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MAINTAINING AND MAKING PUBLIC MINUTES OF
FEDERAL RESERVE MEETINGS

THURSDAY, OCTOBER 27, 1977

HouseE oF REPRESENTATIVES,
SuecoMMITTEE oN Domestic MoNETarRy Poricy oF THE
ComMitree oN BaNKING, FINANCE axp URBAN AFFAIRS,
Washington, D.C.

The subcommittee met at 8:35 a.m. in room 2222 of the Rayburn
House Office Building; Hon. Parren J. Mitchell (chairman of the
subcommittee) presiding.

Present: Representatives Mitchell, Barnard, and Hansen.

Chairman Mrrconernn. Ladies and gentlemen, the hearing will come
to order.

I work under the theory that neither late night sessions nor early
morning rain should delay the beginning of a hearing, so we will
now commence the hearings of the subcommittee.

This morning the Subcommittee on Domestic Monetary Policy of
the Committee on Banking, Finance and Urban Affairs will hold
hearings on H.R. 9465 and H.R. 9589. These bills require mainte-
nance of detailed records of meetings of respectively, the Federal
Open Market Committee (FOMC) of the Federal Reserve System
and the Boards of Directors of the 12 Federal Reserve Banks.

Specifically., H.R. 9465. which was introduced by our colleague,
Hon. Mark W. Hannaford of (alifornia, provides for reinstatement
of the FOMC’s “Memoranda of Discussion” for all FOMC meetings,
with its release for publie consumption scheduled 3 years after the
meeting is held.

H.R. 9589, the Federal Reserve Public Information Act, which
was introduced by our colleague, Hon, John J. Cavanaugh of Ne-
braska, requires maintenance of verbatim transeripts of all meetings
of the Boards of Directors of the 12 Federal Reserve Banks, and
provides for their submission to the Congress after a lag time period
of 1 vear.

The legislation before us is controversial. The question of whether
to keep and publish minutes of FOMC meetings has been embroiled
in controversy since the creation of the FOMC by the Banking Act
of 1935. Tt was only after prolonged and semetimes heated debate
that the Open Market Committee finally decided in 1964 to release
the discussion memoranda, which are based on the FOM(C minutes,
for the first time, and then only for 1959 and earlier years. So you
can see that these hearings are not breaking new ground. The intro-
duction of IL.R. 9465 and H.R. 9589 reflect growing concern that the

(1)
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public is not now getting all the information it needs to monitor and
evaluate the performance of the Nation's money managers: the per-
sons to whom the Congress has delegated its awesome constitutional
powers to control the supply of money and regulate its value.

The Federal Reserve is the delegate through which our monetary
policy is carried out. Within the Federal Reserve, the Federal Open
Market Committee is the body primarily responsible for the formula-
tion and implementation of that policy. Any cffort by the public to
monitor and assess monetary policy necessarily requires information
dealing with the FOMC’s decision processes and the underlying rea-
sons for its actions. There are three elements common to ILR. 9465 and
H.R. 9589 on which our deliberations will focus. These are: one, the
nature of records maintained; two, their availability to the public;
and three, if they are made available. the timing of their release.

[The text of H.R. 9465 and H.R. 9589 follow :]
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IN THE HOUSE OF REPRESENTATIVES

OcToBer 6,1977

Hanw~arorp {for himself, Mr. Cavaxavcn, Mr. Hanctey, Mr. Marrox, Mr.
MircueLL of Maryland, Ms. Oaxar, Mr. PartErsox of California, and Mr.
VeNTO) introduced the following bill ; which was referred to the Committee
on Banking, Finance and Urban Affairs

A BILL

amend the Federal Reserve Act to require that detailed
minutes of Federal Open Market Committee meetings be
released to the general public three years after the date of
the meeting to which they relate.

Be it enacted by the Senate and House of Representa-
tives of the United States of America in Congress assembled,
That the tenth undesignated paragraph of section 10 of the
Federal Reserve Act (12 U.S.C. 247a) is amended by
adding at the end thereof the following: “The Federal Open
Market Committee shall maintain detailed minutes of its
meetings closed pursuant to section 552b(c) (8) or (9)
of title 5, United States Code. Such minutes shall identify

the views of individual participants at any such meeting.

I
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Such minutes shall be maintained for a period of three years
after the date of the meeting to which they relate, after
which they shall be released to the general public. Detailed
minutes of Federal Open Market Committec meetings held
after January 1, 1973, and before the date of enactment of
this sentence and not released to the general public shall
be released to the general public three years after the date
of the meeting to which they relate or upon enactment of
this sentence, whichever occurs sooner. Nothing in this
paragraph shall be deemed to prevent disclosure by the
Federal Open Market Committee of minutes of such meetings
in accordance with section 552b (f) (2) of title 5, United

States Code, before the expiration of the three-year period.”.
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951 CONGRIESS
1sT SkssioN R 9589
® ®

IN THE IIOUSE OF REPRESENTATIVES

Ocrorer 17,1977
Mr. Cavanaven (for himself, Mr. Mrrerierr of Maryland, Mr. VeENTo, and Ms.
Oaxar) introduced the following hill : which was referred to the Committee
on Banking, Finance and Urban Affairs

A BILL

To require that the Federal Reserve banks shall keep verbatim
transeripts of all meetings of their Boards of Directors and

make them public under certain limitations.

Be it enacted by the Senate and Ilouse of Representa-
tives of the United States of America in Congress assembled,
That this Act may be cited as the “Federal Reserve System
Public Information Act of 1977,

SEC. 2. Section 4 of the IFederal Reserve Act is
amended by adding at the end thercof the following new
paragraph:

“ The Federal Reserve banks shall keep verbatim tran-

© 0w 9 O Ot B W D

seripts of all meetings of their Boards of Directors. These

-t
<

transeripts shall be provided to the appropriate committees

I

Digitized for FRASER
http://fraser.stlouisfed.org/
Federal Reserve Bank of St. Louis



2

1 of the Congress one year after the date of such meeting

2 without deletion. Transcripts shall also be released, at the
3 same time, to the general public, except that items pertaining
4 to:
5 “(1) borrowing or prospective horrowing hy indi-
6 vidually named hanks at the discount window;
7 “(2) transactions with foreign central banks;
8 “(3) TFederal Reserve Board real estate plans or
9 negotiations in progress;
10 “(4) individual personnel matters; and
11 “(b) security measures at banks,

12 may be deleted. An appropriate comittee of the Congress
13 chall only make that material deleted from the transeripts

14 available after a majority vote of the committee.”.

Chairman Mircaerr. My statement then goes on to cover a summary
history from 1936 up to the present time.

T will ask unanimous consent that the entire statement be submitted
for the record : therefore, I can omit that portion of it.

1 guess the bottom line in tracing that history is, summarily stated,
that I believe the public has the right to know the input of individual
monetary policymakers in the conduct of monetary policy. To assure
that the public receives relatively complete information, detailed min-
utes must be kept and be made publicly available after a reasonable
time lag.

Wae shall have further discussion on what is “a reasonable time lag.”

The questions on which these hearings will focus go bevond the Fed-
eral Reoserve and its relationships to the Conoress and the people of
this country. They oo to the heart of the problem of public account-
ability in cases where awesome governmental nowers necessarily must
be delegnted to re'atively free or independent agents. Specifically—

(1) Does a policymaking body of an executive avency have the
richt to determine. on its own. whether the public is entitled to learn
of its deliberations?
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(2) Does the agency have the right, on its own, to determine the
extent to which it will reveal policysetting information to the public
and the time lag after which it will be released ?

(3) Does a public agency whose deliberations have far-reaching
consequences have the right to deprive scholars and historians from
studying their decisionmaking process by not maintaining detailed
records?

(4) Do the individuals involved in setting policy which is signif-
icant to the American people have the right to be protected by not
having their names documented along with the specific recommenda-
tions which they made?

(5) Does the knowledge that their names will appear beside their
stated positions during deliberations encourage policy-setters to be
more accountable and responsible, or does it inhibit their decisions and
the free flow of ideas?

(6) Finally, is a public agency’s autonomy threatened by requiring
it to provide a detailed record of its policy-making deliberations to the
legislative body which has oversight responsibility for it?

Those are some of the questions we would like to address, and T am
convinced there will be others.

[ The opening statement of Chairman Mitchell follows :]

OPENING STATEMENT OF HoN. PARREN J. MITCHELL, CHAIRMAN, ON
H.R. 9465 axp H.R. 9589 OctoBER 27, 1977

This morning the Subcommittee on Domestic Monetary Policy of the Committee
on Banking, Finance and Urban Affairs will hold hearings on H.R. 9465 and
H.R. 9589. These bills require maintenance of detailed records of meetings of
respectively, the Federal Open Market Committee of the Federal Reserve System
and The Boards of Directors of the Twelve Federal Reserve Banks.

Specifically, H.R. 9465, which was introduced by our colleague, Mark Hanna-
ford. provides for reinstatement of the FOMC's “Memoranda of Discussion” for
all FOMC meetings, with its release for public consumption scheduled 3 years
after the meeting is held.

H.R. 9589, the Federal Reserve Public Information Act, which was introduced
by our colleague, John Cavanauvgh, requires maintenance of verbatim transeripts
of all meetings of the Boards of Directors of the twelve Federal Reserve Banks,
and provides for their submission to the Congress after a lag time period of
one year.

The legislation before us is controversial. The question of whether to keep
and publish minutes of FOMC meetings has been embroiled in controversy since
the creation of the FOMC by the Banking Act of 1935. It was only after prolonged
and sometimes heated debate that the Open Market Committee finally decided
in 1964 to release the discussion memoranda, which are based on the FOMC
minutes, for the first time, and then only for 1959 and earlier years. So you can
see that these hearines are not breaking new ground. The introduction of H.R.
9465 and H.R. 9589 reflect grewing concern that the public is not now getting
all the information it needs to monitor and evaluate the performance of the
nation’s money managers: the persons to whom the Congress has delegated its
awesome constitutional powers to control the supply of money and regulate its
value.

The Federal Reserve is the delegate through which our monetary policy is
carried out. Within the Federal Reserve, the Federal Open Market Committee
is the body primarily responsible for the formulation and implementation of
that nolicy. Any effort by the public to monitor and assess monetary policy
necessarilv requires information dealing with the FOMC’s decision processes and
the underlying reasons for its actions. There are three elements common to H.R.
0465 and H.R. 9583 on which our de'iberations will focus. These are: (1) the
nature of records maintained; (2) their availability to the public; and (3) if
they are made available, the timing of their release.
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From March 1936 to May 1976, the FOMC kept meticulous records, called
Memoranda of Discussion of its proceedings, which were released after a time
lag of five years.

In addition, the Board of Governors, pursuant to section 10, Federal Reserve
Act, annually submits to the Congress a report containing public records com-
monly known as records of policy actions. These include actions by the FOMC
In fact, currently, the summary records of the FOMC’s policy actions are released
30 days after its meetings.

Following discontinuation of the discussion memoranda, the FOMC expanded
the “records of policy actions” by way of attempting to make up for the loss of
the more detailed discussion memoranda derived from the minutes. But even in
the expanded form, the policy records fail to convey the dynamics of interchanges
among FOMC members. As a result, it is difficult, if not impossible, to evaluate
the contributions of individual FOMC members to the formation of monetary
policy. T concur wholeheartedly with John Kenneth Galbraith who, in a letter
to the previous Chairman of this Subcommittee, Steve Neal, wrote: “There is not
the slightest reason why their positions should not be known, and they should
not be held fully responsible for their comments.” This applies with equal force
to directors of Federal Reserve Banks. They too, are doing the public’s business.

In summary, I believe the public has a right to know the input of individual
monetary policymakers into the conduct of monetary policy. To assure that the
public receives relatively complete information, detailed minutes must be kept
by policymaking bodies, and be made publicly available after a reasonable time
lag.

I am not wedded to a specific time lag. T want to say only that a 3-year lag
is ciearly long enough to prevent any possible unwarranted speculation.

The questions on which these hearings will focus go beyond the Federal
Reserve and its relationships to the Congress and the people of this country.
They go to the heart of the problem of public accountability in cases where awe-
some governmental powers necessarily must be delegated to relatively free or
independent agents. Specifically :

(1) Does a policymaking body of an executive agency have the right to
determine, on its own, whether the public is entitled to learn of its
deliberations?

(2) Does the ageney have the right, on its own, to determine the extent
to which it will reveal policysetting information to the. public and the time
lag after which it will be released?

(3) Does a public agency whose deliberations have far-reaching conse-
quences have the right to deprive scholars and historians from studying
their decisionmaking process by not maintaining detailed records?

(4) Do the individuals involved in -setting poliey which is significant to
the American people have the right to be protected hy not having their
names documented along with the specific recommendations which they
made?

(5) Does the knowledge that their names will appear beside their stated
positions during deliberations encourage policysetters to be more accountable
and responsible, or does it inhibit thelr decisions and the free flow of ideas?

(6) Finally, is a public agency’s autonomy threatened by requiring it to
provide a defailed record of its policvmaking deliberations fo the legislative
body which has oversight responsibility for it?

Chairman Mrremerrn. Congressman Hannaford. thank vou for being
first, thank vou for heing on time and we are delighted to have you
before the 'Qubcommltfoo of which vou are a very distinguished
member.

STATEMENT OF HON. MARK W, HANNAFORD, A REPRESENTATIVE
IN CONGRESS FROM THE STATE OF CALIFORNIA

Mr. HANNAFORD. Thfml\ vou. Mr. Chairman. Mr. Barnard.
T arrived despite the rain and 14th Street bridge and without my
glasses.
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You state the case very well, Mr. Chairman, very completely. I will
try to expand on it a little bit. What we are talking about essentially
is oversight, and historical reflection and analysis that is being affected
because of the Federal Reserve’s arbitrary decision.

H.R. 9165 requires the Federal Reserve System’s Open Market Com-
mittec to reinstate detailed minutes of its regular meetings on mone-
tary policy. As my colleagues will recall, in May 1976 the committee
decided to discontinue maintenance of its detailed memoranda of dis-
cussion in favor of summaries, though somewhat expanded, which
would be released at a 30- to 40-day lag, instead of its previous 90-day
lag.

Mr. Chairman, the expanded summaries or records of policv action
are useful documents and the board’s decision for their more timely
release is commendable. ITowever, I do not believe such summaries
themselves are suflicient records for future use in monetary policy re-
search and analysis.

In addition, I submit that even an immediate release of these sum-
mary documents would be beneficial and would not represent a threat
to the stability of our financial markets.

H.R. 9465 also provides that detailed minutes to be maintained by
the FOMC identify individual participants and that these minutes
be released to the general public 8 years after the meetings to which
they relate.

Furthermore, minutes of FOMC meetings held after January 1,
1973, and before the date of enactment of this legislation would also
be subject to the 3-year release lag. However, the FOMC would not
be prohibited from releasing any portion of these minutes before the
expiration of the 3-year period. Thus, the Federal Reserve is amply
protected from fears of politicization and from the premature dis-
clnsure of detailed confidential discussions.

Prior to the termination of the memoranda of discussion in May
1976, these documents were released 5 vears after the meetings oc-
curred. The decision by the FOMC to establish a 5-year lag was an
arbitrary one.

In 1964, the FOMCC formally decided to release minutes of meet-
ings held prior to and subsequent to 1961 after a 5-year lag. This
decision followed a series of reauests by Representative Wright Pat-
man as chairman of the Joint Economic Clommittee in 1961 and later
as chairman of the Domestic Finance Subcommittee of the Banking
Committee in 1964,

Also. in the early 1960°s extensive and critical research on the Fed’s
conduct of monetary policy bv Milton Fricdman and Anna Schwartz
resulted in a major studv which was published in 1963. Professor
Friedman’s research was based in large part on the personal notes of
George Harrison, who served as a Governor and then President of
the New York Federal Reserve Bank.

As Dr. Friedman has stated, access fo the FOM(’s memoranda of
discussion would have substantially facilitated his work and con-
tributed to its exactness as well.

It is significant to note that the termination of the memoranda of
discussion in May 1976 followed several developments relating to
FOMC disclosure ineluding a lawsuit brought against the FOMC
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for timely disclosure of records of policy actions and Senate passage
of sunshine legislation in November 1975.

Mr. Chairman, it is my belief that sufficient documentation of the
monetary policy decisionmaking processes of the FOMC should be
maintained for future use. These records will not only be of use to
the appropriate congressional oversight committees, academic and
business researchers. but to individual members of the FOMC as well.

As a matter of fact, the rationale for documentation was perhaps
best stated by the Federal Reserve System itself.

In a report on the projected role of the Federal Reserve System in
the vear 2000, the Federal Reserve Bank of (leveland noted with
respect to monetary policy that. and now I am quoting:

Some periodic public performance review will be required. The general citizen

and the Congress are increasingly more sophisticated in analyzing the national
economy and the dependence of individual welfare on national policy decisions.

Additionally, still quoting from the Federal Reserve Bank report:

Some mecharism for review and accountability will be necessary, not only
to make sure that monetary poliey is condueted in a manner that is hoth respoen-
sible and responsive to the long-term goals established hy Congress, but also to
keep the Fed from becoming an arbitrary., bureaucratic and unresronsive »ono-
lith in the field of bank supervision and regulation, and to provide some safe-
guard against improprieties and inefficiency in Reserve bank operations.

Mr. Chairman. these are compelling reasons for the reinstatement
of the FOM(C"s memoranda of discussion.

In its fifth report on the conduet of monetary policy pursuant to
May 1977 hearings on Houze Cloneurrent Resolution 133, the Senate
Banking Committee’s analysis of the Federal Rescerve Board’s mone-
tary poliey objectives focuses on a significant point. That is, that a
considerable shortcoming of congressional oversight over the Fed’s
monetary policies is evidenced by our receiving views whieh basically
reflect the opiniens of the chairman of the beard.

Unquestionably. the contributions of each member of the Open
Market Committee would be desirable. The legislation which T propose
would insure that the views of individual FOMC members be recorded.
I am confident that members of the FOMC. who serve in vital public
positions of economic decisionmaking. would be pleased to go on record
in the manner that T suggest. )

As my colleagues may recall. on Mayv 25, Senator Proxmire sent a
letter to each member of the FOMC soliciting their comments on the
maportance of the growth of both money and velocity and their rela-
tionship to the growth of the nominal GNP, The responses submitted
clearly prove that individual FOMC members were anxious to offer
personal observations.

I mioht add that detailed minutes also include summaries of formal
staff presentations.

AMr. Chairman and members of the subcommittee, the case for this
legislation 1s a simple one. Public oficials are responsible to the gen-
eral citizenry and to the Congress. The TTOMC is a subdivision of the
Federal Reserve System which has been vested with specific. govern-
mental authority by act of Congress. Therefore. in order for Congress
to perform responsible oversight functions and for the education of the
general public, detailed minutes of FOMC deliberations are
imperative,
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H.R. 9559, introduced by my colleague Congressman John J.
Cavanaugh. is a commendable bill encouraging public accountability
on the part of the Boards of Directors of regional Federal Reserve
banks, and it should be carefully scrutinized by the subcommittee.

My suggestion with respect to this measure. however. would be to
require detailed minutes ax proposed in my bill rather than =tipulat-
ing that verbatim minutes be maintained. Verbatiim minutes may, in
the long run, be detrimental by fostering “hallway decisionmaking”
to which Federal Rescrve officials and acadenmicians have previously
alluded.

I thank vou. Mr. Chairman, and Mr. Barnard, for this opportunity
to testify and I hope that my comments will be u=cful to yvou.

[Congressman Hannaford’s prepared statement with an attached
copy of a letter to Chairman Proxmire of the Senate Banking Com-
mittee regarding H.R. 9465 and Chatrman Proxmire’s reply follow:]

STATEMENT OF Hox, MAarr W. IIANNAFCRD, A REPRESENTATIVE IN CONGRESS FronM
THE STATE OF (CALIFORXIA

Mr. Chairman and members of the subcommittee, I appreciate this oppor-
tunity to testify on H.R. 9165 which 1 have introduced along with your co-
sponsorship, Mr. Mitehell, and that of nine other members of the Banking
Committee. Thix Dill requires the Federal Rexerve Nystem’s Open Market Com-
mittee to reinstate detailed minutes of its regular meetings on moenetary policy.
As my colleagues will recall. in May 1976, the committee decided to discontinue
maintenance of its defailed memoranda of discussion in favor of summmaries,
though somewhat expanded, which would be released at a 30 to 40-day lag
instead of its previous $0-day lag.

Mr. Chairman, the expanded summaries, or records of policy action, are useful
documents and the board’s decision for their more timely release is connnend-
able. However, 1T do not believe that such summaries themselves are sufficient
records for fufure use in monetary policy rescarch and analysis. In addition,
I submit that even an immediate release of thexe summary documents would
be beneficial and would not represent a threat to the stability of our financial
markets.

ILR. 9465 also provides that detailed minutes to be maintained by the FOM(C
identify individual participants and that these minutes be releaxed to the general
public 3 years after the meetings to which they relate. Irurthermore, minutes of
FOMC meetings held after January 1. 1973, and hefore the date of enactment
of this legislation would also be subject to the 3-yvear releaxe lag. However, the
FFOMC would not Le prohibited from releasing any portion of these minutes
before the expiration of the 3-year period. Thus, the Federal Reserve is amply
protected from fears of politicization and from the premature disclosure of
detailed confidential dixcussions.

Prior to the termination of the memoranda of discussion in May 1976, these
documents were released 5 years after the meetings occurred. The decision by
the I'OMC to establish a 3-vear lag was an arbitrary one.

In 1964, the FOMC formally decided to release minutes of meetings held
prior to and subsequent to 1961 after a 5-year lag. This decision followed a
series of requests by Representative Wright Patman as chairman of the Joint
Economic Committee in 1961 and later as chairman of the domestic finance sub-
committee of the Banking Committee in 1964, Also, in the early 1960's extensive
and critical research on the FED's conduct of monetary policy by Milton Fried-
man and Anna Schwartz resulted in a major study which was published in
1963. Professor Friedman’s research was based in large part on the personal
notes of George Harrison, who served as a governor and then president of the
New York Federal Reserve Bank. As Dr. Friedman has stated. access to the
FOMC’s memoranda of discussion would have substantially facilitated his work
and contributed to its exactness as well. )

It is significant to note that the termination of the memoranda of discussion
in May 1976 followed several developments relating to IFOMC digelosure includ-
ing a lawsuit brought against the FOJMC for timolyﬂisg‘losure of recnr_dws of
policy actions and Senate passage of sunshine legislation in November 1975.
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Mr, Cl}airman, it is my contention that sufficient documentation of the mone-
tary policy decisionmaking processes of the FOMC should be maintained for
futurg use. These records will not only be of use to the appropriate congressional
Oversight Committees, academic and business researchers, but to individual
ngembers of the FOMC as well. As a matter of fact, the rationale for documenta-
tion was perhaps best stated by the Federal Reserve System itself. In a report
on the projected role of the Federal Reserve System in the year 2000, the Fed-
eral Reserve Bank of Cleveland noted with respect to monetary policy that, and
now I am quoting :

“Some periodic public performance review will be required. The General citi-
zen and the Congress are increasingly more sophisticated in analyzing the na-
tional economy and the dependence of individual welfare on national policy
decisions.”

Additionally, still quoting from the Federal Reserve Bank report :

“Some mechanism for review and accountability will be necessary, not only to
make sure that monetary policy is conducted in a manner that is both responsible
and responsive to the long-term goals established by Congress, but also to keep
the Fed from becoming an arbitrary, bureaucratic and unresponsive monolith in
the field of bank supervision and regulation, and to provide some safeguard
against improprieties and ineflicieney in reserve bank operations.”

Mr. Chairman, these are compelling reasons for the reinstatement of the
FOMC's memoranda of discussion.

In its 5th report on the conduct of monetary policy pursuant to May 1977 hear-
ings on House Concurrent Resolution 133, the Senate Banking Committee’s anal-
ysis of the Federal Reserve Board's monetary policy objectives focusses on a
significant point. That is, that a considerable shortcoming of congressional over-
sight over the Feds monetary policies is evidenced by our receiving views in
colloquy which basically reflect the opinions of the chairman of the board. Unques-
tionably, the contributions of each member of the Open Market Committee would
be desirable. The legislation which I propose would insure that the views of
individual FOMC members be recorded. I am confident that members of the
FOMC, who serve in vital publie positions of economic decisionmaking, would be
pleased to go on record in the manner that I suggest. As my colleagues may
recall, on May 25, Senator Proxmire sent a letter to each member of the FOMC
soliciting their comments on the importance of the growth of both money and
velocity and their relationship to the growth of the nominal GNT. The responses
submitted clearly prove that individual FOMC members were anxious to offer
personal observations.

In this connection, I hasten to add that the “views of individual participants”
at FOMC meetings which are to be incorporated in detalied minutes might also
include statements of staff members, This would certainly not be unusual as con-
gressional transeripts often include comments of and responses by certain mem-
bers of committee staffs.

Mr. Chairman and members of the subcommittee, the case for this legislation is
a simple one. Public officials are responsible to the general citizenry and to the
(Congress. The FOMC is a subdivision of the Federal Reserve System which has
been vested with specific governmental authority by act of Congress. Therefore,
in order for Congress to perform responsible oversight functions and for the edu-
cation of the general public, detailed minutes of FOMC deliberations are
imperative.

H.R. 9589. introduced by my colleague Congressman John Cavanaugh, is a com-
mendable bill encouraging public accountability on the part of the boards of
directors of regional Federal Reserve banks; and it should be carefully scruti-
nized by the subcommittee.

My suggestion with respect to this measure, however, would be to require
detailed minutes as proposed in my bill rather than stipulating that verbatim
minutes be maintained. Verbatim minutes may, in the long run, be detrimental
by fostering “hallway decisionmaking” to which Federal Reserve officials and
academicians have previously alluded.

Mr. Chairman, I thank you for the opportunity to testify on H.R. 9465 and
hope that my comments will be useful to the subcommittee.
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MARK V. HANNAFORD

34TH DiSTRICT, CALIFORNIA

318 Canmon Ml
VeasmingTin B C
1202) 222413

COMMITTEE ON BANKING
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VETERANS AFFAIRS . 3199 East Pacinve Canse Figemary
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(21%) ave-3383

Washington, D.LC, 20315
October 20, 1977

Hon. William Proxmire

Chairman

Senate Banking Committee

5300 Dirksen Senate Office Bldg.
Washington, D.C. 20510

Dear Mr. Chairman:

Enclosed is a copy of a bill which I have recently introduced
along with ten of my colleagues on the Banking, Finance and Urban
Affairs Committee. This legislation requires a reinstatement of
the detailed minutes of the Federal Reserve System's Open Market
Committee, which were discontinuved in May of 1976. As the monetary
policymaking unit of the nation's central bank, it is my belief
that detailed minutes of the FOMC's proceedings which identify
individual participants and which would be available for release
to the general public after a three-year lag are necessary in order
to grant the proper congressional oversight committees and members
of the business and academic communities access to documents which
will enable indepth analyses and descriptions of monetary policy
decisions.

The Subcommittee on Domestic Monetary Policy intends to hold
hearings on this legislation. Furthermore, a soon-to-be released
study by the subcommittee indicates .that many former Federal
Reserve Board Governors, Federal Reserve bank presidents, and
members of the academic and business communities feel that the
termination of the FOMC's mcmoranda of discussion was a poor decision.

In view of your interest in the Federal Reserve and its dis-
closure policies, as well as in the broader areas of the account-
ability of public officials, their onsiveness to the general
public and to the Congress, and in decision-making processes
of the public sector, your views con this legislation would be
appreciated.

With best personal regards, 1 am
Sincerely,

’;%*Z//,«/l

A RX W, HANNAFORD
Menber of Congress

Enclosure
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MARRISON A, WHLLIAMS, JR. ML, JOMN TOWER, Tox,
THOMAS J MC INTYRE. N SAKE GARN, UTan
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PAUL S, SARBANES, MD.

JEREMIAH S. BUCKLEY. MINGRITY STATF DIRECTOR Vias

NG, HOUSING . AND URBA~ AFFAIRS

KENNETH A, MC LEAN. STAFF DIRECTON
HINGTON. D.C. 20510

MARY FRANCES DE LA PAVA, CHIEF CLERK

October 21, 1977

Honorable Mark W. Hannaford

U.S. House of Representatives
315 Cannon House Office Building
Washington, D.C. 20515

Dear Mark,

Thank you so much for your letter and the copy of
H.R. 9465. Let me congratulate vou on taking the initiative
to introduce this legislation which I think is needed.

As you may know, I voiced my objections to the dropping
of the detailed minutes of the Federal Open Market Committee
in the Spring of 1976. The FOMC reconsidered their original
vote and still decided to discontinue the minutes. I was
disappointed at that time and continue to hold my early view.
My view is that the members of the FOMC have a most important
responsibility, that of deciding on the appropriate monetary
policy, and that they should be more open about their views
on the course of the economy and the appropriate monetary
policy measures. After all, their decisions affect the
entire nation in a fundamental manner and not all of them

have been appointed by the President and approved by the
Senate,

I support the thrust of your legislation and look
forward to your hearings. I am not certain, however, that a
three year lag is necessary or appropriate ‘and would like to
consider that issue more fully.

With all best wishes,

s;nce ely,

/ s
.
/s (/é oo
Wilk¥iam ProxXmire

Chairman MrrcaerL, Certainly we thank you, Congressman Hanna-

ford

. The Chair would like to propose that we take the testimony from

Congreszman Cavanaugh and then direct questions to you both, 1f your

time

permits.

Mr. Hax~arorp. That is fine.

Chairman MrrcieLL. Congressman Cavanaugh, we are delighted to
have you here. Let me comment again on your valiant effort in the
Banking Committee last year to get something done in this area that.
somehow or another was thwarted.

Welcome.
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STATEMENT OF HON. JOHN J. CAVANAUGH, A REPRESENTATIVE IN
CONGRESS FROM THE STATE OF NEBRASKA

Mr. Cavaxaverr Thank you, Mr. Chairman, and thank you for your
support and encouragement at the full committee earlier in the year
and for this opportunity today.

My, Chairman, I am delighted to have this opportunity to testify
in support of H.R. 9589, the Federal Reserve System Public Informa-
tion Act of 1977.

I am pleased that I was joined in the introduction of this legislation
by the distinguished chairman of this subcommittee who has always
aggressively sought and supported etiorts to increase the involvement
of the American people in the affairs and decisions of their Govern-
ment by an opening up of the processes for inspection.

That is precisely what H.R. 95389 seeks to accomplish. T commend
the chairman for his strong support and personal commitment to this
principle which is evidenced by his bringing us here this morning.

I am also pleased that Congressman Bruce F. Vento and Congress-
woman Mary Rose Oakar, who cannot be here this morning, are also
cosponsors of H.R. 9589, and I am deeply appreciative of their assist-
ance in developing this legislation.

We are also here this morning to consider FL.R. 9465 which was in-
troduced by our colleague, Mr. Hannaford, and which I am pleased to
have cosponsored along with the chairman of this subcommittee, Mary
Rose Oakar, Bruce Vento, and others.

The pulpose of IL.R. 9465 is to make statutory a requirement that
detailed minutes of the Federal Open Market Committee meetings of
the Federal Reserve Board be released to the general public 3 years
after the date of the meetings to which they relate.

I was most distressed when I learned that through administrative
decision the regular transmittal of such detailed minutes, which had
continued uninterrupted since the 1950’s, were terminated by the Fed.
This is another example of the obsession within the Federal Reserve
Board to guard its operations so closely that the Congress and the
American people are prohibited from debating and challenging the
Fed actions.

I firmly support the requirement that detailed minutes of the Fed-
eral Open Market Committee mectings be made public. I also support
strongly the reduction in the time lag, which has been 5 years, to 3
vears after the date of the meeting to which they relate.

I will confine the remainder of my statement here today to a dis-
cussion of H.R. 9589, but I will be Imppv to respond to any questions
relating to HL.R. 9163 at the appropriate time.

Allow me to deseribe for the subcommittee the history of ILR.
9589, the Federal Reserve System Public Information Act of 1977,
Tt will not be totally unfamiliar to any of vou as we considered this
language, in amendment form. when the full Banking Committee met
to mark up H.R. 8094, the Federal Reserve Reform Act of 1977, which
passed the Hanse withont a dissenting vote.

That legislation was in response to the revelations concerning the
Fed’s Tobbving efforts in both the Congress and State governments,
the Fed’s role in encouraging private commercial bank loans to real
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estate investment trusts and public utilities, conflict of interest of bank
board members, loans to Federal Reserve emplovees at below market
interest rates and what some believe to be the bestowing of extravagant
retirement gifts for departing Fed employees.

Those are the broad categories of activities that have been regularly
pursued within the Federal Reserve System and were still discernable
from the minutes of the meetings of the Boards of Directors of the 12
regional banks that Chairman Henry S. Reuss was able to obtain
earlier this year.

Heretofore the Congress was not aware of such practices. Had it
not been for Chairman Reuss’ diligence over a period of almost a year
in negotiating with Chairman Burns for the acquisition of these min-
utes we would never have known what was happening within the
Federal Reserve System.

Mr. Chairman, I think it would be appropriate for the hearing
record on this legislation to include the full text out of Chairman
Reuss’ opening statement of July 18. 1977. T would also hope that vou
would include in this hearing record the very fine statement which
Chairman Reuss made on the floor of the House on Tuesday. May 24,
entitled “What the Secret Minutes of Federal Reserve Bank Meetings
Disclose.” (See app. 1. p. 69). Tf T mav quote from that statement :

Mr. Speaker, for many years the House Banking Committee has taken seriously

its oversight responsibilities toward the Federal Reserve System and its 28,000
employees.

‘We have tried everything from moral suasion to attempts .at complete audits
by the Gemneral Accounting Office. Our efforts, handicapped immeasurably by the
Federal Reserve’s all-encompassing claim of “independence,” have yielded only
sporadic results. We have simply never been able to obtain full and complete
information about the various activities of the Federal Reserve System.

Recently, the committee has acquired minutes of the Boards of Directors
meetings of the 12 Federal Reserve Buanks. These came to the committee after
the Federal Reserve Board Chairman Arthur F. Burns challenged some conclu-
sions of the Banking Committee’s August 1976 report raising serious questions
abonut the 12 Reserve Banks and the potential for conflict of interest in the Boards
of Directors, which were dominated by hanking and business inferests . . .

In a series of letters, I asked the Ted to produce the minutes from the various
meetings of the Boards of the Federal Reserve Banks for three selected years,
1972, 1974, and 1975. As set forth in my letter to Dr. Burns of September 23,
1876. “These records are important to the oversight and legislative responsibilities
of the Committee.”

The amendment which T offered at the full committee, and which
we are considering as legislation here today, secks to make permanent
this transmittal of information so that the Congress will be able to
fulfill its oversight responsibilities. ‘

Frankly, I was surprised that in light of the revelations contained in
the minutes of the regional bank meetings there was no provision in
H.R. 8094 to require the regular transmittal of such minutes to the
committee. ) )

Certainly, the minutes have already proved their value in terms of
allowing the Congress, and the American people. to better understand
the way the Federal Reserve System operates on a day-to-day basis.

My language provides for a 1-vear delay between the date of the
meeting and the transmittal to the Congress of complete transcripts.

Tt would also provide for the release to the public, at the same time,
keeping in mind the sensitive nature of some of the discussions con-

tained in those minutes.
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The transcripts released to the public would be complete except that
items pertaining to one, borrowing or prospective borrowing by indi-
vidually named banks at the discount window. two, transactions with
foreign central banks, three, Federal Reserve Board real estate plans
or negotiations in progress. four. individual personnel matters and
five, security measures at banks could be deleted.

Chairman Burns himself described those as “highly sensitive items”
in his letter to Chairman Reuss on November 16, 1976, shortly before
the Federal Reserve Board complied with the committee’s request for
copies of the minutes,

The legislation also recognizes the sensitivity of some of the mate-
rials that may be contained in the transcripts by providing for a 1-
vear delay and that the appropriate committees of the Congress shall
only make available that material which was deleted. in compliance
with the exception clause, from the transcripts made avaiiable to the
general public by a majority vote of the committee.

This provision was included to insure that thorough consideration
and debate precedes the release by the committee of any of the mate-
rial contained in the transcripts.

After what can only be considered to have been a technically in-
precise and unorthodox procedure the Cavanaugh amendnient was de-
feated in the full committec on a vote of 12 to 19.

I have referred several times thus far to the correspondence per-
taining to the negotiations for the acquisition of the Federal Reserve
Director’s minutes between Chairman Reuss and Chairman Burns.

It vou would like to include it in your hearing record, I have a copy
with me today.

The minutes which we have already received and reviewed demon-
strate that the Congress must continue to receive these minutes on a
regular basis: unless we are prepared to rely solely upon media re-
ports to fulfill our oversight responsibilities.

The Congressional Budget Office estimates that the production of
144 verbatim transcripts per year, one each month for each of the 12
regional banks, will cost as follows:

Certainly this is a small price to pay when so great a benefit can
acerue.

Some of the detractors of this legislation may argue that the regional
banks are private corporations and as such should not be the subject
of the requirements contained in my proposal. I would like to discuss
that with the committee in detail.

When the regional banks were originally established their capital
stock was subscribed by its member banks. They arve bankers’ banks.
The stock must be owned by member banks—and no one else—and
upon termination of membership must be returned to the regional
banks.

The argument, therefore. arises that as the Federal Government
cannot require the production of minutes of the Board of Director's
meetings of a private corporation it has no greater right to require
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the production of minutes of the Board of Director’s meeting of the
regional banks of the Federal Reserve System. In my view. however,
there i1s a fundamental difference between the two institutiors.

Certainly, General Motors is a private corporation, and even though
its decisions may have a resulting effect on our economy, their actions
are intended to make profits for stockholders.

That is not the case in the Federal Reserve System. Tihe dividends
that ave paid on the stock of regional banks are determined by statute,
and any excess carnings by the regional banks go directly into the
U.S. Treasury. It should also be noted that the “so-called” stock carries
no voting rights.

While the decisions of private corporations are formulated to bene-
fit its shareholders, hopefully the monetary policy decisions, which are
a major responsibility of the Reserve banks, should not be formulated
to benefit just member banks but should conform with the objectives
of the Employment Act of 1946, those being full employment and price
stability in our economy.

Another fundamental difference between the private corporations’
boards of directors and the regional bank Boards of Directors is that
the Government does not appoint members of private corporations’
boards.

