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Good evening to my classmates and their friends.

Inevitably on an occasion like this a bit of nostalgia 

creeps into one's thoughts. Memories of Weld and Strauss and 

Adams House, my Harvard homes, are still vivid. The University 

Theater, the Coop, the Oxford Grill, the hot dog shop in the 

Square and most of all Cronin’s. Actually, my father used to 

claim that I majored in beer not biology — and most of it was 

consumed at Cronin's.

I remember Samuel Eliot Morison's cluttered office in 

Widener and hours spent in the dusty stacks doing research for a 

term paper he assigned me on some obscure antarctic expedition in 

the early 19th century. The paper ran to 67 pages and I thought 

it was pretty darn good. Morison's course in U.S. Naval history 

was my favorite and I was utterly dismayed when he gave me only a 

C+ for my effort. His red pencil note said: "Pretty good 

research and reasonably well written but only C+ because you 

spelled antarctic wrong every damned time."



I was a bit of a flirt as an undergraduate. I spent some 

hard time in Bill Bender's office in University Hall, flirting 

with probation, but I never got close to flirting with the Dearth 

List.

This 40th reunion makes me acutely aware that I have not 

been a very conscientious participant in Class activities. At 

the time of the 25th reunion I was just finishing 13 weeks at the 

AMP program at the B-School and the last thing I needed was 

another week in Cambridge. I know I missed a great party. The 

Newport Party earlier this week sounded wonderful, but the pace 

of events in Washington made it impossible to get away before 

this afternoon.

You do me great honor by inviting me to speak tonight. I 

will try to be mercifully brief and to eliminate any further 

boring nostalgia. You have probably OD-ed on that this week 

anyway.

Some of you, many perhaps, have served in government at some 

level. Most of you who did, however, probably did not wait until 

you were 60 years old and beginning to approach the end of a 

career.

The Federal Reserve Board has always been to me the most 

attractive possible place in government to serve, but I never
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dreamed I would one day occupy one of those seven places in the 

Board Room on Constitution Avenue. Nevertheless, in 1988 after 

Henry Wallich retired from the Board, President Reagan, at the 

urging of Alan Greenspan and Jim Baker, who was then Secretary of 

the Treasury, decided he wanted an experienced banker on the 

Board. At that time there were five Ph.D. economists on the 

Board and one Texas businessman. The White House realized that 

some major banking issues were coming down the pike and wanted 

some practical banking experience brought to Board deliberations. 

The White House was also sensitive to the fact that all of the 

six sitting members were Reagan appointees and at least nominal 

Republicans. Another Reagan Republican was likely to be 

stonewalled by a Democratic Senate.

How my name got in the hat I will never be sure, but the 

facts that I was a Democrat, a banker, and from a District not 

then represented on the Board all helped. When the call came, I 

was in the fortunate position, having merged Shawmut and Hartford 

National and relinquished the CEO job, of being able to consider 

something different.

And, boy is it different!

After saying you are willing to be considered, the fun 

begins. First comes the FBI background investigation. It took 

me three days just to fill out the forms. For example, I had to
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go back through memory, date books, and old passports to identify 

every time I had ever been out of the country, to what 

destination, and for how long. For those of you who travel a 

lot, think what a job that would be.

They are reputed to have put as many as 30 agents, at least, 

part time, doing the check, and it still took over six weeks to 

complete. They went all the way back to the little town in 

Wisconsin where I was born. I left it at age six and it is 

somewhat doubtful that I was involved with anything too nefarious 

at that age.

While the check was going on, there were endless interviews 

with Administration types. Meanwhile, though .1 was cautioned not 

to talk to anyone about the appointment, the White House 

carefully leaked to the Wall Street Journal that I was being 

considered — the purpose being to see whether there would be a 

public outcry against putting "an incompetent turkey like that on 

the Board."

No audible outcry was heard so on to formal nomination and a 

round of obsequious visits to Senate Banking Committee members 

who were principally concerned whether I was another ideological 

supply-sider. I am not, I hasten to add. The confirmation 

hearing itself went well except that the Democrats became a
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little suspicious of me when they learned from someone that I had 

twice voted for Ronald Reagan.

Senator Byrd, the then Majority Leader, didn't want to take 

the nomination to the floor for a vote because he didn't want an 

all-Reagan Board when he was sure Michael Dukakis would be the 

next President. A phone call from Candidate Dukakis assured the 

Senator that he would appoint me anyway, so 1 finally made it and 

was sworn in on August 15, 1988, in time for a -meeting of the 

Open Market Committee the next day.

