e a c h  i n d i v i d u a l  

B o a r d  M e m b e r ,  a n d  h e  h a s  t h e  j o b  o f  c o m i n g  t o  h i s  o w n  c o n c l u s i o n s  w i t h  

r e s p e c t  t o  t h a t  i t e m  o n  t h e  a g e n d a  w i t h o u t  a n y  c a u c u s i n g .  O n e  o f  t h e  t h i n g s  

t h a t  w e  a r e  r a t h e r  j e a l o u s  a b o u t  i s  t h a t  n o  i n d i v i d u a l  B o a r d  M e m b e r  t r i e s  

t o  s w i n g  t h e  v o t e  o f  a n y  o t h e r  B o a r d  M e m b e r  e v e n  b y  d i s c u s s i n g  t h e  c a s e  

w i t h  h i m  b e f o r e  we  go  i n t o  t h e  B o a r d .  T h e r e  w e  g e t  i n t o  s o m e  r a t h e r  

h e a t e d  a r g u m e n t s  a t  t i m e s ,  b u t  w e  c o m e  o u t  w i t h  a f e e l i n g  t h a t ,  e v e n  i f  w e  

a r e ,  o n  t h e  m i n o r i t y  s i d e ,  a s  I h a p p e n  t o  b e  t o o  m a n y  t i m e s ,  i n  t h e  l o n g  r u n  

t h e  d e c i s i o n s  a r e  b e s t .  
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. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  - - - . l . l l . . ~ . .  

We have been very fortunate, in my opinion, in developing a staff, 

especially in the economic field--although I don't mean to limit it to that-- 

that ranks second to none, anywhere. Our economists are not satisfied 

to obtain their raw material of facts from the usual sources in the usual 

ways and to analyze those in accordance with traditional patterns. There 

is a constant effort, which very frequently bears fruit, to obtain more 

representative samples quicker, from better sources, and to analyze it 

in ways that will provide more valid and illuminating conclusions and 

also will point out the defects which can be eliminated. 

At the end of every business day there is placed on the desk of every 

member of the Board a summary of the government securities market on 

tha 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  t he  m a j o r  f a c t o r s  and any c h a n g e s  

in it f r o m  the  day  b e f o r e ,  r e l a t i n g  to the  n a t i o n a l  m o n e y  m a r k e t .  T h i s  is  

only  a t w o - p a g e  r e p o r t ,  but  it r e p r e s e n t s  a g r e a t  d e a l  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 roup  of e s p e c i a l l y  t r a i n e d  e c o n o m i s t s  and m a r k e t  a n a l y s t s .  

The  v e r y  nex t  m o r n i n g  w e ' l l  ge t  a r e p o r t  c o v e r i n g  the  s a m e  a r e a  but 

in a m u c h  m o r e  l e n g t h y  f o r m  f r o m  the  F e d e r a l  R e s e r v e  Bank  of New York ,  

wh ich ,  as  you know, is  the  a g e n t  fo r  the  Open M a r k e t  C o m m i t t e e .  Tha t  

r e p o r t  w i l l  not  only  g ive  us the  s t a t u s  of t he  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  

and 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  but  a l s o  t he  l e v e l  of  m e m b e r  bank  r e s e r v e s  

in New Y o r k  City,  i t s e l f ,  m o n e y  f lows ,  m o n e y  r a t e s ,  f o r e i g n  e x c h a n g e ,  and 

what  not .  

Then ,  week ly ,  o r  s o m e t i m e s  at a l i t t l e  l o n g e r  i n t e r v a l s ,  we r e c e i v e  
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r e p o r t s  c o v e r i n g  s u c h  t h i n g s  a s  l e v e l s  of m e m b e r  bank  r e s e r v e s  a l l  

o v e r  the  c o u n t r y ,  t he  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 b a n k s  t h r o u g h o u t  the  c o u n t r y ,  t he  t r e n d  of l oans ,  d e p o s i t s ,  and  i n v e s t -  

m e n t s ,  and  d i s c u s s i o n s  of a l l  m o n e t a r y  and  b a n k i n g  d e v e l o p m e n t s  bo th  

h e r e  and a b r o a d .  

Then ,  abou t  e v e r y  two  w e e k s ,  

q u e n t l y ,  

t h o s e .  

a l t h o u g h  t h i s  c o m e s  a l i t t l e  m o r e  f r e -  

we  h a v e  wha t  we c a l l  a n  e c o n o m i c  r o u n d - u p .  U s u a l l y  we s e p a r a t e  

We have  an  e c o n o m i c  r o u n d - u p  c o v e r i n g  the  n a t i o n a l  a r e a ,  t ha t  i s ,  

e a c h  c o u n t r y ,  and by  s e c t i o n s  of the  w o r l d .  But  the  one  I would  l ike  to 

d e a l  m o s t l y  wi th  is the  o t h e r  one,  w h i c h  r e l a t e s  to the  d o m e s t i c  e c o n o m y .  

T h e y  a r e  bo th  h a n d l e d  in e x a c t l y  t he  s a m e  w a y .  At one  end of the  r o o m  

w e ' l l  have  a c h a r t  s h o w n  on a l a r g e  s c r e e n ,  w h i l e  a t  the  o t h e r  end  of the  

r o o m  w e ' l l  h a v e  10 to  12 of o u r  top e c o n o m i s t s  g i v i n g  us  an o r a l  p r e s e n t a -  

t i on  of 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 t h e i r  s p e c i a l  a r e a s ,  w h e t h e r  

i t  be p r o d u c t i o n ,  c o n s u m p t i o n ,  d i s t r i b u t i o n ,  p r i c e s ,  e m p l o y m e n t ,  bank  

c r e d i t o r s  in  g e n e r a l ,  h o u s i n g  c r e d i t ,  c o n s u m e r  c r e d i t ,  and  wha t  not .  

At the  s a m e  t i m e ,  a r o u n d  the  B o a r d  r o o m  in w h i c h  we s i t ,  t h e r e  w i l l  be  

abou t ,  I th ink ,  18 c h a r t s .  T h e s e  a r e  kep t  c o n s t a n t l y  up to da te ,  and to m e  

t h e y  p r e s e n t  a m o r e  g r a p h i c  and u n d e r s t a n d a b l e  p i c t u r e  of 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  th i s  c o u n t r y  t h a n  a n y  o t h e r  g r o u p  of da t a  of c o m p a r -  

a b l e  m a g n i t u d e .  I would  s i n c e r e l y  hope  tha t ,  w h e n  any  of you  is  o v e r  in 

t he  F e d e r a l  R e s e r v e  B u i l d i n g ,  you  w i l l  t ake  the  o p p o r t u n i t y  to go in to  the  

B o a r d  r o o m  and t a k e  a look  at  t h o s e  c h a r t s .  
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Now, I mention some of the sources of our economic information 

merely to indicate that in this field we in the Board have a real understand- 

ing that intelligence and judgment is of very little value unless it is based 

on a sound foundation of fact, just as any amount of factual data is worth 

very little unless it is applied and analyzed with intelligence, integrity, 

and courage. 

Let me switch to the Federal Open Market Committee. It is composed, 

as I said, of the seven Governors, and five of the 12 Presidents of federal 

reserve banks. It meets here in Washington every three weeks, and 

sometimes more frequently. There are occasions when we have interim 

meetings by telephone. Ordinarily the meetings are right here. This is 

sort of tough on those Presidents who have to come from, say, San Francisco 

or Dallas, but it's rare that any President ever misses an open market 

meeting. As I say, there are only five who are members, but all 12 are 

present every time, and they are invited not only to attend but to participate 

in the discussion, just as though they had a vote. This is because the Pres- 

idents serve on a rotating basis in this Open Market Committee, and this 

year they are members or alternate members or they will be next year. 

Furthermore, in these meetings we discuss general credit control, 

whether it is something which the open Market Committee has anything 

to do with or not--for example, discount rates or reserve requirements-- 

so that we can coordinate the whole and see the whole picture as we pro- 

ceed. 
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T h e s e  m e e t i n g s ,  as  I s ay ,  a r e  i n f o r m a l ,  j u s t  l i ke  o u r  B o a r d  m e e t i n g s  

a r e .  The  C h a i r m a n  p r e s i d e s .  The  C h a i r m a n  of the  Open  M a r k e t  C o m m i t t e e  

is  e l e c t e d  by 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 h a p p e n s  to 

be  the  s a m e  m a n ,  h o w e v e r ,  as  the  C h a i r m a n .  He w i l l  p r e s i d e .  We h a v e  

not  on ly  t h e s e  12 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  p r e s e n t ,  

but  we  a l s o  h a v e  s o m e  s e l e c t e d  m e m b e r s  of o u r  s t a f f .  But,  to  m y  k n o w l e d g e ,  

no one  e l s e  h a s  e v e r  a t t e n d e d  the  Open M a r k e t  m e e t i n g ,  e v e r .  