Three of the nine members of the regional Boards of Directors are
appointed by the Federal Reserve Board in Washington. They all vote
on the discount rate which direetly atfects monetary policy.

They also participate in the clection of the president of the Reserve
bank who sits on the Federal Open Market Committee which deter-
mines our money supply through the buying and sclling of securities.

The president of each regional bank. whose election is subject to con-
firmation by the Federal Rescrve Board, serves a 3-vear term. T would
also like to point outthat his salary and benefits ave set by his regional
bank Board of Directors subject to approval of the Board of
Governors.

Clertainly, the Federal Government does not have approval power
over salaries and benefits, and the appointment of the president of
private corporations.

In August of last year, the Banking Committee issued a report en-
titled “Federal Reserve Directors: A Study of Corporate and Bank-
ing Influence.”

In his letter of transmittal to the Congress, Chairman Reuss said:

I transmit herewith a staff study of the corporate, banking and trade associa-
tion relationships of the directors of the twelve Federal Reserve Banks.

This committee has observed for many years the influence of private interests
over the essentially public responsibilities of the Federal Reserve System.

As the study makes clear, it is Qifficult to imagine a more narrowly based

Board of Directors for a public agency than has been gathered together for the
twelve banks of the Federal Reserve Systen.

The letter goes on to sugaest that :

The parochial nature of the Boards affects the public interest across a wide
area, ranzing from monetary policy to bank regulation.

Thesge are the directors, for example, who initially select presidents of the
twelve (hst?lqt banks—officials who serve on the Federal Open Market Comiiuit-
tee, determining the Nation's money supply and the level of economic activity.

The letter continues to describe the public nature of many of the
activities of the regional bank Boards of Directors.
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I would hope that Chairman Reuss’ entire letter can be entered into
the hearing record. (Sce app. 1.)

I would also like to pomt out that the Federal Reserve Act in ef-
feet savs that in time of a national banking emergency, the Fed ean
lend to any bank, and those decisions would be most likely be made
at the regional bank level, in secret, unless this legislation is adopted.

In passing it should be noted that while it took an act of Congress to
give billions of dollars to New York Cityv when it was in financial
stmlts, it took a simple act of the Board of Directors of the New York
regional bank to loan $1.75 billion to the Franklin National Bank
just before the bank went under, Without the minutes that Chairman
Reuss obtained from the committee, that giveaway would have re-
mained secret for sonme time.

My proposal calls for the transmittal to the Congress of unexpur-
gated verbatim transeriptsto be forwarded to the Congress.

I envision these to be similar in character to the transeripts which
are kept at congressional committee meetings. T believe that it is es-
sential that statements and comments made at the Board of Director’s
meetings be readily identifiable to directors or other participants in
those meetings.

Further, the transeripts will contain a listing of how each director
voted on all issues on which votes were taken. I do not find that the
production of verbatim transcripts of committee meetings has inhibted
1n any way my full and complete participation in those moe‘(m"% And
I do not think that any of my colleagues have shied away or felt
intimidated because they were speaking on the record.

In conclusion, T would like to urge this subcommittee to approve the
Federal Reserve System Publie Information Act so that the Congress
will not be hamstrung in the fulfillinent of its obligation to oversce the
activities of the Federal Reserve System.

It is particularly important that we vigorously pursue the over-
sight of the regional banks because the Board of Governors is con-
’rmud”v del (wnm(r additional anthorities to those banks; for example,
the Bank Ho]dlnw Company Act Enforcement, the \Iourel Act, and
others.

Each time the Board of Governors delegates additional powers, au-
thority, and dutics to the regional banks, the Congress’ ability to ef-
feetively fulfill its oversight responsibilities will be further diluted.

T will be glad to respond to further questions of the subcommittee
and again commend the chairman and my good colleague Congressman
Barnard for being here this morning and being so patient to listen to
this presentation.

Chairman Mrrcrenn. We thank you very much for a very definitive,
detailed presentation.

The Chair would like to take up one or two housekeeping matters
first, T assume you would want unanimous congent, Congressman Han-
naford and Congressman Cavanaugh, to have your full statements
entered into the record.

Mr, Cavavavemn. Yes.

My, ITaxxarorp, Yes:; and T would also ask unanimous consent to
submit Congressman Stephen L. Neal’s statement for the record. He
planned to be here and fell vietim to the weather and traffic.
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Chairman Mrrenern, Withent oiinction.
[The statement of Congressmian =tephen L. Neal follows:]

STATEMENT OF REPRESENTATIVE STEPLEN L. NEAL OF NORTH CAROLINA

Mr. Chairman, I am pleased to have an opportunity to testify today on H.R.
9465, which reinstates the Federal Open Market Committee's practice of taking
minutes of their meetings and publishing them in a detailed, edited form as
“Memoranda of Di-cussion” after a three-year lag.

As my colleagues will recall, the ¥OMC terminated this practice on May 18,
1976, with the justifieation st . . . the benefits derived from (these memo-
randa) did not justify their reiarively high cost, particularly in light of the
changes being made in the policy vecord.” Althiough the monuthly “policy record”
has been expanded, its expan:ied fi lnes ot tie 1 left by the lack of
detailed minutes. Specifically. for 1 it aths, 10 record has been
kept linking individual participan: ous to FOMC policy dis-
cu sions, except for their formal dis- Lok sucerned with this since
May 1976 and am pleased that ¥LH. $463 addresses itself to correcting ihat
sitnation.

On September 17, 1976, as the then-chairman of the Don
Subcommittee, I solicited the opinions of 122 pe
May 18 decision to discontinue the maintenance ar- i
memoranda of discussion. These solicited included #.
Federal Reserve Board, former Federal Reserve Bank presi:
C directors and prominent business and academic mone: -
ceived 81 responses, of which the vast majority were opti: i
ation of the FOMC's detailed minutes. (The final tabulation was 57
in favor, 2 undecided and 9 no comment.)

Among the 535 individuals who opposed the FOMGC's May 18 decision, were six
former top-level officials of the Federal Reserve System : four former Board
Governors (Sherman Maisel, 1963-1972; Dewey Daane, 1963-1574; Jeffrey
Bucher, 1972-1976; and J. L. Robertson. 1952-1973) and two former presidents
of the Federal Reserve Bank of New York (Allan Sproul. 1941-1956; Alfred
Hayes, 1956-1975.) Governor Robertson served also as Vice-Chairman of the
Federal Reserve Board from 1966 to 1973, and Presideuts Sproul and Hayes
served as Vice-Chairmen of e FOMC.

Through reading their leiters, as well as the thoughtfully considered responses
of the other respondents, it became clear to me that we should reinstate the
practice of keeping detailed minutes of FOMC meetings. and publish them after
a lag of no longer than three years. Now, in the remainder of my time. T want to
share with you some of the comments, suggestions and explanations I rec=ived
from the respondents to my letter. Needless to say. my summary of the responses
will not begin to capture their richness, which. incidentally, is the defect of all
“summary records.” My summary covers the following issues: the pros and cons
of attributable and disclosing individual remarks; the importance of detailed
records to research; their value within the Federal Reserve itself; their im-
portance to Congressional oversight; whether verbatim minutes are needed or
will detailed memoranda serve; the timing of disclosure ; and finally, whether
the summary record should be made and published in addition to detailed
minutes.

Vg R

sretary Policy
. the FOMC's
their detailed
rnors of the
rent Class
3. We re-
+ aixcontinu-
npposed, 15

o1y

EREE I

ATTRIBUTION AND DISCLOSURE OF INDIVIDUAL REMARKS

One of the major questions which was addressed in. the correspondence is
whether the individual members of the FOMC should be held accountable for
their specific remarks in FOMC discussions. Stated otherwise, does preventing
the public from knowing who said what (except for dissents) make FOMC offi-
cials unreasonably and improperly immune from public scrutiny and criticism?

The major argument made against disclosure is that the members would be
inhibited from openly expressing reservations, questioning a consensus view. or
suggesting an unusual alternative during their deliberations if they knew that
the record of their conversation would be made public. MIT Economics Professor
Robert M. Solow, who was then a member of the Board of Directors of the Boston
Federal Reserve Bank, made the point this way: “T see no general reason why
members of the FOMC should not be responsible for what they say in those meet-
ings. But I can easily imagine that publication and attribution of their remarks
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might lead members of the FOMC to excessive blandness, and indeed to saying
what they think will sound good and safe rather than what they really think.”

Solow's view was shared by several other respondents including former Coun-
cil of Economics Adviser Chairman Raymond J. Saulnier, now a Columbia Eco-
nomics Professor, and Lester V. Chandler, Emeritus Professor of Economics at
Frinceton.

However, the majority of respondents disagreed. In discussing this question,
former Governor Robertson pointed out, qualified men prefer not to remain
anonymous; and that as competent individuals, the members of the FOMC “. . .
should be willing and anxious to stand on their records and be held responsible
for the way in which they play their respective roles.”

Beryl Sprinkel, Executive Vice-President of the Harris Bank agreed. He
wrote: *. . . in a position as responsible as that of 2 member of the FOMC, where
debates and voting patterns will strongly influence business conditions, I believe
that individuals should go on record with their arguments and beliefs. In this
way history can judge the influence and effectiveness of each member's contribu-
tions to subsequent economic performance.”

Former Governor Sherman Maisel provided another reason for attribution and
disclosure. He stated: “From my experience, I believe each member of the FOMC
prepares more carefully and makes more considered statements based on his
recognition that he and the others are on the record and will be judged in the
future on their individual contributions to the debate.”

Let me turn now to another argument against attribution of individual re-
marks. This one was given by Robert H. Strotz, President of Northwestern
University, and then also a director of the Chicago Federal Reserve Bank. He
wrote: ““. .. deliberations are often calculated to achieve a consensus, frequently
through protracted discussion and a general spirit of compromise, until there is
unanimous agreement on what ought to be done.”

In his opinion, only the consensus is important, not the individual remarks and
controversy surrounding the final decision. This view was also expressed by
former Federal Reserve Board Chairman William McChesney Martin.

However, the majority of the respondents disagreed, stating as Richard
Timberlake did: <. . . 1 definitely agree that the opinions of individual members
cf the FOMC should be publicly preserved—and for the same reasons that the
speeches of Members of Conzress are printed . . . in the Congressional Record.”

In the same vein, Elmus Wicker, Chairman of the Economics Department at
Indiana University, stressed that: “Analysis of detailed documentation of FOMC
meetings is the only relinble way to discern why a particular action was under-
taken or delaved; it is the only way to discern the extent and nature of the
knowledge underlying a particular policy aciion. and it is the only way to discern
the influence and role of particular decision makers. The intent of decision makers
is not a matter solely of interest to historians of monetary policy. We cannot
evaluate monetary action independently of the intent of the policy makers.”

John Kenneth Galbraith summarized the case for attribution and disclosure
as follows: “The participants in the Federal Open Market Committee meetings
are highly paid men selected on the basis of their presumed qualifications. There
is not the slightest reason why their positions should not be known, and they
should not be held fully responsible for their comments. It somebody is undirected
and erratic in his conversation, there is no reason why he should be protected:
there is every reason why that should be known. There is no good reason why
full minutes should not be published and why the obligation should not be fully
on the Chairman to see that all discussion is on the record. Such minutes will
only be examined by people with a professional interest in the subject, and the
discussion will be much improved if it is known that if is subject to such con-
sideration.”

IMPORTANCE TO RESEARCH

One of Chairman Burns’ main excuses for terminating the practice of taking
detailed minutes was that they were not used extensively., He stated: *T learned
from extensive inquiries that the memorandum of diccussion was hardly being
used at all. . .. From the time we changed our procedure, the only criticism that
we had received . . . was from Chairman Reuss and Chairman Proxmire. . . . So
there cannot he great interest in this.”

I learned that there is great interest., however. An argument that was fre-
quently cited in support of reinstating detailed minutes was their importance for
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research in monetary policy. Many economists and professors wrote to tell me
how useful they had found the detailed minutes in the past. and what a loss it
would be to their research efforts if they were terminated. Excerpts follow,

Columbia Economics Professor Phillips Cagan: "I am of the opinion that
scholarly work dealing with the history of Federal Reserve actions would lose
much by not having access to minutes which identify the speaker, as used to
be available after a five vear’s delay. Chairman Burns discontinued such
minutes, saying that no one was making use of them. But such useful scholarly
work may occur many years later.”

New York University History Professor Vincent P. Carosso: “I have found
in my own work that summaries of Congressional hearings are no substitute for
the hearings themselves, which contain the exact words of the individual called
to testify.”

Nobel Laureate Milton Friedman: “May I say first that you have touched a
very sensitive nerve in my particular case, When Anna Schwartz and I were
writing our Monetary History of the United States we were denied access to
the minutes of the Open Market Committee by the Federal Reserve System
at that time. Fortunately we managed for a considerable part of the period
to find a substitute in the form of papers which George Harrison, who for
a time was governor and then president of the Federal Reserve Bank of New
York, had deposited at Columbia University. But for the period prior to that
for which the Harrison Papers contained minutes and subsequent to his term
of office, we had to rely on much less satisfactory basic sources. Knowing that
this was the case, we sent an early draft of the manuscript of our book to
William McChesney Martin at the Federal Reserve Board asking whether he
would have the experts at the Board go over our manuseript and give us their
assistance in detecting errors of fact or interpretation or in making suggestions
for improvement. . . . At no time did the Board offer to supplement the material
we had gotten from the Harrison Papers or to correct any of the statements
which we had made about other periods.”

Carnegie-Mellon Economist Allan H. Meltzer: “I have read some part of
each of the volumes released to 1974 as part of my research on monetary policy.
The minutes have been extremely useful and have contributed a great deal to my
understanding. A book, containing the result of a decade of research, is now
nearing completion so I am hopeful that the benefits I received will be more
widely shared. It would be regrettable if students of economic policy lose this
valuable source of information on policy and the policy process.

“I cannot speak with any authority about the number of users, but the
number of users is not a matter of great importance at the moment. Scholarship
rarely proceeds as a mass effort....”

MIT Economics Professor Peter Temin: “. . . full disclosure is an aid to the
determination or approval of new members of public bodies. It provides informa-
tion necessary to the analysis of specific policy decisions. And it provides the
material for historians who wish to study history in the hope of avoiding repeti-
tion of its worst moments.”

INTERNAL VALUE

The usefulness of detailed minutes for internal operational purposes was also
pointed out by several of the respondents. Forner Governor Maisel pointed out
that: “The specific record is helpful in preparing for future meetings, If you
know you will have a record to review before the next meeting, you can listen
more completely to the debate and need not take complete notes on others’ points
of view. A review of others’ opinions is most helpful in preparation for future
meetings. Frequently I have found good points in the minutes I had missed in the
debate.”

He also discussed the usefulness of detailed minutes in giving the Open Market
manager a better sense of the FOMC's real wishes: “The minutes can serve a
very ueful purpose in checking to see that the manager of the open market ac-
count is properly carrying out the instructions of the Committee. The current
manager has been extremely assiduous in following instructions, and the min-
utes must be useful to him in enabling him to check his own observations. Past
(and perbaps future) managers have been thought to have made policy because
their instructions were not clear enough. Good minutes make interpretations
more exact.”
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Elmus Wicker described how in the 1950’s Chairman Martin, “frequently at-
tempted to identify a consensus, but the consensus was a flexible mandate which
permitted fairly wide discretion to the Account Manager. The FOMC expected
him to be guided by the complete record of the policy discussion and not simply
the policy directive in determining the range of variation of the ‘target’
objectives.”

Former Governor Dewey Daane stated: “Often in my long career within the
Federal Reserve Systen), engaging in research projects at the Federal Reserve
Bank of Richmond, when I was Monetary Economist and later Director of Re-
search there, or in collaborating with my Federal Reserve System colleagues on
System-wide research projects, there was often occasion to refer back to the
Memoranda of Discussion for a particular period or periods.”

Finally, Richard Selden, Chairman of the Economics Department of the Uni-
versity of Virginia, pointed out that detailed minutes were valuable both for
preparing and *. ., . assuring the integrity of the annual report of the Board of
Governors.”

CONGRESSIONAL OVERSIGHT

Another issue that was addressed in the correspondence related to Congress’
oversight responsibility for the Federal Reserve System. It wa pointed out that
the reduction of information provided by the Fed hampered Congress from doing
its job as effectively ag it could if provided with detailed minutes. For example,
Donald Hodgman, Professor of Economics at the University of Illinois, wrote:
“As a general rule, the publie should be in a position to review the decisions of
important public bodies such as the FOMC, the Congress, and its Committees,
federal and state agencies and the like. Such review is a curb on the arbitrary use
of power and a check on the information, expertise and judgment of those who
exercise it.”

Donald Iester, Economics Professor at the University of Wisconsin put it
strongly : “I believe that no convincing case exists for preventing the public
from having full access to the deliberations of the FOMC. This is especially so
because that Committee is not subject to the discipline of the ballot box and be-
‘ause a number of its members are not appointed by any elected official or sub-
ject to Senate approval. The welfare of the public can be strongly affected by the
FOMC’s decisions; the public and its representatives must be informed about
the basis for the Committee's actions and about what the group is within it that
is advocating specific positions.”

Former Governor Robertson agreed: “If minutes of the meeting are not kept
and eventually made available, there would be no possible way for the Congress
or members of the public to appraise the contribution of any member of the
Committee to the formulation of monetary poliey. Such appraisals are essential
to any study of how to improve the system, .. .”

EDITED “DISCUSSION MEMORANDA” OR VERBATIM MINUTES

In my September 17 letter, I asked. not only if respondents felt detailed records
should be kept, but which form they thought was preferable: A reinstatement
of the detailed, edited memoranda of discussion, or verbatim transcripts. Over-
whelmingly, they favored reinstating the Memoranda of Discussion (38 for
memoranda, 9 for verbatim minutes, 8 ambivalent between the two). Those pre-
fering verbatim transcripts said that they would be more objective and free of
“selecting and summarizing.” However, the vast majority did not agree.

For example, George Bach from Stanford wrote: “The (memoranda of dis-
cussion) permits each member to speak freely ou highly technical and contro-
versial matters in FOMC Qiscussions, knowing that the summary statement re-
leased can be edited to eliminate confidential and sensitive materials. or even
misstatements, while maintaining the substance of the member’s comments. And
the 5-year delay in release surely eliminates most of the danger of having FOMC
members talk ‘for the record.’”

Donald Kemmerer from the University of Illinois concurred: “I prefer the
(method) formerly used by the FOMC. The verbatim system . is murderous for
most people. Few of us speak as well as we write, certainly not as well as we
rewrite a sentence. The verbatim systems of keeping the minutes could stifle dis-
cussion while all but the most articulate reflected on how to phrase their thought
of the moment so it would read well and be impressive. But the most articulate
individuals are not necessarily those with the most good sense.
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Perhaps the most significant were the comments by two former Governors of
the Federal Reserve System. Sherman Maisel wrote: “While maintaining detailed
memoranda of discussions is difficult and requires a high level of skill in the
staff. I do not believe the expenditures for this purpose are wasted. The memo-
randa do somewhat homogenize the final discussion. In contrast, verbatim records
may give incorrect feelings as to what actually occurred because statements can
be correct but carry incorrect information because they do not reflect tones ol
voice and interruptions, and may have incorrect words which are correctly ig-
nered by those in the meeting. I prefer the memoranda on the assumption the
Committee checks them to make certain they are accurate expression of views.”

Dewey Daane added that: “As I recall, we did try some sort of verbatim re-
porting for a limited period and found that it was having an adverse effect on
discussion.”

TIMING OF PUBLICATION

Another issue on which I asked the respondents to comment was the appro-
priate time lag after which the minutes should be released. Of those who com-
mented on this question, 19 preferred 5 years or more, 5 preferred 3 to 5 years,
2 preferred 2 to 3 years, 4 preferred 2 years, 2 preferred 1 to 2 years, and 12 pre-
ferred 1 year or less. The basic argument to shortening the lag was to increase
the accountability of the FOMC members and enable the public to evaluate their
policy more closely. Alternatively, the arguments for keeping a longer lag were
that this would prevent the FOMC members from feeling inhibited in their
policy discussions or from feeling political pressure or embarrassment for their
role in the process.

Generally, the answers were in agreement with Donald Hester from the Uni-
versity of Wisconsin, who commented that “the timing of disclosure is a more
subtle problem.” Of the 45 who responded, however, 38 agreed that the lag
should fall between 1 and 5 years. A typical response was Paul Meyer's from the
University of Maryland: “It is difficult to make a strong case for any specific lag.
Nevertheless, I would suggest a three-year lag.”

ADDITIONAL VALUE OF THE SUMMARY RECORD

Until May 1976, the FOMC made and released relatively quickly a summary
record of its policy actions as well as keeping minutes and publishing detailed dis-
cussion memoranda based on the minutes. In May 1976, the practice of keeping
minutes was discontinued. T raised the question of whether a record of policy
action should be made and released. if minutes were kept and released. The vast
majority of respondents agreed that a summary record of policy action should
be kept; that it was extremely useful, but served a different function than the
memodanda of discussion and therefore should not be viewed as a substitute.
This view was well summarized by J. L. Robertson, formerly Vice-Chairman of
the Federal Reserve Board, who wrote: “The expansion of the ‘record of policy
actions of the FOMC’ to include summaries of views expressed during the meet-
ings represents an improvement, in that it enables interested members of the
public to get an idea, at least. of the points of view, taken into consideration in
formulating the Committee's decisxiones. But this is not an acceptable substitute
for detailed reports of the meetings, including the exact words used by each mem-
ber of the Committee in expressing his point of view (cexcept to the extent they
may be edited by the individual member for the sake of clarity and precision).

James Pierce, from University of California, Berkeley, agreed. “The decisions
made by the FOMC at its May 18 meeting concerning documentation were two
sided. On the one hand, the FOMC decided to expand somewhat the content of its
‘record of policy action’ and to speed up release or the ‘record.” This decision was
desirable. On the other hand. the FOMC decided to discontinue its ‘memorandum
of discussion’ which containg full account of each FOMC meeting. . . . 'This second
decision was most unfortunate and more than offset the positive effects of the
decisions concerning the record of policy actions. The policy record does not con-
tain sufficient information to allow it to substitute for the memoranda of dis-
cussion.”

SUMMARY

Perhaps the best summary I can give my colleagues today is to quote former
Governor Jeffrey Bucher's letter to me. He wrote: “Although I was not privy
to the deliberations which led to the FOMC's decision to discontinue the memo-
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randa of discussion, I must say that I share your concern that this change in
documentation may not have been a wise decision.

The decisions of the FOMC have a major impact on the American people.
Kach member of the Committee, as any person in a position of public trust,
should be held accountable for his actions. . . .

“In conclusion, had I been a member of the FOMC at its May 18, 1976, meeting,
I would have joined with Governor Coldwell in dissenting from the Comumittee’'s
action to change the documentation of its meetings. I would have agreed with
him that ‘the benefits of the memorandum of discussion justified its retention.’”

Thank you for permitting me to share the results of my correspondence with
vou this morning. I believe that a strong consensus can be drawn from re-
spondents’ views in support of the provisions contained in H.R. 9465. I for one
am persuaded and intend to vote for the Hannaford bill.

Chairman MircHeLr, Does Congresswoman Qakar have a written
statement ¢

Mr. Cavaxaven. Yes, Mr. Chairman, and I would ask unanimous
consent to enter the statement of Congresswoman Mary Rose Oakar

into the record.
[The statement of Congresswoman Qakar follows:]

STATEMENT oF HoOXN. MaARrRY RoOSE OAKAR, A REPRESENTATIVE IN
CoxGRESS FRrROM TIHE NTATE OF O1I0

Mr. Chairman, I am pleased to testify in support of H.R. 9589, the Federal
Reserve System Public Information Aet of 1977. I firmly believe that the regional
bankx of the Federal Rexerve System nave for too long escaped vigorous congres-
sional seruitiny and that, in fact, contributed to the atmosphere which resulted
in what I consider to he questionable activities by the Boards of Directors.
Without the efforts of Chairman Reuss, who successtully obtained copies of the
regional bank Board of Director’s minutes for 1972, 1974 and 1975, we might
never have known the extent ot these couflicts of interest, improper lobbying,
and loans to Federal Reserve employees at below market interest rates. Certainly,
it is now incumbent upon s to take the steps necessary to ensure that such
activities do not continue. That is why I firmly supported the Cavanaugh amend-
ment when the full Banking Committee met to approve the Federal Reserve
Reform Act. T was disappointed that the awendmernit was defeated. The Chair-
mau’s cosponsorship of this bill has rekindled my hope that this language will
become law.

In House Report 95-559 which accompanied the Federal Reserve Reform Act
to the floor, Congres=men Cavanaugh, Vento, and T submitted supplemental views
which specifically address the substance of the legislation before this subcom-
mittee. Quoting from those views:

“The Minutes which Chairman Reuss has obtained for the Committee, al-
though suffering from 904 deletions, clearly point out case after case where the
Fed has communicated its lobbying objectives to its member banks in an effort
to add subxtantially to their own lobbying effortx. Chairman Reuss, in hix opening
statement on July 18th when the full comuittee first met to consider this bill,
xaid: “The Federal Reserve System has been using bankers—who are deeply
beholden to the Fed because of the Fed's ability to give or withhold the discount
window loan, or to give or withhold such privileges as approval for a merger,
holding company acquisition, or an edge act office—to lobby on the Fed’s behalf
with legislators and other government officials. ™

I support this legislation because it is essential as a response to the revelations
to which I have alluded. We need a procedure that insures the availability of
verbatim transecripts of the minutes of the meetings of the Boards of Directors
of the twelve regional banks, Again, quoting from our supplemental views:

“Although the copies of the minutes that were provided by the Federal Reserve
Board were whittled with deletions, without the transcripts we never would
have known about the possibility of and the potential for contlict of interest
among Board Directors, questionable use of regulated institutions to accomplish
specific lobbying goals on legislation with which the Federal Reserve Board was
concerned, ete. Therefore, it is only prudent that the Congress should seek to
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create a procedure which will allow it to monitor the activities of the various
Boards of Directors on a continuing basis.”

Mr, Chairman, I would like to submit for your hearing record on this legisla-
tion a complete text of the supplemental views,

The Federal Reserve Board, which has already accomplished a substantial
exemption from sunshine legislation may now be seeking additional exemptions.
In the Monday, October 17, 1977, issue of the American Banker an article ap-
peared entitled, “Burns Asks Fasing of Sunshine Law.” The lead paragraph reads
as follows:

“Federal Reserve Board Chairman Arthur Burns, declaring some of the re-
quirements of the government in the Sunshine Act have inhibited discussion
among Board members, urged Congress to exewpt discussion of legislative mat-
fers from open meetings.”

Thix should be taken by the Congress as a signal that the Board has not heen
educated to the substantial benefits from openness in our system, Atfempts xuch
as this to draw the wagons in a circle and protect decixions of the Board from
congressional oversight and public scrutiny muxt be met with rencwed congres-
<ional commitment to the fulfilliment of itx substantial responsibilities. T would
like to submit for your record the comjlete text of the article which appeared
in the American Banker. (The article may be found at the end of the statement.)

In conclusion, I wholeheartedly support this legislation. The cost estimates
which we have received from the Congressional Budget Office verify that the
cost of compliance with this legislation is minimal when compared to the overall
benefits which will be realized. I think that the legislation provides substantial
safeguards against the disclosure of those sensitive areas that Chairman Burns
indicated in his letter to Chairman Reuss by providing that the majority vote
in the appropriate committee of the Congres< will be required. I hope that this
subcommittee will report thig bill and I look forward to supporting it in the full
committee and on the floor of the Houxe.

I wigh to thank the members of the subcommittee and the chairman for giving
me this opportunity to testify on this important legislation.

SUPPLEMENTAL VIEWS To H.R, K004, FEDERAL RESERVE REFORM AcT BY REPRESENT-
ATIVES Jonx J. CAvVANATUGH, MARY Rost OaKAR, AND BrRUCE F. VENTO

The version of H.R. 8094, the Federal Reserve Reform Act. which hax been
reported to the full House for consideration bears little relationship to the orig-
inal bill that was introduced by the Chairman of our Committee last June. The
drafting and introduction of that bill which carriex as its title, *'To promote the
accountability of the Federal Reserve Systen,” was in respouse to the revelations
concerning the Fed's lobbying efforts in both the Congress and State govern-
ments, the Fed's role in encouraging private commercial bank loans to real estate
investment rrusts and public ntilities, conflict of interest of Bank Board members,
loans to Federal Reserve employvees at below market interest rates and what sone
believe to be the bestowing of extravagant retirement gifts on departing Fed
employvees. Those are the broad categoriex of activities that have been regularly
pursued within the Federal Reserve System and were still discernible from the
minutes of the meetings of the Boards of Directors of the twelve Regional Banks
that Chairman Reuss was able to obtain earlier this year. Heretofore the Congress
was not aware of such practices. Had it not been for Chairman Reuss' diligence
over a period of almost a year in negotiating with Chairman Burns for the acqnixi-
tion of these minutes we would never have known what was happening within
the Federal Reserve Systen,

We have two basic concerns about the legisiation finally approved by the House
Banking, Finance and Urban Affairs Committee. The first Ix that the bill no
longer contains its once Section 4 which sought to prevent the Federal Reserve
Nystem from using the banks of thix nation ax an integral part of itx lobhying
activities not only to the Congress but to Ntate legixlatures ax well. The minutes
which Chairman IReuss hax obfained for the Committee, althongh suffering from
904 deletions, clearly point out caxe after ¢ase where the Fed hax communicated
its lobbying objectives to its member banks in an effort to add ~ubstantially to
their own lobbying efforts, Chairman Reuss, in hix opening statement on July 18
when the full Committe» first met to consider thix hill, said, “The Federal Reserve
System has been using bankers—who are deeply heholden fo the Fed because

Digitized for FRASER
http://fraser.stlouisfed.org/
Federal Reserve Bank of St. Louis



27

of the TFed's ability to give or withhold a dixcount window loan, or to give or
withhiold such privileges as approval for a merger, holding company acquixition,
or an Edge Act office—to lobby on the Fed's behalf with legislators and other
government officials.” The provisions of the original Nection 4 add the follow-
ing language to Section 10 of the Federal Reserve Act, “No member of the Board
of Governors, director, officer. or employee of the Federal Reserve System may
communicatre with any director, officer. or employee of any institution subject to
the regulatory authority of the Federal Reserve Systent to influence legislative
actions affecting the Federal Reserve System.” That is precisely the kind of lan-
suage that is necessary to put an end to such abuses of indepencence. The amend-
ment to delete Section 4 of the bill wax narrowly agreed to by the Committee on
a vote of 19 to 17.

The second objection to the legixlation is that it does not contain any mecha-
nism or procedure for continuing to make available to the Congress and the gen-
eral public copies of verbatim transcripts of the miuutes of the meetings of the
3nards of Directors of the fwelve Regional Banks, Although the copies of the
winutes that were provided by the Federal Reserve Board were riddled with dele-
tions, without the transcripts we never would have known about the possibility of
and the potential for contiict of interest among board directors, questionable use
of regulated institutions to accomplish specific lobbying goals on legixlution with
which the IFederal Reserve Board was eoncerned. ete. Therefore, it is only pru-
dent that the Congress should seek to create a procedure which wiil allow it to
monitor the activities of the various BBoards of Directors on a continuing basis,
Within the correspondence between Chairman Reuss and Arthur Burns that
preceded the transmittal of the minutes Mr. Reuss stated, “As I have stated to
vou previously, these records are important to the oversight and legislative
responsibilities of the Committee and it ix my intention to pursue every proper
and necessary ueans to obtain them.”

During the full Committee mark-up we supported an amendment offered by
Myr. Cavanaugh that would have provided the Committee with an opportunity to
have unexpurgated copiex of the transcripts of the IBoards of Directors meetings.
The amendument would have provided for a one yvear delay between the date
of the meeting and the transmittal to the Congress of complete transcripts. It
would alzo have provided for release 1o the publie, at the same tiine, keeping in
mind the xensitive nature of some of the dixcussions coutained in those minutes.
The amendment provided that the transcripts to be released to the publie would
bhe complete except that items pertaining to (1) borrowing or perspective bor-
rowing by individually named banks at the discount window, (2) transactions
with foreign central banks, (3) Federal Reserve Board real estate plans or nego-
tiations in progress, (4) individual personnel matters and (5) security measures
at banks could be deleted. Arthur Burns himself dexcribed those areas as “highly
senxitive items" in hix letter to Chairman Reuss on November 16, 1976, shortly
before the Federal Resxerve Board complied with our request for copies of
the minutes.

In further recognizing Chairman Burns' difficulty over the sensitivity of some
of the material that may be contained in the transeripts, the amendment further
provided that the appropriate committees of the Congress shall only make avail-
able that material which wax deleted, in compliance with the exception clause,
from the transcripts made available (o the general public by a majority vote
of the committee. This was included to insure that thorough con~ideration and
debate preceded the releaxe by the Committee of any of the material contained
in the transerips which it received but was deleted from the transcripts made
available generally. After what ean only be ¢nnusidered to have been a technically
imprecise and unorthodox procedure the Cavanaugh amendment was defeated in
the Committee on a vote of 12 to 19,

Without these amendments the legislation will not correct the abusex that our
Committee hax uncovered. As presently drafted thix legixlation will not signifi-
cantly promote the accountability of the Federal Reserve System, insure that
the kinds of improper lobbying activitiex that have transpirved will not continue.
rreclude Board Directors who have a conflict of inferest in a given situation
from voting ou that situation nor will it provide the Congress with a continuing
monitoring procedure, This is not reform. This bill doex not accomplish the worthy
aim of accountability of public officialx. Tt does not further sunshine in govern-
nient. In fact, it is little more than a shell with a glorified tifle.
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[From the American Banker, October 17, 1977
BURNS AskS EasiNe or SUNSIINE Law

WasmiNgToN.—Federal Reserve Board chairman Arthur F. Burns, declaring
sonte of the requirements of the government in the Sunshine Act have inhibited
dizeussion among Board members, urged Congress to exempt discussion of legisla-
tive matters from open meetings.

“The candor and spontaneous exchange that was previously present in Board
discussions has been diminished under the counstraints of the Sunshine Act, he
said in a letter to Sen. Lawton Chiles, )., Fla. Mr. Chiles, chairman of the
Federal spending practices and open government subcommittee of the Senate
Governmental Affairs Committee iz planning oversight hearings on the act
within the next few weeks.

The act, which went into effect in March, requires most government agencies
run by boards or similar bodies to open their meetings to the public, a primary
exception being discussion of financial matters.

The Fed chairman especially eritical of the requirement that legislative mat-
ters, such as preparation of testimony. discussion of legislation and review of
the positions of other bank regulatory agencies, be discussed during public

meetings.
“I am at times troubled by my own reluctance to voice in a wholly candid
matter come thoughts that I believe my colleagues are entitled to hear and

that the final action of the Board should reflect,” Mr. Durns wrote.

He urged the commniittee to exempt such matters from the open meeting re-
quirements or permit the subjects to be diseussed in cloged session, subject only
to maintenance of minutes.

Under provisions of the act, which prohibit four or more Board members to
meet other than in accordance with its rules, the Board loses “virtually all oppor-
tunity for informal, unrecorded exchange of views on highly sensitive ixsues, such
as those of a legislative nature,” he said.

A report issued last mointh by Common Cause cited the Federal Reserve as one
of the worst agencies in its misuse of the 10 exceptions under which meetings
can be cloged. Common Cause said that 30 of 37 meetings held hy the Fed between
March 12 and June 12 were closed to the publie.

Before passage of the legixlation Mr. Burns had heen one of its most outspoken
crities and had sought to have the Board exempted.

Chairman Mrrcnern, You referred to correspondence between
Chairman Reuss and the Federal Reserve with reference to the nego-
tiations that went on for a protracted period of time. and other corres-
pondence. T think it would be beneficial to have those in the record,
and T would ask unanimous consent that they be submitted for the
record.

[The correspondence referred to may be found in app. L.]

Mr. Barxarp., Mr. Chairman, would vou vield for a question?

Chairman Mrreurrn, Certainly,

Mr. Barxarp, Will the Fed testify regarding these bills?

Chairman Mrrenern, That was the next happy announcement that
I had to make. Tentatively we have scheduled Chairman Arthur F.
Burns to testify on both of these bills on Thursday, November 17,
Thongh Congress has not vet determined whether or not it will be
in session at that time. it was diflicult to arrange for anyv other time,
and that date is tentative. If we can do it at a more propitious time,
we will try to, but that is the tentative date for hearing from the
Federal Reserve IBoard.

To both of the witnesses, insofar as H.RR. 9589 is concerned, T think,
Congressman Cavanaugh. vou're asking for verbatim records.

Mr. Cavanaven. Yes. Mr. Chairman.

Chairman Mitenern, And Mr. Hannaford has suggested detailed
records. I suspect there ix a difference between the two terms; am I
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right? T would like to know why vou would object to a verbatim
record being kept.

Mr. Haxxarorp. It’s been my experience and observation, Mr.
Chairman. that if you have so much sunlight that it strikes fear into
the hearts of the participants, you may have decisions being made in
private before the decision is made officially. T think if you have that
happening, it is really going to be an obstruction of the communication
that takes place. This legislation attempts to reinstate the FOMC’s
earlier minutes which were detailed documents of that body’s proceed-
ings. So edited but detailed minutes is what we suggest.

Chairman Mrrenrrn. How then do you respond to Congressman
Cavanaugl’s position that we here in the Congress operate in the full
glare of sunlight and of spotlights? I share his opinion that there has
been no inhibition on the part of any of my colleagues to state their
positicns clearly and effectively, knowing that they are speaking for
the record.

Mr. Haxxavorp. T agree with Mr, Cavanaugh that we in the Con-
gress have not been inhibited by speaking for the record. We are also
permitted to edit our remarks. Recommending detailed minutes of
FOMC mectings has stemmed from the desire to reinstate the former
nienoranda of discussion. In addition. as Congressman Neal's state-
ment cites, the merits of detailed and edited minutes of FOMC meet-
ings have been discussed by former Federal Reserve officials and by
several notable academicians.

Chairman Mircuern. If the Chair may observe, it seems to me that
under the rules of the House, the editing of any remarks can only be
done in terms of syntax. grammar, and so forth. The rules prevent
and substantive changes in what a Member has said, isn't that correct ?
While we might make sure we have a semicolon in place or that we
put the *ed” to make the past tense on a verb. I don’t think we actu-
ally change the substance of anything that we have had to say.