But, by law, before that swearing-in, a lot of things in my 

life changed. Here are a few examples:

— An 83 percent cut in salary. Excruciating!

Divestiture of all bank stock — which, of course, 

had been my principal form of savings over the years.

— My wife had to divest all of her bank stock.

I had to agree not to hold any short-term government 

securities — the rationale being that, since the Fed 

sets interest rates, holdings of short governments 

would be a conflict of interest.
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[EXTEMPORANEOUS REMARKS]

I also had to resign from all director, trustee, and 

officer positions in outside organizations whether they 

were for profit or not. An exception made especially 

for me was Children's Hospital where I am chairman, 

because I refused to take the job otherwise. And I am 

supposed to relinquish that post as soon as I can do so 

in good conscience.

I am not allowed to have earned income other than my 

Board salary.

I must make annual disclosure of all financial details 

including all of my and Margery's assets and income and 

any intervening transactions in same.

I must drive myself to work. That is a real trauma 

after 10 years of a car and driver always at my call.

I may accept no gift of more than $25 in value even 

as a token for making a speech. If it is over $25,

I must refuse or, in turn, give it to the Board or 

buy it back from the Board at fair market value.
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for Margery as she has so many pals here in Boston. We 

tried the weekend commute thing for a while, but 

quickly decided that it wouldn't do.

But, lest you think I am totally cynical or that I regret 

the move let me hasten to point out some of the pluses.

I have a beautiful oftice with a working fireplace and 

a private john.

I have a refrigerator — no, not for beer or bourbon 

and branch, but only to keep my coffee beans fresh and 

my Diet Cokes cold.

There are good private dining facilities where the 

price is commensurate with the pay and the food is 

wholesome if not gourmet.

— The job is exciting and demanding. It is

unquestionably a full-time job. Monetary policy is a 

challenging puzzle, and supervising the banking system 

in these parlous and volatile times requires a 

delicate balance of public and private interests.

After all is said and done, I am glad I made the change. My 

Ph.D. economist colleagues on the Board and the Board staff are
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indulgent of my lack of formal training in economics, and I bring 

a perspective to banking regulatory issues which would otherwise 

be unavailable to them. It is a fair trade.

But, it is tough to go from the private to the public sector

— to go from chief executive officer to one of a committee of 

seven.

— Decisions are taken by consensus rather than by fiat. As 

CEO, I could make a decision the way I saw it even though my 

management committee was not enthusiastic — and the decisions 

could be implemented in hours or days. At the Board, I must try 

by argument, artifice, and cajolery to get at least three of my 

six colleagues to agree with me. No small task. And when we 

have made a decision on a new regulation or ruling of some kind, 

we have to put it out for public comment before we can make it 

final — a process which may take months.

I have also had great difficulty learning to keep my 

big mouth shut. When I was in the private sector, 1 could rise 

before any audience, say anything I cared to about any subject — 

and nothing ever happened . . . because no one was paying any 

attention. But as a governor of the Federal Reserve, every 

nuance of pronunciation of every public statement is searched by 

the media and the Fed-watchers for a tip on the direction of 

monetary policy. Such speculation can and has led to significant 

market movements and great embarrassment.
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— In the private sector and in the military, the staff 

works for the commander. Not so at the Fed. We have no 

commander since the Chairman has no executive authority over the 

Members of the Board and his vote counts no more than any other 

Member of the Board or the Open Market Committee. The Federal 

Reserve Act of 1913 set up the Board of Governors as a sort of 

management committee to govern the central banking system. But 

the sunshine laws have robbed us of the opportunity, as a 

practical matter, to operate in the collegial manner that was 

intended. There are seven of us all told. No more than three of 

us may have lunch together, because four would be a quorum and we 

would be presumed to be having a meeting. The seven of us 

cannot, according to Counsel's interpretation, have dinner 

together at a private club. It would legally be a meeting 

subject to recording and discovery under the Sunshine laws. If 

ever there was a way to confound the intent of the founders, that 

is it.

So, physically divided, and prevented by law from conferring 

informally among ourselves, we tend to be totally dependent on 

the staff. Laws are passed by Congress, staff reads the laws, 

general counsel interprets for staff what the law requires the 

Fed to do and staff prepares recommendations for Board action 

which are all too often presented in such a way that the Board 

can only vote yea or nay. Alternatives are not often presented
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for consideration. In a sense, on regulatory matters, we work 

for the staff rather than the other way around.