We have  no p l e d g e  of s e c r e c y  as  s u c h ,  but  it  is  w e l l  u n d e r s t o o d  tha t ,  

if a n y o n e  w e r e  to  d i s c l o s e  p r e m a t u r e l y  an  a c t i o n  of tha t  Open M a r k e t  C o m -  

m i t t e e ,  it would  in v e r y  bad o r d e r  i n d e e d .  As a m a t t e r  of f a c t ,  he  w o u l d n ' t  

s t a y  in the  s y s t e m ;  he  c o u l d n ' t .  So you  can  j u s t  t a k e  i t  f o r  g r a n t e d  tha t  a l l  

of the  l e a k s  one  h e a r s  a b o u t  f r o m  t i m e  to  t i m e  in the  n e w s p a p e r s  a r e  s i m p l y  

g u e s s e s  c o u c h e d  in l a n g u a g e  to  i m p l y  a u t h e n t i c i t y .  No one  would  e v e r  d i s -  

c l o s e  wha t  the  p o l i c y  a c t i o n  w a s .  

How do we go abou t  it ,  n o w ?  The  f i r s t  th ing ,  r i g h t  off  the  ba t ,  the  

C h a i r m a n  would  c a l l  upon  the  M a n a g e r  of the  Open  M a r k e t  C o m m i t t e e  f o r  

a r e p o r t  on l a s t - m i n u t e  d e v e l o p m e n t s ,  the  d a y - t o - d a y  d e v e l o p m e n t s  h a v i n g  

b e e n  b r o u g h t  to o u r  c o n t i n u o u s  a t t e n t i o n .  T h e n  the  e c o n o m i s t s  would  t a k e  

o v e r  and  t h e y  would  g ive  us  a p i c t u r e  of the  ~economy as  t h e y  s e e  i t  r i g h t  

t h e n .  Th i s  h a p p e n e d  T u e s d a y  of t h i s  week ;  t ha t  w a s  the  l a s t  m e e t i n g .  T h e y  

wou ld  c o m p a r e  i t  w i th  the  p i c t u r e  a s  of t h r e e  w e e k s  ago ,  as  of s i x  w e e k s  

ago,  s i x  m o n t h s  ago,  o r  a y e a r  a g o - - w h a t e v e r  is  a p p r o p r i a t e .  T h e n  you  

21 



s t a r t  a r o u n d  the  t a b l e ,  g o i n g  to  t he  r i g h t  f r o m  the  C h a i r m a n  on one  T u e s d a y  

and  to  t h e  l e f t  t h e  n e x t  T u e s d a y .  It  s e e m s  to  m e ,  a m o n g  o u r s e l v e s  h e r e ,  

t h a t  t h i s  i s  a l i t t l e  u n f o r t u n a t e .  I h a p p e n  to  s i t  j u s t  a c r o s s  t h e  t a b l e  f r o m  

the  C h a i r m a n ,  and  t h o s e  on m y  r i g h t  a r e  a l w a y s ,  i t  s e e m s  to  m e ,  to  t he  

r i g h t  of m e ,  and  t h o s e  on t he  l e f t  a r e  t o  t he  l e f t  of m e .  So I ' m  g lad  to  

s t a r t  on t h e  le f t  o n c e  in  a w h i l e .  

E a c h  of  t h o s e  P r e s i d e n t s  w i l l  g ive  a p r e s e n t a t i o n ,  f i r s t ,  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  o w n  F e d e r a l  R e s e r v e  D i s t r i c t ,  a s  s e e n  t h r o u g h  

h i s  e y e s ,  t he  e y e s  of h i s  e c o n o m i s t ,  and  h i s  m a n y  c o n t a c t s  in  t h e  b u s i n e s s  

and  b a n k i n g  w o r l d .  So t h a t  t h e  r e s t  of u s  c a n  c o m p a r e  t h a t  p i c t u r e  w i t h  t he  

n a t i o n a l  p i c t u r e  t o  s e e  w h e r e  t h e  t r o u b l e  s p o t s  a r e .  T h e n ,  w h e n  he  f i n i s h e s  

t ha t ,  he  w i l l  s a y  w h a t  he  t h i n k s  t h e  d i r e c t i o n  of  t h e  O p e n  M a r k e t  p o l i c y  

s h o u l d  be .  S h o u l d  we be  a b s o r b i n g  s o m e  of  t h e  r e s e r v e s  t h a t  a r e  in  t h e  

m a r k e t  ? S h o u l d  we be p r o v i d i n g  s o m e ?  Is  t h i s  t he  t i m e  w h e n  t h e  e c o n o m y  

s h o u l d  be  g r o w i n g ,  w h e n  m o r e  m o n e y  s h o u l d  be  a d d e d  to  t h e  s t r e a m ~  

is  t h i s  t he  t i m e  to  p u l l  d o w n ?  If  so ,  h o w  m u c h ?  I h a v e  n e v e r  s e e n  t he  

t i m e ,  n e v e r ,  w h e n  t h e r e  w a s  a u n a n i m o u s  v i e w  as  to  t h e  d i r e c t i o n  p o l i c y  

s h o u l d  t a k e .  So y o u  c a n  s e e  t h a t  t h e  C h a i r m a n  of  t h e  B o a r d  ha s  a v e r y  

t o u g h  job  in  t r y i n g  to  p u l l  ou t  of  a l l  of  t h e s e  d i f f e r e n t  v i e w s  a c o n s e n s u s .  

Of t en  i t  is  n e c e s s a r y  to  t a k e  a v o t e ,  t o  l i ne  up  t he  m a j o r i t y  and  the  m i n o r i t y .  

O n c e  we h a v e  d e t e r m i n e d  on w h a t  t he  d i r e c t i o n  s h a l l  be ,  t h e n  we i s s u e  a 

d i r e c t i v e  t o  t h e  M a n a g e r  of  t he  O p e n  M a r k e t  A c c o u n t ,  and  h e ' s  e x p e c t e d  

to  c a r r y  t h a t  out  on a d a y - t o - d a y  b a s i s  f r o m  t h e  d e s k  in New Y o r k .  E i t h e r  
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h e ' l l  be  b u y i n g  s e c u r i t i e s  o r  h e ' l l  be  s e l l i n g  s e c u r i t i e s ,  to  o f f s e t  e i t h e r  

i n f l ows  of r e s e r v e s  o r  ou t f l ows ,  w h e t h e r  i t  is  gold ou t f low o r  gold inf low,  

f loa t ,  i n c r e a s e ,  d e c r e a s e ,  o r  w h a t  not .  

As  you  c a n  i m a g i n e ,  we a r e  i n t e r e s t e d  in s e e i n g  how the  m a n a g e r  

c a r r i e s  t ha t  out  on a d a y - t o - d a y  b a s i s .  So we h a v e  s e t  up a t e l e p h o n e  

hookup .  E v e r y  m o r n i n g  a t  11:00 o ' c l o c k  the  m a n a g e r  in New Y o r k  has  a 

hookup  wi th  t he  B o a r d  h e r e  in W a s h i n g t o n ,  and  wi th  one  f e d e r a l  r e s e r v e  

bank ,  o p e r a t i n g  on a r o t a t i n g  b a s i s .  At t ha t  t i m e  he  w i l l  g ive  the  s t a t u s  

of the  m a r k e t  as  of t ha t  t i m e ,  w h a t  he h a s  done  in the  way  of s e l l i n g  o r  

b u y i n g  s e c u r i t i e s  up to t ha t  m o m e n t ,  and wha t  he p l a n s  to  do in the  a f t e r -  

n o o n .  T h a n  t ha t  is  s u p p l e m e n t e d  by a r e p o r t  a f t e r  the  m a r k e t  has  c l o s e d .  

Th i s  e n a b l e s  the  c o m m i t t e e ,  at  l e a s t  t he  m a j o r i t y  of the  c o m m i t t e e ,  to 

k e e p  a b r e a s t  c o n s t a n t l y  of wha t  is  go ing  on, in o r d e r  tha t ,  if i n t e r v e n i n g  

exents  h a v e  r e n d e r e d  o b s o l e t e  a d i r e c t i v e  w h i c h  w a s  i s s u e d  at  t h e  l a s t  

m e e t i n g ,  we c a n  c a l l  a n e w  m e e t i n g .  

As you  c a n  s e e ,  a g r e a t  d e a l  of i n f o r m a t i o n  f lows  in a c o n t i n u o u s  s t r e a m  

to  the  M e m b e r s  of the  C o m m i t t e e  bo th  b e f o r e  and d u r i n g  the  m e e t i n g  on 

w h i c h  d e c i s i o n s  a r e  m a d e  wh ich ,  in m y  op in ion ,  a f f e c t  the  i n d i v i d u a l  w e l -  

f a r e  of e v e r y  p e r s o n  in  t h i s  c o u n t r y .  

L e t  m e  s w i t c h  j u s t  b r i e f l y  to  the  F e d e r a l  A d v i s o r y  C o u n c i l .  T h i s  is  a 

s t a t u t o r y  body ,  c o m p o s e d  of 12 m e n ,  one  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 e a c h  f e d e r a l  r e s e r v e  b a n k  in the  c o u n t r y .  T h e s e  m e n ,  d u r i n g  the  t i m e  

I have  k n o w n  a n y t h i n g  abou t  t h e m ,  h a v e  a l w a y s  b e e n  b a n k e r s .  U s u a l l y  t h e y  
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a r e  the  b ig  b a n k e r s  of e a c h  d i s t r i c t .  T h e y  m e e t  wi th  us  q u a r t e r l y .  T h e y  

u s u a l l y  a r r i v e  in  W a s h i n g t o n  on Sunday  and s t a r t  c o n s i d e r i n g  the  q u e s t i o n s  

w h i c h  we have  p r o p o u n d e d  to t h e m  at  l e a s t  two w e e k s  in a d v a n c e .  Th i s  is  

an  a d v i s o r y  counc i l ,  so  t h e y  don ' t  t e l l  us  what  to do. We a s k  t h e m  t h e i r  

v i e w s  on w h a t e v e r  we l ike  to know about .  