Mr. Haxyarorp. What we have called for is what was previously
in the memoranda of discussion. T would say that the nature of the
Ifed’s deliberations is not necessarily analogous to the nature of con-
gressional discussion, however.

But 1f vou have the glaring lights focused on vou, there is an incli-
nation to have a “meeting before the meeting.” And that is a hazard
that we have to face. The significance of this discussion, of course,
is that we should ultimately be provided a precise report of what was
decided and who decides it. You used the word “substantive” and I
think it should be a snbstantive report certainly of what transpires.

Chairman Mrrerrenn, AN right.

Mr. Ciaovaxarern Mr. Chairman. if T just might offer some thoughts
on that, T think the fundamental argument against verbatim tran-
seripts is that it does result in a lack of candor. T would just submit,
and T think that this is probably a personal judgment upon all of us
who make this judgment between substantive and detailed minutes
and verbatim minutes. that in my entire personal history in connec-
tion with publie affairs. in various bodics. there have been verbatim
vecords. When T first went to the Nebraska Legislature, where I
served for 1 years, it was experiencing its first vear of recording, that
1s. by actual mechanical device—tape recordings—the entire session,
both committee meetings and floor debate.
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There was a great controversy as to whether or not to do that be-
cause then you Tad not only a verbatim record. but an audio verbatim
record retaining the reflections in negotiations and passions and what-
ever, and 1t was felt that would ﬂloatlv inhibit free debate and
exercise.

The first year it did indeed have some restraining etfect upon the
members of that body. Thereafter. once they became accustomed and
used to it, I think that the free and open discussion that had pre-
ViOll‘%]\ existed returned. and now exists in full bloom.

Ve have in Douglas County. my primary county. the meetings of
that county board of supervisors which are kept verbatim and w 1th
great benefit to—and after great controversy again, because 1t wa
felt that since they review individual tax matters—they have tho
authority to raise and lower the assessment on individual homes
would be greatly inhibited and that they would be restrained in those
delicate matters.

And 1t simply has not happened.

I think probably the greatest testimony, though, that verbatim
transeripts do not inhibit candor is the recent experience with the
President of the United States and his maintaining detailed and ver-
batim transcripts of all of his transactions within the White House.
Clearly, the revelation of those transeripts has indicated that the
maintenance of that system in no way inhibited free and open discus-
sion of the public issues that were dealt with at the highest level of
the executive branch of this Government; and so in none of my ex-
perience from the county board to the State legislature to the Presi-
dency of the United States have T found that detailed records of
transactions and the fulfillment of the public responsibility have been
inhibited by the maintenance of those systems.

Chairman Mrrerern. Thank you. The Chair does not want to push
the analogy between the Congress and the bodies with which we deal
in this legislation, but it is the Chair’s opinion that given the fierce
spirit of independence and reform on the part of most of the Mem-
bers of the House, I don’t think many get-togethers before meetings
could take place without incurring the wrath of a goodly number of
us.

Also, I would feel that if. indeed. that sitnation should exist. Clon-
gressman Hannaford, where you have a meeting before the meeting of

ho FOMC, it would be the responsibility of this subcommittee to dl"‘
vigorously into that practice.

Mr. ITANNAFORD. Yes, Mr. Chairman, it would be. T referred in
my testimony to “hallway decisionmaking™ which may influence what
is later said.

I think my colleague, Congressman Cavanaugh, made a very good
point—that the rrlallno' sunhﬂht olnce vou become accustomed to it,
becomes much more acceptablo I think that is v ery likely true in this
instance.

However, T wouldn’t want to sce cither one of these important
pieces of legislation hung up on this point.

Mr. Cavavaverr. I would just concur with my colleague, that I don't
think that the issue of verbatim versus detailed should be the turning
point upon which this legislation progresses or fails.
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Certainly, T would feel that verbatim is not the essential aspect of
this legislation, but that we have an accurate rvecord of what has
transpired. )

Mr. Hax~xarorp. I would say, Mr., Chairman, that H.R. 9465 1s not
designed to erode the independence of the TFed.

Certainly, ILR. 9465 is a modest bill. If it is not appropriate, after
a 3-year lag, for purposes of historic reflection, this subcommittee may
as well go out of business.

Chairman Mrrcirenn, The Chair would just make one other comment
in this area and then I will go to another question. I focused in on the
semantics problems here, primarily because of my concern over the
Fed’s continuing violation of the monetary policy guidelines that it
offered to the Congress, and which we accepted.

The Fed has violated its own policy insofar as M, and M. is
concerned.

Could we really get at the root of those determinations by means of
ar aceurate recording, as opposed to a verbatim recording.

Mr. Hax~xarorn, Mr. Chairman, T again call to your attention that
Congressman Neal's testimony contains a discussion of verbatim versus
detailed edited minutes at pages 9 and 10.

Chairman Mirconenn, Thank vou. One last question from me for
now. I am about to tread on very dangerous ground by predicting what
the testimony of the Chalrman of the Federal Reserve Board will be
when he appears before us on November 17 with vespect to the release
time lag in both bills. The 3 years and the 1 vear. My suspicion is that
the Chairman would say. “Oh, if we release it in less than 5 vears with
reference to vour bill, all kinds of speculations will develop. One year
is totally inadequate in Mr, Cavanaugh’s bill. 1t is inadequate hecause
of the tremendous Linplications for all of these decisions that are made,
and we will open up the deor to speculators.”

I think yeun. in part, Mr. Hannaford, have indicated vour response
to the real necessity of a 3-vear period, that nothing is violated,

Mr. Cavanaugh, on the 1 year

Mr. Cavaxaverr, Well, Mr. Chairman. T think fundamental response
to that argument is that we are talking about the 12 regional banks.
What we are primarily talking about is administrative procedure. We
are not talking about monetary policy, and we are not talking ahout
the establishment of policies that dirvectly impact the operation of
either the monetary system or the economic system in this country.

We are talking about how the administrative responsibilities of the
Federal Reserve System are being carried out. and are they being
carried out in a manner that does not involve inside deals, conflicts of
interest. '

Those are the types of improprieties that the establishraent of, or
the system. would potentially lend itself to and. therefore, that the
Congress should have some opportunity. and the American people
should have some opportunity to observe in oversight.

Well, in that context of supervising or observing the implementation.
the administrative exercise of the Fed's responsibilities or of the
regional banks’ responsibilitics. we are not unraveling information
that has any prospective effect upon monetary policy or economic
policy in this country. ’ ’
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And the legislation provides for in those instances when you might
have that potentiality, that sensitive matters not be released until some
future time. .

So you have a protection beyond the 1 year for those instances in
which, indeed, there may be unusually sensitive matters that may arise
in the minutes. But the great bulk of these minutes, as we have seen
from the minutes that have been released, deal with historical ad-
ministrative procedures. How a particular regional bank dealt with a
past situation in an administrative capacity.

Chairman MrrcreLL. Thank you. Congressman Barnard ?

Mr. Bar~narp. Thank you, Mr. Chairman.

I have been considering a number of questions for the witnesses.

Congressman Hannaford, what do you think the Congress would do
differently if we had the minutes, as you propose at this time?

Mr. Hannarorp. Well, T have no way of specificially answering that.
However, T would assume that our oversight functions would be aided
by complete records so that we could better assess the bases of FOMC
decisions.

We may also be better able to detect certain biases on the committee.

Mr. Bar~arp. Do we have any reasons to think that Congress would
make any changes now because of Fed decisions that were made 3 or 4
years ago?

Mr. Hax~arorp. T am not sure that we do, but we do have to have
accountability. And we have to be able to know from a historic
perspective what happened before we can reach a judgment.

Chairman MrrcieLn. Would the gentleman yield ?

Mr. Barvarp. Yes.

Mr. Hax~arorp. You know T believe in a good measure of inde-
pendence in the Fed, but T don’t believe in their beautification.

If you have a 8-year lag in time to pass a judgment historically, it is
awfully difficult to say from the perspective from which it stands what
might or might not be done.

But we, as the responsible body to legislate in this field, would
certainly say that decisions might well be made that would lead to
legislative action. Such documentation may also prevent past mistakes
from recurring.

Chairman MrrcHeLL. Given the cyclical nature of our economy over
the long run would it be beneficial to know on what basis monetary
policy decisions were made 3 or even 5 years ago. so that if the cconomy
got into a similar economic situation years later we could be well in-
formed of how it was handled in the past and perhaps be in a position
to give some suggestions to the Fed with regard to the recurring nature
of the problem ?

Mr. Barvaro, Mr. Chairman, don’t you think the Fed already takes
these points into consideration ?

Chairman MrrcnEern. Perhaps they do.

Mr. Bar~varp. Thisis, after all, their responsibility.

Mr. Hax~arorp. Mr. Chairman, if T could respond to that.

Chairman MrrcueLn, Yes.

Mr. Hax~arorp. We think they do. We hope they do. We would like
to see 3 years later what kind of reflection was made in response to
those matters. We are not talking about this purely from a point of
congressional oversight, either.
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We are talking about it with respect to academic analysis and public
accountability.

Mr. Barxarp, Do you think it would correct problems that definitely
in the cases when conditions change?

I ask this question because I have had some experience as a member
of financial committees which have made such judgments. And when
economic conditions change, some of the judgments are wrong.

I don’t think the Fed believes it is exempt from making mistakes.
But the point is, what is going to develop from this legislation?

Chairman MrronerL. Would the gentleman vield again ?

Mr. Barxarp, Yes.

Chairman MrrererL, Let me take another stab at it.

What is now transpiring with regard to monetary policy—the ex-
ceeding of the targets particularly for M, and M.—is comparable to a
condition that happened in 1972. It is clear that the decisions made at
that time were directly related to the fact that we later slid into an
inflation-recession cyele in this country; not solely and exclusively
responsible for it, but certainly those decisions contributed to it.

Now, if we are aware of the actual inputs which were then said—the
details of the discussions—would then be in a better position to deal
with the Fed at the present juncture by saying. “Look, here are the
thoughts of your members in 1972. They predicted that if this mone-
tary policy would be pursued. this would happen.”

While it is true we will not be able to direct the Fed to pursue a given
policy, I think there is a great advantage in having the history of a
situation comparable to a present one,

Do I make my point ?

Mr. Haxxarorp. Mr. Chairman, T have made reference to this in my
previous comments before the subcommittee. And that is that the in-
quiry that was made to former Fed members by this subcommittee in
which former FOMC members responded. indicates that such docu-
mentation would be heipful to them. Tf it would be helpful to them, it
quite surely would be helpful to us in evaluating what happened. T
don’t see why anyone would object to such a reporting of what hap-
pened, and T think someone trying to be productive and trying to im-
prove the process would alwavs want to be able to reflect upon
history—including the members of the Fed.

I don’t think really, as far as this legislation is concerned, that pre-
dictions about Cthairman Burns having very much opposition should
materialize. I don’t see anv basis for objection. as long as we are look-
ing into the crystal ball, Mr, Chairman. T can’t figure out why he would
object.

Mr. Cavavaves. Mr. Chairman.

Mr. Hax~arorn. Unless he would like to have them secaled in a time
capsule to have them opened next century.

Chairman Mrrernrir, If you would hold for just a moment, Mr. Bar-
nard has the floor and he wanted to pursue another question.

Mr. Barxarp. Mr. Cavanaugh. why have vou not requested the
minutes of the Directors’ meetings of the Federal home loan bank?

Mr. Cavaxaven. Well

Mr. Bar~zarp. You know they make decisions, too, having to do with
the savings and loan associations throughout this country.

Mr. CavavaveH. That’s true.
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Mr. Barxarp. Why would they be exempt to inside deals and the
like ?

Mr. CavaxaveH. I must frankly admit, Mr. Barnard, I am not as
familiar, with the operations of the Federal home loan bank and
their structure and operations, as I am with the Federal Reserve. I
suppose as a philosophical matter, T would have no objection to their
inclusion. I simply have not directed my etforts toward pursuing it.

Mr. Barvaro. The Federal Reserve banks, the regional banks, make
many decisions dealing with the daily operations of their respective
banks. Why would Congress want to audit their decisions to buy com-
puters, construct buﬂdlnm. or things of that kind ?

Mr. Cavaxaver. T think the q119>t1011 is. why should not a record
of those important decisions exist in order that they might be
reviewed?

Mr. Barxaro. Well, T think they do exist, but what interest are they
to Congress? Would you read them?

Mr. Cavaxaver. Well, T think that the point should be that there
should be a reliable historical record of the administration of an en-
tity as important as the 12 regional banks and their boards of direc-
tors and the basis upon which they make decisions. 1 suppose that is
true whether anyone reads them or not. T suppose as a fundamental
matter of sound policy, there 1s no reason for this record not to exist,
in my mind. Even if Congress did not fulfill its proper responsibility,
which T would sav should include a timely review of those activities.

Mr. Barvagp. Do you feel this way because you think that this is
an executive agency of government ?

Mr. Cavanavaern, Well. it is difficult to categorize the Fed.

Mr. Barvarn. Not really.

Mr. Cavaxaven. T don’t know if it is appropriate to categorize them
as an exeentive agency. I would categorize them as an agency of the
Federal Government. yes.

Mr. Barvaro. But because of its structure wounldn’t vou separate it
from a regular agencyv of the Federal Government? It wasn’t strue-
tured as an agency of the executive branch.

Mr. CavaxateH. T am not categorizing it in the Executive ; vou did.

Mr. Barxarn, The revisions songht in the hills nnder consideration
today call for nearly a reorganization of the Federal Reserve System.

Mr. Cavaxacarn. I don’t understand that,

Mr. Barxarp. As I understand it. each Federal Reserve bank is an
incorporated institution with its own Board of Directors. None of
whom are appointed by the Federal Government. These directors,
elected by their respective banlk. are principaily responsible for over-
geeing all the activities of their bank.

Mr. Cavaxaven. Now. the point of congressional oversight, Mr.
Barnard. is not to interfere in the appropriate functions of any ageney
that is being reviewed. That wonld be true of the Fed alzo, The point of
oversieht is to observe whether or not the particular agency or entity
is fulfilling the funetion for which it was created. in an appropriate
fashion.

What we are saving in this instance iz, it is extremely difficult for
the Conaress. in the pursuit of its oversight obligations and responsi-
bilities, to determine whether or not the 12 regional banks are indeed
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functioning as thev were intended to and as they were created to, the
purposes they were ereated to serve. So we are not attempting to, or
the Coneress shonld not attempt to interfere in the proper function-
ings of the 12 Federal Reserve banks and that is not the end result or
coal of this legislation.

But it is to determine whether or not there are instances in which it
acts outside its responsibilities or in conflict with its responsibilities.
In order to do that. vou must have a record of how it has conducted
its affairs. And certainly, again to analogize its Board of Directors
with a private board of directors. without that detailed record which
is kept bv private boards of directors, there 1s no opportunity for the
stockholders. or. in this instance. the Clonoress who is analogous to the
stockholders, to review the activities of its Directors. And that’s all we
are saying here,

Mr. Barxarp. The 12 Federal Reserve hank’s Directors, which like
the 12 Federa) Home Loan Bank Board Directors supervise and regu-
Iate their respective financial institution. Thus it seems to me that your
legislation has singled out the Federal Reserve Svstem. T do not un-
derstand why vour bill does not include the Federal Home Loan Bank
system.

Mr. Cavaxaven. T have no intention of singling out the Fed. T ust
feel that a case has been made in this instance that the existing ability
to review is not adequate and that the record clearly demonstrates that.
Whether it is similarly deficient in recards to other agencies, youn may
have a valid point. I simply say that T have not reviewed the adequacy
personally of those other agencies and certainly T would be willing to
work with vou in that pursuit if you were willing to go in that
direction.

My. Barxaro. T have no further ovestions.

Mr. WerNntratn [staff director]. Chairman Mitchell had to leave
for a few moments but will be back. He was called to the telephone by
President Carter. He has asked me to carry on at least for a little
while, He asked me also to raise a question pursuant to the discussion
on the possible value to the Congress of detailed minutes of the
FOM(C’s meetings.

The question he asked me to raise coneerns the confirmation process.
As we all know, Federal Reserve Board Governors are appointed for
14 years. Often a member. however, is appointed initially to fill an
unexpired term. Then, when that term expires, he is reappointed to
his own 14-vear term. Do vou think the Senate confirmation process
would benefit by having available the full minutes of FOMC meet-
ings, which would include attribution and diselosure of individual
Board members’ remarks as thev serve on the Open Market Commit-
tee—in cases where theyv come up for reappointment 4

Mr. Haxxarorn, T would sav that isn’t a paramount benefit in my
mind. but it certainly would be a benefit. You really don’t know the
benefit of something until vou have seen it and this is in some response
to mv friend Mr. Barnard. until it is there you don’t know how help-
ful it may be.

I draw vour attention to mv reference to Dr. Friedman’s study of
monetary policy and his need for thorouch documentation. But cer-
tainly as far as reappointine someone is concerned and for as long a
period of time as we are talking about, it should be quite beneficial.
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Mr. WeixtrAUB. Mr. Cavanaugh, would you care to address the
question ?

Mr, Cavaxavcmn, I think that relates back to Mr. Barnard’s previous
inquiry as to the whole value of historical review of FOMC decisions
and the processes of those decisions. I think that the axiom, he who
would ignore the mistakes of history is condemned to repeat them, 13
particularly apt here because we may not even know the mistakes of
history unless we have some record existent Ly which we can review
it. Certainly, the qualifications of an individual to serve on the Board
of Governors or on the FOMC Committee should in some respects
relate to his demonstrated abilities, If his demonstrated abilities
through historical record of his performance are that his judgments
have been consistently faulty and deficient, certainly that is relevant
to whether or not he should be advanced or perpetuated.

T think that the whole point of Mr, Hannaford’s legislation is that
we at least have some opportunity and historical perspective to know
what has transpired and the reasons for what has transpired and who
1s responsible.

And it seems to me that the only argument against this legiclation
is one that T would characterize as arising almost from a view that the
FOMC is the personal prerogative of the members of that committee.
And Mr. Barnard, you raise the question, almost—iwe know that these
people are capable of making mistakes. The only purpose of requiring
them to maintain a record is that we can go back and pinpoint those
mistakes.

Well, there is nothing wrong with that. Certainly they are entitled
to make those mistakes. thev are required to. they are exnected to. But
it shouldn’t be characterized in those personal terms that this lecisla-
tion is then directed to expose them for those errors in judgment.

Certainly, they have the responsibility to be acrountable for them.
If they assume the responsibility of making the judgment. theyv should
also assume the responsibility of accounting for the judgments and
the bases upon which they made those judgments.

The only reason not to pass Mr. Hannaford’s legislation is to say
that those individuals should not have that ac~ountability and respon-
sibility and T simply don’t understand that.

Mr. WriNTrAUR. Mr. Hannaford.

Mr. Hax~arorp. T would again call to Mr. Barnard’s attention, Mr.
Neal’s statement which is rather rich in comment on the subject that
vou have raised.

Mr. Barvaro, T think that access to the detailed verbatim minutes
of cach of the 12 Federal Reserve bank meetinas will provide little
if any insight into monetary policy, although minutes of the Federal
Open Market Committee meetings might be helpful. I am keeping an
open mind on these bills, but I think rh({\ mav be aoing to the extrene.
I think that the legislation being discussed today might have been
conceived as a result of the unfortunate revelations in the New York
Fed’s minutes.

Tf that was the case. I think it is unfortunate because T believe that
the New York Federal Reserve bank practices are not indicative
of all Federal Reserve Bank operations. The human tendency to over-
react is understandable but hopefully one Congress can resist.
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Mr, Cavaxavarn. T commend my colleague for the distinction and
I think the distinetion should be articulated for the record here today,
that there is a very clear difference in the judgment and justifications
for Mr. Hannaford’s legislation and my own, and that I do not view as
resting upon a similar foundatlon

Clefulv Mr. Hannaford’s, I would have to concede, is the predomi-
nant legislation. A clear and concise historical record of the formula-
tion of monetarv policy is of overpowering significance and importance
to a maintenance of a record of basmallv the administrative decisions
of the 12 regional banks.

But T have attempted to make my case on my own, but on a com-
pletelv separate basis and I have no disagreement with my colleague
that there is a very large distincetion between Mr. Hannaford’s legisla-
tion and my own.

Mr, WrintraTs. I notice Mr, Hansen has arrived. Would you care
to say anything, Mr. Hansen?

Mr. Haxsex. Let me just say, Mr. Flannaford, that as you know we
have a markup in another subcommittee going on right downstairs
and several other conflicting things and T ‘II)OIO(TIZC for not being here
to engage in colloquy and hear your testimony. I will read it and hope-
fully be thoroughly conversant at the time we take up the bill in
subcommittee.

So T just wanted you gentlemen to understand that it wasn’t from
lack of interest but from conflict of schedule that I was not here. I
have no questions, T won’t interfere with your meeting or schedules.

Mr, Han~xarorp. Thank you very much.

Mr. Wrintrave. Thank vou. Chairman Mitchell has returned.

Chairman MircnEenn. Ladies and gentlemen. I don’t want to hold
vou, but I wanted to raise one other question. With reference to I think
Congressman Hannaford’s statement, should the comments of staff
also be included in these records? T have some concern about that.
I don’t think that is generally the policy in the House or in our com-
mittee meetings; is it? Do we ever take comments from staff and make
them a part of the record ?

Mr. Hax~xarorp. Mr. Chairman, it is simply a suggestion that
formal staff presentations be summarized to provide an accurate
record.

Mr. Haxse~. Mr. Chairman, T think generally staff is heard through
various members as those members accept the suggestions and assist-
ance of the staff. T agree with yvou, I don’t think such a proposal is a
proper part of the procedure. T would think it would be more in order
that any staff comments be confined to the normal channels.

Chairman Mirentenr. It may well be that staff comments in these
transcripts could canse problems. T would be hesitant to include those.

Mr. Haxsex. T have heard of fatherly love being that which en-
conrages occasional spanking. too, Mr. Chairman.

Chairman MrrerreLn. Thank you very much, gentlemen. Again, my
apologies for holding you here. '

[ Whercupon, at 9:55 a.m.. the heari ing was adjourned to reconvene
at 8:30 a.m., Friday, Oct. 28, 1977.]
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MAINTAINING AND MAKING PUBLIC MINUTES OF
FEDERAL RESERVE MEETINGS

FRIDAY, OCTOBER 28, 1977

House oF REPRESENTATIVES,

SuscommiTTEE 0N DomEstic MoNETARY PoLicy oF THE

CoMMITTEE ON Baxking, Fixaxce axp URraN ATFAIRS,
Washington, D.C.

The subcommittee met at 8:50 am. in rcom 2222 of the Ray-
burn House Office Building; Hon. Parren J. Mitchell (chairman of
the subcommittee), presiding.

Present: Chairman Mitehell.

Chairman MrtcueLL, Good morning. I apologize for being late. 1
think the other members who planned to be here are probably in the
same predicament. If you have been listening to the radio, you know
there are monumental traflic jams all around Washington. and that is
my sorry excuse, which I hope vou wiil accept. My apologies to my
colleague, Congressman Bruce F. Vento. T hope von can understand
the situation. We do welcome you here this morning,

This morning the Subcommittee on Domestic Monetary Poliev con-
tinues its hearings, which we started yvesterday, on H.IR. 9465 and H.R.
9589, which provide for the maintenance of detailed minutes of the
meetings of, respectively. the Federal Open Market Committee of the
Federal Reserve System, and the boards of directors of the 12 Federal
Reserve Banks.

Our witness this morning is the Honorable Bruce F. Vento from
Minnesota, one of our distinguished colteages on the full House Com-
mittec on Banking, Finance and Urban Affairs. and one who aggres-
sively has sought to put some controls on the Federal Reserve Svstem.

Mr, Vento, we wel¢ome your appearance this morning, and we will
be delighted to hear from you.

STATEMENT OP HON. BRUCE F. VENTO, A REFPRESENTATIVE IN
CONGRESS FROM THE STATE OF MINNESOTA

Mzr. VexTo. Thank vou very much. Mr. Chairman, and I appreciate
very much your persistence in continuing the discussion and focus on
this particular problem, and it has been an issue and will continue to
be an issue. I feel. because of the nature of the subject matter and the
necessity to resolve it.

I am pleased to be here in support of the two proposals, H.R. 9465
and H.R. 9589. of which T am a coauthor. which. when enacted, will
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do much to provide public access, albeit belatedly, to highly important
financial and monetary information generated in the Federal Reserve
System by the Boards of Directors of the Federal Reserve Banks and
the Federal Open Market Committee.

To paraphrase Georges Clemenceau’s famous remark about war
being too serious a matter to be entrusted to the generals, T submit that
the monetary policy of this country is much too crucial a matter to be
allowed to be the secret, private preserve of groups of obscure bankers.
Public exposure and disclosure will result in accountability and is the
ultimate solution which provides adequate safeguards.

No one, I am sure, will argue the importance to the American econ-
omy, and 1ndeed the world economy, of the decisions now being made
anonymously in the quite board rooms of the Fed. The orders to
manipulate billions of dollars in the expansion and contraction of the
money supply and interest rates are quite literally matters of life and
death to many industries and of jobs or unemployment to countless
working people and their families.

My colleagues, Congressman Cavanaugh and Congresswoman
Oakar, have already reviewed for you the impact of the Federal Re-
serve System operations, so I will not burden yvou with a reiteration.

Also, the full committee in oversight has reviewed and attempted to
assess these actions and their merits, pro and con.

The bills under consideration are really moderate—I would say
almost timid—in their approach to requiring the Federal Open Mar-
ket Committee and the Bank directors to keep “detailed minutes” and
“verbatim transcripts” of their meetings which shall be made public,
variously, after 3 years or after 1 vear.

If monetary policy is to serve as a useful economie tool, the people
in key Government, private, and academic positions should have ac-
cess to information of these Federal Reserve units’ decisions as auickly
as possible, without interfering with those decisions or being able un-
justly to enrich themselves as the result of having the information.

I have stressed the importance of making full data available in a
timely fashion for monetary policy and economic considerations be-
cause I believe these are of primary importance.

But the public disclosure of minutes can have a salutary effect. The
members of this subcommittee need only recall the consequences of
Chairman Reuss’s persistence in ¢btaining minutes of the Federal Re-
serve Bank’s Board of Directors. Ve learned, many of ns for the first
time, of the Fed’s lobbying activities in Congress and the State govern-
ments, of its encouragement of commercial bank loans to real estate
investment trusts and public utilities. the conflict of interest of hank
board members, payments for club memberships, loans to Federal
Reserve employees at unusually low interest rates, and extravagant
gifts to retiring officers and workers,

Some of those, T think, admittedly would be appropriate functions.
I have no quarrel with low interest rates for emplovees, for instance, as
an example, if they are made public. if they are subject to public view.
If it is an employee benefit, then let it be stated and be made public,
not something that is done in a quiet manner which is shielded from
public view and jealously guarded.
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So, I think all of these, if made public, the consequences would be
less onerous.

I want particularly to address myself to the revelation in the Reuss
exposé that the Fed, in its role as regulatory authority in the banking
industry, has been orchestratlnﬁ issues and applying pressures with
the aim of affecting political behavior at State and national levels.

I do not find anywhore in the enabling legislation authority for the
Federal Reserve System to act as a trade association or to impose its
political viewpoints on fiduciary institutions which it regulates.

Federal statutes, in fact, prohibit the use of appropriated funds
for lobbying purposes, but because of the unique status of the Federal
Reserve System, some have deemed that the law does not apply to the
Fed.

At this time. T would like to commend to your attention my recently
introduced bill, H.R. 9649, which would require the Chairman of the
Board of Governors quarterly to provide to the House and Senate
Banking Committees written reports on‘each instance when the Board
of Governors, the Federal Reserve Bank Directors, or the officers and
employees of regulated institutions to influence legislative actions
affecting the Federal Reserve System.

Our country must be made aware of the political activity and p051-
tions of the 12 Federal Reserve Boards of Directors as well as the
Bcard of Governors.

The problem of legislating a_complete lobbying ban is difficult. It
would be my first choice, frankly, as it was with the main committee
in an amendment that lost. But the reporting procedure would assure
public exposure and accountability that doesn’t exist today.

I think Congress must make it possible for the Fed to provide a
complete record of its lobbying role which would facilitate even better
understanding of its political policies.

Ideally, T wounld like to see the subcommittee write a clean bill meld-
ine H.R. 9465 and H.R. 9589 and including language from my bill,
H R. 9649, which amends section 10 of the Tederal Reserve Act, the
sect’on under consideration in these hearings.

The task we face in the subcommittee is a difficult one. I am aware,
as are the members of the subcommittee, of the important role that
the Federal Reserve System serves, created by Congress to provide a

stab'e monetary policy.

The measures we have before us today embrace the initial goals en-
visioned by Congress when it created the Fed. These proposals
recognize the need to modify and clarify our intent to be certain that
the Federal Reserve System will remajn free of special interests and
subject to the same code of conduct_that governs similar executive
agenceis.

Certainly, the subcommittee has an ambitious task in resolving the
issues raised, and I look forward to working with you as we move on
these proposals.

I thank you for inviting me to appear before you.

Chairman MrrereLL. T thank yvou for being here, and T thank you
again for waiting for me. Let me ask, do we have copies of the testi-
mony to be made available to all of the other members of the
subcommittee ?
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Mr. Vexto. I have presented adequate copies to vour staff.

Chairman MrrcueLr, We will make sure that they get them. This
is exceedingly difficult for me, because you and T are tuned in on the
same wavelength, and as you know, T am fully supportive of your
position.

Let me raise one or two issues. In conversation with Dr. Burns. he
indicated that the records show no gifts being made to retiring mem-
bers of the System, that there was a proposal to offer to one of the
retirees 8100, which was a result of his accumulated travel and some-
thing else—I don’t recall exactly what it was—that he had not drawn
down. The Board felt it would be wise to turn that money over to him
ag a gift. T don’t recall—do vou recall. bevond the $800. any other
ndications of gifts?

Mr. Vexro, Well, Mr. Chairman. unfortunately, you raise the very
problem that is created by the lack of information which we function
with today. T don’t feel that the meetings that we have are any substi-
tute for the Federal Open Market Committee transeripts or meetings,
nor of the Federal Reserve Board's transcripts.

In other words, when we nmeet with Dr. Burns every 6 months on the
House side, 1 find it exceedingly difficult to accomplish very much.

After I sit, as a freshman member of this subcommittee, for 4 or
5 hours waiting for my opportunity to question the Chairman of the
Board of Governors. 1t hardly is appropriate at that time within that
context to deal with questions such as this.

So, there very well may be misunderstandings that develop. All T
can do is rely upon the staff work and review the minutes in pointing
out that there were honorariums and other gifts that were given to
retiring members. Some of those may be very appropriate. Mavhe
someone that is an emplovec ought to receive a gold watch after work-
ing for 50 vears. I don’t contest that.

However, those gifts, those honorariums that are given at that
point, ought to be disclosed to the public. There is no conceivable
reason, in terms of an impact on monetary policy, that it can have.

You know, no one would contest. T don’t helieve, the independence
of the Fed and the necessity to maintain that. T don’t contest that
issue.

The question is, what type of exposure or protection. if any. do they
need in order to maintain that independence? And T don’t think 1t
is necessarily the emplovee-employver relations which they have. They
have management responsibilities that are necessarily needed to be
protected.

What the argument breaks down to—and there may be just a mis-
understanding in that particular respect. with regards to gifts—I
think the same thing with regard to the loans—that they are pro-
viding loans at interest rates, as Tindicated.

I don’t have anything against an employee benefit, just provided
that it is aboveboard and we all have an opportunity to understand and
relate to it.

Then, if the appropriate pressure is there. then the publie outery
will come. and the justification ean be propounded and an appro-
priate format exists.

The concerns we have are that these things he made public. T be-
lieve the Fed. which is created by Congress. should not be operating
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as a trade association to affect State fegislative proposals, for instance,
T don’t think that is appropriate

This part is especially, of course, of miportance to me.

Chairman Mrremern. Thank ven, Just one or two other quick
questions.

A number of members of the Buanking Committee have discussed
informally with me that they have heen the target—the specific
target—of Jobbyving by the Federal Reserve. Have vou ever been di-
IOCHV lobbied ? Tf you don’t care to discuss it, that is fine.

Mr. Vexto. Not to my knowledge. T never have been the subject
of any type of pressure from them or from member banks that they
regulate, to my knowledge. T expect that those who are affected by
1901slat10n that comes before a committee of Congress have a right to
communicate with us to share with us their e\peltlse

The concern that we have is that a regulatory agency not initiate
lobbying activity. The banks and those that arve interested in that
legislation have adequate means through their associations and others:
I don’t think the Fed has to enact or encourage the information flow
through them as a regulatory agency. I strongly object to that par-
tlcuLu tyvpe of activity.

I do recognize the problem in terms of freedom of speech and
oplmon but the problem T am concerned about is that they, and the
accusations that they formally act in concert with the banks that
they regulate, attempt to be a force in terms of influencing State
legislation as well as Federal—and while the instances of that
may not be widespread. obviously we ought to trv and clamp
down on it and make it public. And the legislation T propose
would simply say that they report on a 3-month basis. And in that
way, I think, we would be able to move very positively. We would not.
be interfering with any freedom of speech and with some of the other
rights and privileges in that vein. The legislation T have proposed
doesn’t have a penalty in it, for instance. We might want to thinlk
about that.

Second, it does not have any promulgation of rules and regulations
power. and if it would be appropriate and it would help, we could
even give that power to the Federal Reserve System and let them do
this.

Thev have done it for instance, with the code of ethies that exists.

And, incidentally, in the code of ethics that they have propounded
in 1968—T have a copy of that here: the staff provided us with those
at one point. But it’s very interesting to note the prohibition: Tt says
the employee shall. in this, pay close attention to the fact that there
are certain statutory provisions—let me just read it for you, Mr. Chair-
man. because T think it is worth the record’s attention :

Each employee shall acquaint himself with each statute that relates to the
ethical and other eonduct. while an employee of the Board. Particularly the
following statutes should be noted.

And it goes throngh a series of these, And the third one js the
prohibition againsgt lobbyving with .1ppxop‘1'mfod funds. This is in their
emplovee responsibilities for conduct and of] ues, and this 1= in 1968.

And. of course. what we really need to do is say. look. if it isn't
appropriated funds, if it is funds that are generated by the Federal
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Reserve System, these are just as inappropriate as to use appropriated
funds.

So T think that those things need to be added. and I think if your
committee seriously would like to work on establishing a report from
the Fed with regards to lobbving activities, then the penalties should
be considered ; the rules and regulations power. which I think they are
capable of doing. This code of ethics where we put a responsibility on
them is generally pretty fair. )

Now, whether or not it is followed, that is a problem of oversight
and so forth.

But let us set down the policy. Let them set in motion rules and regs
which would take a lot of the fear out of this type of propoesal for
them, and then we will get to reporting on that basis every 3 months.

T guess the worse thing that could happen. if none of it is going on.
then the report would be very easyv to compile. and there would be no
problem. If, indeed, they are specifyving it. we can look and determine
whether or not they are meeting the policy’s intent. That would be an
acceptable way, at least a good first step. I would like to see a complete
ban on it, but that might be more appropriate in light of concerns that
have been raised by the release of minutes. The minutes. the transcripts.
also, of course, would serve this same purpose, but I think this is a
special problem and one that should be highlighted in terms of their
role.

Therefore, the introduction of my bill is not completely dependent
upon the transcript or the minutes legislation that vou have before you
today.

Chairman MrrcueLL. Thank you very much.

You really have cleared up a problem that I have with reference to.
I believe, Mr. Hannaford’s bill. Qur colleague. Congressman Barnard,
raised the issue of, if Congress gets this information, what would we
do with it? How would it really benefit the Congress? But yvou make
reference to that with your bill. If we can promulgate or draw up rules
and regulations and penalties, that answers his question, in addition
to the other ideas that were advanced yesterday as to how we could
make oversight more effective.

I thank you very much. I think we have got to put on our thinking
caps and come up with some system of penalties, rules. and regulations
perhaps being implemented by the Fed itself.

Mr. Vexto. Mr. Chairman, if I could interject—it would be useful
to put the responsibility on them rather than trying to take it all
ourselves. We see the quirk in the law regarding appropriated versus
nonappropriated funds. The Fed. generally, in terms of some of the
legislation, is considered apart from the executive agencies and absent.
from some of the oversight that has been provided. We have to come
back from time to time and try to reframe things as they fit appro-
priately. If you look at what happened back in 1918—some of the
conduct, some of the activities were acceptable activities then. But
times have changed. The Fed has been excluded time and again to
maintain their independence in terms of monetary policy. and that is
fmportant.

But in terms of oversight, feedback can be a lot better and we can do
better if we set down some policy for them to follow in terms of this
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particular issue that is more in line with public policy affecting the
executive agencies in the 1970's.

Chairman Mrrernern. Thank you.

Also, the Chair will certainly consider the possibility of melding all
‘hree bills together. T think that is a good approach. And we will be
calling upon you for assistance in that.

I thank you very much for being here.

Our next scheduled hearing is \ovembm 17, at 9 o’clock. at which
time Dr. Arthur F. Burns 1s to be the witness on the legislation
beforo us.

M. VexTo. Thank vou, Mr. Chairman.

Chairman Mrretern, Thank you so much for being here and for
being patient with me and with my tardiness this morning.

The subcommittec stands adjourned.

[Whereupon, at 9:15 a.m., the subcommittee adjourned to reconvene
at 9 a.m., on Thursday, November 17, 1977.]
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MAINTAINING AND MAKING PUBLIC MINUTES OF
FEDERAL RESERVE MEETINGS

THURSDAY, NOVEMBER 17, 1977

Housk oF REPRESENTATIVES,

StvecoMMITTEE ox DoyEstic MoxeTary Poricy oF THE

ComMiTTEE ON BaNKING, Fivance Axp UrBaN AFFAIRS,
Washington, 1).C.

The subcommittee met at 9:05 a.m. in room 2128 of the Rayburn
House Office Building; Hon. Parren J. Mitchell (chairman of the
subcommittee) presiding.

Present : Representatives Mitchell. Barnard, and Vento.