On monetary policy there is more leeway for Board Members 

and Reserve Bank Presidents who are members of the Open Market 

Committee to speak and vote independently. We all read and 

digest vast amounts of information about the economy each and 

every day. The media, the Fed staff, the academic economists, 

the professional Fed-watchers, and the Congress all bombard us 

with facts, opinions, analyses, interpretations, suggestions, 

admonitions, and inspirations. The most reliable of these is the 

analytical work of the Board's own staff who have been remarkably 

close to reality in their forecasts and predictions.

There are over 140 Ph.D. economists laboring away in our 

marble palace on Constitution Avenue. Right now they and we are 

on a roll. We are in the 90th month of economic expansion 

without recession and without run-away inflation. That is 

unprecedented in the United States in peacetime. We don't see an 

end to that this year, but we are concerned about inflation and 

have publicly endorsed a policy objective to obtain stable prices 

in the next five years.

But let me diverge, from a rather lighthearted litany of 

dismay with how government works, to a more serious observation.
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The phenomenon of the staff being in control is not unique 

to the Federal Reserve. Indeed it permeates every part of 

government, the Executive departments, the military, the Courts, 

and the Congress. It is more commonly known by the name 

bureaucracy and I believe it has proliferated in the United 

States to the extent that it poses a serious threat to our global 

political and economic leadership and even to the future of the 

country.

Bureaucracies are at very best inflexible and slow to adapt 

to external factors in a changing environment. Their principal 

motive is self-perpetuation. Various job security programs in 

government have tended to insulate them from even their 

employers' interests — and if you have ever tried to fire 

someone from a government agency, you will known what I mean.

In the Congress, staff becomes all important. The issues 

are so numerous and complex that no Congressman has the time or 

the mental capacity to vote with reasonable understanding on the 

hundreds of bills which come to the floor in each session. It is 

left to staff to summarize and analyze many of the issues for 

each Congressman, and it is fair to say that the staff members' 

opinions often prevail when it comes time to vote. There are 

about 20,000 staff employees of the House and Senate or about 40 

per member. Many would argue that it is their work, through
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their popularly elected bosses, which accounts for the 

legislative process.

I have a very good friend who served for one year as an 

Assistant Secretary in a Cabinet department. We went to lunch on 

his first anniversary down there in Baghdad on the Potomac. He 

said, "John, I resigned today." I expressed my surprise since he 

had been so enthusiastic about his move from the private to the 

public sector. "I am fed up," he said. "We Presidential 

appointees meet with the Secretary every Monday. We decide what 

we want to do that week and each of us goes back to our office 

and issues the necessary instructions to carry out those 

decisions which have been made. John," he said, "it's like 

throwing sand in the ocean. Nothing happens. If the staff 

doesn't like it, they find a way to kill it with neglect."

Now I admit my friend Dave was probably rationalizing a 

frustration much more complex than the one he described, but 

there is an important kernel of truth there nonetheless.

The current impasse over the budget is a major crisis, an 

impending tragedy, and, I think, an illustration of how a bloated 

bureaucracy and the preoccupation of elected officials with 

getting re-elected can paralyze the country.
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Fundamental election reform might help. Today, Presidential 

election campaigns cost well over $100 million for each 

candidate, Senatorial campaigns in many cases $3-5 million, and a 

House race in a contested election may run half a million dollars 

or more. Is it any wonder that elected officials must genuflect 

to the PACs, interest groups, and individuals who contribute 

directly or raise money for them from others.

If we limited the length of all campaigns, financed the 

campaign of each accredited candidate out of the federal 

treasury, outlawed private contributions and assured each 

candidate the same financial backing as his opponent, we would 

tend to focus campaigns on issues and free elected officials to 

vote objectively in the public interest. We might also have the 

salubrious side effect of eliminating a lot of petty, personal 

pork barrel legislation which tends to clutter up the legislative 

agenda.

On balance, the government works in spite of itself, but I 

worry that a more and more bureaucratic and inflexible 

government, handicapped by overzealous application of things like 

the Sunshine laws, may be unable to compete effectively in the 

global economy. In the recent past, national political 

leadership was founded on both military and economic strength.

As the military becomes less important, will the United States be
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able to exert a leadership role politically as our economic edge 

diminishes and dynamic Germany and Japan come on strong?

These are some of the awesome issues that make Washington an 

exciting place and my job one which I go to eagerly every day.

In closing, I would like to share with you a Harvard cheer 

which I was required to sound off at the top of ray voice every 

morning in formation when I was in OCS at Lackland AFB in 1952.

An upperclassman by the name of Tusher happened to be a Yalie and 

he thought this very appropriate.

H A R with a V

V A R  with a D

Not too loud to be vulgar

Not too soft to be heard

HARVARD! HARVARD! HARVARD!

RAH!
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