One of t h o s e  t h i n g s  is  a l w a y s  c o u c h e d  in t e r m s  to  d r a w  any c r i t i c i s m s  

we can  of ou r  a c t i o n s  d u r i n g  the  p r e c e d i n g  t h r e e  m o n t h s .  I m u s t  s a y  tha t  

it is  i m p o s s i b l e  fo r  m e  to s p e a k  too  h i g h l y  of t h i s  F e d e r a l  A d v i s o r y  Counc i l ,  

b e c a u s e  the  m e m b e r s ,  t h r o u g h o u t  m y  w h o l e  t e r m  in the  F e d e r a l  R e s e r v e  

S y s t e m ,  h a v e  b e e n  so  v e r y  f o r t h r i g h t  in g iv ing  u s  the  b e n e f i t  of t h e i r  i n d i v i d -  

u a l  and c o l l e c t i v e  v i e w s .  They  a r e  c r i t i c a l ,  but I t h i n k  t h e y  shou ld  be c r i t -  

i ca l ,  b e c a u s e  t h e y  a r e  o p e r a t i n g  f r o m  h i n d s i g h t ,  not  f o r e s i g h t .  We can  

b e n e f i t  on ly  f r o m  c r i t i c i s m .  We c a n ' t  do v e r y  m u c h  wi th  c o m p l i m e n t s .  

I t h i n k  C o n g r e s s  was  w i s e  in  e s t a b l i s h i n g  th i s  body,  and I t h ink  i ts  m e m b e r s  

a r e  l i v ing  up to the  h i g h e s t  e x p e c t a t i o n s  of i ts  c r e a t o r s .  

We have  o t h e r  c o n f e r e n c e s  and un i t s  w i th in  the  s y s t e m  tha t  one  s h o u l d  

r e a l l y  m e n t i o n .  We have  a c o n f e r e n c e  of P r e s i d e n t s  of  the  f e d e r a l  r e s e r v e  

b a n k s .  T h e y  m e e t  wi th  the  B o a r d  f r e q u e n t l y - - a t  l e a s t  once  e v e r y  s ix  w e e k s .  

Then  we have  a c o n f e r e n c e  of the  C h a i r m e n  of the  f e d e r a l  r e s e r v e  b a n k s .  

I s u p p o s e  tha t  in the  t i m e  we have  h e r e  p e r h a p s  the  on ly  t h i n g  I n e e d  to s a y  

is  tha t  t h e s e  c o n f e r e n c e s  s e r v e  to k e e p  the  s y s t e m  c o n s t a n t l y  on i t s  t o e s .  

T h e y  c o n t i n u o u s l y  a p p r a i s e  new i d e a s  and i n n o v a t i o n s  d e s i g n e d  to s p e e d  up 

ou r  o p e r a t i o n s  and to e n a b l e  the  s y s t e m  to b e t t e r  p e r f o r m  i ts  pub l ic  s e r v i c e s .  
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T h a t  g i v e s  a f a i r l y  b r i e f  s u m m a r y  of t he  how of the  s y s t e m .  I have  

not  c o v e r e d  e v e r y t h i n g .  F r o m  wha t  I have  s a i d  you h a v e n ' t  t he  s l i g h t e s t  

n o t i o n  of how a b a n k  a p p l i e s  fo r  m e m b e r s h i p  in  t he  F e d e r a l  R e s e r v e  S y s t e m ,  

o r  how we ous t  a bank  f r o m  m e m b e r s h i p  in th i s  s y s t e m  if i t s  m a n a g e m e n t  

i s n ' t  up to p a r  o r  if  i t s  c o n d i t i o n  i s n ' t  up to p a r ,  o r  how we b r i n g  abou t  

i m p r o v e m e n t s  in g i v e n  b a n k s ,  o r  wha t  h a p p e n s  to  an  a p p l i c a t i o n  f r o m  a 

h o l d i n g  c o m p a n y  to a c q u i r e  a n e w  i n s t i t u t i o n ,  o r  m e r g e r s  of b a n k s ,  o r  e v e n  

how we  m a i n t a i n  o u r  r e l a t i o n s h i p s  wi th  the  T r e a s u r y ,  w i th  the  C o m p t r o l l e r  

of the  C u r r e n c y  in the  F T I C - - a l l  of w h i c h  a r e  v e r y  e s s e n t i a l .  But  it  is  

a l s o  qu i t e  obv ious  to m e  tha t  I c o u l d n ' t ,  e v e n  if  t i m e  p e r m i t t e d ,  c o v e r  

t h i s  w h o l e  a r e a  and  s t i l l  ho ld  y o u r  i n t e r e s t .  I hope ,  though,  I h a v e  g i v e n  

you  s o m e  i d e a  of t he  how of the  s y s t e m ,  w h i c h  w i l l  be  a m p l i f i e d  in y o u r  

q u e s t i o n s  and a n s w e r s .  

L e t  m e  c o n c l u d e  by s a y i n g  tha t ,  e v e r y  tLrne one  of us is c a l l e d  upon  

to  c a s t  a vo te  on, f o r  e x a m p l e ,  a p r o b l e m  of m o n e t a r y  o r  c r e d i t  r e g u l a t i o n ,  

o r  b a n k i n g  r e g u l a t i o n ,  t h e r e  l i e s  b e h i n d  tha t  vo te  a g r e a t  d e a l  of w o r k ,  

h o u r s  of s t u d y  of s e l e c t e d  i n f o r m a t i o n  and  v i e w s ,  h o u r s  of d i s c u s s i o n  wi th  

the  s t a f f ,  and t h e n  a c o n s i d e r a b l e  a m o u n t  of  d i r e c t  e x c h a n g e  wi th  o n e ' s  

a s s o c i a t e s  a r o u n d  the  t a b l e .  At t i m e s  the  d i s c u s s i o n ,  as  I i n d i c a t e d  e a r l i e r ,  

ge t s  a l i t t l e  h e a t e d .  On o c c a s i o n  it e v e n  ge t s  c l o s e  to  o r  v e r g e s  on the  

a c r i m o n i o u s .  I d o n ' t  h a p p e n  to  r e g r e t  tha t  at  a l l  b e c a u s e  I t h i n k  it i n d i c a t e s  

r e a l i z a t i o n  on the  p a r t  of the  B o a r d  M e m b e r s  of the  i m p o r t a n c e  of the  w o r k  

t h e y  a r e  do ing ,  of the  f ac t  tha t  t h e i r  d e c i s i o n s ,  r i g h t  o r  w r o n g ,  h a v e  an 
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impact, unique in magnitude, for good or ill on the individual welfare 

of the people of this country. 

I suspect that you have already assumed, from the fact that I have a 

tendency to speak in superlatives, that I can't think of any other work 

any place, in or out of government, which would provide as much of a 

challenge to whatever abilities one possessed or such a conviction that 

one is indeed fortunate to be able to play a part in a governmental and 

economic function which ranks second to none in importance, or so much 

real satisfaction, despite all the criticisms, when it seems as though our 

efforts, not just by accident but by virtue of the use of economic intelligence, 

are making a contribution to the economic prosperity of this country and 

to the aim of the system, which is an economy that is at the same time 

stable arid growing. 

That is all I have to say to you now. I'll be very glad to answer any 

questions that you would like to throw at me, and I hope you don't pull 

your punches. 

C O L O N E L  H A R V E Y :  G e n t l e m e n ,  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  q u e s t i o n s .  

QUESTION: Sir ,  I would l ike  to get in to  the  q u e s t i o n  of r e s p o n s i v e n e s s .  

Does  the  B o a r d  g e n e r a l l y  t a k e  the  b i g - b r o t h e r  a p p r o a c h  and s a y ,  "Now, t h i s  

i s  good fo r  the  c o u n t r y ,  " or ,  on the  o t h e r  hand ,  do you a t t e m p t  to be  r e s p o n s i v e  

to, i f  t h e r e  i s  s u c h  a th ing ,  wha t  the  peop le  w a n t ?  In t he  l a t t e r  c a s e ,  a s s u m i n g  
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the  C o n g r e s s  and  the  E x e c u t i v e  a g e n c i e s  r e p r e s e n t  the  p e o p l e ,  how do 

you  t i e  in w i th  t h e s e  two  d e p a r t m e n t s  of the  G o v e r n m e n t  ? 