Chairman MircHeLL. The subcommittee hearing will come to order.
This morning the Subcommittee on Domestic Monetary Policy re-
sumes its hearings on H.R. 9465 and H.R. 9589. These bills require
the Federal Open Market Committee and the Directors of the Federal
Reserve banks to maintain detailed minutes of all of their meetings:
they also provide for public release of these minutes after lags of
3 years and 1 year, respectively. Specifically, H.R. 9465 provides for
reinstatement of the FOM(C's memoranda of discussion based on
minutes of its meetings. to be released for public use 3 years after the
meeting is held. H.R. 9589, the Federal Reserve Public Information
Act, requires the maintenance of verbatim transcripts of all meetings
of the Boards of Directors of the 12 Federai banks, to be submitted to
the Congress after a 1-vear lag.

“ These proposals ave admittedly controversial. For years, the FOMC
kept minutes of its meetings but did not release them to the public.
Minutes of the meetings of Boards of Directors of Reserve banks have
never been published. although they have always been maintained.
The initial release of the FOM(C's discussion memoranda, in 1964, for
vears prior to 1960, was made only after much pressure on the Federal
Reserve and much internal soul-searching. I amn sure that the 1976
decision to terminate the keeping of minutes by the FOMC was equally
difficult. Several significant events relating to the FOMC's disclosure
of its records occurred during the year preceding the decision to termi-
nate keeping detailed records. These events, T feel, set the stage for
the introduction of the proposed legislation we are exploring today.

First, in Mayv 1975, a lawsuit was filed against the Federal Reserve
in order to obtain more timely release of the FOMC's records of policy
actions. Next. both the House and Senate versions of the Government
in the Sunshine Act were introduced. Mounting concern over the
public’s right to know, and the scope of the Freedom of Informatien
Act as it applies to executive agencies led, in total, to the introduction

(47)

Digitized for FRASER
http://fraser.stlouisfed.org/
Federal Reserve Bank of St. Louis



48

of 26 separate bills during the 94th Congress. providing for increased
openness and public disclosure of the policymaking sessions of execu-
tive agencies.

Tn the wake of these spirited public and congressional actions, the
FOMC decided to broaden the scope of its summary records of policy
actions. But simultaneously. the committee decided to eliminate keep-
ing minutes of its meetings and later releasing memoranda of dis-
cussion based on these minutes. as had been its practice from 1964 until
then. May 1976. The justification given by the Federal Reserve for this
sudden action was based on the committee’s judgment :

That the benefits derived from (the memoranda of discussion) did not justify
their relatively high cost ... (and) from extensive inquiries, that the memorau-
dum of discussion was hardly being used at all.

However. there are manyv of us who feel that the benefits ave clear.
unquestionable, widespread. and enduring. In particular, I want to
stress that the importance of the memoranda cannot be measured by
the number of persons who make direct use of them. Research usually
builds, like an inverted pyvramid, upon the seminal work of a few
scholars.

The statement of former Federal Reserve Board Governor and Vice
Chairman J. L. Robertson, made in his letter to the subcommittee, re-
flects what T consider to be the heart of the argument for the resump-
tion of keeping and making public detailed FOMC minutes. He said
in part:

In my view, the formulation of monetary policy by the Open Market Committee
is one of the most important factors influencing the economy. ITence it should

be mandatory that there be kept a detailed record (to be made available to the
Congress and the publie after a lapse of appropriate time) . . .

Mr. Robertson continued :

If nminutes of the meetings are not kept and eventually made available, there
would be no possible way for the Congress or members of the public to appraise
the contribution of any member of the Committee to the formulation of monetary
policy. Such appraisals are essential to any study of how to improve the
system . . .

Furthermore, Mr. Robertson claimed that :

Men competent to serve in these positions should be willing and anxious to
stand on their records and be held responsible for the way in which they play
their respective roles. '

This statement embodies the essence and spirit of the Government.in
the Sunshine Act, as well as the public’s right and need to know the
rationale behind policy actions taken.

Whenever we address questions concerning Federal Reserve Svstem
autonomy, we have to recognize that our proposals may be interpreted
in some quarters as attempts to politicize the Federal Reserve. This
could not be more untrue. On the contrary, our proposed changes are
directed toward making the Svstem more responsive and accountable
to the Congress and the public while leaving it free to perform those
tasks which Congress has delegated it authority and responsibility to
perform. Specifically, recommending reinstatement of detailed min-
utes of FOMC deliberations is directed toward maintaining a channel
to review monetary policy decisions. not toward interferring in mone-
tary policy. Similarly. recommending that minutes be kept of meetings
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of the Boards of Directors of Reserve banks, and released to the public
after an appropriate time lag, is intended only to help us oversee ad-
ministrative decisions and plocedmes relating to the Federal Reserve
System’s handling of the public’s business for which it has been as-
siened responsibility; for example, the redemption of food stamps,
cloanno checks, and the destrnetion of older currency. It is not in-
tended that Congress in any way manage or direct these activities.

Before we hear from Chairman Arthur F. Burns of the Federal
Reserve Board, T want to make note of a study entitled “Public Ac-
cess to Records of Federal Open Market Committee Deliberations:
Fvolution of Policies Preceding the Decision to Terminate Mainten-
ance of Detailed Records” which has been prepared for the subcom-
mittee by Dr, Roger S. White of the Library of Congress Congres-
sional Research Selvlce If there is no objection, thl% study w 111 be
appended to our hearing record. [ See appendix I1.]

In addition, we have with us today Prof. Walter Williams of Tem-
ple University who will not testify but will submit a statement for the
record.

[The statement of Professor Williams follows:]

STATEMENT OF PROF. WALTER WILLIAMS, TEMPLE UNIVERSITY

Mr. Chairman and members of the Subcommittee, I am pleased to have been
asked to comment on ILLR. 9465. This bill would reinstate the Federal Open
\Lulxet Committee’s practice of keeping minutes, called “Memoranda of Discus-
sion,” of each of its meetings and releasing them to the public after an appro-
priate time lag.

Such detailed records may be used only rarely, nonetheless they are an inval-
uable research tool for economists, historians and others. Usually ouly one or
fwo scholars do the seminal research on a topic or question. Others build on their
efforts and work. The FOMC's May 1976 decision to discontinue the “Memoranda
of Discussion” will greatly constrain seminal research on the decision making
process in the conduct of monetary policy tor the post May 1976 period. We will
have to try to piece together what actually happened from personal memoirs
and the like. There is no need for such constraint. With an appropriate time lag
and other safeguards concerning possible sensitive material, the benefits of re-
instating the “Memoranda of Discussion” would far outweigh the financial costs.

Finally, let me add that I agree with former Federal Reserve Board Governor
and Vice-Chairman J. L. Robertson in his remark that the members of the Open
Market Committee . . . should be willing and anxious to stand on their records
and be held responsible for the way in whieh they plan their respective roles.”

Chairman Mrreriern. Chairman Burns, we welcome you again this
morning. I want to express publicly my appreciation for your accessi-
bility to me. Since I have assumed the chairmanship of the subcommit-
tee, I can’t recall a single time when I called you asking for some ad-
vice or for some additional information, =ay. on monctary policy,
when you have not graciously complied w [ith that request. T do pub-
licly thank vou. As ﬂl\\'d\'\ it 13 a pleasure to have von before us.

STATEMENT OF HON. ARTHUR F. BURNS, CHAIRMAN, BOARD OF
GOVERNORS OF THE FEDERAL RESERVE SYSTEM

Dr. Brrys. I want to thank you. Mr. (‘hanman for your very kind
introduction. T am pleased to be here thix morning to present the views
of the Federal Reserve System on H.R. 9465 and H.R. 9589, The first
of these bills would require the Federal Open Market Clommittee to
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maintain detailed minutes of its meetings and to release those minutes
to the public 8 years after each meeting. The second bill would require
that verbatim transeripts be kept of all meetings of the boards of di-
rectors of the 12 Federal Reserve banks. It provides further that the
l‘ranccripts are to be submitted to the “appropriate committees of the
Congress” without deletion, and to the general public with certain
pelmltted deletionsg, 1 vear after the date of each such meeting.

Before presentlng our specific views on these two pr oposﬂs, T want
to comment on the ongoing trend toward public disclosure. Nowadays,
there appears to be great currency to the notion that public confidence
in our Government will be enhanced. and the quality of decisionmaking
may itself be improved, by exposing to public scrutiny nearly every
detall of the governmental decisionmaking process. We do not share
this view.

There is, of course, some value in allowing the public to witness
agency proceedings at firsthand. To the extent that the public’s un-
familiarity with the workings of the Government fosters distrust, cer-
tainly we should all make an effort to help educate the public and to
dispel the fear that actions taken in informal or exccutive sesslons may
somehow be tainted. But in our zeal to achieve this result through
sweeping disclosure, we run a grave risk of sacrificing other import fant
values. Insufficient attention is being paid to the ]emtmlate needs of
Government officials to deliberate on complex and sensitive matters of
public importance without the constraints and inhibitions caused by
subjecting every phase of the deliberative process to public observation.
As a result, we are in danger of losing one of the most prized values of

_a collegial body—namely the oppmtumty to discuss and debate. to
exchange views, to explore ideas, to persuade and argue and cajole and
chide, without having to weigh the impact of every spoken word on
the Congress or the general pubhc

H.R. 9589 would require verbatim transcription of all meetings of
Reserve bank boards of directors. In so doing, it would impose dis-
abilitics on bodies that at present are able to deliberate and discuss
their important duties without inhibition.

Indeed, this bill would require far more extensive dizclosure by the
Reserve banks than present law requires of the Board of Governors
or, as far as I know, of any Federal ageney or instrumentality.,

No demonstration has been made that either the Congress or the
public has any need for legizlation of such sweeping scope. Neither I
nor my colleagues can find benefits to the public in such a meazure that
would even remotely offset its destructive effects on full and frank
discussion.

Our objections to this proposal were set forth in detail in a letter
that came before your parent committee in July of this vear. when the
same proposal was offered as an amendment to H.R. 8094, the Federal
Reserve Reform Act. T respectfully request. Mr. Chairman. that the
entire text of that letter be inserted in the record.

Chairman Mircaiernn. Without objection, it will be inserted in the
record at this point.

[The letter referred to follows:]
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CHAIRMAN OF THE B80ARD OF GOVERNORS
FEDERAL RESERVE SYSTEM
WASHINGTON, D. C. 20551

July 27, 1977

The Honorable Les AuCoin
House of Representatives
Washington, D. C.

Dear Les:

I understand that at this morning's meeting of the
Committee on Banking, Finance and Urban Affairs, you
expressed interest in having the views of the Federal Reserve
on the Amendment offered by Mr. Cavanaugh to H.R. 8094.
As you can appreciate, there has been very little opportunity
for our staff to analyze the Cavanaugh Amendment, and the
Committee's schedule does nét afford time to have this matter
considered by the entire Board of Governors. Perhaps more
important, there has been no opportunity at all for the boards
of directors of the Federal Reserve Banks to consider the
Cavanaugh Amendment or to provide the Committes with their
views on a matter that so directly affects their role in the
Federal Reserve System. Ikope it will be useful to you, however,
to have my own personal views with respect to the proposed
Amendment.

As I understand Mr., Cavanaugh's proposal, it would
require all of the Reserve Banks to keep verbatim transcripts
of all of their board meetings. These transcripts would have
to be provided to '"the appropriate Committees of the Congress"
one year after each such meeting, without any deletions. The
transcripts would be required to be released simultaneously to
the public, but items pertaining to five specific subject matters
could be deleted., However, a Committee could make the deleted
material available to the public upeon a majority vote of its members.
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The Honorable Les AuCoin - Page 2.

First, I must say that I know of no precedent for such a
sweeping law. There is to my knowledge no agency or instru-
mentality of the United States Goverument that is required to
submit verbatim transcripts of its proceedings on a routine
basis to the Congress. Not even the Goverament in the Sunshine
Act, which the Congress enacted after two years of extensive
deliberation, requires such broad disclosure.

Second, there has been no demonstration of a legislative
need either for the keeping of verbatim traaoscripts or for the
regular submission of such information to.the Congress.

‘Mr, Cavanaugh has not suggested that such detailed disclosure

is necessary to enable the Congress to carry out any particular
legislative objectives. In the absence of a showing that such
information has a relationship to specific legislative concerns,
the Amendment is open to the charge that it is intended only to
facilitate "fishing expeditions'' into Reserve Bank affairs.

Third, the Cavanaugh Amendment would impose 2
staggering administrative burden on both the Congress and
the Federal Reserve. There are 12 Federal Reserve Banks,
which have a total of 25 branches, and the directors of each
bank and branch meet monthly or more frequently. Thus, at
a minimum, some 444 meetings would have to be transcribed
during a year. If committees of the boards, such as the
executive and audit committees, were also included witkin
the requirements of the Amendment, hundreds of additional
meetings would have to be transcribed. The job of simply
reading these transcripts, not to mention correcting them
and reviewing them to determine which portions have to be
released, would be both expensive and time consuming.

Fourth, the Amendment would create 2 serious risk of
unwarranted public disclosure of highly sensitive information.
Even though some sensitive matters could in the first instance
be withheld from public release, a Congressional Committee,
by majority vote, could decide to release such matters. Thus,
the Amendment seems to contemplate the regular distribution
of unexpurgated transcripts to dozens of members of Congress
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and their staffs, followed by deliberation and voting upon the
public release of previously withheld portions. Under such
circumstances there is tremendous opportunity for unauthorized
disclosures.

Fifth, the list of subject matters that may initially be
withheld from public disclosure is entirely too narrow. For
example, the Amendment makes no provision for exclusion of
discussions relating to problem banks, to litigation or lawyer-
client communications, to trade secrets or privileged or con-
fidential cormmmercial or financial infocrmation furnished by
private individuals or firms, to discount rate actions and other
monetary policy matters, to bark and bank holding company
examination reports, to matters involving possible criminal
charges against individuals, or to other discussions the dis-
closure of which would constitute a clearly unwarranted invasion
of personal privacy. In this regard, I should point out that not
even the Government in the Sunshine Act requires federal admini-
strative agencies to keep verbatim transcripts of discussions of
such matters as bank examination reports, or of discussions the
disclosure of which could lead to market speculation or could
endanger the stability of a financial institution, or of discussions
of pending litigation. In all such cases the agency is permitted
to use detailed minutes in lieu of a verbatim transcript.

Sixth, by compelling the Reserve Banks ta create verbatim
records of their deliberations, the Amendment could seriously
impair the ability of a Reserve Bank to defend itself in litigation,
since such transcripts might have to be produced in civil actions
against the Reserve Banks. The magnitude of this danger should
not be underestimated. In the case of the failure of Franklin
National Bank, for example, the directors of the New York Federal
Reserve Bank had a great many meetings to discuss the condition
of Franklin, the proposals that were being made for rescuing
Franklin, and the prospects for continued lending to Franklin by
the Federal Reserve. Obviacusly, given the serious consequences
of a failure of such a large bank, it was essential that these matters
be discussed by the directors freely and without any inhibitions.
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At the present time, all of the Federal banking agencies are
deeply involved in massive civil litigation arising out of the
Franpklin matter., We are being required to turn over vol-

uminous documents to our adversaries in these cases. Had
it been necessary for the Reserve Bank to keep a verbatim

‘transcript of its deliberations, with the possibility that such

transcripts might later have to be produced in litigation, I
can assure you that the ability of the Reserve Bark to deal
with the questions it faced would have been seriously impaired.

Seventh, quite apart from the possibility that transcripts
may be used in litigation, the mere fact that a transcript is made
would inevitably inhibit frank discussion. Could it reasonably be
expected, for example, that a Reserve Bank director would feel
free to speak critically of a member bank, or of the Reserve
Bank's own officers, or of a supplier of equipment or services
to the Reserve Bank, or, for that matter, of the Board of
Governors, if he knew that his words would be preserved
forever and possibly released to the public?

In summary, I urge that the Comrnittee not adopt the
Cavanaugh Amendment at this time, and that it defer action on
this subject not only until it has had a chance to hear from all
interested parties, but also until it has had 2z opportunity to
consider whether its legitimate objectives might not be satisfied
in some more constructive fashion. ‘

In response to his request, I am providing a copy of this
letter to Bill Stanton.

Sincerely yours,

Z‘D\,,)gﬂ%

Arthur ¥, Burns
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Dr. Burxs. Let me now summarize the principal points made in
the July letter:

First, H.R. 9589 contemplates the regular distribution of the entire
transcript of Reserve bank board meetings to dozens of Members of
Congress and their staffs. This would be followed by deliberation and
voting on the public release of previously withheld portions of the
transcripts. Under such procedures, there clearly would be a serious
risk of unauthorized disclosure of highly sensitive information in-
volving banks, their customers, and security markets.

Second, even in the absence of unauthorized disclosures, the bill
fails to provide for the withholding of discussion of problem banks,
Iitigation or lawyer-client communication, trade and financial data
furnished to the Reserve bank in confidence by private firms, discount-
rate changes or other concerns of monetary policy. possible criminal
charges or other enforcement action against individuals or financial
institutions, or other matters the disclosure of which could adversely
affect markets or constitute an invasion of personal privacy.

Third, by requiring the creation of a verbatim record of delibera-
tions the bill could impair the ability of a Reserve bank to take effec-
tive action where civil litigation against the bank could be antici-
pated. Since such transeripts might have to be produced in litigation.
directors would be seriously inhibited in discussing the strengths and
weaknesses of various actions open to them.

Fourth. the administrative burden on both the Congress and the
Federal Reserve banks would be stagaering, Well over 400 board
meetings would have to be recorded eacli year: transeripts would have
to be made, reviewed. corrected. and duplicated by the banks: and
then the members and staffs of various committees of the Congress
would have to sereen the transeripts again in order to deterinine
whether additional material should be released.

Finally. and most important of all. a transeript requirement would
have a stifling etfect upon deliberations among Reserve bank directors
and upon the flow of information within the IFederal Reserve Systen.
Our directors are frequently a valuable source of important informa-
tion ahout current economic and financial conditions in their own
businesces and communities. Furthermore. many of them are skilled
and experienced managers, and their frank assessments of Reserve
bank procedures and personnel. as well as their recommendations for
improvement. have made a great contribution to the Federal Reserve
Svetem. To reanire these men and women to speak for a public record
when acting as Reserve bank directors—a burden thev do not have
in their own board rooms and businesses—will tend to discourage free
discussion and in the long run will impair the Federal Reserve's ability
to attract outstanding individuals to serve as directors. As a conse-
quence, the efficiency of Reserve banks and the qnality of thelr serv-
ices to commercial banks and the general public would probably
deteriorate.

As members of this subcommittee know, the Federal Reserve has
tried to be constructively regponsive to recent requests for information
about Board meetings of the Federal Reserve banks. This information
was originally songht to determine whether the Federal Reserve is con-
trolled by corporate and banking groups through their representation
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on Federal Reserve bank directorates. To deal with this question, we
turned over to your parent committee last December a tremendous vol-
ume of Regerve bank Board minutes. Significantly, no evidence what-
soever was brought forth from examination of the minutes to support
the claim 01'1oqnallv advanced as the reason for a need to examine the
minutes. Instoad various unrelated charges were made against the
Federal Reserve System—Dbased upon information :eloctl\oly culled
from the minutes we had forwarded.

We have carefully reviewed the e\'cerpts cited as support for these
new claims, and I want to state categorically that the minutes do not
justify any of the assertions of 1mp1‘op1‘1etv that have been made. The
minuftes do not establish unlawful or improper “lobbying™: they do not
disclose Federal Reserve encouragement of credit allocahon. ‘they do
not support the cruel attack made on the integrity of one of our most
distinguished Reserve bank Directors: and they do not reveal mis-
uses of Reserve bank funds for gifts or loans.

Over the years, the Federal Reserve has furnished the Congress with
a vast amount of information about the operations of the Federal Re-
serve System, and we will continue to do so in the future. We feel sure,
however, that the legitimate needs of the Congress for information to
perform its oversight responsibilities can be met in a far more con-
structive manner than that proposed hy this bill, and we urge vou not
to approve this proposal.

Let me now turn to H.R. 9465, which would require the Federal
Open Market Conunittee to maintain detailed minutes and to release
them to the public after 8 years. This bill is clearly motivated by a con-
cern for the interests of scholars and others who may have occasion to
do historical research in the area of monetary policy. This is a concern
with which many of us, certainly I, have great sympathy. Kven though
there is substantial expense involved in maintaining such minutes, and
the potential audience appears very small, a detailed record of proceed-
ings could on balance be useful, provided important needs of the
FFOMC were accommodated. Some background is necessary to put this
proposal in perspective.

For many vears the FOMC kept very lengthy minutes—referred to
as “Memoranda of Discussion”—of ~ach of its meetings. These mem-
oranda. which often ran as much as 100 pages in length, set forth in
detail the views expressed by each member of the FOMC at cach meet-
ing. attributing those views to the member by name. The Memoranda
of Discussion of the FOMC meetings held in any one year were re-
leased to the general public 5 vears after the end of that vear. In the
FOMCC’s 1udwment this policy of delaved release gave strong assur-
ance that the diselosure of the memorandum would not affect s ocurlt)
markets and that it would not impair the willingness of its members to
speak freely about sensitive matters of current concern.

Last vear the FOMC reexamined the practice of keeping these very
detailed minutes of its meetings, and at the same time reviewed its
practice of releasing 435 davs after each monthly meeting the much
shorter record of policy actions—a record that reflects the committee’s
discussion of the economic outlook and its deliberations on open market
policv. After mueh thounght. the committee decided to reduce from 45
days to about 30 davs the time for release of the record of policy ac-
tions and to include in that record an expanded and more systematic
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account of the views expressed by its members. The new poliey record
does not attribute individual opinions to committee members by naine;
but the record alwavs reports the votes of the members by name and
their accountability is thus preserved. In connection with this new
practiece, the committee decided to discontinue the detailed Memoranda
of Discussion, recognizing the much more limited audience for this
document.

While the FOMC’s new procedure affords the public much more in-
formation on a current basis about policy actions than under prior
practice, it admittedly does not preserve a historical record as detailed
as that contained in the earlicr Memoranda of Discussion. H.R. 9465
would propose to remedy tlis by requiring, in effect. a return to the
carlier practice. In addition, it would require that the minutes be made
public 3 vears after each meeting.

As T have indicated, we are sympathetic to the concerns that underlie
this proposal, and we are reluctant to oppose it. However, we believe
there are three shortcomirgs in the bi'l as 1t is presently drafted. First,
no provision is mace for exclusion of material that may be embarrass-
ing to foreign governments or institutions. Second, 3 years is not a sufli-
uentlx long period to avoid the inhibiting effects that may derive from
the anticipated release of the views explossod at FOMC meetings.
If this proposal were fo be adopted, we would strongly prefer a re-
turn to the prior practice of releasing the memorandums with a 5- vear
lag. Third. and most important, the bill does not address the possi-
bility that the FOMC might be compelled under the Freedom of In-
formation Act to make public all or significant portions of the memo-
randum more promptly than the specified period. whether it be 3 or
3 years. In the absence of express statutory protection against prema-
ture disclosure of the memorandum, we would feel compelled to object
to a proposal for returning to the practice of keeping extensively de-
tailed minutes of FOMC meetings.

In closing, let me again assure the subcommittee that we will coop-
erate fully with any reasonable requests for information necessary to
enable this or any other committee of the Congress to perform its re-
sponsibilities. However, since our day-to-day work, and that of the 12
Federal Reserve banks, involves us in matters of the greatest sensitiv-
ity, we urge this subcommittee not to approve any additional proposal
for public disclosure in the absence of a strong showing of public
benefit.

Thank you. Mr. Chairman.

Chairman Mrremrenn. Thank vou very much, Chairman Burns, for
vour very detailed and definitive statement.

We are delighted to have Cengressman Vento with us this morning.

Dr. Burns, in your te@hmony. von pointed out that the serutiny of
the minutes turned over to the subcommittee did not reveal “any un-
lawful and/or improper ‘labbying”.” Did those minutes reveal any
lobbying effort at all? T think the issue becomes. Dr. Burns, whether
an instrumentality as powerful as the Reserve System should be en-
gaged in any kind of lobbying activity. Now, to the best of your rec-
ollection, did those minutes reveal lobbying activities?

Dr. Burxs. You know, the term “lobbving” can be defined in many
different ways. Let me speak about my own activity. T have made it
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a practice in connection with legislation to discuss my views and those
of the Federal Reserve Board very freely with Members of the Con-
gress. My experience is that they have found that congenial as a rule,
and I think, also helpful.

The minutes do disclose—and let me remind you that a mountain of
material covering some 500 Board meetings was turned over to the
committee—that at two or three meetings a comment was made by an
officer of a Federal Reserve bank expressing the hopes that the Direc-
tors of that bank might interest themselves in this or that legislation.

I think that is an entirely legitimate—even desirable to activity for
those who are involved in the Federal Reserve System, and who know
its responsibilities. If you call that lobbying, then there is evidence in
the minutes of two or three such instances of it in the course of several
hundred actual Board meetings.

Chairman Mrrcmerr. Thank vou for your answer. It gets to be a
very ticklish question, the matter of lobbying. Certainly, T think it is
entirely proper and right for vou, as the Chairman, to share vour
views with Members of Congress in an attempt to persuade or dissuade
them from certain kinds of actions, precisely what vou are doing this
morning. On the other hand. it becomes another question when the
various officers in the Federal Reserve System use the power of their
position to exert pressures on Members of Congress or on anvone else
in an attempt to persuade or dissuade them from certain kinds of
legislative action.

I am not at all sure that I know the answer. and as yvou pointed out.
there were only two instances of this tvpe of lobbyving. But because
the Federal Reserve System is a very powerful instrumentality in our
economic system, I think we must set up some rules with reference to
lobbying or to specific types of lobbying at the level where it takes
place below vour position.

Dr. Brrys, T am not aware of any instance where an officer of the
Federal Reserve has attempted to apply pressure on a Member of the
Congress. That is unthinkable to me; it would be presumptuous and
stupid and certainly improper.

On the other hand. when a president or a director of one of our
Federal Reserve banks—men who devote a great part of their energy
to the Federal Reserve System because of their concern about this
country and about our economy-—when men with such responsibil-
ities deem it proper to speak to their Congressmen. I for one can’t
see anything improper. On the contrary. my impression is that the
Members of Congress want to hear from their constituents, particu-
larly from men with great responsibilities and great knowledge.
So. any charge of impropriety is something that I simply do not
understand.

Chairman MrrcrnrLn. Perhaps we can get back to this.

I would like to put two other questions before turning to the other
members. I understand from vour testimony that apparently vou
would support the Hannaford bill, H.R. 9465, if certain changes are
made; is that correct?

Dr. Burxs. That is correct. Before this meeting I had a telephone
conversation with Coneressman Hannaford. and I believe that he
and I and the subcommittee can work these matters out satisfactorily.
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Chairman MrrcHELL. That was specifically my request. Would you
have your staff link up with our stafl to see what we can do in terms
of perfecting this particular piece of legislation?

Dr. Burns. Yes, I would be very glad to do so, and I’'m sure that
we will be able to work out a harmonious result.

Chairman MrircueLL. My last question. The Congress of the United
States, for the most part, has open hearings in committee and in sub-
committee. Even our conferences now are open. I think those changes
have come about in the last 4 or 5 years primarily because most of
the Members of Congress realize that it is good to keep the public
totally informed.

You are arguing that the minutes of the FOMC should not be
released under certain conditions, no matter what the feeling of the
Congress is. Recently an appeals court at least that has acted on this
matter. The U.S. Court of Appeals for the District of Columbia
Circuit, in the Merrill case (No. 76-1379) concluded that the minutes
of the FOMC were not exempted from immediate public view by any
statute of law.

Why should the Congress reverse this court decision? Is it that the
court rendered that decision on bad law, or on unsubstantiated fact?
What I am saying, Dr. Burns, is we have a precedent, really two:
one, the actions of the Congress itself and second, the decision in the
Merrill case. In the event that we should follow the advice given in
yvour testimony, we would not only reverse our own decision, but also
the court’s decision.

Dr. Burxs, Mr. Chairman, I did not comment on the Merrill deci-
sion in my testimony, but I would be very glad to discuss that decision
with vou to the extent that T am able to do so. There are legal questions
here that I am not qualified to discuss. You made some observations
about the Congress. As far as I know, caucuses are not open to the
public, nor are those deliberations recorded.

Chairman Mircrienn. Yes. they are. Our Demoeratic caucus is now
open. We vote immediately when we go into eaucus to open it, and each
time we have voted to open the doors, and the galleries are filled.

Dr. Brrxs. Thank vou for advising me.

I did not realize that the Merrill decision would come up at this
hearing, but T will be very glad to discuss it with you to the best of
my ability.

The Merrill decision, as I understand it. requires that the decisions
reached by the Federal Open Market Committee at monthly meetings
be announced promptly to the general public. That is the decision.

Whether or not it is a good decision of law is something on whi~i
T am not qualified to comment. Our attorneys, however, do plan to tu e
whatever steps are necessary to have this decision reviewed. Whether
or not they will succeed is, again something upon which T have no
opinion, and T wouldn’t want to speculate on that 1ssue.

Chairman Mrrcnenn, T am sorry. Could vou clarify that for ne
Your attorneys are planning an appeal of the el decision; is
that correct ?

Dr. Burxs. That is correct. yes.
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I would welcome legislative relief of the cort that the Court of Ap-
peals suggested to us. If von wounld like to have me discuss that, I
should be glad to do =o0.

Chatrman Mrrcmrrn. No. My reason for citing the case was that ob-
viously in vour testimony vou ave saving that the minutes of the
FOMC should not be released for public viewing.

Dr. Brrys. No, I am not.

Chairman Mrrciters. Except under certain eircumstances, which yvou
stipulate,

Dr. Burxs. No. We may be getting a little confused here. There are
two documents that T diccussed in my formal testimony. One is the
Memoranda of Discussion. the subject of Mr. IMTannaford’s bill. As
you and I discussed the matter just a minute age. there is no basie
disagreement on the principle underlving that bill. although there
are certain clarifying, corrective amendmnents that we would propose
and that T think we can work out with Mr. Hannaford and with you,
Mr. Chairman. There is a second document, which iz not the subject
of this hearing, namely, the policy vecord. which is now released ap-
proximately 80 days after the FOMC has reached its decision with
regard to monetary policy for the month ahead. T commented on that
in my formal statement merely to set the Memoranda of Discussion
in perspective.

Chairman Mrrcnern. I understand exactly what vou did. Perhaps
I did not make myself clear. What T was suggesting was that both the
courts and the Congress have set precedents which should give some
guidance as to how certain items under the Federal Reserve System
]11r1cdlct10n should be handled.

I have more questions on this subject. However, let me yield to Mr.
Barnard for now. I was a junior member and I know what it means to
sit and not be able to raise a question after traveling to come to a
hearing.

Congressman Barnard ?

Mr. BAR\ARD Thank you, Mr, Chairman.

Dr. Burns, I, along with my colleagues, want to welcome you this
morning. Thank vou for vour Coopelatlon on this controversial, al-
though not new, legislation.

Dr. Burns, I w ould like to approach this legislation from the stand-
point of whether or not the Federal Reserve System is not a ditferent
status than other agencies in regard to Government in the sunshine.

Do you think the Fed has a different structure that dictates a differ-
ent poctureﬁ

. Burxs. As you know, the IFederal Reserve System consists, on
the one hand, of the Federal Rescrve Board and, on the other, of the
12 Federal Reserve banks with their branches and 10;_rlona1 check-
processing centers across the country. With respect to structure, the
Federal Reserve Board is, T think, similar to other boards and agen-
cies and commissions of the Federal Government. On the other hand
the Federal Reserve banks are quasi-private institutions; that is an
important structural difference.

Mr. Barxarp. T am sorry, I did not hear that last statement.

Dr. Burxs. 1 said that the fact that onr Federal Reserve banks are
quasi-private institutions is an important structural difference.
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Mr. Barxarn. Do you think that because of that status, the imposi-
tion of some of this legislation is not applicable ?

Dr. Burws. I think that the case could be argued that way.

I have put the accent, in my own thinking, on the fact that the mat-
ters dealt with by the TFederal Reserve System are so sensitive that
special care needs to be taken. T have also tried to indicate that this
piece of legislation, proposed to broaden disclosure for Federal Re-
serve banks which are quasi-private institutions, would not apply to
any other Government agency. It is an extraor dinary piece of legisla-
tion, to my mind. If this is an attempt to broaden disclosure, why Start
with our Federal Reserve banks?

Mr. Barxarp. In line with that, Dr. Burns, if this bill were enacted,
what other agencies do you think should be put into this same category?

Dr. Burxs. I think the list would be very long. But I see no purpose
in naming agencies and suggesting that they be faced with requirements
of the very sort I am trying to argue should not be imposed upon the
Federal Reserve.

Mr, Barxarp. Since it appears to me that Congress just starting
with the Fed with this legislation. We might as w eIl we should flntlcl—
pate where we are going in the long run. As you have just indicated,
there is-a long list of other agencies that will undoubtedly be b10ught
under the same umbrella. T am interested, Dr. Burns, in a little more
definitive treatment of the destructive effects of this bill, especially as
it adversely affects the marketplace.

Would you please briefly elaborate?

Dr. Burxs. Take, for example, a Board meeting of one of our Fed-
eral Reserve banks. A problem with this or that member bank may
come up. It may be a managerial problem ; it may be a financial prob-
lem. Anyone who knows anvthing about the world of banking knows
how terribly sensitive is any information—or any rumor—about the
competency of management or the financial condition of a bank. Dis-
closure of information or of a conversation about a matter of that
sort could injure not only the bank: it could injure a whole community.
And, in the case of a large bank, it may have national or even inter-

national repercussions.

The directors of the Federal Reserve bank’s have to discharge their
duties; they have to say what they think, and what they say in the
course of deliberation may be accurate or inaccurate. You know, some
members of the Board will be better informed than others; if an in-
accurate statement is made, the facts will be sifted and some approxi-
mation to the truth will gradua]ly emerge. But to have every word
in the course of such a discussion spread on the record could have very
serious, even disastrous, effects on banks or entire communities.

Mr. Barxarp. How would disclosure apply to the Federal Open
Market Committee ?

Dr. Burns. The Cavanaugh bill is restricted to the Reserve bank
boards.

Mr. Barvaro. I was speaking of the Hannaford bill.

Dr. Burxs. The Hannaford bill, T think. carries an element of pro-
tection, in that disclosure would be made onlv after several years had
elapsed. I hope to be able to persuade Mr. Hannaford and the mem-
bers of this committee that the lag should be 5 years rather than 3
years.
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I should add that the Federal Open Market Committee deals with
monetary policy; that is its principal purpose and function. It does
not deal with individual banks, so the kind of problem I mentioned
does not arise in connection with discussions of the Federal Open
Market Committee.

Mr. Barvarp. I am interested in the discussion that the chairman
developed regarding. the case of Merrill v. Federal Open Market
Commattee.

It appears from the decisions made by the courts up to this point,
that they are not in keeping with the present law affecting the Fed-
eral Open Market Committee; is that right?

Dr. Burxs. The decisions are not in keeping with the present prac-
tice of the Federal Open Market Committee. According to the Court
of Appeals, the decision is in keeping with the provisions of the
Freedom of Information Act.

Mr. Barxarp. And my last question. Dr. Burns. is in reference to
the Hannaford bill. If we incorporated the provisions that you indi-
cated on page 10 of your testimony, including the exemption of the
Federal Open Market Committee from the Freedom of Information
Act. do you think the Federal Reserve would accept this?

Dr. Burws. The answer is clearly in the affirmative.

Mr. Barxarp. I have no further questions, Mr. Chairman.

Chairman MrrcaeLL. Congressman Vento.

Mr. VenTo. Thank you, Mr. Chairman.

Dr. Burns, welcome to the subcommittee.

I have read your testimony very carefully, and I felt, strongly, as do
many of the members, about the openness issue and how it affects the
Federal Reserve. You make a great deal—on page 6—about the fact
that you did turn over certain minutes over a period of 8 years. But you
don’t say anything about the more than 900 sections that were deleted
from the minutes.

And, of course, I understood—when I coauthored, or sponsored
Representative Cavanaugh’s bill. on the verbatim transeripts. that it
was an idea, I think, that needed more work. We hoped that this sub-
committee would be able to do that, to work it out, and to get at some
of the concerns we had obviously, without destroying, the independ-
ence of the Fed. And I don’t think anyone argues against the fact that
independence is necessary. But what about the 904 deletions that
occurred in the minutes that were submitted %

You suggest that you made a complete open statement and then that
the committee was supposed to look at corporate interests. How can
you make an accurate judgment if vou have 904 deletions from the
meetines? How do T know that you did not delete the very points that
the staff people and the committee were seeking to learn ?

Dr. Burxs. Let me answer your question.

I reached an understanding with Chairman Reuss of the parent
committee that certain items under several different categories would
be put in separate folders: the rest would be submitted to the chair-
man. We agreed that the chairman and T would go over the items that
were put in separate folders. So the chairman of your parent committee
had the opportunity to examine these items, and he took advantage of
that opportunity. He felt after his examination, that some 28 items
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were improperly classified. In going over the evidence, I agreed with
him in some instances and in others I did not; that is where the matter
rests.

Mzr. Vento. Well, T have a good deal of confidence in our chairman,
Dr. Burns, but nevertheless, I believe that as a protection, that this
information should be open to Members of Congress; consequently, the
authorship of this bill and the continued support for it.

You know, in one instance you argue that other agencies aren’t
treated the same as the Fed. Do you think you are like other agencies ?

Dr. Burns. I would like to think that in some respects we are better.

Mr. Vento. I would like to think that, too, but the way the Fed was
created, it makes it significantly unique.

Dr. Burns. It is unique precisely because it deals with such highly
sensitive matters. Members of the Congress ought to recognize that
fact, and I am sure you do——

Mr. VenTo. I do recognize the fact. T also recognize that we have
a responsibility as Members of Congress, even though a new Mem-
ber—that I have a responsibility for oversight of this important
agency which in essence you have argued, and others have argued, is
independent from the administration and independent from the ex-
ecutive branch and, therefore, the Congress that you are accountable
to. And so we ask—and we talk about the minutes. Why do you main-
tain minutes? Why are they maintained ?

Dr. Burns. Minutes are maintained because some questions may
arise at one meeting as to what happened, what was said, or what
was done at an earlier meeting. There should be a record for the agency
to clear up any such questions that may be asked. That is one basic
reason for maintaining minutes in any organization.

Mr. VexTo. Do you think that Members of Congress should have
an opportunity in their oversight responsibility to look at those rec-
ords anytime?