MR. ROBERTSON: I t h i n k  I 'd have  to  s a y  at  the  v e r y  o u t s e t  tha t  

I d o n ' t  know of a n y  way::in w h i c h  you  c a n  know wha t  the  p e o p l e  wan t  and 

wha t  t h e y  d o n ' t  w a n t .  C o n s e q u e n t l y ,  we o p e r a t e  on the  t h e o r y  tha t ,  s i n c e  

we  d o n ' t  h a v e  any  f e e l e r s  out  by  w h i c h  we  c a n  r e a l l y  d e t e r m i n e  e x a c t l y  

wha t  the  w i l l  of the  p e o p l e  i s ,  wha t  we  h a v e  to do is  to c a l l  the  s h o t s  as  

we s e e  t h e m .  So we do e x a c t l y  t h a t .  We ge t  a l l  the  e c o n o m i c  i n f o r m a t i o n  

we can ,  we f o r m u l a t e  o u r  j u d g m e n t s  on the  b a s i s  of t h o s e ,  i r r e s p e c t i v e  of 

wha t  the  A d m i n i s t r a t i o n ,  C o n g r e s s ,  o r  a n y o n e  e l s e  s a y s  is  the  w i l l  of the  

p e o p l e .  T h e y  c a n  a l w a y s  a b o l i s h  the  F e d e r a l  R e s e r v e  S y s t e m .  But  t h a t ' s  

a l l  t h e y  c a n  do.  I d o n ' t  wan t  to h e d g e  on any  q u e s t i o n  tha t  is r a i s e d  h e r e ,  

so ,  if  a n y o n e  t h i n k s  tha t  I a m  h e d g i n g  o r  t ha t  I h a v e n ' t  h i t  it s q u a r e l y ,  

p l e a s e  s p e a k  up a g a i n .  

QUESTION: Si r ,  qu i t e  a f ew of o u r  f i n a n c i a l  i n s t i t u t i o n s  a r e  not  a s s o -  

c i a t e d  w i th  the  F e d e r a l  R e s e r v e  S y s t e m .  I w o n d e r  if you  f ind tha t  t h e s e  

i n s t i t u t i o n s  w o r k  at  odds  a g a i n s t  o r  wi th  the  p o l i c i e s  you  t r y  to a c h i e v e  

o r  the  a f f e c t  you t r y  to  a c h i e v e .  

MR. ROBERTSON: We a r e  in a c l o s e d  s e s s i o n  h e r e .  C o n s e q u e n t l y ,  

I have  no h e s i t a t i o n  in s a y i n g  to  you tha t  t h e r e  a r e  m a n y  i n s t i t u t i o n s  in 

t h i s  c o u n t r y ,  not  on ly  the  n o n m e m b e r  b a n k s ,  but  the  m e m b e r  t a n k s ,  t ha t  

do not  v o l u n t a r i l y  g e a r  t h e i r  o p e r a t i o n s  to wha t  t h e y  know o u r  p o l i c y  i s .  

I h a v e  c o m e  to  the  c o n c l u s i o n ,  o v e r  m a n y  y e a r s ,  tha t  e v e r y  b a n k i n g  

27 



i n s t i t u t i o n  in the  Uni ted  S t a t e s  shou ld  be a m e m b e r  of the  F e d e r a l  R e s e r v e  

S y s t e m .  I d o n ' t  t h ink  th i s  shou ld  be a v o l u n t a r y  m a t t e r ,  b e c a u s e  th i s  is 

no l o n g e r  j u s t  h o l d i n g  r e s e r v e s  fo r  the  p r o t e c t i o n  of the  d e p o s i t o r s  t h e m -  

s e l v e s .  T h e y  s t a r t e d  out wi th  the  r e s e r v e s  f o r  tha t  p u r p o s e ;  but  t h e y  a r e  

not  now. T h e y  a r e  fo r  the  p u r p o s e  of e x e r c i s i n g  g e n e r a l  c r e d i t  c o n t r o l  as  

d i s t i n g u i s h e d  f r o m  s e l e c t i v e  c r e d i t  c o n t r o l .  T h e r e f o r e ,  I t h ink  it is u n f a i r  

tha t  a b a n k i n g  i n s t i t u t i o n  shou ld  be ab le  to o p e r a t e  on the  b a s i s  of l o w e r  

r e s e r v e  r e q u i r e m e n t s  t han  s o m e  o t h e r  one .  C o n s e q u e n t l y ,  I th ink  e v e r y  

bank  shou ld  be  a m e m b e r  of the  F e d e r a l  R e s e r v e  S y s t e m .  I t h ink  it is  

i m p o r t a n t .  And I t h i n k  t h e n  we could  be m o r e  e f f e c t i v e  in the  u s e  of ou r  

g e n e r a l  c r e d i t  c o n t r o l  i n s t r u m e n t s .  

QUESTION:  Si r ,  would  you ju s t  m e n t i o n  b r i e f l y  the  l i a i s o n  and c o o r d i n a -  

t i o n  you have  wi th  the  T r e a s u r y ?  Would you s a y  it  is  good o r  bad,  o r  do 

you n e e d  m o r e ,  o r  w h a t ?  

MR. ROBERTSON: You want  the  p r e s e n t  and not  the  p a s t ?  

STUDENT:  Yes ,  s i r .  

MR. ROBERTSON: T h e r e  have  b e e n  t i m e s  w h e n  the  l i a i s o n  was  not  

good.  As of t o d a y - - a n d  th i s  has  b e e n  t r u e  fo r  a m a t t e r  of y e a r s  n o w - -  

t h e  l i a i s o n  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  has  b e e n  e x c e l l e n t .  

We o p e r a t e  on t h i s  b a s i s :  E v e r y  Monday  the  C h a i r m a n  of the  F e d e r a l  R e s e r v e  

B o a r d  and the  S e c r e t a r y  of the  T r e a s u r y  have  lunch  t o g e t h e r  and s p r e a d  

t h e i r  p r o b l e m s  out on the  t a b l e .  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 ,  JuLian B a i r d ,  who was  o v e r  h e r e  the  o t h e r  day,  and 
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Bi l l  H e f f e l f i n g e r ,  who is  the  c a r e e r  A s s i s t a n t  S e c r e t a r y  in C h a r g e  of 

F i s c a l  O p e r a t i o n s ,  and  two m e m b e r s  of t h e i r  s t a f f  c o m e  o v e r  to  the  B o a r d  

and  have  l u n c h  wi th  two m e m b e r s  of the  B o a r d  and m e m b e r s  of o u r  s t a f f .  

At  e a c h  of t h e s e  m e e t i n g s  o u r  p r o b l e m s  a r e  l a id  out on the  t a b l e  to t h e m ,  

and  t h e i r  p r o b l e m s  a r e  la id  out  on the  t a b l e  to u s .  We h a v e  an  u n d e r s t a n d i n g .  

We n e v e r  t e l l  t h e m  wha t  to do w i th  r e s p e c t  to t h e i r  p r o b l e m s .  If t h e y  a s k  

o u r  a d v i c e  we g ive  it, w i t h o u t  any  p u n c h e s  p u l l e d .  And it w o r k s  in r e v e r s e ,  

too .  T h e y  n e v e r  t r y  to  t e l l  us  wha t  to  do.  T h e r e  w a s  a t i m e  when  T r e a s u r y  

did t r y  to t e l l  the  F e d e r a l  R e s e r v e  wha t  to  do, and did,  as  a m a t t e r  of f a c t .  

T h a t ' s  not  t r u e  t oday .  T o d a y  e a c h  of us knows  the  p r o b l e m s  of the  o t h e r .  

You c a n ' t  s e p a r a t e  t h i s  f i s c a l  and m o n e t a r y  p o l i c y  a r e a .  M o n e t a r y  

p o l i c y  h a s  to be  g e a r e d  to t he  n e e d s  of t he  e c o n o m y  in the  l igh t  of the  n e e d s  

of  the  l a r g e s t  b o r r o w e r ,  n a m e l y ,  t he  T r e a s u r y  D e p a r t m e n t .  You c a n ' t  get  

a w a y  f r o m  i t .  T h a t ' s  one r e a s o n  why,  d u r i n g  the  T r e a s u r y  f i n a n c i n g ,  we 

t r y  to  k e e p  an  e v e n - k e e l  p o s i t i o n ,  so  tha t  you  d o n ' t  e i t h e r  h u r t  o r  h e l p  

t h e i r  f i n a n c i n g .  You d o n ' t  c h a n g e  the  r u l e s  of the  g a m e  in the  m i d d l e  of the  

f i n a n c i n g  o p e r a t i o n .  

I wou ld  s a y  tha t  t o d a y  the  r e l a t i o n s h i p  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  is e x c e l l e n t ,  m e r e l y  b e c a u s e  e a c h  r e a l i z e s  tha t  the  o t h e r  

one  has  i ts  own job to p e r f o r m ,  and i t  i s n ' t  a f u n c t i o n  of e i t h e r  the  F e d e r a l  

R e s e r v e  to  t e l l  T r e a s u r y  o r  T r e a s u r y  to  t e l l  the  F e d e r a l  R e s e r v e  wha t  to  do.  

Q U E S T I O N :  S i r ,  I w o n d e r  if you  cou ld  d e s c r i b e  t he  p r o c e s s  by  w h i c h  

the  d i s c o u n t  r a t e  is d e t e r m i n e d .  I t h i n k  t h i s  is  known  in the  b u s i n e s s  w o r l d  
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a s  " N e r v o u s  T h u r s d a y .  " Could  you  a l s o  t e l l  us  w h e t h e r  the  vo te  of the  

v a r i o u s  c o m m i t t e e s  is  a s e c r e t  vo te  o r  w h e t h e r  it  is  by a s h o w  of h a n d s  ? 

MR. R O B E R T S O N :  L e t  m e  t a k e  the  l a s t  f i r s t ,  b e c a u s e  i t ' s  s i m p l e s t .  

T h e r e  a r e  no s e c r e t  v o t e s .  In t h i s  s y s t e m ,  and  in a l l  o u r  o p e r a t i o n s ,  

w h e t h e r  the  B o a r d  o r  the  Open  M a r k e t  C o m m i t t e e ,  o r  wha t  not ,  e v e r y b o d y  

is e x p e c t e d  to  s p e a k  out  as  to wha t  h i s  v i e w s  a r e .  If t h e y  a r e  r i d i c u l o u s ,  

he  s o o n  f i nds  out  tha t  t h e y  a r e  r i d i c u l o u s .  So tha t  he  s p e n d s  qu i te  a l i t t l e  

t i m e  p r e p a r i n g  h i m s e l f .  He d o e s n ' t  wan t  to  be  in tha t  p o s i t i o n .  He w a n t s  

to  know what  he  is t a l k i n g  abou t .  T h e r e  a r e  no s e c r e t  v o t e s  w h a t s o e v e r ,  

and  t h e r e  is  no j u s t  s h o w i n g  of h a n d s .  You e x p r e s s  y o u r  vo te  and  s t a t e  

y o u r  r e a s o n  s f o r  i t .  

As to the  d i s c o u n t  r a t e s ,  I s t a t e d  e a r l i e r  t ha t  the  d i s c o u n t - r a t e  o p e r a t i o n  

w a s  d i s c u s s e d  in Open M a r k e t  m e e t i n g s .  It i s .  But  t h a t ' s  not  b e c a u s e  the  

B o a r d  o r  t he  Open  M a r k e t  C o m m i t t e e  a r e  t r y i n g  to  d i c t a t e  wha t  the  d i s c o u n t  

r a t e  s h a l l  be .  T h o s e  d i s c o u n t  r a t e s  a r e  d e t e r m i n e d  by the  B o a r d s  of D i r e c t o r s  

of the  f e d e r a l  r e s e r v e  b a n k s .  T h e y  m e e t  on T h u r s d a y ;  t h a t ' s  the  r e a s o n  th i s  

is  the  d a y  you  r e f e r r e d  to .  T h e y  m e e t  on T h u r s d a y  and t h e y  wi l l  e i t h e r  r a i s e  

t he  d i s c o u n t  r a t e  o r  t h e y  wi l l  l o w e r  it, o r  t h e y  w i l l  hold  it w h e r e  it i s .  And 

t h e y ' l l  no t i fy  us  in the  a f t e r n o o n .  We wi l l  t h e n  d e t e r m i n e  w h e t h e r  o r  not  we 

w i l l  a p p r o v e  a c h a n g e  o r  w h e t h e r  we a r e  go ing  to  hold  it r i g h t  w h e r e  i t  i s .  

If we do a p p r o v e  it, it w i l l  be  a n n o u n c e d .  O t h e r w i s e  it  w i l l  no t .  

Th i s  r e s u l t s  in h a v i n g  a f a i r l y  u n i f o r m  d i s c o u n t  r a t e  t h r o u g h o u t  the  

c o u n t r y .  T h e r e  h a v e  b e e n  t i m e s  in  the  p a s t  s e v e r a l  y e a r s  when  one bank  
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would  h a v e  one d i s c o u n t  r a t e  and the  r e s t  of t h e m  would h a v e  a n o t h e r .  

F r o m  m y  way of t h ink ing ,  t h a t ' s  e n t i r e l y  a p p r o p r i a t e ,  b e c a u s e  c o n d i t i o n s  

m a y  v e r y  w e l l  be  d i f f e r e n t  in one  d i s t r i c t  f r o m  what  t h e y  a r e  in o t h e r s .  

But you c a n ' t  k e e p  a d i f f e r e n c e  fo r  too long  or  y o u r  m o n e y  f lows  wi l l  sw i t ch ,  

and t h e y ' l l  go w h e r e  the  r a t e  is l o w e s t .  So that ,  e v e n  the  m e r e  f ac t  tha t  

11 have  c o m e  up to a g iven  po in t  wi l l  s o o n e r  o r  l a t e r  b r i n g  the  o t h e r  one 

up, u n l e s s  s o m e  of the  11 go down aga in .  

We a t t e m p t  to c o o r d i n a t e  h e r e ,  but we do not a t t e m p t  to  d i c t a t e .  

QUESTION:  Sir ,  t u r n i n g  to the  q u e s t i o n  of r e s p o n s i v e n e s s  r e f e r r e d  to 

in the  f i r s t  q u e s t i o n ,  you gave  as  an a n s w e r  tha t  t h e y  can  a b o l i s h  the  

F e r g ~ a l  Resei~Ve SyS tem:  ' But it s e e m s  l ike  t h e r e  is a n o t h e r  so lu t ion ,  

i m p l i e d  by s o m e  of the  p r e v i o u s  s p e a k e r s  h e r e ~  s p e c i f i c a l l y .  

MR. ROBERTSON:  I am s u r e  so .  

S T U D E N T :  In the  h i s t o r y  of the  F e d e r a l  R e s e r v e  S y s t e m ,  w h i c h  I h a v e  

on ly  a s p e a k i n g  a c q u a i n t a n c e  with,  the  f u n c t i o n s  and y o u r  p e r f o r m a n c e ,  

w h i c h  you d e s c r i b e d  e a r l y  in your  ta lk ,  a r e  v i t a l  and i m p o r t a n t ,  and m u s t  

c o n t i n u e ,  but  the  p o l i c y - m a k i n g  a s p e c t s  of th i s  could ,  i t  s e e m s  to m e ,  be  

m a d e  m o r e  r e s p o n s i v e  to the  o t h e r  e l e m e n t s  of t he  f e d e r a l  e c o n o m i c  c o n t r o l s  

tha t  h a v e  to  be e x e r c i s e d  f r o m  day to  day by the  T r e a s u r y ,  and by 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 ,  f o r  e x a m p l e .  Is t h e r e  any  r e a s o n  why t h e s e  

c a n ' t  be s e p a r a t e d ,  to m a k e  the  F e d e r a l  R e s e r v e  p o l i c y - m a k i n g  po in t s  m o r e  

r e s p o n s i v e  to the  o t h e r  a s p e c t s  of the  e c o n o m i c  p o l i c y ?  

MR. ROBERTSON:  Yes ,  I t h ink  it can .  I t h ink  you can  m a k e  it m o r e  
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r e s p o n s i v e ,  and  d e s t r o y  the  c o m p l e t e  e f f e c t i v e n e s s  of the  s y s t e m .  I 

t h i n k  you  c a n  m a k e  c o n d i t i o n s  j u s t  as  e a s y  a s  you wan t  to m a k e  t h e m .  

You c a n  t h r o w  m o n e y  in to  the  s t r e a m  j u s t  as  f a s t  as  a n y o n e  c a n  p o s s i b l y  

u s e  i t .  But  wha t  would  be  the  r e s u l t  ? I t h ink  the  r e s u l t  wou ld  be  tha t  

y o u ' d  h a v e  i n f l a t i o n  g a l o r e ,  w h i c h  would  be  o u r  r e s p o n s i b i l i t y ,  and not  

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 ' s .  C o n s e q u e n t l y ,  I t h ink  we h a v e  to 

c a l l  the  s h o t s  a s  we s e e  t h e m  f r o m  the  po in t  of v i e w  of wha t  the  o v e r a l l  

n e e d s  a r e ,  not  wha t  the  n e e d s  of any  p a r t i c u l a r  a g e n c y  a r e .  

Tha t  doesnTt  m e a n  tha t  we c a n  j u s t  go about  o u r  b u s i n e s s  and pay  no 

a t t e n t i o n  to  wha t  T r e a s u r y  w a n t s ,  o r  a n y o n e  e l s e .  We canr t  do t ha t .  It 

is  p e r f e c t l y  obv ious  tha t  we c a n l t  do t h a t .  We m u s t  be a w a r e  of and 

s y m p a t h e t i c  to t he  n e e d s  of the  T r e a s u r y ,  and the  n e e d s  of a~[ the  o t h e r  

p a r t s  of  the  G o v e r n m e n t ,  and  to t he  w i s h e s  of  C o n g r e s s ,  but  t ha t  d o e s n ' t  

m e a n  tha t  we fo l low the  p o s i t i o n  w h i c h  t h e y  a d v o c a t e .  It m e r e l y  m e a n s  

tha t  we h a v e  a r e s p o n s i b i l i t y  to u n d e r s t a n d  t h e i r  s i d e  of t he  p i c t u r e  in 

d e t e r m i n i n g  wha t  o u r s  s h a l l  be .  And,  i f  you  get  in to  a s i t u a t i o n  s u c h  as  

we  h a v e  b e e n  in, in t he  r e c e n t  pa s t ,  and I put  r e c e n t  in q u o t e s ,  b e c a u s e  it 

goes  b a c k  f a r t h e r  t h a n  j u s t  the  pa s t  f ew  w e e k s ,  w h e r e  the  f a c t o r s  w h i c h  

s h o u l d  be c a l l e d  upon  to f ight  i n f l a t i o n  h a v e n ' t  b e e n  f i g h t i n g  i n f l a t i on ,  o u r  

f u n c t i o n  t hen  b e c o m e s  e v e n  m o r e  i m p o r t a n t .  We h a v e  to  go f a r t h e r  t h a n  

we would  o r d i n a r i l y  go in c o m b a t t i n g  wha t  we th ink  is  a d a n g e r .  