Dr. Burxs. I think it would be very unwise for Members of the
Congress to undertake any such responsibility.

Mr. VexTo. Well, how are we supposed to exercise our responsi-
bility in terms of oversight, to understand the process, the policies,
the evolution of policies that the Fed develops, if not by looking at all
of the details? How can I make a rational decision without looking
at those factors?

Do you think your appearance before these committees every 6

months or every 3 months between the Senate and the House does that
job?
] Dr. Burns. Mr. Vento, it would be impossible for you or any Mem-
ber to examine each and every detail of our operations—physically
impossible and intellectually 1mpossible. I think that government 1s
based fundamentally—just as all life is—on trust. )

You and your colleagues carry on certain conversations in the
corridor. The pubic doesn’t know about those conversations. .

Mr. Vento. Are we asking you to report on conversations in the
corridor? )

Dr. Burns. I think if the kind of legislation you are discussing
were enacted, there would be a temptation to do business outside of
boardrooms.
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I would do everything in my power to prevent that. I don’t cir-
cumvent the law: I don’t play games. You know my attitude toward
certain parts of the sunshine law and how hard T fought to achieve
certain amendments; I was partly successful. But T don’t think there
is another agency in this town that observes the sunshine law with
greater plecmlon with greater fidelity to the letter as well as the
sp1r1t of the law. than does the Federal Reserve,

You can’t get away from the matter of trust. Qur whole Government
1s based on tr uqt Our whole economy is based on trust.

Mr. Vexto. Dr. Burns, we are trying and I am trying to interject
that element back into it. T think there is a basic mistrust of Govern-
ment. To some extent. I think I see in your remarks a mistrust of
Congress. All we are asking for is some trust in terms of the role.

We have created the Fed. You are accountable to us. And we would
like you to have some confidence in our ability to be objective in terms
of looking at various issues that might be present in the Federal Re-
serve Board minutes that we are tq]lxlng about here today.

Dr. Borxs. Mr. Vento, I pointed out the consequences of keeping
a verbatim transcript. I pointed those out truthfully. in detail, and
with conviction. If you feel T am wrong, it is your business to legislate.

Mr. VexTo. Well, one of the things you also pointed out is on page 7
of your statement. You came back and said, there is a more constructive
manner to attain that particular end. What is the more constructive
manner ?

Maybe we don’t need a verbatim transeript. I don’t know if the
minutes that were kept and shared with this subcommittee were a
verbatim transeript. I doubt that they were.

Dr. Burxs. Noj they were not.

Mr. VenTo. And what is the more constructive manner that you are
proposing by which we meet that end: by having you up here every
3 months and questioning you ?

Dr. Bugxs. You could have me here every 3 days if vou wanted to.
I have never turned down an invitation. Sometimes there are delays
your chairman knows about that—but either I or another member
of the Board will be here to answer questions. And I am available
outside of formal boardrooms: I think yvou know that.

Mr. Vexro. I appreciate that.

Dr. Burxs. I was very sorry I could not join you at luncheon
yesterday.

Mr. Vexto. Yes; I am sorry that you couldn’t. We could have begun
this conversation. But I am very sincere about what we are t1§1nv
to do.

Dr. Burxs. I know you are.

Mr. Vexrto. I don't appreciate, for instance, comments that were
initially made during full committee meeting saying that we were up
to some sort of mischief with regard to the 1deas that we had pursued.
I intend to see this legislation carried through and brought to some
conclusion.

One of the things, Dr. Burns, that you commented on was that you
have in fact followed very closely the Sunshine Act. And one of ‘the
studies recently done by Common ‘Cause on that issue, which, of course,
as you know, 1s a public interest group, says that many of the Fed’s
meetings are "closed.
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[The following excerpt from the Common Cause study was sub-
mitted for the record by Congressman Vento:]

Excerpts from “Shadows Over the Sunshine Act,” a Common Cause study of Federal
[agencyl compliance with the Government in the Sunshine Act of 1976. (September 1977.)]

Most agencies have not gone beyond the minimum requirements in order to
carry out the spirit of the legislation. Many agencies seem to be adapting to
the act but only grudgingly. They view the act as a procedural burden to be
circumvented when possible. They continue to conduct business as usual behind

closed doors. .
The Federal Reserve Board is a prime example. Chairman Arthur Burns

fought vigorously in Congress to exempt the Board from the law. Although the
Board is covered by the act, the broad language of the exemptions dealing with
financial matters mean that as a practical matter few of the Board’s meetings
will be open to the public. In fact, of the 37 meetings held by the Fed, 30 were
entirely closed. The disproportionately large number of closed meetings are
justified by the Fed on the grounds that matters of a sensitive financial nature
were being considered by the Board as permitted by the act. But the fact that
the Board elected to close one of its meetings in order to consider a proposed
office furniture design as well as the Board’s building renovation project raises
serious questions about the Fed’'s willingness to comply with the spirit and
meaning of the Sunshine Law (see 42 F.R. 21899).

Dr. Burxs. Yes. they are, under law. And they should be.

Mr. VexTo. So that, in essence, you can follow it, but in following
it you exclude the sharing or making some of that information public.

Dr. Brrxs. T should say we do. And what would you have us do
when we have a problem bank to discuss? Discuss it in public so there
would be a run on the bank and the stock exchange would be rocked ?

Mr. VExto. One of the provisions of the legislation that you have
criticized is that the minutes come in 1 year after the fact and that all
of the information be made available to Members of Congress 1 year
after the meeting.

That certainly would not be an instantaneous run on the bank.
Obviously. it wonld provide us with the opportunity to see how you
dealt with a finaneial erisis that had oceurred with regard to a bank.

Don’t you think that is important 2 What is a reasonable delay? And
then bevond that. in terms of the exposure to the public, offer certain
exceptions, You have made, in yvour statement as I can tell, you did
not take into consideration specific exceptions or offer other excep-
tions. T have asked vou about constructive changes that are to be made
in the bill, and T have not heard any suggestions to this point, and
T hope in the future that vou will utilize the opportunity to make
constructive changes in this legislation.

Dr. Brrxs. Do you really want me to answer vour questions?

Mr. Vexto. Yes, T want you to answer myv questions.

Dr. Brrxs. OK, let me take a little time, if the chairman will per-
mit me.

Firsat, as for the lag of 1 year: You must understand that in the case
of some problem banks, their difficulties may not be worked out for
several years. One year is an arbitrary period. Moreover, even if a
problem has been worked out in the course of a vear, the fact that the
hank had a serious preblem may cast doubt on its reputation and on
its viability in the future. I think vou have got to keep that in mind.

As for constructive suggestions, let me remind vou that T have sng-
gested oversight hearings of a kind that have not yet been held by the
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House Banking Committee. I have suggested an oversight hearing on
the condition of the banking system. The Senate, I am glad to say,
took up the suggestion: the House did not.

I suggested a hearing on Federal Reserve System operations and
expenditures. You know, our Reserve Bank boards deal primarily
with technical operations, such as the clearing of checks. I have sug-
gested hearings on their operations. The Senate took me up on it and
will be holding another hearing early in the year; the House Banking
Committee did not take up my suggestion.

I have made a third suggestion for oversight hearings, with regard
to regulatory activities. Neither branch of “the Congress has as yet
taken up the suggestion.

So I think I have put forward some helpful ideas, some of which
have been adopted, others of which will be considered and perhaps
adopted in the future. And I will continue to work with you; I want
to most sincerely, and s¢ do my colleagues.

Chairman MitcueLL. Will the Chairman permit me to interrupt for
a point of clarification? I think it should be made clear that the mat-
ters you have suggested and recommended for oversight hearings do
not fall within the province of this subcommittee. However, if the
other subcommittees are reluctant or unwilling, or would transfer
jurisdiction to us in this instance, I would be delighted to undertake
those hearings.

Dr. Burns. Mr. Chairman. you are most understanding and accom-
modative. It is always a pleasure to come before your subrommittee
beeause vou are o precise and so correct and so helpfu] Thank vou.

Mr. VexTo. Mr. Chairman, just cne other comment on the lobbving
question. This becomes a contentious point. The issue also was before
the full committee.

As the chairman and other members know. we have another idea
floating around in the form of a bill that would require the Fed to
report on lobbying activities that are undertaken, that is covert ones.
I am rot talking abont the Chairman’s appearance hefore this sub-
committee. Obviously we are aware of that and T think it is proper.
And I'm not talking about the contacts with individual Conaressmen.
Wo are aware nf that. But we are talking about the report that. in some
instances member units did. in fact. utilize their position as a means
of communicating their views to the banks or financial institutions that
they regulate. My concern is that the Federal Reserve System and
member banks do not act as trade associations for the advocacy of is-
sues, and that, in the event that thev do, that that would be reported,
that the Jobbving activities in this vein wonld he reported. If it makes
it easier, T think we could temper that hv having it implemented in
the Federal Reserve Svstem rules and regulations.

So. T was interested in trying to resolve that issue. I think a good
deal of the uneasiness that exists with regard to the closed meetings—
and I think we recoonize the necessity of having those closed for a
period of time——reallv oets back to that rartienlar issue.

I don’t know if the Chairman is aware of that proposal and that
idea. but I was interested at this point to et his reaction to it.

Dr. Burvys. Tet me sav. Mr. Vento. that T am aware—T think anite

if
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you would permit me to say so, is based on a fundamental miscon-
ception of how the Federal Reserve works.

We operate under rules which T think are just as strict as those of
the Supreme Court. No member of the Federal Reserve Board will
talk to any banker about any application that he has before the Board,
or any application that he plans to have before the Board, or any
application that he is dreaming about putting before the Board.

We will talk to bankers about the economy. We will talk to bankers
about certain general principles of legislation, but never about indi-
vidual banking applications. What bankers do in the way of com-
municating with the Congress is their business. It is something that
we neither encourage nor discourage in any way,

As far as our Directors are concerned, that is something else again.
They are members of the Federal Reserve family who have responsi-
bilities and deep concerns for the institutions which they serve; I have
already addressed that.

So, I think your bill is based on a misconception. If asked about the
details of your bill, I would be very glad to address those details at
any time that you or the chairman of this subcommittee would like to
have me do so.

Chairman MircurLL. The Chair wants to raise one more question
and make one or two observations. For the first time in the many years
that you have appeared before the committee and that I have been
honored to be here to hear your testimony, I am a little upset by your
remarks. In your colloquy with Congressman Vento, you suggested
that the Members of Congress were perhaps not intellectually pre-
pared to cope with the sophisticated details of those minutes. Perhaps
we are not. I, for one, do not feel any intellectual impairment, Dr.
Burns. I don’t think that would be a reason to preclude me from seeing
the minutes. Do you want to comment on that?

Dr. Burns. Thank you for giving me the opportunity. What I
meant was that it is difficult for me—and I think I am a fairly typical
specimen of mankind in this respect—to absorb a mountain of detail
irlltellectual]y, even if T devote all of my energies to that and that
alone.

Members of the Congress have to devote so much time to the prob-
lems of their constituents, so much time to numerous pieces of legisla-
tion passing through the Halls of Congress. With all their other duties,
it would be impossible to grasp intellectually—for me, at least, and
therefore I think also for most Members of the Congress—the maze of
detail that is represented in these minutes. I think the minutes we sub-
mitted came to something like 5,000 pages.

That is all that T meant. I was talking simply about human frailty
and human fallibility.

Chairman MrrouerL. I thank vou for your observation. At least this
Member would like to test his intellectual ability to try to grasp the
significance, and therefore I would be pressing for that.

The other observation that I wanted to make, Chairman Burns, was
that America has changed significantly over the last 10 years. It has
changed in terms of openness: congressional reforms that have taken
place. It has changed, certainly, in terms of moving toward the con-
cept of the public’s right to know. I assume you would not generally
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oppose those changes. I think they are healthy for democracy. What we
are going to face is this: If there is not legislation to deal with the is-
sues discussed in these two bills this morning, there is no question but
that citizens’ groups and individual citizens are going to start going
to the courts, time and time again, to secure information that they think
they have the right to have. Isn’t it a far more logical approach to try
to do this through some legislation, with safeguards added on, than to
see this happen in a kind of piecemeal fashion by action through the
courts, time and time again? That is going to happen, and you and 1
might as well face it.

Dr. Burxs. We are facing it.

The Board submitted minutes covering 3 years of bank Board meet-
ings. Apart from a number of misrepresentations, nothing has come
out of your committee concerning these minutes. No member of the
committee has come forward with any evidence whatever that this
would help the Congress do its job. A few misrepresentations have been
made on the basis of those minutes; that is all the good or all the evil
that has come out of this exercise. Tharefore my thought is, suppose we
did what you ask; what would you gain from it ?

If you write legislation, you ought to demonstrate a need for it. There
are so many problems in this country ; I just sit here and wonder why so
much fine talent, so much fine energy, should be expended on a piece of
legislation such as this, when this country faces major economic prob-
lems that you and I ought to be struggling with and devoting our best
energies to.

That is my thinking. You may like it or not, but I have expressed
myself; you have given me the opportunity to do so.

Chairman MrrcueLL. I don’t particularly like it, but you and T still
remain friends. I don’t like it primarily because while we are wrestling
with the great problems of a sluggish economy, the problems of some
difficulties with monetary policy, the problems of energy, we ought to
bear in mind that every one of those problems ought to be kept in per-
spective. Ultimately what the Congress is going to have to do 1s achieve
a tandem relationship between fiscal and monetary policy. I think that
access to what appears to be minute to some at this stage is necessary
for the development of that kind of policy somewhere down the line.
you may or may not agree, and I won’t ask you to comment. I will just
close by thanking you for being here, and again, I appreciate your co-
operation, which has always been excellent.

Thank you very much.

Dr. Burxs. You are very kind. Thank you, Mr. Chairman.

Chairman Mrrcnern. The subcommittee now stands adjourned.

[Whereupon, at 10:15 a.m., the subcommittee was adjourned, sub-
ject to the call of the Chair.]
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APPENDIX I

MAKING THE FEDERAL RESERVE SYSTEM MORE ACCOUNTABLE

Opening statement by Henry S. Reuss, Chairman of
the, House Committee on Banking, Finance and Urban
Affairs, for hearings on H. R. 8094, a bill to
promote the accountability of the Federal Reserve
System, 10:00 a.m., Monday, July 18, 1977.

Congress, under Article I, Section 8 of the Constitution,
has the power "to coin Money, regulate the Value thereof™.

After much experience with panic and depression, Congress
under the Federal Reserve Act of 1913 delegated to the Federal
Reserve System the day-to-day operations of its monetary power,
with particular reference to the need for a "flexible currency”.

When we speak of the independence of the Federal Reserve,
we speak of its independence from the Executive Branch and not
from the Congress. Congress could have delegated its monetary
power to the Executive. It chose instead to delegate it to the
Federal Reserve, whose Board members' l4-year terms effectively
insulate them. from Executive manipulation. Though the Executive
gained the ascendency over the Federal Reserve during World
War I1 and for half a decade thereafter, the 1951 Accord between
the Treasury and the Fed, negotiated by the Congress, reaffirmed
and reinforced the independence of the Federal Reserve from the

Executive.

(69)
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For the first half century or so of its existence, the
Federal Reserve can hardly be said to have been successful in
its monetary policy. Until the late 1920s, there was no monetary
policy worthy of the name. Thereafter, it was mostly wrong-headed.
Excessively restrictive monetary policy helped bring on the
depression of 1929 and snuff out the beginnings of recovery in
1937.

During the war years, and right up until the scscord of 1951,
Federal Reserve monetary policy was excessively dominated by the
Executive, and excessively loose. During most of the 1950s,
monetary policy was too restrictive, and contributed to the slow
growth of the decade.

In the last 15 years, monetary policy has been too frequently
characterized by stops and starts. Too much new money was created
in the Vietnam years of 1967 and 1968, helping to cause inflation.
Then policy reversed and became too restrictive. Overease revived
again in 1972 and 1973, to be followed by the excessive restrictive-
ness of late 1974 and early 1975.

Then, in March, 1975, Congress enacted H. Con. Res. 133. fThis
resolution set up quarterly dialogues between the Federal Reserve
and the House and Senate Banking Committees, and resulted in the
Federal Reserve's stating its targets for the following twelve
months for the money supply, principally My (the public's holdings
of cash and checking accounts). By and large, this policy has

worked very well in the ensuing two years.
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There have been at least two exceptions, due to unfortunate
relapses into stop-start policies. 1In June, 1975, unnecessarily
upset by the increase in the money supply caused by the Federal
income tax rebate, the Fed put on the monetary brakes, and
contributed to the slow-down in recovery in the sum-exr of 1975,
Again, in April, 1977, the Fed created an exhorbitant amount of
new money, at an annual rate of almost 20 percent. Then, on
some two-wrongs-can-make-a-right basis, it lowered the creation
of new money to zero in May, 1977, causing a wholly unnecessary
increase in the bank prime rate.

But I hope these were monetary aberrations from z sensible
new trend. 1 hope the Federal Reserve will be able :to resist
the temptation to join what Business Week calls "the new
Metternichs'" -~ the European central bankers -- some of whom
want to go back to the discredited operation of fighting
inflation by so squeezing the money supply as to cause increased
unemployment .

So far I have been discussing the major activity of the
Fedexal Reserve System -- monetary policy. But the Fed has
two other very important functions -- as principal regulatory
agency for state member banks of the Federal Reserve System,
and as sexvicer of the banking system through check clearing

operations and coin and currency transfers.
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As I have suggested, the Federal Reserve is a more
serviceable agency today than at any time in its histoxry.
Its Chairman, Dr. Arthur Burns, is an able and respected
leader.

All the more reason, then, that the accountability to
the public of the Fed needs to be sharpened. The five
majoxr provisions of H.R. 8094, now before us, would attempc
to sharpen that accountability.

There follow the five provisions of H.R, 8094, and the
reasons for them:

1. Make permanent the Congressional-Federal Reserve

Dialogue on Monetary Policy. H.Con.Res. 133, which authorizes

the quarterly dialogue, expired by its own terms at the end of
1976. Chairman Burns continues to appear quarterly before the
House and Senate Banking Committees. But these appearances
should be regularized and made businesslike by statute. A
successor chairman, for example, could refuse to engage in the
dialogue, and Congress could point to no law which was beinz
flouted.

In the course of making the dialogue an ongoing procedure,
two improvements are needed. That Federal Reserve monetary
policy is meant to serve the nation's goals contained in the
Employment Act of 1946 -- for maximum employment, production, znd

price stability -- nceds to be explicitly stated.
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Secondly, the Federal Reserve should be required to testify
not only concerning its proposed monetary aggregates for the
ensuing yeaxr, as H. Con. Res. 133 requires, but on three related
matters -- anticipated velocity, estimated interest rates, and
portfolic composition.

First, the velocity with which money changes hands has a
profound effect on the amount of new money that will be needed.
The bill, therefore, includes "anticipated monetary velocity,"
as a subject on which the Fed should testify.

Second, as part of the overall annual economic program of
both the Administration and the Federal Reserve, it is necessary
at least to make an estimate of the levels of interest rates --
particularly on business loans and on long-term mortgages. It
is not suggested that a target for interest rates be stated,
but merely an estimate of expected rates.

Coordination of fiscal and monetary policy would be
greatly enhanced if goverrment economists outside the Fed under-
stood what the Fed's interest rate anticipations were. As the
people'’s representatives, the Congress is also entitled to
know the Fed's view of the course of interest rates for the

ensuing year.
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What about the fear that public revelation of anticipated
interest rates would cause disruption in financial markets? This
is hard to see. Making such information available to all simply
removes the advantage that insiders in financial markets now
enjoy, and reduces speculation based on rumors and misinformation
that do cause instability in the markets. It is worth noting
that the Fed's often-stated view that prompt disclosure of
Federal Open Market Committee directives would cause disruption
in the market has not proved true. The reduction from 90 to
30 days in the time FOMC decisions are kept secret has had no
destabilizing effect, and in fact appears to have been beneficial.

Finally, the Federal Reserve can affect the structure of
interest rates by the composition of its portfolic of securities,
currently valued at close to $100 billion, egual to one-fourth
of the privately-held national debt. For example, by increas-
ing its holdings of longer-term securities, the Fed can modestly
bring down long-term interest rates relative to short-term
interest rates. Proposed portfolio policy is, therefore, an
important part of the Federal Reserve's gquarterly presentation.

These broadened guidelines would avoid the present total

concentration on the moentary aggregates alone.
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2. Broaden the economic interest of Federal Reserve Bank
teral Reserve banx

directors. Under present law, the nine directors of each of
the 12 Federal Reserve banks have unduly narrow backgrounds.
Commercial banks elect six of the nine -- three class A directors,

always bankers, as their direct "representatives," and three
class B directors from "commerce, agriculture, or some other
industrial pursuit". The three class C directors are chosen
by the Federal Reserve Board of Governors, with nothing said

as to who they may be.

As the Banking Committee staff study ---"Federal Reserve

Directors: A Study of Corporate and Banking Influence",

August 1976 -~ disclosed, this has produced a representation
grossly banker-oriented at the expense of other groups.
Furthermore, it has resulted in the virtual exclusion of women,
blacks, and representatives of labor unions and consumer
interest organizations.

H.R. 8094 would remedy the situation with respect to
discrimination by requiring that all directors -- A, B, and
C -~ be chosen "without discrimination on the basis of race,
creed, color, sex, or national origin'.

As to economic representation, the three class A directors

would be left as they are now -- bankers.
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Class B directors would be specifically designated "public™
and broadened from the present “commerce, agriculture, or soma

other industrial pursuit"” to "with due but not exclusive

consideration to the interests of agriculture, commsrce, industry,
services, labor, and consumers'. While class B directors are
elected by the member banks, they should be chosen from a
broader category than the ambiguous existing "commerce,
agriculture, or some other industrial pursuit". Iz is axchaic
to concentrate, for example, on "industrial pursuit”, when
service industries are steadily becoming more prominent than

the purely industrial pursuits which were in everyone's minds

in 1913 when the Federal Reserve Act was written. "Services,
laboxr, and consumers' are groups of our citizenry whose economic
interests entitle them to consideration for seats on the Federal
Reserve Bank Boards.

Class C directors would be chosen, as now, by the Federal
Reserve Board of Goverxnors. But instead of no languege as to
qualification, they would have the same qualifications as class
B directors: they must represent the public, and "with dus but
not exclusive consideration to the interests of agriculture,

commerce, industry, services, labor, and consumers'.
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These first two provisions of H.R, 8094 -- the permanent
Congressional Federal Reserve dialogue, and the broadening of
the Federal Resexrve Bank directors ~- are substantially
similar to H,R. 12934, which passed the House by a vote of
279-85 on May 10, 1976. Because of the adjournment of the

Senate in September, 1976, the bill did not reach action there.

3. Require Senate confirmation of the Chairman of the

Board of Covernors. Under existing law, members of the Federal

Reserve Board of Governors, who serve l4-year terms, are subject
to Senate confirmation at the time of their appointment; one of
the Board members is designated by the President to serxve as
Chairman for a 4-year term, but without Senate confirmation.
Thus, the President can designate as Chairman someone who was
confirmed by the Senate some 13 years previously, yet the Senate
be powerless to confirm the appointee to what was recently
called the Nation's "No. 2 position'". The bill would make the
President's choice of Chairman subject to the advice and consent
of the Senate. The Federal Reserve recently told this

Committee that it has no objection to this provision.

4. Prevent the Fed's Using Banks as its Lobbyists. The
Federal Reserve System has been using bankers -- who are deeply
beholden to the Fed because of the Fed's ability to give or
withhold a discount window loan, or to give or withhold such
privileges as approval for a merger, holding company acquisition,
or an Edge Act office -- to lobby on the Fed's behalf with

legislators and other government officials.
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For example, as revealed by the minutes of the Board
of Directors of the Federal Reserve Bank of Chicago ioxr May 23,
1974, Vice Chairman George W. Mitchell of the Federal Reserve
Board of Governors commented on the lobbying efforts of the
Fed to kill the bill requiring a GAO audit:

Governor Mitchell also noted that the GAO
audit bill should come up for vote next weak
on the floor of the House, Reserve bank
directors have been helpful in contacting
Congressmen and hopefully the bill can b=
at least amended to restrict the type of audit
if chances for outright elimination lessen.

Chicago Federal Reserve Bank President Robert P. Mayo
at the same meeting called for continuing lobbying efforts:

Mr. Mayo commented further on the GAO audit
bill, noting that it is House Bill numbered 10265
and should be up for consideration on Hay 29.

He then requested each director to make whatever
calls seem natural to him in order to encourage
support for the Federal Reserve position.

The Philadelphia Federal Reserve Bank, in its minutes
for May 4 and May 18, 1972, described its use of private commercial
banks and the New Jersey Bankers Association against a New Jersey
bill which might have attracted independent banks away from-
the Fed:

President Eastburn said there was a Bill in
the New Jersey Assembly to pexmit nonmembers to
keep up to 50 pexrcent of their resexves in
govermment securities. He indicated that this
Bank had been in touch with New Jersey bankers,
the New Jersey Bankers Assoclation and key legislators
to express the feeling that the Bill would be
divisive, inequitable, and disruptive, and would have
an adverse effect on membership. He reported that
the Bill had recently been sent back to Comnittee.
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Again, the Richmond Federal Reserve Bank has also been adept
at using bankers as official unregistered lobbyists for the Fed.
Iin October, 1975, Richmond Federal Reserve Bank Chairman Robert W.
Lawson, in a speech to the BAmerican Bankers Association at Hot
Springs, Virginia, congratulated the bankers for their great lobby-
ing assist to the Fed. Chairman Lawson's remarks were the subject
of a colloquy between myself and Chairman Arthur Burns of the
Federal Reserve Board of Governors at a hearing before the Sub-
committee on Financial Institutions Supervision, Regulation and
Insurance of the Committee on Banking, Currency and Housing on
January 21, 1976:

Chairman Reuss. Let me now get into the area of
politics, which you brought up several times this
morning in connection with the audit bill for the Fed.

On October 1, 1975, the American Banker carried an inter-
esting story on your Reserve Bank chairman in Richmond,
Robert L. Lawson.

The headline was, "Federal Reserve Board Official Hails
Bank Role in Killing GAO Audit of the Fed.” And then it
went on to describe his speech to a bankers group, in which
he said:

*Banks played a key role in blocking a Congressional
audit of the Federal Reserve Board. The bankers in our
district and elsewhere did a tremendous job in helping to
defeat the GAO bill. It shows what can be done when the
bankers of the country get together.®

My question is: If you get the support of the banks on
an issue which is of great concern to you, whether Congress
has the right to audit your books or not, are they not
likely to expect in return kind treatment from you as a
regulator? They would not get it, of course, but are they
not likely to expect it?

Dx. Burns. As for Mr. Lawson's statement, let me merely
remind you that, as I indicated in my testimony, we have in
the System 269 directors, and neithex I nor the Board can be
responsible for what individual directors may or may not say.
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Chairman Reuss. Did not the Federal Resexve people,
to your knowledge, communicate with the banks about bank
lobbying against the audit bill?

Dr. Burns. I played no part in this activity at all,
not because I would consider it wrong, but because I did
not have the time.

Chairman Reuss. My question was, with respect to people
at the Fed, was there not a little communication therxe?

Dr. Burns. Yes. That is to say, there was some communica-

tion between our various directors, not with bankers as

such, but with bankers, journalists, business people. I

do not know whom they contacted. And that, I think, is an

entirely legitimate activity. After all, do not Members

of Congress want to hear from their constituents?

It is just as improper for the Federal Reserxrve System to use
a regulated industry as its lobbyist as it would be for, say, the
Federal Power Commission to enlist executives of the o0il and gas
companies it regulates to lobby Congress on matters of concern
to the FPC. Such activities by the Federal Power Commission, would,
of course, be clearly illegal under the overall act forbidding
lobbying by administrative agencies with money appropriated by
the Congress (18 U.S. Code, 1913). The Fed is technically exempt
from this statute because its funds are not appropriated by Congress.

Such use of the banks for lobbying purposes should cease.
Accordingly, Section 4 of H.R. 8094 forbids directors or
officers of the Federal Reserve from getting banks or other
institutions regulated by the Fed to lobby for legislation at

the Fed's behest.
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5. Prohibit Federal Reserve officers, employees, and

directors from acting where they have a conflict of interest.

Under existing law, employees and officers of the U. S.
Government may not participate in any matter before the Govern-—
ment in which they or a member of their family or business have an
interest, unless there is first a full disclosure of this interest
and an official written determination by an official that this
interest is not substantial. The Fed is not covered. H. R. 809%4
extends this prohibition to Federal Reserve Bank officers, employees,
and directors. The minutes of Federal Reserve Bank meetings
previously referred to contain instances of Federal Resexve
officials proceeding to exercise their authority despite a clegr

conflict of interest.

kkkdddkkh

The proposal for an audit of the Federal Reserve System
contained in an earlier version of the Federal Reserve Reform
Act of 1977 has been dropped because the House Government Operations
Committee on June 28 reported a bill providing for such an audit,
H.R. 2176. That bill provides for an audit not only of the Fed
but of the Comptroller of the Currency and the Federal Deposit

Insurance Corporation.

Taken altogether, this legislation will make the Federal Reserve
System more accountable. As Dean Jonathan Swift said: "Providence never
intended to make the management of public affairs a mystery, to be
comprehended only by a few persons of sublime genius."

BhERd

Digitized for FRASER
http://fraser.stlouisfed.org/
Federal Reserve Bank of St. Louis



WHAT THE SECRET MINUTES OF FEDERAL RESERVZ
BANKS MEETINGS DISCLOSE

Statement by Henry S. Reuss, Chairman of the House Committee on
Banking, Finance and Urban Affairs

MR. REUSS. Mr. Speaker, for many years the House Banking
Cormmittee has taken seriously its oversight responsibilities toward
the Federal Reserve System and its 28,000 employvees.

We have tried everything from moral suasion to attempts at
complete audits by the General Accounting Office. Our efforts,
handicapped immeasurably by the Federal Reserve's all-encompassing
claim of "independence", have yielded only sporadic rasults. Ve
have simply never been able to obtain full and complete informztion
about the various activities of the Federal Reserve System.

Recently, the Committee has acquired minutes of the boards of
directors meetings of the 12 Federal Reserve Banks. These came to
the Committee after Federal Reserve Board Chairman Arthur Burns
challenged some conclusions of the Banking Committee's August, 1976
report raising serious questions about the 12 Reserve Banks and
the potential for conflicts of interest in the boards of directors,
which are dominated by banking and business interests. This was
the report entitled, "Federal Resexrve Directors: A Study of
Corporate and Banking Influence.”

In a series of ietters, I asked the Fed to produce the minutes
from the various meetings of the boards of the Federal Reserve Banks

for three selected years, 1972, 1974 and 1975. As set forth in
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nmy letter to Dr. Burns of September 23, 1976, "These racords are
jmportant to the oversight and legislative responsibilities o:f the
Committee.”

wWhat these minutes reveal about the operations and attitudes
of the Federal Reserve -- by its regional boards of directors and
the governing board in Washington -~ is disturbing.

Even with 904 deletions made by the Fed, presumably dealing
with "sensitive"” matters such as personnel discussions, delicate
transactions of foreign central banks, Or items dealing with Bank
security, these minutes raise the most serious questions about
the use of power and money by a public agency.

The minutes show that:

~~ When legislation that would have subjected the Federal
Reserve System to closer scrutiny by the Congress was under con-
sideration, the Fed used the boards of directors of its Reserve
Banks, with their business and financial constituency, in lobbying
campaigns against the legislation -- a practice forbidden other
government agencies. The Fed has extended its lobbying to state
legislatures as well.

~- The Fed has engaged in clandestine attempts to encourage
commercial banks to make loans to particular recipients, namely
real estate investment trusts and utilities, while denying to the
Congress that it was doing so.

—-- It has permitted a director whose law firm represented an
interested party to vote on a matter involving the failure of

Franklin National Bank.
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~~ It has made subsidized lcans to its own employees.

-= It has permitted directors of the Reserve Banks to vote
themselves $600 retirement gifts.

Any one of these activities by itself would be cause for
concern. Taken together, they form a pattern of disdain for public
accountability. They show a history of behind-the-scenes manipula-
tions to ward off legitimate investigations by the Congress.

The Federal Reserve has been granted a large measure of
independence from both the executive and legislative branches.

This independence is intended to shield the Fed from passing
political winds in the conduct of monetary policy. It is not
intended to relieve the Fed of accountability to the public. It
is not intended to authorize activities in which othe: overnmenz
agencies would not dare engage. It is not intended to c¢loak

official monkeyshines in a veil of secrecy.

Lobbying Efforts in the United States Congress

In 1974 and 1975 the Congress was the subject of a barrage of
lobbying by the commerxcial banks aeﬁinst two bills affecting the
Federal Reserve —— both bills that have been badly needed in the
public interest.

One bill, approved by the House Banking Committee on July 10,
1975, would have authorized an audit of the Federal Reserve Sysiex
by the General Accounting Office. The bill specifically exempted

from the audit both monetary policy and foreign transactions.
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There is no good reason why the Fed should be exempt from the
kind of audit that is routinely made of virtually every other agency
and department of the federal government, The Fed handles trans-
actions which total at least $30 trillion a year. Its portfolio
is valued at about $96 billion, egual to 24 percent of the privately-
held national debt. The Federal Reserve System is free to spend the
nearly $6 billion it receives in interest on these securities in
virtually any way it chooses without being accountable to anyone.

The Fed also is entrusted with majer requlatory responsibility for
the commercial banking system. For Congress to exercise its

res ihility to oversee the Federal Reserve System, such an audit

is clearly needed. -

The second bill, the so-called "Government in the Sunshine” Act,
required generally that meetings in which the public interest is
decided be open to public scrutiny. The bill passed, but with
substantial exemptions for the Federal Reserve.

A reading of the minutes of the Reserve Bank boards of directors
meetings demonstrates that the Fed has gone well beyond the bounds
of propriety to generate lobbying against these bills. With the
Federal ‘Reserve Board in Washington serving as the command center,

a well-orchestrated lobbying campaign was mounted, using the

members of the boards of directors as the point men. They would
indeed be valuable operators in any lobbying campaign. The bankers
and businessmen who make up the majority of these boards of directors
are men with powerful ties into the board rooms of banks and corpora-

tions all over the country. They also enjoy strong ties into the
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most powerful trade associations. It is no wonder, from what we
see in these minutes, that such organizations as the Business
Roundtable and the American Bankers Association geared up for an
all-out defense of the Federal Reserve.

Let us look at some of the lobbying efforts against these two
pieces of legislation, as revealed by the directors meetings.

On February 19, 1974, President Frank E. Morxris of the Boston

o T T TR e e
Federal Reserve Bank called on his board of directors to contact

the Members of Congress to promote the Federal Reserve's position

on the GAO audit bill.

s
The official minutes of this meeting state (P. 95 of Federal

Reserve Bank of Boston Directors' minutes 1972, 1974, 1975, as

delivered to the House Banking Committee):

"Mr. Morris also called attention to the fact that
H. R. 10265, which would provide for a G.A.0. audit of
the Federal Reserve System had not died in the House
Rules Committee but was expected to reach the flooxr of
the House of Representatives on oxr about March 5. He
indicated that the System's position was to support an
amendment, to be proposed by Rep. Ashley of Ohio, which
would limit the scope of the audit so as to exclude monetary
policy actions, but to conftinue to oppose the bill, even if
SEEEEEET_BE_Ehe final vote. The directors were encouraged
to let Members of the House know their views on the bill."

(Emphasis added).

On May 23, 1974, Governor George W. Mitchell, then vice
chairman of the Federal Reserve Board of Governors, appeared at
the directors meeting of the Chicago Federal Reserve Bank. A
description of his remarks is presented in the minutes of that

meeting as follows:
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"REMARKS BY GOVERNOR MITCHELL, (P.157, Federal Reserve Bank of
Chicago Minutes of the Board of Directors for 1974, as delivered

to the House Banking Committee):

Governor Mitchell also noted that the GAO audit bill should
come up for vote next week on the floor of the House. Reserve
bank directors have been helpful in contacting Congressmen

and hoepfully the bill can be at least amended to restrict

the type of audit if chances for outright elimination lessen.”™

Mr. Robert P. Mayo, President of the Chicago Federal Reserve
Bank, then called on the directors, who are primarily private
bankers and businessmen, to conduct a lobbying campaign against

the GAO audit bill (ibid):

"Mr. Mayo commented further on the GAO audit bill,
noting that it is House Bill number 10265 and should be
up for consideration on May 29. He then requested each
director to make whatever calls seem natural to him in
order to encourage support for the Federal Reserve posi-
tion. Although basically the System would prefer to see
the entire bill defeated because of its monetary policy
review aspects, if that is not possible then the Ashley
amendment, restricting the GAO to a financial audit is
favored." (Emphasis added).

Mr. Mayo followed through on his campaign in the June 27
meeting by thanking the directors who contacted Members of
congress to secure support for the Federal Reserve position.

The minutes of this meeting reveal the following (ibid, P.169):

"The GAO audit bill recently passed the House of
Representatives, but was limited to a financial
audit. There is no prospect of Senate action this session,
however, Mr. Mayo thanked those directors who were able to
contact members of Congress to secure support for the
Federal Reserve position."
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On December 18, 1975, Governor Mitchell returned to the Chicago
Fed and complimented them on their lobbying performance. “The
System remains strong and viable and support from Reserve Bank
directors in dealing with Congress has been very helpful,” he said.
The Banking Committee's August, 1976 study shows who the

directors are. Seventy-three i £ the Fedexal

Reserve Banks, almost 70 percent, are shown to have been either then
- T Ty

or in the past officers, directors or employees of financial

institutions. In many cases,,not only are the directors connected
with commercial banks, they are also top officials in bank lobbies —-
the American Bankers Association and various state banking
associations.

The .Fed was proud of its success in enlisting the bankers as
unofficial, unregistered lobbyists for the Fed. The Richmond Fed's
chairman, Robert W. Lawson, bragged about it publicly. In a speech
to the American Bankers Association in Hot Springs, Virginia on
October 5, 1975, Lawson congratulated the bankers for their great

lobbying assist to the Fed. "The bankers in our district and

elsewhére did a tremendous job in helping to defeat the General

Accounting Office bill," he saidL\M:}t shows what can be done when

the bankers of the country get together." -
e s

We heard about that remark in Congress at the time, of course.
What we have not been able to document, until these minutes were
made available, was that the campaign was heavily orchestrated by

the Fed itself.
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The pattern of organized Fed lobbying is also seen in
connection with attempts to get the Fed totally exempted from the
"Government in the Sunshine®" bill. On December 11, 1975, the
Chicago Fed's President Mayo reported to his directors on this
legislation. After noting the alleged consequences of opening
directors meetings to the public, he then described the organiza-
tion of  the lobbying effort, indicating that Ward J. Larson (Senior
Vice President, General Counsel and Secretary to the Board of the
Chicago Fed) would follow up with each director on his lobbying
activities (Pp. 318-319, Federal Reserve Bank of Chicago, Minutes
of the Board of Directors for 1975, as delivered to the House

Banking Committee):

"Mr. Mayo reported that a ‘Government in Sunshine’
bill has already passed the Senate, requiring all federal
agencies headed by a body of two or more members appointed
by the President to conduct business at meetings open to the
public. Even in those instances where a majority of the
members vote to close the meeting a verbatim transcript must
be made and retained for at least two years.

"While this bill does not appear to apply to the
individual reserve banks, it does apply to the Board of
Governors and possibly to the FOMC, (Federal Open Market
Committee) and this application concerns us directly as a
System.

"A similar bill, H. R. 11007, will be voted upon soon
by the Government Operations Committee of the House. We
would hope that the Federal Reserve System could be totally
excluded from the bill -- ox at least that it be exempt .

from the requirement that a verbati script be made of

all closed meetings.
——————

"Keeping a verbatim transcript would clearly inhibit
discussidnand_could cause members to speéak only for the
record. While such a transcript would be subject to court

_recorc.
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As you can see this legislation is
cularly sensitive with = cussions on
0li nk regulatory matters. ({(Emphasis addzd).

"Mr. Mayo then read a list of Committee members fron
this district. He asked each director to think about
possible contacts to explain Federal Reserve concern and
indicated that Mr. Larson would be in touch with each
director tomorrow as a follow-up."” (Emphasis acded).

The compelling evidence of extensive lobbying on the part

of the Fed raises very serious questions. Attempts by regulatory

agencies to orchestrate lobbying campaigns against bills affect-

ing their agencies are illegal when money appropriated by the

Congress is used. Section 1913 of Title 18 of the United States

Code provides as follows:

Digitized for FRASER

"No part of the money appropriated by any enactment o
Congress shall, in the absence of express authorization
by Congress, be used directly or indirectly to pay for any
personal service, advertisement, telegram, telephone, letter,
printed or written matter, or other device, intended or
designed to influence in any manner a Member of Congress, to
favor or oppose, by vote or otherwise, any legislation or
appropriation by Congress, whether before or after the
introduction of any bill or resolution proposing such legis-
lation or appropriation; but this shall not prevent officers
or agencies from communicating to Members of Congress on the
request of any Member ox to Congress, through the proper
official channels, requests for legislation or appropriations
which they deem necessary for the efficient conduct of tha
public business.

"Whoever, being an officer or employee of the United
States or of any department or agency thereof, violates or
attempts to violate this section, shall be fined not more
than $500 or imprisoned not more than one year, or both; and
after notice and hearing by the superior officer vested with
the power of removing him, shall be removed from office o-
employment."
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The Fed is technically exempt from this statute because its
funds are not appropriated by Congress. But the spirit which
prompted the ban on organizing lobbying by officials of other
agencies should certainly be observed in practice by the Federal
Reserve as well. The Federal Reserve, after all, is a regulatory
agency. It holds great power over financial institutions. It has
extensive regulatory powers over bank holding companies and member
banks. It approves or disapproves loans to banks from the discount
window., It approves the establishment of Edge Act corporations,
vhich are international banking and holding companies through which
the banks hold interest in over 2,000 foreign financial institutions.

Despite this, the prestigious Federal Reserve Boar
Washington puts its members on the rocad, visiting the Reserve Banks

to_encourage bankers and businessmen sitting on the Bank boards

to become involved in a massive lobbying campaign.
A .

I am distressed that Chairman Burns apparently believes that
it is "an entirely legitimate activity" for Federal Reserve Bank
directors to communicate with "bankers, journalists, and public

people"” about legislation which the Fed doesn't like. Bankers
—

are regulated by the Federa 7 y communication from the

Fed about legislative lobbying has implicit in it the sugges
—

tion that the regulators can give or withhold favors in return for
- -3

support. The following éoIloguy of January 21, 1975 is instructive.

(Hearings before the Subcommittee on Financial Institutions
Suprevision, Regulation and Insurance of the Committee on Banking,

Currency and ﬁousing, House of Representatives, Ninety-Fourth
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Congress, First and Second Sessions, P. 2006):

"CHAIRMAN REUSS.

DR. BURNS.

CHATRMAN REUSS.

DR. BURNS.
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Let me now get into the area of politics,
which you brought up several times this
morning in connection with the audit

bill for the Fed. On October 1, 1975,

the American Banker carried an interesting
story on your Reserve Bank chairman in
Richmond, Robert W. Lawson.

The headline was, 'Federal Reserve Board
Officjial Hails Bank Role in Killing GAO
Audit of the Fed.' And then it went on to
describe his speech to a bankers group, in
which he said:

'Banks played a key role in blocking a
Congressional audit of the Federal Resarve
Board. The bankers in our district and
elsewhere did a tremendous job in helping
to defeat the GAO bill. It shows what can
be done when the bankers of the country
get together.?

My question is: If you get the support of
the banks on an issue which is of great
concern to you, whether Congress has the
right to audit your books or not, are they
not likely to expect in return kind treat-
ment from you as a regulator? They would
not get it, of course, but are they not
likely to expect it?

As for Mr. Lawson's statement, let me
merely remind you that, as I indicated in
my testimony, we have in the System 269
directors, and neither I nor the Board
can be responsible for what individual
directors may or may not say.

Did not the Federal Reserve people, to vour
knowledge, communicate with the banks

about bank lebbying agains e_audit bill?

I pY¥ayed no part in this activity at ally
not because I would consider it wrong, bu:
bedause I did not have the time.




CHAIRMAN REUSS. My question was, With respect to people
at the Fed, was there not a little commuinica-
tion there?

DR. BURNS. Yes. That is to say, there was some
communication-between our various directors,
journalists; ness . o not

kn9w whgm they cgntacted.. @nd thatt‘;_
After all, do not Members of the Congiezi.
want to hear from their constituents?
Think what would happen if th® Federal Power Commission
enlisted the executives of the oil and gas companies it regulates
to lobby Congress on legislation of concern to the FPC. Congress
would be outraged. And it would be clearly illegal.
It is a fine line to draw between the intent of this section
of the criminal code which prohibits the use of appropriated funds
for lobbying, and the Fed's use of funds which would otherwise
be paid into the Federal Treasury. It is ail, in reality, the
taxpayers' money. In fact, in other instances the Fed itself has
argued that Federal Reserve System funds are in reality government
funds. The Office of Management and Budget recently issued
“Guidelines for Reducing Public Reporting to Federal Agencies®™ which
said, "Federal agencies are not to engage in any data collection
activities which are not financed wholly by Federal funds." 1In
a letter to Senator Lee Metcalf, chairman of the Governmental Affairs
Subcommittee on Reports, Accounting and Management, Dr. Burns
stated: "We believe that System funds may be viewed as 'federal
funds!, as distinguished from private fﬁnds, within the limited

context of the provision of the OMB guideline in question."
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In other words, when it suits its purpose, the Fed claims
that it is no different from other government agencies simply
because its funds are not appropriated.

Congress, therefore, should remcve this distinction between
the Fed and other agencies by applying to the Fed the same re-

strictions on lobbying that govern other agencies.

I. Lobbying Efforts in State Governments

Lobbying efforts by the Fed System are not confined to the
U. S. Congress. The Fed also organizes lobbying against bills it
opposes in state legislatures. The minutes of the Philadelphia
Fed for May 4 and May 18, 1972, describe a lobbying effort in
New Jersey which involved enlisting private commercial banks and
the New Jersey Bankers Association against a bill which might have
attracted independent banks away from the Fed (Pp. 57-58, Federal
Reserve Bank of Philadelphia Board minutes ~- 1972, 1974 and 1975,

as délivered to the House Banking Committee):

"President Eastburn said there was a Bill in the New
Jersey Assembly to permit nonmembers to keep up to 50
percent of their reserves in government securities. He
indicated that this Bank had been in touch with New Jersey
bankers, the New Jersey Bankers Association and key legisla-
tors to express the feeling that the Bill would be divisive,
jinequitable, and disruptive, and would have an adverse effect
on membership. He reported that the Bill had recently been
sent back to Committee. (name omitted) said he
would meet with the Governor to discuss the Bill.",
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And then two weeks later, the Philadelphia minutes contain

a follow-up report (ibid, P. 62):
" (name omitted) reported that the proposed

New Jersey- Legislation, which would permit banks to invest

part of their reserves, had been sent back to Committee.

He said he had talked with the Governor who will look into

the situation.”

The pattern of lobbying with the U. S. Congress against the
GAO audit bill and the Sunshine Act appears to be carried through
by the regional banks for state legislation. The Bank, as the
Philadelphia minutes show, mobilizes the state bankers association
and local bankers in its legislative campaigns.

The skimpiness of the minutes and the omission of the nane
of the contact to the governor compels the conclusion that this was
not a formal, above-board effort to state the Fed position through
proper official channels.

This secrecy, especially for an agency involved in bank
regulation, is not in keeping with the spirit of accountability
of government agencies. After all, the Fed has a half-Nelson on
the banks it regulates, and should not be in a position of intimidat-

ing them into supporting the Fed position on legislation.
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II. Federal Reserve Role in Encouraging Private Comnercial Bank
Loans to Real Estate Investment Trusts and Public Utilities

Whatever the propriety of the Federal Reserve attempting to
encourage commercial bank loans to particular recipients, if it does
so the Congress is certainly entitled to know about it.

During hearings of the Subcommittee on Domestic Monetary
Policy of the House Banking Committee on February 6, 1975, there wzs
an allegation by Andrew Brimmer, former Governor of the Federal
Reserve System, that the Fed was engaging in efforts to encouracs
loans to real estate investment trusts (REITs).

The following day we gquestioned Dr. Arthur Burns about thesz
allegations. He acknowledged that Fed officials had talked with
banks and real estate investment trusts "to find out what they coula
about the nature of the difficulty.” But he added that "The Board
did not involve itself in any thing that could remotely be describel
as credit allocation.”™ The matter was then pursued by Congresscan
Neal (Pp. 276-277, Hearings before the Subcommittee on Domestic
Monetary Policy of the Committee on Banking, Currency and Housing,
House of Representatives, February 4, 5, and 6, 1975):

"MR. NEAL. You are familiar with the testimony of Andrew

Brimmer?
DR. BURNS. Well, I am learning about it.

MR. NEAL. Let me just read you a couple of sentenes. (Of
Brimmer's testimony).

'As this committee knows, while the Federal Reserve Board
has been strongly opposed to any formal system of credit
allocation by commercial banks, the Board in fact has been
doing just that. Last year the Board, primarily through the
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Reserve Banks, took an explicit and active role in counseling
commercial bankg with respect to loans to real estate invest-—

ment trusts,

DR. BURNS.

MR. NEAL.

DR. BURNS.

and so on.'

That is a strange interpretation of what the
Federal Reserve did, and I am sorry to say that
it is inaccurate.

Well, I think the broader question is -- the
concept mentioned is that credit is in fact being
allocated, and it is either being allocated by
the Federal Reserve Board or by banks or it is
going to be allocated by the U. S. Congress, and
I think what we are trying to talk about is who
should allocate credit.

And unless you are saying that in fact credit is
not allocated, and only a free market determines
where credit goes. Is that what you are saying?

I am saying that the Federal Reserve System has
not played and should not play any role in the
direct allocation of credit. My positionis that
the Federal Reserve System should continue to
concern itself with the general condition of the
financial system. It should not seek to direct
credit into one channel or into another. This
has never been its responsibility, and in my
judgment it would be a mistake to assign that
responsibility to the Board."

It now appeéars from the minutes of several Federal Reserve

Banks that on the same day Chairman Burns appeared before our

Committee, and denied that the Federal Reserve System was encourag-

ing commercial banks to loan money to particular recipients, the

boards of directors of the San Francisco Federal Reserve Bank and

the New York Federal Reserve Bank were discussing actions they hag

taken to encourage loans to real estate investment trusts and public

utilities.
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FProm the San Francisco Federal Reserve Board, board of directors
meeting, February 6, 1975 (Pp. 226-227, Minutes of Directors'
Meetings, Federal Reserve .Bank of San Francisco, 1975, as deliver=d

to the House Banking Committee):

"It was noted that the next topic -- discussion of two
articles that appeared in the February 1, 1975 issue of
Forbes relating to the Federal Reserve and to the real estzte
investment trust industry —-- had been placed on the agenda at
the suggestion of Mr. Dahl. (The Forbes article charged that
extensive credit allocation efforts were being conducted by
the Federal Resexrve.) Mr. Balles (President of the Bank) then
summarized the low-key contacts that had been made at the re-
quest of the Board of Governors to a few of the larger banzs
in the Twelfth District last fall to encourage credit avail-
ability to real estate investment trusts and public utilitiss
within the limits of prudent credit judgment, and he noted
the propriety of the role of the Federal Reserve in the pro-
vision of liquidity to major segments of the economy. He kad
been unaware of the matter prior to reading the articles,

Mr. Dahl stated, which raised a question as to the scope of
communications to the directors concerning Federal Reserve
activities. Mr. Balles indicated that in conenction with
the subject activity, it has been decided that the System
approach would be handled on a low-profile, need-to-know
basis, in view of the sensitivity of the financial markets
at the time and the damaging effect thereon of rumors that
might arise relative to actions taken by the Federal Reserva.
During discussion of the allegations contained in the Forbes®
article, Chairman Wilson indicated that he shared Mr. Dahl's
viewpoint and President Balles stated that he would convey
the concern of the directors in this regard to the Board of
Governors." (Emphasis added).

From the New York Federal Reserve Bank board of directors

meeting, February 6, 1975 (P. 550, Minutes of Meetings of the

Board of Directors of the Federal Reserxrve Bank of New Yorxrk, 19753,

Pp. 513-752, as delivered to the House Banking Committee):
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"Mr. Debs (First Vice President )reported on a meseting
he attended at the offices of the Board of Governors on
February 4, 1975, to review the general situation in the
Real Estate Investment Trust industry with emphasis on the
role that the Federal Reserve Banks have played with resps
to facilitating communications between individual real est
investment trugts and individual banks that are members oZf
syndicates providing credit to such institutions. He saig@
that over the past several months, the officers of this Bank
had, from time to time, contacted one or more individual
commercial banks in an effort to open channels of communica-
tion between such banks in respect to the status of various
matters relating to credit arrangements for certain real es:zte
investment trusts. He reviewed the circumstances under which
such contacts were made, and he said that in all such cases
involving this Bank, the objective of such contacts was to
insure that adequate communication existed between the parties
concerned, recognizing that ultimate credit judgment with
respect to individual Trusts rested with the management of
the banks contacted. He commented on the current situation
in the Real Estate Investment trust industry, and he sumnar:
the views of the Board of Governors of the Federal Reserve
System in respect to this matter as expressed during a ne2
on February 4. A discussion followed." (Emphasis added).

Apparently, all the Reserve Barks were playing this game. ihy
was the Congress misled about the Fed's efforts at credit alloca-
tion?

Whatever one's view of the efforts by the central bank to
influence the placement of commercial loans to particular recipients,
certainly it is poor public policy for this practice to be conducted
as a private matter beteen the Fed and the banks over whicﬁ it has
control. If such activities are going on, and it is obvious thew
are, the Congress is entitled to know about it.

These are particularly relevant questions in view of the
massive built-in conflict of interest that exists at the regional
banks, where individuals with close ties to the banking industry

‘dominate the boards of directors.
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IV. Mr. Gilpatric and Franklin National Bank

Potential conflicts of interest are abundant in the boards
of directors of the Reserve Banks. Three of the directors by law
are bankers, and the other six often have close ties to financial
institutions. These potential conflicts of interest are apparently
not guarded against very carefully, as is brought out dramatically
by the following episode.

In 1974, the board of directors of the New York Reserve Bank
held lengthy, secret deliberations on how to handle the crisis
caused by the impending bankruptcy of the Franklin National Bank.

On October 7, 1974, the directors of the New York Fed were
discussing the Franklin case. The minutes show (P. 453, Minutes
of Meetings of the Board of Directors of the Federal Reserve Bank
of New York, 1974, Pp. 254-512, as delivered to the House Banking

Committee) :

"Mr. Debs (First Vice President) then reviewed and
commented on the overall plan whereby, in the event of such
insolvency, the Federal Deposit Insurance Corporation would
be appointed Receiver, and would accept bids from certain
banks for the assumption of certain liabilities and assets
of Franklin National Bank. He said that, as was reported to
the directors earlier, the Federal Deposit Insurance Corporation
plan also contemplated an agreement between this Bank and
the Federal Deposit Insurance Corporation whereby the Federal
Deposit Insurance Corporation would assume Franklin National
Bank's indebtedness to this Bank, and a substantial part of
Franklin's assets would remain with the Federal Deposit
Insurance Corporation, which would liquidate such assets and
use the proceeds of such liquidation to repay the assumed in-
debtedness to this Bank over a three-year period. In this
regard, he referred to and commented on the proposed "Agree-
ment of assumption of Indebtedness" (#10261) between this Bank
and the Federal Deposit Insurance Corporation.

.org/
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“"Mr. Debs then presented the officers’' recommendation
that they be authorized to enter into the proposed “Agree-
ment of Assumption of Indebtedness" ({#10261) between this Bank
and the Federal Deposit Insurance Corporation and he reguested
the directors' concurrence in the proposed draft letter to
the Comptroller (#10258).

*An extended discussion followed, during which the directors
expressed their concurrence in the text of the draft letter to
Mr. Smith (Comptroller of the Currency), it being understood
that such letter would be transmitted to Mr. Smith immediately
following the meeting.

"During the course of the discussion, Mr. Gilpatric
noted that the law firm of Cravath, Swaine and Moore, of which
he is a partner, is counsel to the Chemical Bank, one of the
prospective bidding banks under the ¥ederal Deposit Insurance
Corporation's plan described by Mr. Debs. Mr. Gilpatric said
that he personally had not participated in the rendering by
the firm of any legal services to Chemical Bank and that, after
condideration, he had concluded that under the circumstances
the relationship between the firm of Cravath, Swaine and
Moore and the Chemical Bank was not grounds whereby he should
disqualify himself from voting as a director of this Bank on
the matters before the directors today. The other directors
present said that they had also considered whether or not there
were any grounds on which they should disqualify themselves
from voting on these matters and they indicated that they were
satisfied that no such grounds existed. Whereupon, it was
duly and unanimously VOTED...."

The October 17, 1974 minutes (ibid, P 458) then report that

the Comptroller had declared Franklin National insolvent on

October 8, 1974 and that "such declaration was in part based on

this Bank's letter to the Comptroller® in which the directors of

the New York Fed had concurred.

Thus, Mr. Gilpartic voted on a resolution in which a client

of his law firm was an interested party., It is not reassuring

that Mr. Gilpatric and the board of directors, after reflecting

on his apparent conflict of interest as revealed in the minutes,

decided that there was not sufficient grounds for disqualification

from voting on the termination of the Franklin National Bank loan.
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Loans to Federal Reserve Employees at Below-Market Interes: Rzes

According to the mintues of the Federal Reserve Bank of Xew
York directors'’ meeting of July 17, 1975, page 646, and Decemter
18, 1975, page 740, and internal operating bulletin number 4 of
June 4, 1976, the New York Federal Reserve Bank has a fund for
making small loans to employees. For the period 1935-1975,
the employees at the New York Bank were charged a 3 percent intsrsst
rate, while ordinary citizens were paying perhaps 12 or even 13
percent for short-term loans. In 1975, with permission of the
Board of Governors, the interest rate on these loans was raised
to the discount rate, recently under 6 percent, which is below
the market rate of interest -- 12 to 18 percent -~ for personal
loans. Officers of the New York Bank served on the Committee
on Confidential YLoans to Employees, which is in charge of deciding
who gets the money. In Cleveland, in 1974, loans were made at
the prime rate (8 to 11 percent then), except for "tuition”
loans which were interest-free.

The Fed has never informed Congress of the funds at all. %hy
should the Banks be making low-interest loans to their employsss
out of funds that would otherwise be returned to the Treasury?
This is just one of the areas of the Fed's budget which calls Zoxr

formal Congressional oversight.
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VI. Largesse for Retiring Directors

The Board of Directors of the St. Louis Federal Reserve Bank
decided at their April 11, 1974 meeting to increase from $20
to $30 the amount to be spent for employee mementos as part
of the Bank's employee recognition and appreciation program. The
Christmas spirit took over, however, when the board of directors
considered retirement mementos for themselves. The directors,
who serve only three-year terms, voted on June 6, 1974, to raise
the limit on their own retirement mementos for themselves from
$350 to $600, "recognizing that inflation precludes any lesser
amount from being feasible™ (P. 111, Federal Reserve Bank of
St. Louis, Minutes as delivered to the House Banking Committee) -
an ironic bit of monetary escalation in an agency which bills it-
self as the nation's chief inflation-fighter.

No justification exists for Federal Reserve directors

to vote themselves any gifts at all out of the public's funds.
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II. Deletions and Failure to Provide Important Details in the
Directors' Minutes

Most of the minutes of the directors' meetings are little
more than an annotated agenda where important topics are merely
recorded as having been discussed.

Several examples illustrate the lack of details in the
minutes.

After a murder and three related shootings inside the
Richmond Federal Reserve Bank, there must have been guite a
discussion at the next board of directors' meeting. However,
the minutes of March 9, 1972 at Richmond report simply (P. 19,
Federal Reserve Bank of Richmond, Board of Directors, 1972, 1974,

and 1975 Minutes as delivered to the House Banking Committee.):

"Mr. Heflin reported on the incident last Tuesday,
when one of the Bank's guards shot and wounded four
other members of our Security force, one fatally.
He said that the other three had been released by
the hospital."”

After a visit by Governor Philip E. Coldwell to the Richmond
Board meeting on April 10, 1975, the minutes reveal only the

subjecls of his comments (ibid, P. 298.):

"After being introduced by Chairman Lawson, Governor
Coldwell commented on three matters of importance to

the Federal Reserve System: (1) response of the Federal
Reserve System to the Congressional Resolution on the
conduct of monetary policy, (2) supervision and regula-
tion of banks by the Federal Reserve System, and (3) the
Board of Governors' newly formed Membership Committee.

A brief discussion followed Governor Coldwell's remarks."
"The meeting recessed at 11:00 a.m. and reconvened

at 11:15 a.m."
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The "minutes” are hardly complete without a report of whzz

Governor Coldwell said about these subjects. This omission is

said at the Kansas City board of directors seven days later (2.253,
Federal Reserve Board of Kansas City, Minutes 1972, 1974, and 1373,
as delivered to the House Banking Committee.):

"Chairman Person presented Governor Coldwell, who

spoke on problems currently being faced by the Boar3d

of Governors and the Federal Reserve System.

The meeting, on proper motion, adjourned at 12 o'clocx

noon."”

Such deficient reports help to insure that no record o=
matters of substance will ever be available, and that members
of these boards will be insulated from public accountability.

In addition to the lack of detail in most of the minutes,
the copies of the minutes we received contained 90£ deletions.

The minutes look like a Swiss cheese, with deletions dotting ths
critical pages. It was as if the Committee had received the
nost-secret files of the CIA, rather than the records of a public
agency dealing with economic policy.

Fuller disclosure by the Fed should be required. This shoulgd
include a more detailed record of meetings; the budgets of ths
Federal Reserve Banks, including salaries of the employees an3i
gifts the directors give themselves; and such matters as completa
detail§ of contracts for remodeling and real estate purchasss.

There is no good reason, for instance. why only the Bank
presidents' salaries are made public and other salaries over

$20,000 are not. Chairman Burns said in a June 25, 1974, let:ezr
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to the late Chairman Wright Patman, that public knowledge of
these salaries would subject these employees to the possibility
of robbery and kidnapping. There is no reason to keep the
salaries of Federal Reserve employees and officers secret when
the salaries of all branches of the federal govexrnment are put
in the public record. If the Federal Reserve seeks to justify
the salaries it pays to its bank presidents, such as $95,000 to
the President of the New York Federal Reserve Bank, why must it
not also be called upon to justify the salaries paid to other

officers of the Bank?

kkkkkkhokk

The Federal Reserve System has engaged in activities well
beyond what is allowed any government agency, and which have been
kept secret from the Congress and the American public.

The revelations from even these censored minutes give clear
evidence of the need for a thorough look at the operations of
the Federal Reserve System, from the Board of Governors to the
boards of directoxs of the Reserve Banks.

The House Committee on Banking, Finance and Urban Affairs
will endeavor to obtain a full explanation of these activities

from Fed officials.
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HENRY 5. REUSS, WIS, CHAIRMAN
THOMAS L, ASHLEY, MO

MENRY B. GONZALYZ, TEX.

10SKPH G. MINISH, N.1. U.S. HOUSE OF REPRESENTATIVES

FAANK ANNUNZIO, i
JAMES M. MANLEY, N.Y.

FARREN L MITCHELL. MD, COMMITTEE ON BANKING, FINANCE AND URBAN AFFAIRS
WALTER €. FAUNTROY, D.C.

STEFKEN L. NEAL. N.C. NINETY-FIFTH CONGRESS

JERRY M. PATTERSOX, CALIF, -

JAMZIS I, BLANCHARD. MiCH. 2129 RaYBURN HOUSE OFFICE BUILDING

CARAOLL HUBBARD, JR., KY.

JOHN 1. LAFALCE, N.Y. WASHINGTON, D.C. 20515

GLACYS NOON SPELLMAN, MD.
LES AUCOIN, OREG.
PAVL E. TSONGAS, MASS,
BUTLER DERRICK. 8.Co May 19, 1977
MARK W. HANNAFORO, CALLF.

“ DAYID W. EVANS, IND,
CLIFFORD ALLIM, TENN.
NORMAN E, D AMOURS, N.H,

~ BTANLEY N. LUNDINE, M.Y,.

HERMAN BADIRLO, N.Y.
EDWARD W. PATTISON, N.Y.
JOHN J. CAVANAUGH, NEBR;
MARY RCSK GAKAR, OHIO
HM MATTOX, TRX.
BRUGE P VENTO, MINN.
ZOUG BARNARD, GA.
WES WATKINS, OMLA.

1 WILLIAM STANTON, GHIO
CARRY BuCw, MICH
CHALMINS B, WYLIE M0
SOMN B NOUSSELOT, EALIP.
STEWANT B MEKINNEY, CONN.
GESRSE PANSEN, FIAMD
HENAY X HYDE. RA-,
RICHARD KELLY, FLA.
CHARLES £, GRASSLEY, IGWA
MILLICENT FENWICK, N1,
JAMES AL S. LEAT, LOWA
RTWTON L STECAS, SR, MD,
THOMAS B EVANS, SR, DEL.

MEMORANDUM

TO: All Members, House Committee& on Banking, Finance
and Urban Affairs

FROM: Henry S. Reuss, Chairman

SUBJECT: Federal Reserve Directors' Minutes

On May 18, 1977, you received a copy of my May 17, 1977,
letter to Chairman Burns. I enclose here all the correspondence
pertaining to our negotiations for the receipt of the Federal

Reserve Directors' Minutes:

1. avgust 30, 1276, from Reuss to Burns
2. September 15, 1976, from Burns to Reuss
3. September 23, 1977, from Reuss to Burns
4, September 28, 1976, from Burns to Reuss
5. November 12, 1976, from Reuss to Burns
6. November 16, 1976, from Burns to Reuss
7. November 17, 1976, from Reuss to Burns
8. December 20, 1976, from Burns to Reuss
9. December 21, 1976, from Reuss to Burns
10. May 17, 1977, from Reuss. to Burns

11. May 19, 1977, from Burns to Reuss

12, May 19, 1977, from Reuss to Burns

As is evident, our oversight responsibility contained in
Rule X of the House Rules requires that we inform ourselves
about what the Federal Reserve Banks have been doing at their

official meetings.
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U.S. HOUSE OF REPRIESENTATIVES
COMIMTTEE ON BARKING, CURRENCY AND HOUSING

MNINETY-FOURTH CONGRESS

2129 RAYBUAN HOUSE OF #ICE BUILOING

WASHINGTON, D.C. 20513

August 30, 1976

HBonorable Arthur F. Burns
Chaimnan, Board of Governors
Federal Reserve System
Washington, D. C. 20551

Dear M¥r. Chaixrman:

ALBIRT W, 20MIRON, FAL
2 WHLIA s LTANION, OHID
CARAY FROwN MK,

AYCRANT B e iNnLY, CONN,
ITHN B COmaM, amiz)
CEORGE V. Mansta, 1DaAMO
RICHAAD T, 3ChnTC Fa.
WILUIS D. CRADISON, IR, OHIO
MENRY 1. RYOL, Wi

RICHARG KELLY, LA
CHARLES € GRASSLCY, 1OWA
MILLICENT £ENwICK, N3,

KON PAVL, VEX.-

21-e2a7

Thank you vexry much for your analysis of our recent
report on Federal Reserxve directors.

I mwust once again disagree with your contention that
the talents needed for these boards of directors can come only

from banking and big business:

I am convinced that there

are many able people in consumer organizations, labor groups,
small farming op=rations and small businpess enterprises who
could give competent leadership and certainly broader perspective

to the Federal Reserve System.

I cannot accept the idea that

there have been no women capable of meeting your criteria for
service on the boards of dircctors of these Federal Reserxrve

banks.

I know that you are a very capable,

imaginative,

and innovative Chairman of the Federal Reserve Board and 1 am
confident that on reflection you will see the value of including
a broad segment of the American public in the Federal Reserve
System and I trust and hope that you will use your good office
to start moving in this direction when the new directors are

Digitized for FRASER

selected this Fall.

http://fraser.stlouisfed.org/
Federal Reserve Bank of St. Louis



109

Honorable Arthur F. Burns Page Two August 30, 1976

In the conclvding paragraph of your letter, you imply
that whatever the make-up of the Federal Reserve Bank boards
of directors, it is the Board of Governors in Washington which
controls the entixe system. 1In light of the Federal Reserve hAct
and the various regulations promulgated by the Federal Reserve
Board through the years, this contention is indeed interesting.

X do think it is important that we pin down this
guestion and I would assume that many of the documents and
records in these Federal Reserve banks, particularly the minutes
of board meetings, would indicate the degree of influence and
power exercised by each bank's board of directors. Therefore,
I am taking this oppprtunity te ask that you assemble from
each of the 12 Federal Reserve banks the minutes of board
meetings for the past five years. Since these guestions are
under active consilration in the Congress, I hope that you will
do everything possible to speed the transmission of these
minutes to the Committee.

Sincerel&,

b SIT

Henry S. Reuss
Chairman

Digitized for FRASER
http://fraser.stlouisfed.org/ .
Federal Reserve Batk3t 8t fouls



110

o GH AR AN pJ:J:f«E BOARD OF GOVERNORS
L ETE >
L Tésd’r_‘ L RESERVE SYSTEM
WASHINGTON, D.C. 20551

SEP21 1975
September 15, 1976
BAEIHS, CERRERCDY & POUSHS (EABTTEE

The Honorable Henry S. Reuss

Chairman, "Committee on Banking,
Currency and Housing

House of Representatives

Washington, D.C. 21515

Dear Chairman Reuss:

I am responding to your August 30 letter in which you
requested minutes of Boards of Directors meetings at each Federal
Reserve Bank over the last five years.

Judging from your letter, you are still of the belief that
corporate and banking groups exercise more influence over monetary
policy than I know to be the case. However, the method that you
propose for seeking confirmation of your views--inspectién of the
minutes of Boards of Directors meetings--will not attain the objective.
that you seek.

Your objective and my objective are exactly the same, nawely,
to expand the representation on the Boards of Directors at Federal
Reserve Banks-and branches. Any debate over the degree of power
exercised by the existing Boards can only divert us from the main
issue. You believe representation should be broadened. I, too,
believe that representation should be broadened. You want broader
representation because of what you believe to be undue influence of
the Federal Reserve by corporate and banking interests. We want broader
representation because of misunderstandings that have arisen and because
we believe broader representation is a good thing in and of itself.
Jegislation passed by the House to increase the number of Class C
directors from three to six will provide an excellent opportunity to
do this. ’

Neither of us will reach our common goal, however, by
examining pages and pages of minutes of Boards of Directors meetings.

As I have mentioned to you on previous occasions, the only
real power that the Boards of Directors exercise in the field of
monetary policy is in the changes that they recommend in the discount
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The Honprable Henry S. Reuss

rate, a procedure that is spelled out in the Federal Reserve Act.

These recommendations and their fate are already a matter of public
record. Although the Board values the judgment expressed by directors
in their discount rate recommendations, the independent thinking
exercised by the Board of Governors is abundantly evident from the fact-
that recommendations for changes have frequently been turmed down.
These instances are spelled out in the annual reports of the Board of
Governors. During 1375, for example, while the Board approved &
recommended changes by Reserve Bank directors, we turned down their
requests on 22 occasions..

I hope that these comments will be helpful to you in keeping
the role of Federal Reserve Directors in perspective. In any event,
your and our objectives are the same--broader public representation on
these Boards, and we must not let debate cloud our thinking on this
issue.

With kind regards,
Sincerely yours,

’.
é wh; -‘27_:53-& i,

Axthur F, Burns
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THOMAT L ASHLEY, ONIO
WILLIs1" L. MCONHEAD, FA.
ROSLHT €. STEPRENS, IR, GA,
FERNAND J 5T GERMAIN, R.1
HERHY 1. GONZALEZ, TEX,
JOSERH G. MINISH. NS,

ERANK ANNUNTIO, I
THOMAS M, REES, CALIF,
JAMES M. HAMLEY, N,Y.
PARREN 3. MITCHELL, MO
WALTER E. FAUNTROY, D.C.
LINDY (MRS. HALE) BOGGS, LA.
STEPHEN L NEAL N.C.

JERRY M. FATTERSON, CALIF,
JAMES 5 BLANCHARD, MICH,
CARROLL HUBBARD, IR KY.

715, CHAIMAN
10 oL (=I5 0NN B) BULLIVAN. MO,
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U.S. HOUSE OF REPRESENTATIVES
COMMITTEE ON BANKING, CURRENCY AND HOUSING

NINETY.FOURTH CONGRESS

2125 RAYBURN HOUSE OFFICE BUILOING
WASHINGTON, D.C. 20515

ALOERT WL 30MNSON, PA.

I WILLIAM STANTOY, OMIO
CARRY PROWN. MmicH,
CHALMERS P, wYLIE, CH1D
JOMN M ROUSILLLS, CALIF,
STEWART B. MCw MNIY, CONN.
JOHN B. CONLAN, ARTZ.
CEOAGE V. HANSIN, 1IDAND
RICHARO T. 3CHUCZE, PA.

CHARLES £ GRASSLLY. IOWA
MILLICENT FENwICR, N,
RON PAUL, TEX. -

>0

JOMN J.LAFALCE, MY
GLADYS MOON SPELLMAN, MD.

September 23, 1976

LES AUCOIN, ORED.
PAUL L. TSONGAS, MASS.

BUTLER DERRICK, 8.C.
PHILIP 32, HAYES, IND.
MANK W. HANNAFORD, CALIF.

NORMAN I D'AMGURS, N
STANLEY N, LUNDINE, MY,
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Honorable Arthur F. Burns
Chairman

Board of Governors
Federal Reserve System
wWashington, -D.C. 20551

Dear Mr. Chairman:

On August 30 I reguested that you produce the minutes
of the meetings of the boards of directors of the twelve
Federal Reserve Banks for the past five years. I have not
received nts and your letter of September 15, which
e just received, indicates u_are resisting
my efforts to inspect the minutes.

As I have stated to you previously, these records are
important to the oversight and legislative responsibilities of
the Committee, and it is my intention to pursue every proper
d necessary means to obtain them.

Tsunderstanding, I request that
your office assemble the minutes of the board of directors of
the twelve Federal Reserve Banks for the past five years, and
deliver these documents to the Clerk of the Banking, Currency
and Housing Committee of the House of Representatives, Room 2128
Rayburn House Office Building, by 5 p.m. on October 15,

Sincerely,

) dLA&A7 jf r&LLLﬁv
Henry S. Reuss
Chairman
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CHAIRMAN OF THE BOARD OF GOVERNORS
FEDERAL RESERVE SYSTEM
WASHINGTON, D. C. 20551

September 28, 1976

The Honorable Henry S. Reuss

Chairman

Committee on Banking, Currency
and Housing ‘

House of Representatives

Washington, D.C. 20515

Dear Henry:

I want to acknowledge your letter of September 23, 1976
asking that the minutes of all meetings of the Boards of Directors
of the 12 Federal Reserve Banks throughout the last five years be
made avallable to your staff. I know you would want me to give
careful consideration to this request, and I intend to do s¢ since
there are many important questions to be weighed — among them the
role of Reserve Banks and thelr directorates, the confidentiality
of relatlionships with foreign and international bodies, and the
privacy of regulated institutions.

Nevertheless, I have asked the Board's staff and the
Reserve Banks to examine all aspects of the proposed release of
this material. The work will begin immediately. It may be that
after the staff review you and I should discuss appropriate ways
to achieve your objectives that are consistent with the Federal
Reserve System's regulatory and statutory responsibilities.

Unfortunately, I am leaving tomorrow for the Inter—
national Monetary Fund annual meeting In Manila. If you are
planning to attend we may have an opportunity to talk informally
during the trip, although I will not have the benefit of the
staff's research and my colleagues' views until I return just
after the middle of October. In view of my absence from the
country I cannot promise to meet your request by the fifteenth
of October, but I have done everything necessary to arrange a
resolution of the questions shortly thereaZter.

Sincerely yours,

A=,

Arthur F. Burns
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Honorable Arthur F. Burns
Chairman, Board of Governors
Federal Reserve System
Washington, D.C. 20551

Dear Mr. Chairman:

I wrote you last August requesting the minutes of board meetings
of the twelve Federal Reserve Banks and, as you know, we have not
received these documents. 1 am hopeful that our meeting this morning
will serve to clear any roadblocks to the production of the minutes.