QUESTION:  G o v e r n o r ,  a c o u p l e  w e e k s  ago  the  B r i t i s h  r a i s e d  t h e i r  

d i s c o u n t  r a t e  to 5 p e r c e n t ,  and  the  r e a s o n  t hey  gave  f o r  it  was  tha t  the  
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c u r r e n c y  was  f l e e i n g  the  c o u n t r y  fo r  s o m e  f o r e i g n  j o i n t  b u s i n e s s .  

Y e s t e r d a y  I r e a d  in ou r  p a p e r s  that ,  b e c a u s e  of the  r a p i d  d e c l i n e  in ou r  

s h o r t - t e r m  gold r a t e ,  we would  p r o b a b l y  l o s e  a lot  of gold  out of ou r  

c o u n t r y  b e c a u s e  of h i g h e r  s h o r t - t e r m  i n t e r e s t  r a t e s  o v e r s e a s .  

is: Does the Fed consider this a serious problem ? If it does, 

would change what discount rate ? How would you solve the problem ? 

MR. ROBERTSON: In the first place, I do not worry~o much about 

the situation, and I hiappen to know a little about it. The British discount 

rate increase was based on internal conditions. I think that there is not 

very much reason to worry about a gold outgo arising because of it. If 

we did think that there was a real danger of this, in determing what your 

discount policy shall be, and also in determing what your open market 

policy shall be, you must today take into consideration events abroad and 

conditions abroad. No longer can we be in complete isolation here in this 

country. If we did think that was the situation, how would we go about 

increasing this discount rate here, for example, so that the money wouldn't 

go from here over there, following the highest rate ? This is what I take to 

be your question. Well, as I stated earlier, we can here at the Board deter- 

mine the discount rate. That's a part of the powers which were vested in 

the Board. The word "determine" has been construed by the Attorney 

General, 25 years ago, at the request of Senator Carter Glass, as meaning 

that the Board has the right to initiate a discount rate. So we can do that. 

But, ordinarily, what would happen would be that the Board of Directors of 
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t h e  F e d e r a l  R e s e r v e  B a n k  of New York ,  w h i c h  is kep t  a b r e a s t  of c o n d i t i o n s  

j u s t  as  we a r e ,  would  r e c e i v e  f r o m  us  c e r t a i n  s u g g e s t e d  i n f o r m a t i o n ,  wi thou t  

ou r  t e l l i n g  the  m e m b e r s  what  to  do on t he  b a s i s  of i t .  On the  b a s i s  of tha t  

m o r e  than  l i k e l y  t h e y  would  r a i s e  the  d i s c o u n t  r a t e .  Tha t  would  be the  p r o -  

c e d u r e .  

But,  in r e s p o n s e  to  the  f i r s t  p a r t  of y o u r  q u e s t i o n ,  I am not  c o n c e r n e d  

abou t  t h i s  m a t t e r .  It is one wh ich  d e s e r v e s  wa tch ing ,  but  it is  not  s e r i o u s .  

QUESTION:  G o v e r n o r ,  I u n d e r s t a n d  tha t  w h e n  the  Sta te  banks  j o i n  

y o u r  s y s t e m  t h e y  a r e  s u b j e c t  to  y o u r  r e g u l a t i o n s  on v a r i o u s  m a t t e r s .  Why, 

then ,  d o e s  any  Sta te  b a n k  v o l u n t e e r  to  j o in  y o u r  s y s t e m  ? Do they  m a k e  

m o r e  m o n e y  as  p a r t  of y o u r  s y s t e m  ? 

MR. ROBERTSON:  No, t h e y  don ' t .  As a m a t t e r  of fac t ,  t h e y  m a k e  

l e s s ,  d e p e n d i n g  upon w h e r e  t h e y  a r e ,  b e c a u s e  s o m e  of the  S t a t e s  h a v e  low 

r e s e r v e  r e q u i r e m e n t s ,  s o m e  p e r m i t  a l l  bu lk  c a s h  to be coun ted  as  p a r t  of 

t h e i r  r e s e r v e s ,  and tha t  s o r t  of t h ing .  

not  to h a v e  too  good bank  s u p e r v i s i o n .  
a 

F u r t h e r m o r e ,  s o m e  banks  p r e f e r  

T h o s e  wh ich  do jo in  the  F e d e r a l  

R e s e r v e  S y s t e m  h a v e / c e r t a i n  p r e s t i g e  w h i c h  c o m e s  out of it. T h e y  do have  

b e t t e r  bank  s u p e r v i s i o n ,  and I am not  b e i n g  i m m o d e s t  in th i s  at a l l ,  b e c a u s e  

you  h a v e  a c o m b i n a t i o n  of the  S ta te  and the  F e d e r a l  R e s e r v e .  Both  go in to  

the  bank .  But, in a d d i t i o n  to  that ,  m o s t  of the  Sta te  banks  wh ich  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  c a n ' t  a f fo rd  not to be,  b e c a u s e  t h e y  u se  the  

f a c i l i t i e s  of t he  F e d e r a l  R e s e r v e  S y s t e m  in c l e a r i n g  a l l  the  c h e c k s  wh ich  

t h e y  h a v e .  T h e y  have  to have  tha t .  T h e y  c a n ' t  ge t  n a t i o n a l  a c c o u n t s  wi thout  
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i t .  T h a t ' s  by and l a r g e  the  a n s w e r .  T h e r e  a r e  a lot  of b a n k s  tha t  a r e  

l e a v i n g  the  F e d e r a l  R e s e r v e  S y s t e m  t o d a y - - m a y b e  25 in the  l a s t  y e a r ,  

o r ,  I g u e s s ,  m o r e  t h a n  tha t ,  3 0 - - c h i e f l y  b e c a u s e  t h e y  a r e  s m a l l  and  

t h e y  d o n ' t  n e e d  the  f a c i l i t i e s  and  the  s e r v i c e  f u n c 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 - - B r o k e n  Bow, f o r  e x a m p l e .  T h e y  c a n  c a r r y  a l o w e r  

v o l u m e  of t h e i r  d e p o s i t s  in the  f o r m  of r e s e r v e s ;  t h e y  c a n  e x t e n d  m o r e  

l oans ;  and t h e y  a r e  not  c r i t i c i z e d  fo r  d o i n g  so .  So t h e y  l e a v e  the  s y s t e m .  

QUESTION:  S i r ,  a s  I r e m e m b e r  the  h i s t o r y  of the  F e d e r a l  R e s e r v e  

S y s t e m ,  i t  w a s  e s t a b l i s h e d  in 1913, and s i n c e  t h e n  we h a v e  had 6 o r  7 

d e p r e s s i o n s  and r e c e s s i o n s ,  o r  w h a t e v e r  t h e y  a r e  c a l l e d .  I c a n  t h i n k  of 

one  c a s e  of a r e c e s s i o n  d u r i n g  the  d e p r e s s i o n .  My q u e s t i o n  i s :  Is t h e r e  

s o m e t h i n g  w r o n g  wi th  the  f u n c t i o n 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  in  

t ha t  it  did not  a l l a y  t h e s e  d e p r e s s i o n s  o r  r e c e s s i o n s  ? If t h e r e  is  n o t h i n g  

w r o n g  wi th  the  s y s t e m ,  is t h e r e  s o m e t h i n g  w r o n g  wi th  the  a u t h o r i t y  ? Or  

do you  not  h a v e  e n o u g h  a u t h o r i t y  to t ~ k e  c e r t a i n  c o n t r o l  of the  e c o n o m y  

in  o r d e r  to  l e v e l  out  t h e s e  r e c e s s i o n s  and d e p r e s s i o n s  ? 

MR.  R O B E R T S O N :  My a n s w e r  to you,  s i r ,  is  t ha t  t h e r e  is  s o m e t h i n g  

w r o n g  wi th  the  s y s t e m ,  and tha t  is  a l a c k  of p e r f e c t i o n .  We a r e  j u s t  

h u m a n  b e i n g s .  We a r e  bound to m a k e  m i s t a k e s .  

the  b a s i s  of h i n d s i g h t  w e ' d  do a p r e t t y  good job .  