As you indicated, there are areas of "sensitivity" in some of
the minutes of the various Federal Reserve Banks, including delicate
transactions with foreign central banks, personnel actions, the
disclosure of which would unnecessarily embarrass innocent people,
and matters affecting the physical security against burglary and
robbery of the Reserve Banks. :

In submitting these minutes to me, I am sure that you will
designate those areas which you feel are sensitive and the release
of which would serve no useful public purpose. T will review care-
fully and give utmost consideration to your suggestions for such
deletions. In the event that there are instances where I do not
agree with your request for deletions, I will discuss these areas
with you further prior to making any of the minutes generally avail-.
able.

Your suggestion that we 1ighten the workload of copying five years
of minutes is well taken. In keeping with your suggestion on this
point, I am willing to agree to reduce my immediate request to the
years 1972, 1974 and 1975. Any additional years which we may need
can be discussed with you later.
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Honorable Arthur F. Burns
Page 2
November 12, 1976

Since this request has been pending since August and since you
indicated in your letter of September 28 that your staff was making
arrangements for the production of the minutes, I trust that there
will be no inordinate delay in furnishing the minutes for these three

years,
Sincerely, . 2
Z N .

(.

Henry S. Reuss !
Chairman
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CHAIRMAN OF THE BOARD OF GOVERNORS
FEDERAL RESERVE SYSTEM
WASHINGTON,D.C. 20551

November 16, 1976

The Honorable Henry S. Reuss

Chairman

Committee on Banking, Currency and Housing
House of Representatives

Washington, D. C.

Dear Henry:

In accordance with our conversation last Friday, I
shall advise the Reserve Bank Boards to send you the minutes
of their meetings.

As you and I agreed at our meeting, the following

highly sensitive items will be omitted -~ those pertaining

to borrowing or prospective borrowing by individually-ramed
banks at the discount window, those pertaining to transactions
with foreign central banks, and those pertaining to real estate
plans or negotiations in process. Also, items pertaining to
individual personnel matters or to safety measures at the
banks will be put in a separate file, and you and I alone will
sit down and go over them.

FIT

Tely yours,

S

Arthur ¥. Burns

s, 70»/ press refaase %{2} oy Talf vey 1/47
A#Ml f %f"—‘f’dé ':JT A
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Honorable Arthur F. Burns
Chailrman
Board of Governors
Federal Reserve System
Washington, D.C. 20551
Dear Mr. Chairman:
Perhaps my letter to you dated November 12, 1976 was

received after you had dictated your letter of November

16, 1976. It is my understanding and intent, as indicated
(in the third paragraPh of my Novembexr 12 letter, to regeive
a

11 of the minutes of the 12 Federal Reserve district banks,
unexpurgated; and you will indicate in each and every
Iinstance, those items which you consider to be of a sensitive
nature. To repeat, X will review and give careful considera-
tion Eq your suggestions for deletions; and in_the event there
are instances where i do not agree with your request to delete,
I will discuss theSe matters with you prior to making any
of the,minutes generally available.

I appreciate your cooperation in this matter, arnd I am
pleased that you will expedite delivery of the minutes for
the 12 regional banks for 1972, 1974, and 1975.

Sincerely,

’ h)

Henry S. Reuss
Chairman

http://fraser.stlouisfed.org/
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CHAIRMAN OF THE BOARD OF GOVERNORS

FEDERAL RESERVE SYSTEM
WASHINGTON, D. C. 2055t

December 20, 1976

The. Honorable Henry S. Reuss

Chalrman

Committee on Banking, Currency
and Housing

House of Representatives

Washington, D. C. 20515

Dear Henry:

Pursuant to my understanding of our agreed position
derived from our meeting on November 12 and set forth in =y
letter to you of November 16, I requested the 12 Federal Reserve
Banks to prepare coples of the minutes of thelr Board of Directors'
meetings for the years that you selected. I must advise that in
requesting the Banks' preparation of the coples of minutes, which
are being transmitted herewlth, I have gone further towards neeting
your request than many members of the Federal Reserve System
thought proper.

Please note the following:

1. There have been deleted from the enclosed minutes
entries relating to borrowing or prospective bor-
rowing at the discount window by individually named
banks, transactions with forelgn central banks, and
real estate plans or negotiations in process. Por
reasons that you and I carefully reviewed, matters
such as these could damage financial institutions or
otherwlse cause injury to local Interests or to our
national Interest.

2. References to sensitive personnel matters -- in
most instances involving only removal of the narmes
or salaries —~ and references to highly confidential
matters relating to the security of the Reserve
Banks have also been deleted. However, these
deleted materials have been placed in respective
separate flles, so that you and I can sit down and
go over these materlals whenever you wish to do so;
these files are now in my office.
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The Honorable Henry S. Reuss

3. 1In addition, there has been removed and placed in a
separate file a group of minute entries which we have
not previously discussed and which do not fall precisely
within the categories of items that we agreed would be
deleted. However, I believe that such entries would
best be accorded treatment as- described in the preceding
paragraph. These entries, relatively few in total -
number, are In part judgmental expressions reflecting
adversely on the performance or abilities of parties
outside the Reserve Banks, disclosure of which could
cause irreparable professional damage or persomal in-—
Jjury. Other entries concern completed real estate
purchase information, disclosure of which could
Jeopardize the negotiating position of the Reserve
Banks in future real estate transactions.

4, In tramsmitting the minutes, I do so on the essential
assumption that they will be examined and treated by
you and your staff on a completely confidential basis.
They reflect, as would the minutes of any corporate
board meetings, the directors® bona fide efforts to
fulfill their fiduciary obligations through the candid
exchange of views and through review of significant
corporate issues. You can appreclate that the public
disclosure of such matters may offer the potential
for misunderstanding and conjecture, and could sig-—
nificantly compromise a given board's relations with
the Board of Govermors or its own officers and em-
ployees, as well as injure the Reserve Bank's rela-
tions with the financial institutions it regulates
and with sundry business and personal interests
within its district.

I most earnestly hope that you will accept my assurance
that L have done all that I properly could in present cilrcumstances.

With kind regards,
Sincerely yours,

%‘&J%J%

Arthur F. Burns

Enclosures
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JOMN B LATALLE Y-
GLADY S SOON SALLLMAN, MO

becember 21, 1976

BUTLER DIRAICK, 5.C-
PHRLP W, HAYES, INOy.

MARK Y. RANNAFORD, CALIF.
DAVIO W. EVANS, IND..
CLIFFIAD ALLEN, TENN
KORMAN Z. D'AMOUAS, NH.
STANLEY N, LUNDING, N.Y.

Honorable Arthur ¥.
Chairman

Board of Governors
Federal Reserve System
Washington, D.C. 20551

Burns

D2ar Arthur:

ank you for your letter of December 20 conveying to
cextain portions of the minutes of the 12 Federal
eserve Banks for the years 1972, 1974, and 1975.

er deleted, and referred
to in items 1 through 3, will be the subject of further
discussion.

As to item 4 of your letter of December 20, "In trans-—
mitting the minutes, T do so on the essential assumption
that they will be examined and treated by you and your
staff on a completely confidential basis.™, this cores as
news to _me. e have asked for the minutes of the Federal
Reserve Banks, you will recall, because of your assertion
that whatever the make-up of the Federal Reserve boards of
directors, it is the Board of Governors in Washington which
controls the entire system. The suggestion that you are
giving Gs this material

"...on a completely confidential

basis” is not contained in yo lette e terber 15,
1976, nox that of September 28, 1976, nor that of November 16

1976. Here, in short, is a fine "how de do", and we must

have a stimulating chat on the subject.

After my staff and I have analyzed the material
submitted to us, we will be in touch with you.

Best wishes to you, Helen and family for a fruitful
new yeaxr.

Sincerely,
lenry-s.:
Chairman

SNSS
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Honorable Arthur ¥. Burns
Chairman’

Poard of Governors
Federal Reserve System
Washington, D.C. 20551

Dzar Chairman Burns:

I have now completed a review of the voluminous minutes
£ the boards of directors of the regioral. Resarve Banl
ha y=sars 1972, 1374, and 1975, as supslied by you ca Dag—
i a1
whi

mﬂ'o

mhdr 20, 1976, pursuant to our exchange of correszend
cn began August 26, 1976.

The contents of these minutes raise serious public palicy
questions.

(1) They show, for instance, an extensiva pattarn of
lobbying on the part of the Fedaral Reserve Systemn agaiast
tvo bills, one which would have required a General Accouatipg
O£fice audit of the Federal Reserve, another tha "Govarnm=nig
in the Sunshine” Act. The kind of lobbying activitiss evi-
denced in the minutes would be a criminal violation conductad
by an agency which receives aporopriated funds. Tha fa that
the Fed'’s funds do not come via Congressional appro: r:.a ons
does not excuse the Fed from the spirit of ths Act v
governs other agencies. In reality, unused Federal
funds are returned to the Treasury; therefore, lobb:
activities which involve use of Federal Reserve funds a.\_e in
effect carried out at the taxpayers' expense. Apart
law, there is a serious question of propriety when tha
Pesexve enlists commercial bankers, over whoxm it has co
able regulatory power, to lobby against legislation the
does not like.
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(2) The minutes show that the Fed's lobbving activities
affected even a bill bzfore the MNew Jersey state legislatur

(3) It is also seen from the minutes that Coﬂgro"‘ wa2s
nisled by test:mony from the. Federal Resexve as o whaihar tha
Fed was encouraging banks to extend credit in 197¢ and 1375 to
real estate investment trusts and public-utilities.

(4} oOther questions raised by the minutes involve 2 possibla
conflict of interest on the part of a director of the MNew York
Federal Reserve Bank in connection with the failvre of ih= Fraaklin
National Bank; taxpayex subsidized loans by the Fedaral Reserva
Banks to their own employees; and generous rebtirement memsntos
the boards of directors voted for themsalves.

Even though the minutes are very sketchy and contain 902
deletions, the activities disclosed by them are caenly disturh-
ing. Therefore, X find it necessary that information disclosad
by these minutes be made public in pursuance of this Comzitteea's
legislative responsibility.

In reviewing the correspondence undex which these
were made available to the Committees, I note your assex T
youxr letter of December 20, 1976, that you are making tha ninures
available "on the essential assumption that they will bz treated
by you and your staff on a co*mletely confidential basis.”
Howevar, there had haen ro_hl'xg in the corraspondance
preceded delivery of these minutes to th> Committee i
such an assuption..

In my- letter to you of September 23, following earliex. corres-
pondence in August, -X noted that you were resisting eff
inspect the minutes, and asked that these records, “iopo:
the oversight and legislative re;po-xsﬂ:n lities of the
ba delivered to the Committee by 5:00 p.m. on October 15. Ve
later agreed to a review of the minutes for only thres szlected
years, 1972, 1974, and 1975. In our personal mseting on
November 12, 1976, we also reached agreement that certaian kxinds of

-information could be deleted. I summarized this agreemant in m

letter to you of the same day as follows: “As you indiczated,
there are areas of 'sensitivity' in some of the ninutes o
various Federal Resexve Banks including tramsactions
um1ec=~ssar11y embaxrrass innocent people, and matiers a
the security agalnst burglary and robbery of the Federal Resn*va
Banks. In submitting these minutes to me, I am suxe th2t you

will indicate those areas which you feel are sensitive and ths
release of which would serve no useful purpose. I will review cave—
fully and give utmost consideration to your suggestions for such
deletions.”

http://fraser.stlouisfed.org/
Federal Reserve Bank of St. Louis



Digitized for FRASER

discuss these areas with you further prior to maXki:
minutes. generally available.”

There.was no agreement to keep the information in the mimtes
confidential, and. X plan to make the information public. If you
wish to cone before the Committee within the next week and explain
why the material in the minutes xelating to these questionable
activities should not be made- public, X would be happy to call a
Committee meeting, preferably in public, but in secret if you
prefex.

In addition, X believe the matters referred to above require
2dditional inquiry by the Congress. Fox_ that purpose, pléase susalyr
the Cormittee promptly the material which has been delsted from -
the minutes, except that pertaining strictly to safety measures,
private personnel matters excluding salaries, coniidential trans—
actions with foreign cenktral banks, or bank borrowing =% the dis~
count window in casesS where disclosure would jeopaxrd@ize the
position of the bank. In addition, please send to the Commihies
copies of the minutes of the directors® meetings for all twalve
Regional Banks fox the years 1971, 1973, and 1976, as well as
rinates of the Boaxd of Governors' meetings for 1971 torough 1975.

Singerely,

http://fraser.stlouisfed.org/
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CHAIRMAN OF THE BOARD OF GOVERNORS
FEDERAL RESERVE SYSTEM
WASHINGTON, D. C. 2055t

May 19, 1977

The Honorable Henry S, Reuss

Chairman

Committee on Banking, Finance
and Urban Affairs

House of Representatives

Washington, D.C. 20515

Dear Mr. Chairman:

I am deeply concerned about the statement in your letter
of May 17, 1977, that you plan to make public the copies of the
minutes of the 12 Federal Reserve Banks that I transmitted to the
House Committee on Banking, Finance and Urban Affairs on December 20,
1976, My transmittal letter made quite clear that the Board was
furnishing this matexial on the assumption that it would be treated
on a completely confidential basis. Whether or not you believe that
assumption to be justified, it was a critically important element
of our consent to provide access to these documents. Your letter
of December 21 suggested that we have a "stimulating chat'" on that
subject, but you neither rejected our assumption nor refused to
accept the documents on the basis on which they were tendered.

The minutes that we transmitted were, of course, furnished
to the Committee, as you requested, I expect therefore that any
final decision with respect to public release of these documeants
will be made by the Committee on Banking, Finance and Urban Affairs.
In reaching such a decision, I am confident that the Committee will
weigh carefully the long-range effects of its action. As I pointed
out in my letter to you of December 20, public disclosure of these
matters could significantly compromise relationships between the
Board of Governors and the Reserve Banks as well as relations
between the Reserve Banks and .the institutions they regulate.

Finally, I must express my profound disappointment that
you have seen fit to issue a press release that unfairly casts doubt

upon the integrity of the Federal Reserve System., The charges of
impropriety you have made are without substance.

With warm regards,

Sincerely yours,

Z\%)ﬁ%

Arthur F, Burns
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May 19, 1977

Honorable Arthur F. Burns

Chairman

Board of Governors
Federal Reserve System

Washington,D. C.

bPear Pr. Burns:

20551

Thank you for your letter-of May 19, 1977.

2. WILLIAM STANTIN, OMio
GARAY BAGWN, MiTH,

KINRY J 1Yo, 1L
PiCMAND Ky LA
CHARLES £ GRASSLEY. 1

a
3
>

NTATONL STEZRS,
THOMAS & EVANS,
ERUCE F. CAPUTD,
HARDLD . MOLLEN®IZK, NJ.

Dy

As my letter to you of December 21, 1976 makes clear, the
minutes of ‘the board of directors meetings vere never acczpted
on the basis that they would be kept confidential.
mitted to me, the minutes already contained 904 deletions of
material considered "sensitive."”

As trans-~

Therefore, I intend to proceed as indicated in my letter to

you of May 17, 1977.

You are again invited, as stated in the

May 17 letter, to come before the Committee if you wish and ex-~
plain why you believe the material (not including material set
forth in items 1, 2, and 3 of your December 20, 1976 letter to

me) should not be made public.

If you desire such an opportunity,

we will be happy to have you before us in Room 2128 Rayburn House

Office Building at 9:00 a.m. on Tuesday, May 24,

1977.

Because

of our Committee's rule requiring timely notice, I would appreciats
being advised by the close of business Friday of your wishes so
that we may meet the requirements of our rule.
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e O

Henry S.' Reuss
Chairman
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FEDERAL RESERVE DIRECTORS: A STUDY OF
CORPORATE AND BANKING INFLUENCE
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FOREWORD

Avugust 6, 1976.

I transmit herewith a staff study of the corporate, banking and trade as-
sociation relationships of the directors of the 12 Federal Reserve Banks.

This Committee has observed for many years the influence of private
isnberest,s over the essentially public responsibilities of the Federal Reserve

ystem.

As the study makes clear, it is difficult to imagine a more narrowly-based
board of directors for a public agency than has been gathered together for the
twelve banks of the Federal Reserve System.

Only two segments of American society— banking and big business—have
any substantial representation on the boards, and often even these become
merged through interlocking directorates.

The lack of diversity on the boards raises serious questions about the
quality of economic intelligence and opinion which the district banks pre-
sumably feed into the Federal Reserve System and its monetary policy ma-
chinery. And the heavy links to the banking community raise doubts about the
ability of the district boards to view bank and bank holding company regulatory
issues with objectivity.

The Commission on Money and Credit raised some significant questions
on these points in its 1961 report:

The agency-clientele relationship, between a Government agency and the business
concerns it both serves and regulates, is almost always, almost inevitably, close; and the more
so after it has matured for decades. There are public advantages in this: regulation can be
knowledgeable, its inconveniences can be minimized, perscnal working relaticnships can be
easy. But the hazards of too close a relationship are also well known; conflicts of interest
tempt individuals on either side of the public-private line to consult private advantage too
far; organized interests among the regulated may first infiltrate and then paralyze their public
regulators; even legitimate transactions and contacts risk misconstruction; parties on both
gides come 1o take 100 parochial a view of the national interest. (Pp. 91-92, emphasis added.)

The potential for conflict of interest has markedly increased since 1961,
with the delegation of additional authority to the district Reserve Banks. The
1970 amendments to the Bank Holding Company Act, the Consumer Credit
Protection Act, the Equal Credit Opportunity Act and similar consumer
statutes, have given important new duties to the Federal Reserve System—
responsibilities which serve to highlight the shortcomings of the make-up of the
bank boards.

Despite these broadening roles, consumer and labor organizations have no
apparent representation anywhere in the system. In fact, many directors of the

ederal Reserve district banks are members of the United States Chamber of
Commerce, the National Association of Manufacturers, and local “employers
associations”—groups with long histories of opposition to organized labor.
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Small farmers are absent. Small business is barely visible. No women appear on
the district boards and only six among the branches. Systemwide—including
district and branch boards—only thirteen members from minority groups
appear.

PP The study raises a substantial question about the Federal Reserve’s oft-
repeated claim of “independence”. One might ask, independent from what?
Surely not banking or big business, if we are to judge from the massive inter-
locks revealed by this analysis of the district boards.

The big business and banking dominance of the Federal Reserve System
cited in this report can be traced, in part, to the original Federal Reserve
Act, which gave member commercial banks the right to select two-thirds of
the directors of each district bank. But the Board of Governors in Washington
must share the responsibility for this imbalance. They appoint the so-called
“public” members of the boards of each district bank, appointments which
have largely reflected the same narrow interests of the bank-elected members.

The parochial nature of the boards affects the public interest across a wide
area, ranging from monetary policy to bank regulation. These are the directors,
for example, who initially select the presidents of the 12 district banks—
officials who serve on the Federal Open Market Committee, determining the
nation’s money supply and the level of economic activity. The selection of
these public officials, with such broad and essential policymaking powers,
should not be in the hands of boards of directors selected and dominated by
private banking and corporate interests.

The nation would be better served by making the Federal Reserve System
truly independent of big business and banking, freed of its built-in conflicts
of interest, and more open in its activities. For example:

* Voting membership on the Federal Open Market Committee should be
restricted to officers appointed by the President of the United States.

® The three Class A directors, who by law must be bankers, should be
grohibited from participating in decisions bearing directly or indirectly on

ank or bank holding company regulatory matters.

¢ The bustness/agriculture representation on the board, which the Federal
Reserve Act assigns to the three Class B directors of each bank, should be
broadened to include more small businessmen and family farmers, minority
businesses, cooperative enterprises, and community development entities.

¢ As this Committee proposed in the Federal Reserve Reform Act, which
passed the House in May, 1976, the ‘“public’’ category (Class C) should be
expanded from three to six members and women, minorities, agriculture,
conservation, labor, education and consumers should be given specific con-
sideration thus preventing the present over-emphasis on representation by big
business and banking.

e The process for nomination and election of the board members should
be reformed to lessen domination by trade associations and other narrowly-
based groups. Consideration should be given to limiting the role of the com-
mercial banks to the nomination and election of Class A directors, with all
other board members selected by the Presidentially-appointed Board of
Governors.

* More information should be made available to the Congress and the
public about the day-to-day activities and decision-making of the district
banks, including the economic intelligence input to the Board of Governors
and the Federal Open Market Committee.
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Until we have basic reforms, the Federal Reserve System will be handi-
capped in carrying out its public responsibilities as an economic stabilization
and bank regulatory agency. The System’s mandate is too essential to the
nation’s welfare to leave so much of the machinery under the control of narrow
Is)rivate interests. Concentration of economic and financial power in the United

tates has gone too far. We should celebrate our Bicentennial by reversing the
trend away from Thomas Jefferson.

)Mg.ﬂ'—%

Henry S. Reuss, Chairman,
Banking, Currency and Housing Committee
of the U.S. House of Representatives.
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PUBLIC ACCESS TO RECORDS OF FEDERAL OPEN MARKET COMMITTEE DELIBERATIONS:
EVOLUTION OF POLICIES PRECEDING THE DECISION TO
TERMINATE MAINTENANCE OF DETAILED RECORDS

Introduction

The principal means by which the Federal Reserve System conducts
monetary policy is through its purchases and sales of open market securi-
ties. The Federal Open Market Committee (FOMC) is the organizational
body within the Federal Reserve System having responsibilities for formu-
lating policies and issuing directives on open market transactions. In
large measure, therefore, information about the activities of the FOMC
is critical for describing and analyzing monetary policy and the manner
in which policy is formulated.

This paper traces historical developments relating to FOMC policies
regarding public access to minutes of its proceedings. Such public dis-
closures has always been at the discretion of the FOMC which has had a
range of options available to it. Specifically, the elements which com-
prise FOMC disclosure practices through release of its minutes are the
nature of minutes maintained, their availability to the public and, if
they are made available, the timing of their release.

Detailed minutes or memoranda of discussion had been prepared in

conjunction with each FOMC meeting from 1936 through March 1976. Most of

Digitized for FRASER
http://fraser.stlouisfed.org/
Federal Reserve Bank of St. Louis



134

these records were released in 1965 when a newly adopted FOMC policy pro-
vided for the release of minutes for meetings held through 1960 and for
the release of minutes for subsequent meetings with a five-year lag after
the calendar year in which minutes were taken. The first section of this
paper outlines the informational role of publicly accessible FOMC minutes.
The remaining sections report developments regarding disclosure of FOMC
deliberations which preceded the decision in May 1976 to discontinue tak-

ing detailed FOMC minutes.

Informational role of FOMC minutes.

Some perspective on the informational role of the public release
of FOMC minutes is gained by comparative references to reports on its
meetings which the FOMC makes publicly available in compliance with pro-
visions of the Federal Reserve Act and by reference to FOMC practices
relating to such reports. Section 10 of the Federal Reserve Act requires
the Board of Governors of the Federal Reserve System to submit an annual
report to Congress containing a complete record of actions taken relating
to open market operations, the voting records on open market policies
and the reasons underlying each action. These public records on open

market meetings are commonly referred to as "records of policy actioms".
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Beginning with the record of policy actions for the meeting of May 18,
1976, the FOMC indicated that "the policy records would be expanded to
include more information concerning members' views on longer-run and cur-
rent policy."l/ In their expanded form, these reports differ from FOMC
minutes in terms of the completeness of information conveyed. The records
of policy actions, as currently prepared, present general summaries of
discussions whereas the more detailed minutes have reported the views of
individual discussants and also the idéntity of these discussants.

FOMC practices regarding the timing of public release of documents
is the basis for another distinguishing characteristic of its minutes as
an information source. Since 1967, the FOMC has issued records of policy
actions more promptly than required by law. Under current practice, they
are released about thirty days after each meeting and are published in
the Federal Reserve Bulletin. FOMC minutes were not released to the pub-
lic until 1965 at which time all minutes through 1960 were made available
and a policy was instituted for the release of subsequent minutes with
a five-year lag. The last minutes which the FOMC recorded, those taken
for the meeting of March 1976, are scheduled to be released in January
1982. After that date, no additional minutes will be available for re-

lease unless the maintenance of detailed minutes is resumed.

1/ Record of Policy Actions of the Federal Open Market Committee: meet-—
ing held on May 18, 1976. Federal Reserve Bulletin, July 1976: 590-
591,
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I. Initial disclosure policies.

Formal procedures for directing open market operations were first
adopted in 1922, through actions taken within the Federal Reserve System
itself, with the creation of the Committee of Governors on Centralized
Execution of Purchases and Sales of Government Securities. The name of
this policy-making body and its membership composition changed several
times before statutory provisions for an open market committee were intro-
duced with the passage of the Banking Act of 1935. The various open mar-
ket committees which preceded the FOMC maintained abbreviated minutes
which were available for internal use only. Beginning with its first
meeting on March 18, 1936, the FOMC maintained detailed, but not verbatim,
records of its deliberations which, for a number of years, were consid-
ered confidential documents.

The initial policies of the FOMC regarding detailed records of
its proceedings were established at early meetings of this group and
remained essentially unchanged for about thirty years. The Banking Act
of 1935, which established the FOMC with its current membership arrange-
ment, influenced directly and indirectly the maintenance and disclosure
of information on FOMC deliberations and policy actions. The Act stipu-
lated the following requirements for maintaining records and filing re-

ports to Congress:
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e

The Board of Governors of the Federal Reserve System shall
keep a complete record of the action taken by the Board and
by the Federal Open Market Committee upon all questions of
policy relating to open-market operations and shall record
therein the votes taken in connection with the determination
of open-market policies and the reasons underlying the action
of the Board and the Committee in each instance. The Board
...shall include in its annual report to the Congress...a
copy of the records required to be kept under the provisions
of this paragraph. 1/

At its first meeting, in 1936, the FOMC adopted by-laws containing a pro-
vision which specified the nature of information to be recorded in the
minutes of its meetings:

It shall be [the secretary's] duty to keep minutes of all

meetings of the Committee and a complete record of the ac-

tion taken by the Committee upon all questions of policy

relating to open-market operations and [he] shall record

the votes taken in connection with the determination of

open-market policies and the underlying reasons assigned

therefore. 2/
This provision incorporated language which appeared in the reporting re-
quirements section of the Banking Act of 1935 and contributed to the main-
tenance of more detailed minutes than had been recorded for previous open

"under-

market committees, particularly with respect to elaborations on
lying reasons" for policy actions taken. Another by-law provision on
disclosure of information limited the public release of information be~

yond what was required by the Banking Act of 1935:

1/ 12 U.S.C. 247a

2/ Minutes of the Federal Open Market Committee: meeting of March 18,
1936. [Washington, U.S. Board of Governors of the Federal Reserve
System] p. 4.
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The proceedings, deliberations, discussions and actions of
the Committee, except as required by law and except as
authorized by the Committee, shall be strictly confidential,
and no information shall be released except as authorized by
the Committee and in the annual report required to be made
to Congress by section 10 of the Federal Reserve Act as
amended. Except as herein provided, no reports on the meet-
ings of the Committee shall be made to any person or persons
whatsoever. 1/

V. FOMC concerns about records of deliberations under initial disclo-
sure policies, 1936-1960.

Following the adoption of its original by-laws, the FOMC gave ex-
plicit attention to policies relating to its minutes on only a few occasions
before 1961. In 1937, the FOMC considered the degree to which details
were to be recorded in minutes. This action was taken in response to
the following suggestion which was advanced at the FOMC meeting of May 4,
1937:

...that whenever an agreement is reached or a position taken

by the Committee the agreement or action be expressed as a

formal motion or resolution and voted upon, so that it may

be so recorded in the minutes, and that individual statements

of opinion or position be omitted from the record, unless

the person making the statements requests that it be incorp-

orated in the minutes in which case the authorship should
be shown. 2/

1/ 1Ibid., p. 3. The last sentence of this provision was later stricken,

T it being considered "somewhat redundant" and "unnecessarily restric-
tive." The elimination was not viewed as removing '"the confidential
nature of the matters considered and acted on by the Committee."
Minutes of the FOMC. September 9, 1938, p. 5.

2/ Minutes of the FOMC. May 4, 1937, pp. 1-2.
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A special committee within the FOMC was appointed during this meeting to
consider the following alternatives for recording minutes:

(1) whether the present form of minutes should be con-

tinued, (2) whether the changes referred to above should

be made in the present form, (3) whether the minutes

should be prepared in a brief form which would state

only the actions taken with the votes thereon followed

by the reasons and any explanatory discussion that might

be necessary, and (4) whether a full stenographic report

should be made of the Committee's proceedings. 1/
The third option, calling for the recording of the least amount of infor-
mation, was consistent with statutory requirements for recording and ul-
timately releasing information about FOMC proceedings. At the meeting of
June 9, 1937, the special committee recommended a continuation of exist-
ing practices for recording minutes. No further action was taken. In
the absence of any evidence that members of the FOMC were concerned about
ultimate public release of the minutes, it would appear that the decision
to maintain detailed records of its proceedings was based on judgments
concerning the value of such documents for uses within the Federal Re-
serve System.

On several occasions the FOMC addressed questions about which Federal

Reserve System personnel should be granted access to its minutes. Arrange-

ments agreed upon for automatic access or for access on a need-to-know

1/ Ibid.
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basis resulted in selective dissemination of the minutes within the Federal
Reserve System.l/ Reports on FOMC discussions about internal access to
minutes reveal several points of information regarding the minutes. The
minutes were considered important as internal briefing documents for those
with on-going responsibilities in the area of open market policy and for
those who, upon being charged with such responsibilities, needed background
on developments which had preceded their appointments. The function of
the minutes as internal briefing documents was most clearly demonstrated
in the meeting of March 6, 1939 which went into recess with the under-
standing that newly-appointed members of the FOMC "would read the minutes
[of specified meetings] during the evening and that the Committee would
reconvene tomorrow morning for further consideration of the open market
policy to be adopted by the Committee."z/

It appears also that the minutes were subject to review by partici-
pants at the meetings before they were made available to others within
the Federal Reserve System. On March 20, 1939, a motion approved by the

FOMC concerning intermal access to the minutes included "the understanding

that the minutes would first be sent to the regular members of the Federal

1/ Minutes of the FOMC. March 6, 1939, p. 8; March 20, 1939, pp
and March 2, 1955, pp. 37-39.

2/ Minutes of the FOMC. March 6, 1939, pp. 8-9
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Open Market Committee for review before being sent to [Federal Reserve
Bank presidents not currently serving on the FOMC]."l/

In 1951, an incident arose which served as the basis for confirmation
by the FOMC of its concern about the confidentiality of its deliberations.
On February 7, 1951, the Wall Street Journal published an article contain-
ing references to a discussion held at the FOMC meeting held the previous
day.z/ FOMC reaction was in the form of an adopted motion that informa-
tion leaks by a member would be sufficient cause for removal of the member

3/
from the FOMC.

Reaching the decision to release the minutes, 1961-1964.

During a three-year period from June 1961 through May 1964, the FOMC
engaged in intermittent discussions about instituting procedures for pub-
lishing its minutes. In May 1964, the FOMC adopted a proposal for the
public release of minutes for all meetings held prior to 1961 and for the

release of minutes for subsequent meetings with a five-year lag.

1/ Minutes of the FOMC. March 20, 1939, p. 2.

g/ FRB members, bank presidents discuss interest rate feud. Wall Street
Journal, February 7, 1951: 2.

3/ Minutes of the FOMC. February 6-8, 1951, pp. 31-33.

Digitized for FRASER
http://fraser.stlouisfed.org/

Federal Reserve Bank of S8 - 77 - ¢



142

The chronology of events surrounding FOMC discussions about pub-
lication of its minutes suggest that two external developments were in~
fluential in bringing this matter to the FOMC's attention and sustaining
its interest in it. These were a series of congressional requests for FOMC
minutes and the publication of a scholarly treatise on U.S. monetary his-
tory which was critical of Federal Reserve System monetary policy.

At hearings before the Joint Economic Committee in June 1961, Rep-
resentative Wright Patman, Chairman of the committee, requested a copy
of the FOMC minutes for 1960 from William McChesney Martin, Chairman of the
Board of Governors of the Federal Reserve System.l/ These minutes were
sent as requested following discussions at a series of FOMC meetings in
June and July of that year.z/ During these discussions, Chairman Martin
raised the idea of regularly publishing FOMC minutes in conjunction with

3/
the release of the annual report of the Board of Governors. At the

1/ U.S. Congress. Joint Economic Committee. Review of Annual Report

T  of the Federal Reserve System for the Year 1960. Hearings 87th Con-
gress, lst session. June 1-2, 1961. Washington, U.S. Govt. Print.
off., 1961. pp. 106-109.

2/ The 1960 minutes were sent to the Joint Economic Committee "on the

T understanding that they will be treated as confidential." The ration-
ale for requesting confidentiality was set forth in a transmittal letter
which appears in the Minutes for the meeting of July 11, 1961 on pages
68-71.

3/ Minutes of the FOMC. June 6, 1961, p. 39
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conclusion of more extensive deliberations over the publication issue dur-
ing the FOMC meeting of April 1962, the matter was tabled with the under-
standing that all members would continue to study ways to present '"to the
public the nature of the Federal Reserve System and the way this group op-
erated."l/ Discussions about publication were revived briefly in August and
September 1962 when the FOMC received and reviewed galley proofs of a pro-
posed Joint Economic Committee publication based on the FOMC minutes for
1960 which had been made available to Representative Patman.z/

The next round of discussions took place over a year later, at the
close of 1963, and included consideration of provid§7g assistance in the

writing of a history of the Federal Reserve System.  Immediately pre-

ceding these discussions, in November 1963, a major study of U.S. monetary

1/ Minutes of the FOMC. April 17, 1962, p. 98.

2/ Minutes of the FOMC. August 21, 1962, pp. 46-51; and September 11
1962, pp. 62-73.

3/ Minutes of the FOMC. December 3, 1963, pp. 54-76.
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history was published. This study, by Milton Friedman and Anna Schwartz,
1/
contained sharp criticism of Federal Reserve System monetary policy.

In January 1964, the FOMC received another request for its minutes

from Representative Patman in his capacity as Chairman of the Subcommittee
2/
on Domestic Finance of the House Committee on Banking and Currency.

This request was discussed at each meeting of the FOMC through April 1964
at which time the request was denied. The letter from the FOMC conveying
this message to the Congressman included the following indication that
publication of historical minutes was imminent:

To provide a broad historical perspective, the Federal Open
Market Committee and the Board of Governors have instructed
their staffs to explore means for making their records relat-
ing to monetary policy decisions through the year 1960 avail-
able for the use of scholars and other interested persons. It
is expected that procedures for accomplishing this end will

be decided upon shortly. 3/

1/ Friedman, Milton., and Anna Schwartz. A monetary history of the United
~  states, 1867-1960. Princeton, N.J., Princeton University Press, 1963.
860 p. The Federal Reserve System gained first hand information about
the nature of the Friedman and Schwartz book in 1962 when the authors
sent an early draft of their manuscript to Chairman Martin with a re-
quest for assistance in detecting errors of fact or interpretation.
The only communication the authors received from the Federal Reserve
was an acknowledgement of receipt of the manuscript. Letter from Milton
Friedman, Professor of Economics, University of Chicago to the Honorable
Stephen L. Neal, Chairman, Subcommittee on Domestic Monetary Policy,
Committee on Banking, Currency and Housing, October 2, 1976.

2/ U.S. Congress House. Committee on Banking and Currency. Subcommittee

T on Domestic Finance. The Federal Reserve System after Fifty Years.
Hearings. 88th Congress, 2d session. Volume 1. Washington, U.S. Govt.
Print. Off., 1964. pp. 54-59.

3/ Minutes of the FOMC. April 14, 1964, p. 68
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Procedures for public release of FOMC minutes were adopted without dis-
cussion at the FOMC meeting of May 5, 1964 by unanimous vote.l/

In the FOMC deliberations which preceded the decision to publish,
a variety of opinions were voiced. It appears that Chairman Martin was
a principal proponent of publication throughout these deliberations. His
interest in public disclosure was reflected in his view that the broad
problem "involved clearly the matter of the Committee's responsibility
in the public interest and the best way to discharge that responsibil-
ity."z/ He also cited the absence of an objective body of literature in
the public domain on the operations of the Federal Reserve System and
misunderstandings of the public about the manner in which policy decisions
were reached.

In general, members of the FOMC endorsed Chairman Martin's view
that increased public disclosure was desirable. Assistance in securing
an objective history of the Federal Reserve System and publication of

quarterly reviews of open market policies were suggested as alternatives

to or supplements to publication of the minutes. A full range of views

1/ Minutes of the FOMC. May 5, 1964, pp. 56-57.
2/ Minutes of the FOMC, June 20, 1961, p. 39.

2/ Minutes of the FOMC. April 17, 1962, p. 96; September 11, 1962, p.
and December 3, 1963, pp. 54-55.
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expressed on this issue is presented in the excerpts from minutes of tw
FOMC meetings which appear in the appendix to this paper.

Several concerns addressed at FOMC meetings by both critics and
supporters of publication were reflected in disclosure policies ultimately
adopted by the FOMC., A major concern among members of the FOMC was the
timing of release and the perceived impact that such timing would have
on freedom of expression during meetings. A summary of Governor George
Mitchell's views illustrates this concern:

The kind of record that would grow out of minutes where

there was a knowledge that they would be made public

after a lag might well look shallow at a later period.

This certainly would be the case if publication was to

be with a very short lag such as one year, and less so

as the lag became longer. 1/

Another concern was the treatment to be given to sensitive discussions
2/

about foreign exchange operations.  Expressed interest in these matters

helps to explain the nature of the final arrangements for release of the

1/ Minutes of the FOMC. April 17, 1962, p. 94.

2/ Minutes of the FOMC April 17, 1962, pp. 87, 90 and 92. This topic

T  was discussed by the FOMC on another occasion in connection with ques-
tions regarding the degree of detail to be recorded and the internal
distribution of preliminary drafts of minutes for meetings in which
foreign exchange operations were discussed. Minutes of the FOMC.
March 27, 1962, pp. 54-55. In its request for FOMC minutes in 1964,
the House Subcommittee on Domestic Finance also acknowledged the sensi-
tivity of discussions relating to foreign exchange operations. The
Federal Reserve System after Fifty Years, pp. 57-58.
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minutes which provided for a five-year lag and exclusion of portions of
the minutes, principally relating to foreign exchange operations, judged

to be sensitive.