If we cou ld  o p e r a t e  on 

But tha t  i s n ' t  the  who le  

a n s w e r .  A lot  of the  d e p r e s s i o n s  tha t  we  h a v e  had  c a m e  b e f o r e  t he  F e d e r a l  

R e s e r v e  had  the  p o w e r s  w h i c h  it now h a s .  In the  B a n k i n g  Ac t  of 1933 and 

1935 the  p o w e r s  w e r e  b r o a d l y  e x p a n d e d ,  so  tha t  the  F e d e r a l  R e s e r v e  c a n  
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n o w  d i s c o u n t  a n y  k i n d  o f  p a p e r ,  f o r  e x a m p l e .  T h e r e ' s  n o  r e a s o n  f o r  a n y  

b a n k  t o d a y  to  c l o s e  b e c a u s e  o f  i l l i q u i d i t y  . We a r e  i n  a p o s i t i o n  t o  p r o v i d e  

a l l  t h e  f u n d s  t h a t  a r e  n e c e s s a r y .  B u t  t h a t  w a s n ' t  t r u e  i n  t h e  1 9 2 0 ' s  a n d  

u p  t h r o u g h  1 9 3 3 .  S e c o n d l y ,  i t  s e e m s  to  m e  t h a t  t h e  r e m a r k a b l e  a s p e c t  o f  

e c o n o m i c  d e v e l o p m e n t s  i n  t h e  p a s t  d e c a d e - - t h a t ' s  a n  e a s y  o n e  t o  t a k e  a 

l o o k  a t - - i s n ' t  t h a t  w e ' v e  h a d  s o m e  i n f l a t i o n - - w e ' v e  h a d  s o m e  i n f l a t i o n  a n d  

t h a t ' s  v e r y  b a d .  A n d  w e  h a v e  a l s o  h a d  s o m e  u n e m p l o y m e n t  a t  t i m e s ,  a n d  

t h a t ' s  a m a t t e r  o f  r e a l  c o n c e r n  to  u s .  B u t  t h e  r e n ~ a r k a b l e  t h i n g  i s  t h a t ,  

d u r i n g  t h i s  p e r i o d ,  w e  h a v e  h a d  a v e r y  h i g h  d e g r e e  o f  g r o w t h  a n d  p r o s p e r i t y  

w i t h o u t  a n y  w i l d  s p e c u l a t i v e  b o o m  o n  t h e  o n e  s i d e  o r  a n y  d i s a s t r o u s  o r  

p r o l o n g e d  d e p r e s s i o n  o n  t h e  o t h e r  s i d e .  

N o w ,  t h e r e  a r e  t h o s e  w h o  c o n t e n d  t h a t  t h e  F e d e r a l  R e s e r v e ,  i f  w e  

h a v e  t h e  p o w e r s  t h a t  w e  s a y  w e  h a v e ,  o u g h t  t o  b e  s m a r t  e n o u g h  s o  t h a t  i t  

l e v e l s  o f f  t h e  u p s w i n g s  a n d  l e v e l s  o f f  t h e  d o w n s w i n g s ,  s o  t h a t  y o u  g e t  

p r e t t y  m u c h  i n  t h e  m i d d l e .  T h a t ' s  w h e r e  w e  t r y  t o  g e t .  We t r y  to ,  a s  I 

s a i d  e a r l i e r ,  m o d e r a t e  t h e s e  u p s w i n g s  a n d  m o d e r a t e  t h e  d o w n s w i n g s .  

T h e  t r o u b l e  c o m e s  b e c a u s e  t h e r e  i s n ' t  a n y  m a n  s m a r t  e n o u g h - - I  d o n ' t  

c a r e  w h o  h e  i s  o r  w h e r e  y o u  l o o k  f o r  h i m - - t o  s e e  o n  t h e  u p s w i n g  j u s t  w h e r e  

i t  i s  g o i n g  t o  t o p  off~ b e c a u s e ,  y o u  s e e ,  m o s t  o f  i t  c o m e s  a s  t h e  r e s u l t  o f  

t i g h t e n i n g  t h e  p r e s s u r e s .  Y o u  t i g h t e n  t h e m ,  b u t  y o u  n e v e r  k n o w  w h a t  i s  

g o i n g  t o  b e  t h e  r e a l  e f f e c t .  Y o u  t i g h t e n  t h e m  a n d  p r e t t y  s o o n  i t  d o e s  t u r n  

down, and then, if you started too late and it got too tight, it turns down 

too abruptly. Then you start to put more reserves in to get the money 
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supply going again, but it doesn't develop, because so much depends not 

only on the volume of money and credit that you have but on the velocity, 

the turnover, of that money. You take a $5 bill and turn it over five times 

and you have $25. You turn it over 100 times, and you have $500. 

So that it depends upon what people do and what spending, for example, 

Congress has authorized, what is going on in the labor field in the way of 

increases beyond the productivity, and on many things, other than just 

money and credit. So that we never can be successful in just cutting off 

these upswings or these downswings. 

I would really think, in response to your question, that we have been 

fortunate in the past decade and in the whole postwar period in not having 

anything in the nature of a disastrous downturn or a prolonged downturn. 

I would also say that, from here on out, you are never going to see a time, 

I think, when you completely abolish business cycles so long as you have 

a free-enterprise system working. I think the benefits of a free-enterprise 

system are worth i t .  

QUESTION: Certain economists, in testimony before congressional 

committees, have indicated that the difficulty that we have had with our 

constant growth rate stems in part from the fluctuations up and down which 

to some extent are the result of the federal action there to prime the pump 

or to dampen the effect. They hold the view further that, to insure a stable 

rate of increased growth, we should have a stable rate of increased input 

of money, in other words, a stabte increase of money rather than the 
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fluctuations which seem to discourage progress .  

MR. ROBERTSON: I have read those; I think every one of them. 

I have debated many times with those who hold that view. I think I can 

sum up my own views by saying that, as I see it, there are too many 

people in this country playing a sort of numbers game with respect to 

growth. I don't think it is possible for any individual to really know that 

a 3.5 percent per annum growth rate is too low for our economy or that 

a 5 percent is too high. I don't think anyone can know that. 

Well, that being so, I don't see why, perhaps, someone shouldn't 

ask: "Why can't we just let people do this and consider it as sort of a 

harmless  pas t t ime?"  The trouble is, as I see it, that this sort of g a m e  

has a sort  of traumatic effect on the participants, and I think in the end it 

may involve all the spectators in a sort of very disastrous experience. 

Magic numbers are sort  of thrown up from time to time to indicate that 

we are losing in this growth-rate race with Russia and losing by some 

computations by a score of something like 3 percent for us to 7 or 8 per-  

cent for Russia. And some of the economists think this is a very great 

defeat and that it calls for heroic remedies.  

Well, I submit that we are not falling behind by any such drastic figures. 

If you'll take a look at the growth in this country from the time when each 

one of you was young, as compared to what we have in this country today, 

you'll see we have made some pretty good str ides.  If you want to take a 

look at my home town, for example, Broken Bow, and any of you who were 
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b o r n  in  a s i m i l a r  t o w n  w i l l  h a v e  e x a c t l y  t h e  s a m e  r e a c t i o n s - - w h e n  I w a s  

a b o y ,  w e  h a d  n o  p a v e d  r o a d s ,  we  h a d  n o  a u t o m o b i l e s ,  we  h a d  n o  e l e c t r i c  

l i g h t s ;  w e  d i d n ' t  e v e n  h a v e  e l e c t r i c  c a n - o p e n e r s .  T h e  d i f f e r e n c e  b e t w e e n  

t h e n  a n d  n o w  i s  t e r r i f i c .  I d o n ' t  t h i n k  w e  w a n t  t o  j u s t  f o l l o w  in  R u s s i a ' s  

f o o t s t e p s .  I t h i n k  we  w a n t  t o  g r o w  a s  r a p i d l y  a s  we  c a n ,  b u t  i t  m u s t  b e  

o n  a s u s t a i n a b l e  b a s i s .  

T h e r e f o r e ,  w h e n  p e o p l e  c o n t e n d  t h a t  w e  o u g h t  t o  b e  u s i n g  s o m e  s o r t  

o f  a m e c h a n i s t i c  f o r m u l a  t o  p u t  m o r e  m o n e y  i n t o  t h e  s t r e a m  o n  a r e g u l a r  

b a s i s - - w h e t h e r  t h e y  u s e  a 2, 3, o r  4 p e r c e n t  b a s i s ,  I d o n ' t  c a r e - - w h a t  t h e y  

a r e  d o i n g  i s  s a y i n g  t h a t  t h a t  a m o u n t  o f  m o n e y  i s  g o i n g  t o  h a v e  t h e  s a m e  

e f f e c t  u n d e r  a n y  c i r c u m s t a n c e s .  I s a y ,  i f  y o u  s a y  t h a t  y o u  j u s t  d o n ' t  k n o w  

w h a t  t h e  s i t u a t i o n  i s .  Y o u  a r e  m i s j u d g i n g  t h e  p r o b l e m  c o m p l e t e l y ,  b e c a u s e ,  

w i t h  a g i v e n  a m o u n t  o f  m o n e y  r e s e r v e s  i n  t h e  b a n k i n g  s y s t e m - - t h a t ' s  w h a t  

t h e y  a r e  t a l k i n g  a b o u t - - t h e  m o n e y  s u p p l y  g o e s  o u t .  T h a t  m o n e y  s u p p l y  i s  

i n f i n i t e s i m a l  i n  r e l a t i o n  t o  t h e  u s e  o f  t h a t  m o n e y  s u p p l y .  I t  i s  t h e  t u r n o v e r  

o f  t h a t  m o n e y  s u p p l y  w h i c h  i s  i m p o r t a n t .  T h e r e f o r e ,  y o u  h a v e  t o  g e a r  t h e  

o v e r a l l  s u p p l y  o f  m o n e y  a n d  c r e d i t  a n d  t h e  o v e r a l l  s u p p l y  o f  g o o d s  a n d  

s e r v i c e s .  

I t h i n k  w e  a r e  g r o w i n g  f a i r l y  w e l l  a t  t h e  p r e s e n t  t i m e .  I t h i n k  t h e r e  a r e  

a r e a s  i n  w h i c h  w e  c o u l d  i m p r o v e  t h i n g s .  I d o n ' t  m e a n  t o  go  of f  o n  a s p e e c h  

h e r e  b e c a u s e  o f  o n e  q u e s t i o n  w h i c h  i s  r a i s e d ,  b u t  I t h i n k  i t  i s  i m p o r t a n t ,  

b e c a u s e  t h i s  w h o l e  g r o w t h  t h i n g  h a s  b e e n  t u r n e d ,  I t h i n k ,  o u t  o f  l i n e .  

L e t ' s  s e e  w h e r e  t h e  c r i t i c s  r e a l l y  l i n e  u p .  T h e y  s a y  g r o w t h  i s  b a d  
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b e c a u s e  it r e s u l t s  in u n e m p l o y m e n t ,  the  l a c k  of g r o w t h .  Well ,  t h a t ' s  

r i g h t .  We do have  u n e m p l o y m e n t  in th i s  c o u n t r y ,  too  m u c h  u n e m p l o y m e n t  

in th i s  c o u n t r y .  E v e n  the  c r i t i c s  d o n ' t  s ay  tha t  we shou ld  be ab le  to  ge t  

a l o n g  wi thou t  any  u n e m p l o y m e n t ,  b e c a u s e  s o m e  p e o p l e  a r e  a l w a y s  c h a n g i n g  

j o b s .  T h e i r  goa l  s e e m s  to be  abou t  a 3 p e r c e n t  r a t e .  I s a y  to you tha t  t he  

d i f f e r e n c e  b e t w e e n  tha t  3 p e r c e n t  r a t e  and the  p r e s e n t  5 p e r c e n t  r a t e  is  

r e p r e s e n t e d  by p o c k e t s  of u n e m p l o y m e n t  in p a r t i c u l a r  a r e a s - - i n  the  c o a l -  

mining and railroad communities up in Pennsylvania, in the textile towns in 

New England, despite the present boom in textiles, and in some other hard 

goods areas.  And I think maybe there is something we ought to be doing 

to help those people develop new skills and find new jobs. But they are not 

going to be helped by merely increasing the money supply. 

Let's take another area. There are those who contend that we are not 

devoting enough of our resources to the p~dnction of the right kinds of 

products. For example, we are not spending enough money on education 

or on defense or on public services.  My answer to that is we can have 

a n y t h i n g  we want  in the  way of pub l i c  s e r v i c e s  if we a r e  w i l l i n g  to pay fo r  

t h e m .  In New Y o r k  S i a t e ,  fo r  e x a m p l e ,  j u s t  l a s t  y e a r ,  t h e y  d e c i d e d  tha t  

c e r t a i n  pub l i c  s e r v i c e s  shou ld  not  be  c o n t r a c t e d  but  shou ld  be e x p a n d e d .  

So the  l e g i s l a t u r e  e n a c t e d  new t a x e s  to  pay fo r  t h e m .  Any o t h e r  c o m m u n i t y  

can  do e x a c t l y  the  s a m e  th ing .  We can  have  w h a t e v e r  pub l ic  s e r v i c e s  we 

a r e  w i l l i n g  to pay f o r .  But what  we a r e  u n w i l l i n g  to pay fo r  m o n e t a r y  p o l i c y  

c a n ' t  p r o v i d e  us .  
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QUESTION:  S i r ,  I wan t  to a s k  you  abou t  the  r e c e n t  c r i t i c i s m s  tha t  

h a v e  b e e n  l e v e l e d  a t  t h e  e f f e c t i v e n e s s  of the  g e n e r a l  m o n e t a r y  c o n t r o l s  

t ha t  you  a r e  now a u t h o r i z e d  to app ly .  I b e l i e v e  tha t  a jo in t  c o n g r e s s i o n a l  

c o m m i t t e e  r e c o m m e n d e d  tha t  t h e r e  s h o u l d  be  s e l e c t i v e  c o n t r o l s ,  s ay ,  in 

t he  f i e ld  of  c o n s u m e r  c r e d i t ,  and  tha t  e v e n  the  A m e r i c a n  B a n k i n g  A s s o c i a t i o n  

fe l t  t ha t  t h i s  was  a m a t t e r  t ha t  s h o u l d  have  s e r i o u s  s t u d y .  Do you  have  

a n y  v i e w s  on it, s i r  ? 

MR. ROBERTSON: Yes ,  I h a v e  v e r y  d e f i n i t e  v i e w s ,  as  you  c a n  g u e s s .  

I a m  not  one  of t h o s e  who c o n t e n d  t ha t  g e n e r a l  c o n t r o l s  a r e  c o m p l e t e l y  

e f f e c t i v e .  T h e y  a r e  no t .  S o m e t i m e s  it t a k e s  a long  t i m e  to  get  t he  r e s u l t s  

you  a r e  l o o k i n g  f o r .  You h a v e  to i n c r e a s e  the  p r e s s u r e  a Little bi t ,  t a k e  i t  

off, t h e n  s t a r t  it  up a g a i n .  I t ' s  s o r t  of l i ke  d r i v i n g  a c a r  down the  r o a d .  

You t u r n  a l i t t l e  too  f a r  and  you  have  to t u r n  b a c k .  T h e r e  a r e  a r e a s  in 

w h i c h  s e l e c t i v e  c o n t r o l s  c a n  be m o r e  e f f e c t i v e  u n d e r  g i v e n  c i r c u m s t a n c e s .  

But I f ind m y s e l f  in the  p o s i t i o n  of t h i n k i n g  tha t ,  if you  put s e l e c t i v e  c o n t r o l s  

in to  e f f e c t  on, as  t he  c o m m i t t e e  s u g g e s t e d ,  c o n s u m e r  c r e d i t ,  I s e e  no r e a s o n  

w h y  you  s h o u l d n ' t  a l s o  put  s e l e c t i v e  c o n t r o l s  on h o u s i n g  c r e d i t ,  on e v e r y  

s i n g l e  kind of c r e d i t .  And t h e n  I r e a c h  the  p o s i t i o n  - - w e l l ,  if you  a r e  go ing  

to put  it  on c r e d i t ,  why  not  put  i t  on p r o d u c t i o n ,  on the  o t h e r  s i d e ?  P r e t t y  

s o o n  I ge t  m y s e l f  in to  the  p o s i t i o n  of t h ink ing ,  we l l ,  if  you  a r e  go ing  to  

o p e r a t e  by v i r t u e  of s e l e c t i v e  c o n t r o l s ,  you  have  to  go the  w h o l e  way,  and 

t h e n  you  d o n ' t  have  a f r e e - e n t e r p r i s e  s y s t e m ;  you h a v e  what  R u s s i a  h a s .  

T h a t ' s  not  wha t  I wan t .  So wha t  I s a y  is ,  wi th  a l l  i t s  a w k w a r d n e s s ,  I p r e f e r  
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the  g e n e r a l  c o n t r o l  m e t h o d ,  l e a v i n g  p e o p l e  the  g r e a t e s t  a m o u n t  of f r e e d o m  

t h e y  can  have ,  b e c a u s e  I t h ink  it is  tha t  f r e e d o m  of the  e x e r c i s e  of i n d i v i d u a l  

i n i t i a t i v e  w h i c h  is  r e s p o n s i b l e  for  the  kind of c o u n t r y  we have  t oday .  T h e r e -  

f o r e ,  I d o n ' t  go a l o n g  wi th  t h o s e  who th ink  that ,  a s  of today ,  we ought  to 

have  s e l e c t i v e  c o n t r o l s  in  any  g i v e n  a r e a .  I p r e f e r  to  s t i c k  to  the  g e n e r a l  

c r e d i t  c o n t r o l s ,  r e a l i z i n g  t h e y  a r e  not  p e r f e c t .  T h e y  a r e  a lot  m o r e  p e r -  

f ec t  t h a n  would  be the  s e l e c t i v e  c o n t r o l s ,  b e c a u s e ,  in o r d e r  to r e a l l y  u t i l i z e  

s e l e c t i v e  c o n t r o l s ,  you m u s t  have  s u p e r m e n  u s i n g  t h e m .  I donTt know of any  

such ,  not  a n y p l a c e .  

C O L O N E L  HARVEY.. G o v e r n o r  R o b e r t s o n ,  on b e h a l f  of the  C o m m a n d a n t  

and the  Co l l ege ,  I e x p r e s s  o u r  a p p r e c i a t i o n  fo r  y o u r  v e r y  f ine  e x p o s i t i o n  

of the  p o l i c y  w o r k i n g s  of the  F e d e r a l  R e s e r v e  S y s t e m  in e x e r c i s i n g  i ts  

m o n e t a r y  r e s p o n s i b i l i t y .  E a r l y  in your  t a lk  you m e n t i o n e d  tha t  s e r v i n g  

in  the  s y s t e m  was  not c o n d u c i v e  to  p o p u l a r i t y .  I am s u r e  t h e r e  a r e  at  l e a s t  

two a r e a s  w h e r e  tha t  i s n ' t  t r u e .  The  f i r s t  is  B r o k e n  Bow, N e b r a s k a ,  and 

the  s e c o n d ,  w h i c h  m u s t  be obv ious  to you, is  in th i s  r o o m .  

MR. ROBERTSON-  T h a n k  you.  
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