Summary

Beyond certain basic reporting requirements stipulated in the Federal
Reserve Act, as amended in 1935, the FOMC exercises its own discretion
with respect to the nature of information recorded about its activities
and conditions under which public access to such information, if any, is
granted. This paper presents historical developments relating to FOMC
policies and practices regarding a rather substantive form of public dis-
closure, release of detailed minutes of its meetings.

FOMC staff prepared minutes or memoranda of discussions for each
FOMC meeting from 1936 until this practice was discontinued in May 1976.
These records include detailed documentation of discussions, identifying
participants in these discussions with the specific views they advanced.
The initial public disclosure policies of the FOMC restricted disclosure
to information the FOMC was required to release by law. Under these poli=-
cies, which were reaffirmed on several occasions during their existence,
detailed minutes of FOMC meetings were maintained as confidential docu-
ments. Procedures for granting public access to the minutes were adopted

in 1964 after three years of periodic discussions in which consideration
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of congressional requests for minutes and the needs of scholarly research-
ers received considerable attention. Records of some of the more extensive
FOMC discussions on the issue of public release of its minutes are repro-
duced in the appendix to this paper. The 1964 FOMC provisions included

a five-year lag for release of the minutes With the termination of the
maintenance of detailed minutes of FOMC meetings in May 1976, access to

the final set of minutes available for public release will be granted in

1982.
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APPENDIX

Excerpt from Minutes of the F
ederal 0 .
held April 17, 1962, pages 85-99. pen Market Committee: meeting

Chajirmsn Martja referred to discussions from time to time in the
past regaurding the publication of minutes of meetings of the Federal Open
Market Committee, noting tbut the question had been brought up again by
reasun of the fact that thc minutes covering all meetings held in calendar
year L960 hnd. been furnished to Congressman Patman as Chairman of the Joint
Economic Committee, that he understood they had been scen by a number of
persons, and that in the course of time there would be published an analysis

of those minutes prepered by meambers of Mr. Patman's staff. The suggestion
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u/17/62

had been made that it would be desirable if the Committee's minutes were to
te published so as to permit all interested persons to reviewv freely the
record of policy discussions and decisions. He then called upon Mr. Balder-
ston for comment.

Nr. Balderston stated that he beiieved it desirable to make the
minutes of the Federal Open Market Committee available to scholars for the
decade of the 1950s. Specifically, he would propose that they be published
tor the period 1951 through 1960 in the form approved by the Committee and
<“ilhout additional interprstative comments. He would include in the
published record the minutes of the meetings of the executive committee
for the period 1951 to June 1955 in vwhich month that committee was abolighed.
Mr. Balderston stated that he believed the Committee and the Federal Re-
serve System were at a disadvantage in getting interested members of the
Fublic to understand the goals of the Federal Reserve and how the System
aought to achieve ther. Some of the System's critics nov had access to
information not available to scholars generally. His viev was that
scholars, whether favorable or unfavorable to the System, should have
access to the minutes so that they could make an objective analysis on
the basis of the record. In response to a question from Mr. Deming as
10 whether this called for _publicution of the minutes, or vhether they
could be made available in some other manner, Mr. Baldarston said that
be vas thinking of publication so that they would be available not only
8% the Federal Reserve Banks and at the Board's offices, but also in

College libraries. In this way, teachers or students of finance or others
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vould have ready access to them. Ke &lso stated, in response to Mr.
Deming’'s question as to vhether he was proposing regular publication from
here on out, that he did have such publication in mind. Mr. Balderston
vent on to say that this raised one of the critical points: how much lag
there should be between the meeting covered by a given set of minutes and
their publication. He had thought earlier in terms of a lag of three to
five years, but the fact that the minutes for 1960 were now available

to & limjted group outside the Committee complicated the use of such a
lag period.

¥r. Deming said that he was not especially disturbed about making
available minutes for a past period but that he was disturbed about a
procedure that would commit release of future minutes. He was thinking
of this particularly in terms of the foreign currency operations in which
the Committee had recently engaged.

Mr. Hayes stated that he granted the weight of some of the considera-
tions that Mr. Balderston had brought up, particularly that making the
minutes available would provide a record that would permit a defense against
use of minutes out of coutext by those who already had access to them for
the year 1960. Conceivably this could provide information that the
public should have and that might be useful in a number of ways. On
the other hand, Mr. Hayes said that there were counter arguments, some
of which related to a lag of time before release of the minutes and
some of vpich applied more or less permanently. If published, there
should be sufficient lag to avoid the danger of anyone reading into the

picture a position taken by the Committee currently or possibly one that
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would be taken in the near future. Also, if it vere known that future
minutes would be released, there wvas some risk of hurting the atmosphere
of discussion at Committee meetings through inhibiting frank expressions
of view. Everyone at a meeting should be free to take as frank a position
es he desired, Mr. Hayes said, and he should not be held to account too
strongly for views tentatively expressed. While he could not see much
advantage to making the minutes available, he did not believe that much
would be lost by doing so for the years 1959 and 1960.

On the matter of giving adequate information on System operations,
Mr. Hayes said that he vas quite concerned about the sense of inadequacy
felt by many persons in the System on this point. He wondered whether
the Committee should not tackle a more frequent publication of the poliey
record, perhaps quarterly, and vhether it should not contemplate an article
in the Federal Reserve Bulletin at quarterly intervals similar to the
articles now published on a quarterly basis by the Bank of England. Mr.
Hayes concluded his remarks with a statement that he vas not enthusiastic
over publication of the Committee's minutes but, if the majority wished
to go ahead, he did not feel violently opposed to doing so.

Mr. Ellis stated that he vas enthusiastically against making
the minutes of the Committee available to the public. He questioned
vhether they were of primary interest to monetary analysts. These
persons already knov a good deal about the policy actions. From the
record of policy actions published annually they knov the Committee's

position and the reasons for that position. The minutes would add
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information on the performance of individuals, and he doubted that this
would be of interest to the monetary economists. His conclusion vas
that the minutes wonuld not be of substantial advantage to the true
monetary economist and he did not think the urge for access to the
minutes came from that source. Those persons would much prefer more
timely analytical reports of actions of the Committee. Also, as Mr.
Hayes hud mentioned, there vas the undesirable effect on Comittee dis-
cussions that could be anticipated in the event of a decision to publish
the minutes. There would be a tendency for those at the meetings to
elaborate the statistical presentations and to compress discussion of
controversial matters, Mr. Ellis thought, which in many cases would
tend to distort the basic purposes of Comaittee discussions. Once

the Committee started publishing the minutes, it would be extremely
difficult to reverse the process. There would also be a tendency to
yield to requests for making the minutes aveilable on a more nearly
current basis. If there were logic in publication of the Committee's
minutes, then the same logic would lead to publishing minutes of other
actions on monetary policy such as on discount rates, reserve require-
ments, margin requirements, and so on. Mr. Ellis questioned that
‘publication of the minutes would offset the potential danger that he
thought would result--perhape had already resulted--from access of
certain persons to the 1960 minutes. He suggested that the beat defense
for the System against misuse of materials made available was either to

make a direct response to any reports requiring cosment, or to ignore the
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attacks. On the question of more information, Mr. Ellis said that he
thought the Coamittee could move in that direction perhaps through
quarterly publication of the palicy record, preparation of Bulletin
articles such as Mr. Hayes had mentioned, and prevision of other inforew-
tion. This procedure, in his opiniomn, would be more likely to provide
effectively for better public information.

Mr. Irons said that the comments by Mr. Ellis vere quite convinc-
ing. On the other band, while those objections might be valid, it still
seemed to him that if members of the Congress sought the minutes, the
Committee was likely to make them availsble. The discussions of foreign
currency operations raised an additional problem, and be would look
upon those discussions as somevhat different from the minutes of the
regular Committee discussions. If the minutes vere to be made available
at all, he would lean tovard their publication for interested persons
generally. He would be happier if they were not made available, but if
the decision vas to release them, his preference vould be to make them
available for a period of perhaps the past ten years without resolving
now the question of what would be done in the future.

Mr. Swan expressed the view that a much better job of explaining
the System's position could be done through preparation of periodice
analytical material, perhaps on & quarterly basis, than by publishing
the Committee's minutes. Such an article would necessarily be based
on policy record entries but would be in a different form. He believed

that such periodic articles should be prepared regardless of vhat decision
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is resched about publishing the Committee's minutes. As to publicationm,
be felt that the fact the Committee had made one year's minutes available
t0 & Congressman on & confidential basis did not necessarily call for
publishing the minutes over a ten-year period. Ne did not think that the
Committee should be in a position of trying to hide axything, but vhat wag
needed vas perspective. For that reason, he would lean toward Mr. Balder-
ston's thought of a lag of three years or perhaps five years between the
time of a meeting and any publication of the minutes for the meeting.

Mr. Deming expressed vievs similsr to those of Mr. Ellis. WVhile
be did not feel strongly, he vas concerned that any sction taken might
create problems for the future if it implied publication with a short
lag interval. He thoroughly agreed with the desirability of preparing
articles, perbaps at quarterly intervals; explaining the role of monetary
policy but, on balance, he would prefer not to publish the Cammittee's
minutes.

Mr. Scanlon stated that he, too, agreed with the views expressed
by Mr. Ellis and would prefer not to have a procedure adopted wheredby
the minutes would be published regularly.

Mr. Clay's statement indicated agreement with the views expressed
by Nr. Ellis. For one thing, a procedure for publishing the minutes
would dbring about perhaps unconsciously & change in the nature of the
Open Market Committee's meetings. Inevitably members would be conscious
of the record, and this would tend to inhibit expressions of views and

testing of views with the freedom now practiced. Mr. Clay felt that a
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much better job of explaining monetary policy could be done by prepara-
tion of appropriate periodic articles than by publishing the minutes.

Mr. Heflin felt strongly that the Committee should not edopt
a policy of publishing the minutes as such. Little would be accomplished
by such & procedure and if publication were undertakea it prodably would
lead only to further demands for additional materials.

Mr. Mills stated that he would favor publication of the minutes
up through the year 1960 and, after discovering the reception sccorded
those mimutes, would deal with the question of future publication. His
feeling was that responsible scholars vho had the minutes at their
disposal would, in their owvn minds, be able to recreats the dackground
atmosphere in vhich policy decisions vere reached. He did not have much
sympathy vith the ides of quarterly disseminations because they inevitably
would be slanted and biased to Justify decisions recently reached by the
Committes.

Mr. Robertson stated that the vievs expressed by Mr. Mills vere
essentially the same as his. He thought that the Committee would be
forced to issue something vhether it wished to do so or mot. The Congress
would insist oa disclosure regarding Committee discussions. In his
Judgment, the Committee would be in mmch detter position if it took the
lead. Xis preference would be to make the minutes available here in
Washington, perhaps at the Naticmal Archives, and at each Neserve Bank
rather than to publish and distribute them generally. There should, of
course, be an approyriate lag. It would be preferedle to have & lougar
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lag than one year, but Jjust how much was needed wvas a question. The
minutes for 1960 having been made available, he could see no resson for
not making them available for all prior years, since, for exsmple, 1951.
Mr. Shepardson vas inclined toward the issuance of a current Summary
report of open market operations such as had been suggested by several
persons at this meeting. Ou the question of publication of the minutes,
be felt that it vould have been desirable if they could have been withheld.
Howvever, those for 1960 had already been made available to a degree, and
other interested persons ought to have an equal opportunity to study the
same minutes. This might assist in promoting objective discussion of
monetary policy, although that, of course, vas & matter that could not
be ansvered at this time. He definitely vould favor a time lag with
respect to publication of any other minutes, and he vould leave until a
later time any decision &s to vhat time lag might be applied in the future.
Despite wvhat he had just said, Mr. Shepardson expressed the hope that the
Committee could handle the difficult problem of presenting the discussions
of monstary policy through scme means other than publication of the minutes.
Mr. King said that he believed a decision to publish the minutes
at this stage would be Jumping the gun. He would wait to see what kind
of a report might be issued by the Congressional committee that bad avail-
able the minutes for 1960 before deciding vhether to publish or mot. If
forced to a decision at this time, Mr. King vould release the minutes
for 1960, but his preference would be not to release even those minutes

at present.
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Mr. Mitchell said that the fundemental problem went back to the
kind of record wanted for the Committec's deliterations, and the quest‘ion
wvhether publication of the minutes would result in a different record then
had been had in the past or than the Committee desired. He felt that the
discussions in the minutes of the Coamittee would not be as free as they
are at present if it were known that the minutes would be published. The
kind of record that would grow out of minutes where there wvas a knowledge
that they would be made public after a lag might vell look shallow at a
later period. This certainly would be the case if publication was tou be
with a very short lag such as one year, and less so as the lag became
longer. While he would prefer not to publish the minutes, be would be
inclined to make avajlable at the Reserve Banks and some place such as the
Board's offices or elsevhere in Washington a file of the minutes that
serious scholars could knov vere available for study and reference. His
inclination was not to deny students access if they had an honest interest
in the subject matter, but he did not think that this called for reproduc-
ing and distributing widely sets of the Camittee's minutes,

Mr. Fulton expressed views favorable to periodic {quarterly) re-
ports of Committee discussions. MNe did not beljieve that publication of
the minutes would serve any useful purpose.

Mr. Bopp said that as far as inhibitions on future discussions
vere concerned the Cocmmittee should remember that it could not now make a
final determination as to what would be published in the future. 1If it

were decided not to publish at this time, the same question might still
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come up & year hence. Thus, ome could resson that the Committee would be
inhibited vhether there was a decision today to publish or not to publish,
He had a great personal sympatby with publication of the minutes back to
the origin of the Committee. In general, he felt that a time lag of five
year prior to publication would be desirable.

Mr. Bryan said that publication of the minutes should have a
minimum time lag of five years and anything shorter would be dangerous
as inhibiting discussions of the Committee. This would be particularly
true in view of the foreign currency operations recently engaged in. It
was out of the gquestion to talk about having two sets of minutes, one
that could be made public and the other that would not be available. He
did not believe that the fact that the minutes for 1960 had been made
available to the Congress called for publication by the Committee. If
the Congress determined to make those minutes available, that was one
thing, but this need not be determinative for the Committee's action.

In the one case, the Congress would take the responsibility and in the
other the Committee would take the responsibility. The fact that those
minutes might be released by the Congress should not frighten the
Committee into scmething that it might regret. To take that course
wvould be abdicating responsibility. Mr. Bryan said that he would favor
making the minutes available with a considerable lag of time, but not
othervise.

Mr. Francis stated that the views expressed by Mr. Ellis repre-

sented the position that he would take on this question.
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Chairman Martin said that until there ves & more unanimous
point of viev than had been indicated at this meeting it would be a
mistake to press the question of publication of the minutes to a vote.
Both sides of the question had been presented ressonably well today, and
as he had indicated earlier the views expressed by Mr. Ellis vere
persuasive.

Chairman Martin went on to emphasize that from his standpoint
there vere important considerations involved io this question. Every-
thing that Mr. Ellis had said was vell taken but, having spent a good
deal of time in various libraries recently, he was convinced that there
vas a great shortage of good material om the operations of the Federal
Reserve System. Information on what the System had actually done wvas
woefully lacking. Various individuals formerly connected with the Systea
bad vritten things from their particular points of view, but this 4did not
meet the need for full information to enable students and others to knovw
what the Pederal Reserve was doing in order that they might write
objective analyses.

Chairman Martin said that he, personally, would be opposed to a
quarterly analysis of Committee decisions on monetary policy of the sort
be understood several had suggested around the tadle. Such a reviev pre-
pared within the System for publication shortly after decisions were
resched and while they still vere being put into effect could not avoid
being an apology for the Committee's actions. Oue result would he to

make the position of the Chairsan much more difficult than it now was.
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Any such analysis of monetary policy could hardly be expected to be
objective or to reach the problem that the System had to deal with. He
regretted that the institutional life of the System, which he believed to
be in danger, could not be put in a light that the public would be able.
to visualize, so as to see that intelligent and conscientious persons were
sitting around the table at frequent intervals anslyzing the situation
and expressing different points of view as to vhat would be the most
suitable procedure to follow in carrying out the purposes of the Federal
Reserve System. He believed that the minute record of these discussions,
even with some defects, vas impressive as indicating both an attitude and
a procedure whereby the System was attempting to render the decisions for
which it was responsible. He did not believe that the System could put
out a quarterly report that would do what was needed. Also, he had come
to the conclusion that quarterly publication of the record of policy
actions would not meet the need, and he felt that he had convinced a
former Chairman of the Senate Banking and Currency Committee that an
earlier proposal that the Committee publish its record of policy actions
at quarterly intervals would not be appropriate. This was not a one-man
operation, nor a one-bank operation, dbut it was a group of individuals
attempting to develop dispassionately a policy in the interest of the
whole economy. It was this institutional problem that the System faced.
Even in the Congress relatively few members had an understanding of the
Syatem or.the way it worked.

After further comments, Chairman Martin suggested that the

Committee continue to study the problem that had been discussed and
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that at a future time it explore further the mecans that might be taken
for dealing with this problem. In his judgment it would be a mistake,
even if it were possible to arrive at a favorable vote for publication,
to take such action at this time. The points made against publicaticn
of the minutes seemed almost unansverable, but there should be some way
of presenting to the public the nature of the Federal Reserve System and
the vay this group operated, the way .its meetings were coanducted. This
vas & problem that all members of the Committee should continue to study.

Mr. Ellis commented that, in suggesting & quarterly article on
monetary policy or quarterly publication of the policy record, he bad in
mind that this could be a vehicle for presenting to scholars and others a
current statement of actions taken by the Committee and that this would be
more useful to them than publication of the minutes.

Chairman Martin responded that the idea of a quarterly article on
monetary policy or quarterly publication of the policy record did not now
seen to him to be desirable. It would be possible to give out some kind
of a statement every three montha. However, he did not think that
individual members of th; Committee should be placed in the position of
having their votes on policy positions currently or very recently under
discussion made public. He was sgainst trying to conduct policy in a way
that would make spot news, and yet this was what would be socught with
frequent publication of the policy record.

In concluding this portion of the meeting, Chairman Martin stated
that in the absence of objection the question of publication of the minutes
of the Pederal Open Market Committee would be tabled. No objection to

this procedure wag indicated.

Digitized for FRASER
http://fraser.stlouisfed.org/
Federal Reserve Bank of St. Louis



163

CRS - 5

Excerpt from Minutes of the Federal Open Market Committee: meeting
held December 3, 1963. pages 54-76.

Chairman Martin then suggested that the Committee discuss pos-
sible publicition of its minutes for some past period. He noted that
a memorandum on this subject from Messrs. Young and Sherman, dated
September 28, 1963, had been distrihuted co the CommitFee. He recog-
nized there vere a great many conflicting points of view on this matter.
He would simpiy say at the outset that his own judgment had not changed;
he felt that if the Committee could find some suitable means of re-
leasing the -ainutes for 1951-1960 it would be a worthwhile way of
making publis: information on how the Committee operated. He realized
that releasing these minutes could make scme problems for, the Committee.
But the more he lived with this subject the more convinced he became
that a great many people misunderstosd the nature and the conduct of
the Comnmitte.'s meetings. Publicati..n of the minutes would not ccm-
pletely dispel such misunderstanding, but it would give a better basis
for understanding than was now available in published materials. He
doubted that the minutes could get much public attention-~the general
public probably would not be greatly interested. But he felt it was
important tec clarify the decision-making process of the Committee. He

thought it should »e made clear that consideration was given to many
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factors affecting monetary policy, and that this was not a one-man
operation, but that differing views Were expressed and the decisions
taken were general decisions. Making the minutes available seemed to
him the best way of giving insight into the conduct of the meetings
and into the detailed nature of the views expressed.

The hairman commented that the particular dates for which
minutes were released did not seem to be a vital matter. The 1951-
1960 period he had mentioned was important in the Committee's history
and embraced the Treasury-Federal Reserve Accord. The year 1960 seemed
a good termiral point; the minutes for that year had already been made
available to the Joint Economic Committee.

Mr. Nayes said that he was reluctant to differ because he
thought the'(;ﬁaiman had a better fecl than he for the reality of the
demand for this kind of informatfon. But the more he had thought about
the subject the more he had tended t» feel that the Committee would do
well not to give the minutes out. He was not quite sure why this was
the time at which the Committee shouil do s0; nothing had happened to
suggest the cesirability of now changing past policy on the matter.
The Committee had given the 1960 minutes to a Congressional Committee,
but it also had objected to the publication of excerpts from these
minutes, The point had been made that the public deserved more under-
standing of Federal Reserve operations. He recognized the truth of

this statement, but he was not sure that publication of the minutes
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would be the most effective way of giving the desired understanding.
There were other mechanisms; more frequent statements of thehnature
of policy, to his mind, would be more enlightening than making the
minutes public, He did not think the minutes would add a great deal
to what was already publicly known.

If the minutes were published, Mr. Hayes continued, he thought
it should be only with a considerable time lag. He was concerned that
if publicatiosn was once started there would be agitation for, reducing
the lag and & tendency to do so.,- He thought there always would be
advocates for the Committee's releasing everything, including state-
ments of actions on the day they were taken. But in his judgment a
central bank could not operate that way, It seemed to Mr, Hayes that
the principl:s still held that Chairman Mcrtin had outlined in his
letter to Mr, Patman of last year, in which the Chairman had explained
why tho Commlittee's internal deliberations were net matters of putlic
CONCerTn,

There were dangers of embarr ssmer.t, Mr., Hayes sald, in con-
nection with the Committee's discussiens ¢f dealings with central
banks abroad, And there was the further question of whether the pose
gibility of publication of the minutes might inhibit discussien at
meetings, although he was not too concerned on this acore because he

had confidence in the integrity of the people avound the table. On
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balance, unless the Committee felt there was overwhelming political
pressure to make the minutes available, he leaned toward not publish-
ing them.

Chairman Martin said that he would like to emphasize that
there had been no pressure on this subject. The question of whether
this was an ippropriate time to publisi the minutes was within the
Committee's discretion; no commitments had been made.

Mr. E11lis said that he agreed the Committee shcid give moTe
rather than less information to scholars. He was enthusiasti. 1y in
favor c¢f making available more complate descriptions of poiicy, because
he thought there was a legitimate need for such descriptions by
scholars and others. At the same time, he felt that scholars should
be provided with a complete rationale of the use of all policy instru-
ments, including discount rate and reserve requirement chanées as well
as oper market operations, Because he had this objective in mind, he
thought the lommittee would do itself a disservice if it released Open
Market Commi:tee minutes. A true scholar would be frustrated by
omissicns from these minutes of much of the complete policy record.
Also, publicition of some past minutes would place the Federal Reserve
on the defensive with respect to such questions as why not publish the
minutes on a current basis, and why not publish the minutes of the

Board of Governors concerning other aspects of monetary policy.
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Prospect of publication might also raise questions within the Com-
mittee with respect to the amount of detail that should be included
in the minutes.

Mr. Ellis thought the Committee might be deceiving itself if
it felt it could win supporters for the System by this means. The
record would still be incomplete; potential defenders of the System
were apt to sit back, and attackers would find more ammunition to use
against the System.

In the long run, Mr. Ellis said, almost any written material
might ¢ppropriately become public information. If the Committee
decided to publish the minutes he would urge a longer lag than 3
years, He did not mean to be wholly nega:ive on the issue; his intent
was to suggest that the Committee direct its efforts to the goal of
providing a nore complete rationale of System policy actions.

Mr. irons saild that he had swung back and forth in his think-
ing on this subject. He believed th: Committee had to distinguish
between the submission of minutes to Jongress and thelr general pub-
lication. He suspected the Committe? would have to submit its minutes
to Congress if the demand was pressed. He thought there was a gradual
erosion in process with respect to supplying materials to critics.
Whatever they were given would leave them unhappy; if they were sup-
plied with minutes after a 10-year lag they would want them with a

S5-year lag, and so forth, This gradual erosion of the central bank's
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position was going on in a lot of other areas and this should be
kept in mind.

1f the Committee did publish the winutes, Mr. Irons continued,
they would not be a best seller. The public generally was not in-
terested in this sort of reading material, and the minutes would have
only limited use. If both Congress and the general public were ex-
cluded from consideration there would not be too many readers left,
except the group of academicians whe like to pore through such material.
The question then was whether satisfaction of this group warranted
publication. Even to a scholar the minutes would become pretty dull
after he had read them for a year or so. Mr. Irons sald he was not
being critical of the minutes, but those jor successive meetings
inevitably involved a great deal of repetition. Another problem was
that the minutes by no means reflected fully the work, thought, and
general prep:ration that lay behind them. This raised the question
of whether supporting memoranda and other Committee materials should
be made publicly available to give a complete picture. Publication
of the minutes was a first step that could lead to requests for other
policy recorcs, such as the minutes of the meetings of the Federal
Reserve Bank directors regarding discount rate actions, those of the
Board of Governors regarding approval of such actions, and so forth.

Mr. Irons said that he realized that he was being pretty

negative fn his corments, and he wondered if there were alternatives
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to the release of Committee minutes. For example, would it be pos-
sible to employ some capable person whose intellectual honesty was
unquestioned to author a set of volumes on the history of the Federal
Reserve System, giving him access to the minutes and other materials?
Choice of such a person would always be open to criticism, but the
possibility was worth giving some thought to.

If the Committee decided to release the minutes in some form
or'other, Mr. Irons said, he would suggest doing so on a limited
basis. Perhaps a copy or two could be put on the shelves of each
Federal Reserve Bank library for use of scholars. For such a purpose
the 1951-1960 period would be excellent., It represented a 10-year
period from the date of the Accord, and the gap from 1960 to date
was good. He did not think that this would solve the problem, how-
ever, The Committee undoubtedly would be criticized for not making
minutes for the last two years available.

Mr. Swan said that he was in subs:antial agreement with the
opinions already expressed. He thotght that reasonably current
explanations of policy and descriptions o the Committee's procesues
and procedures were desirable goals, and lie noted that some progress
towards them had already been made. However, he doubted that publica-
tion of the minutes would help to accomplish those ends. It would

put the Committee on the defensive because the minutes would be used
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primarily by System critics, There would be pressure for more and
more current release. In Mr, Swan's judgment 3-5 years was too short
a lag.

On the other hand, Mr. Swan said, there was a legitimate
question of vhether such information was ever to be made available.
The System might want to face this question in terms of the possibil-
ity of releasing Open Market Committee and perhaps Board minutes on
suitabls occasions with a very long time lag. Surely, Mr. Swan s=id,
after a period as long as 20 to 25 years such records were strictly
historical dozuments. It could thus be recognized that in due course
these materials would be made availatle to people with a legitimata
interest. Tc¢ go beyond such a procedure would create many more pro-
blems than it would solve. However, the Committee should be consider-
ing doing som2thing in terms of articles on a continuing basis.

Mr. D2ming said that he had been thinking on the same lines
as Mr. Irons. He felt that for a variety of reasons it would be w211
to attenpt to get some assistance in writing a System history. It
should be possible to work out a procedure that would provide an
objective set 6f histories and under which the System would be pro-~
tected against charges of self-interest. Ferhaps the professional
socleties might be asked to select scholars for the work and founda-
tions asked to provide funds. The System could then make records

available ‘to such scholars as were selected, up almost to a current
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date, This would be a monumental and time-consuming task, Mr. Deming
sdid, but it might be broken ddwn into separate economic, politiczl,
and social h:stories of the System.

With respect to the minutes of the Open Market Committee and
other policy-making bodies of the System, Mr. Deming continued, rather
than publica“ion he would favor their depcsit in various places after
a time lag of a decade or more; at the prasent time he would suggest
a cut-off at 1950. He saw no reasor for the System to make its records
generally available all over the United States, but their deposit in
Federal Reserve libraries would be appropriate. On the other hand,
he would give scholars designated to write a history access to all
materials alwost up to the present. He thought it was valid to sey
that. the great mass of people--including academicians--do not under-
stand how the System functions but he alsc thought they would be
helped more Ly a series of histories than by such raw materials as
the minutes. He had in mind very de:tailed histories, not works of
100 pages or so.

With respect to the distinction between making materials
available to the general public and to the Congress, Mr. Deming said,
he did not know whether the System was required to supply detailed
minutes of the Open Market Committee or the Board or other System
groups to Congress, but he hoped it was not, at least not without a

specific legislative change. He thought the answer to this question
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was not clear, and the Committee should resist such submission as
long as it possibly could on all the grourds that had already been
mentioned. lie felt it was not a negative approach for the System to
keep its current minutes reasonably confidential but to throw open
its records to scholars competent to write System history.

Mr. Scanlon said he fully agreed that a better understanding
was needed of the Committee's operations and problems. He alsc shared
Mr. Irons' view that the questions of responding to Congressional re-
quests for the minutes and of making them publicly available were
separate. Unlike Mr, Deming, he thought *he Committee had no choice
with respect to meeting Congressional requests; it would have to make
the records available by some means if asked. As to supplying in-
formation to the public, Mr. Scanlon said, he doubted that the
minutes as now prepared were a good vehicle for the purpose. They
were incompl:te in that they did not include the memoranda, the dzily
wires, and all of the other materials that the Committee considered
in preparing to make its decisions. They also would appear highly
redundant to readers. He would hope for a better vehicle for getting
information o the public. A history of the System might be useful,
or perhaps some kind of an annual report with a time lag of about 5
years. He would be willing to give a little on the time lag. If a
decision were made to release the minutes to th'e: public, he would

favor limiting the distribution of coples to Federal Reserve Bank
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libraries and National Archives. He did not think it would be desir-
able to spend a lot of money to make wide public distribution.

Mr. Clay expressed the view that publication of the minutes
as soon as 3 years after the meetings might well result in an un-
conscious spzaking for the record by participants and would change the
nature of thz meetings in an undesii.able way, He did not consider the
minutes a very good public relations document; it would be difficult
to get useful information from them regaiding the nature of System
operations, He thought that the Chairman's letter of last year tc
Mr. Patman give very good reasons for withholding the minutes, This
letter, in fact, was a better public relations document than the
minutes, because it portrayed an organization capable of withstand-
ing pressure. Such an organization was desired by everyone, what-
ever their pulicy views.

The longer the time lag before publication, Mr. Clay continued,
the less effi:ct there would be on the natire of the meetings; but also
the greater would be the reduction i.. the public relations value cf the
minutes, If the Committee decided to publish the minutes, Mr. Clay
favored a linited edition with a lag of at least 5 years. He thought
publication would best be at a time when there was no outside pressure
for it. The present was a good time, since there was no pressure on

the Committee now.
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Mr. Wayne said that the Committee was a public body charged
with public responsibility, and accordingly, he thought that the
official recerds of its deliberations were properly viewed as publie
documents. He was not considering the matter in terms of public
relations at all; as historical documents the minutes should be made
available to competent historians. He was prepared to concede the
desirability of a time lag in publication, and recognized that there
would be pressure to reduce the lag. Some might even argue that the
Committee should release its minutes on a current basis., But he did
not believe this was the sort of thing the Committee was dealing with.
The question before the Committee was whether or not it could work
out some met'iod of making documents of historical value available to
competent hisztorians with an appropriate time lag. He thought the
Committee could rationalize the 10-year time period. It seemed to
him that the minutes should be made available at the National Archives,
the rerository for national historical documents. He added that he
found much merit in the suggestion ti at the Committee attempt to find
a competent historian to prepare a System history.

Mr. Viayne continued by remarking that he had recently reviewed
back minutes of the Committee and had not found them entirely dull from
the standpoint of economic history. WNor had he found anything of which
the Committee need be ashamed; the minutes spoke of careful, competent

deliberations. He believed they should be made available to competent
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scholars. Microfilming was not expensive; microfilm copies might be
placed in the National Archives and in the libraries of.the Board, the
Federal Reserve Banks, and the greater universities.

As to the time lag, Mr, Wayne saic, he thought it would take
very close to a 5-year lag if members were to avoid any tendency to
speak for th: record. He also consldered this lag appropriate in
light of the fact that the Administration changed every 4 years. A
lag of 3 years seemed to him the minimum, and he would prefer 5 years.

Mr. Mills said that he agreed in every respect with the pcsition
Chairman Martin had taken. He thought the Committee should publish the
minutes for the period 1951-60. For those who were fearful of criticisn
but at the same time would be willing to produce the minutes at the re-
quest of Conzress, he would point out that the only occasions that Con-
gress had to request the minutes stemmed irom criticisms of System
policy, so the Committee was just fosterirg the criticism. Publication
of the full ninutes would, in his view, serve as an antidote to
eriticism and would win adherents to offset the critics.

Mr. Robertson said he found himself in accord with Mr. Wayne.
The Federal Reserve System was a Governmer.tal institution and a servant
of the public. As such, its records shouid be made available for public
inspection. He would prefer not to publish the minutes in book form,
but to make them available on a limited basis ir. Federal Reserve 1i-
braries and at National Archives and in microfilm form at some univer-

gities. He also would make available the miriutes of Board actions but
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only with a substantial time lag, because Board minutes often dealt
with specific institutions. For minutes >f the Open Market Committee,
a 5-10 year lag would be appropriate, and a 5 year lag probably was
adequate.

Mr. Robertson said he had nc objection to an extension of the
"“article™ approach, but he considered it unwise for the Federal Keserv:
to attempt to select a historian to write a hiztory from the System's
point of view. It was difficult to learn enouzh about any individual
to knew whether his ideas coincided with che System's viewpoints, and
in any event historians should be otjective and write history as they
see it--rather than as we would direct or desire. As to the spar of
the history, it would be desirable o start frc= the beginning of the
System and come up to whatever lag period the Committee decided was
appropriate.

Mr. Shepardson said that as a public becy the Committee's
actions were appropriate for the publie record after such time lapse
as migl - be considered necessary. But there was a question in his
mind as to whether the "records" necessarily izcluded all the internal
documents used in arriving at a conclusion, The idea of a quarterly
report had some merit, but he was doubtful whether public records
should necessarily include all of the internal &iscussion reflected
in the minutes. For that reason, Mr. Shepardscn said, he had not beer

particularly enthusiastic about publication of rhe minutes. On the
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other hand, the point had been made that the Committee had been called
upon to submit the minutes to Congress. Whether or not Congress could
appropriately demand the minutes might be a consideration. He doubted
that it lacked the authority to do so, and if this view was correct it
provided an argument for making the winutes avallable to other peovle
by placing ehem in a repository open to anyone interested.

Mr. Shepardsoﬂ said that he was cynical enough to expect that
the grcatest use of the minutes would be miade by those who were trying
to pick out something for their own particular purposes. People on
both sides--cefenders and attackers--might do that. At least there
would be an opportunity for those interested in defending the Systom
to do so, although he doubted that it would work out that way. He-
agreed with the suggestion that the System should try to get, through
arms-length celection, someone who would wiite an objective history--
hopefully one that would be more readable znd more useful than the
minutes themselves.

Altogecther, Mr. Shepardson said, while he did not generally
like the idea of putting out the Comrittee minutes as a public document--
and he thought the minutes of the Board had to be considered along with
those of the Committee--perhaps it could not be avoided. It might be
best done by making the minutes available at appropriate reference
centers. As to the time lag, 5 years might be a good principle. A

3-year lag was implied in the suggestion that the minutes be published

Digitized for FRASER
http://fraser.stlouisfed.org/
Federal Reserve Bank of St. Louis



178

12/3/63

for the 1951-60 period, However, if the Committee should now decide
to publish the minutes for this perind, another year probably would
pass before chey were ready for release. In a final comment, Mr.
Shepardson said he agreed with Mr. Clay that if the Committee was
going to publish its minutes it would be better to do so when it was
not under pressure rather than act in response to pressure,

Mr. Mitchell said that if the matt:r came to a vote he would
not vote against making the minutes svailasle. Nevertheless, he
questicned whether this was the best course of action. He thought
it a mistake to believe that the minutes could be confined to the
hands of objective, competent scholars, anl he did not shrink partic-
ularly from putting -the minutes in the hards of hostile crities.

Whilce he was prepared to release the minutes on any basis
agreeable to others, Mr. Mitchell cortinuec, he thought publicatioa
of past minutes would not meet the real issue., He had thought quite
a bit about .the matter and had come to the conclusion that it would
be desi able to make avallable a digest of the minutes every 3 mon:hs.
Such a digest was the real solution to the problem of telling peopie
what the Comrittee was doing. If it were well and responsibly pre-
pared it would conceal nothing of relevance; it would reflect the
different points of view expressed and the personalities of the various
participants. It also would be a much more polished document than

were the minutes.
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Mr. Hickman said he would go along with those who favored
publishing the minutes as a whole rather than attempcing to have
them digested by an unbiased scholar. Such a person would be dif-
ficult to find; everyone had certain predilections and feelings in
these matters. He recently had reviewed :he record and thought it
a good document which spoke for itself. 1In his judgment putting out
the minutes for 1951-60 would not be ‘a disservice to the System, and
would be preferable to having the so-called unbiased work done., If
the document was deposited in public libraries in microfilm form, it
would sive the unbiased student some idea of how policy was formulated
in the System. It would give him a feeling of democracy at work with
all points of view represented; and would demonstrate that the Comn-
mittee was not a group of people representing the moneyed interests.

Publication of minutes, Mr. Hickman continued, also would help
students focus on some of the real problems of monetary policy, such
as the problem of appropriate target variables. Students would tend
to do : 2searzh on positive problems, and the Committee might get some
constriactive help. With respect to the time period to be covered, Mr.
Hickman favored publishing the minutes through the year 1960.

Mr. Bopp said that as one who had spent some 10 years doing
research on the System before entering its service he had great
sympathy with the proposal to publish the minutes., At the same time,

he agreed with an observation contained in a memorandum that had been

Digitized for FRASER
http://fraser.stlouisfed.org/
Federal Reserve Bank of St. Louis



180

12/3/63

prepared for Mr. Deming, to the effect that bad books can be turned
out more quickly than good ones. This led him to feel that it would
be deslrable for the System to get foundation money to finance a
System history. He recalled that the Rockefeller Foundation had once
provided funds for such a study, but the only product had been
Professor Chandler's book on Benjamin Strong.

Mr, Bopp thought it would be desirable to have a competent
scholar--pevhaps one selected by a committee of the American Economic
Association--write a System history. If this could be done, he said,
he would make the minutes available subsequent to publication of the
history. As to the time lag, it seemed to him that it should be cn
the order of a decade, although he realized that the whole character
of the Federal Open Market Committee was now changed and that policy
was no longer formulated as it was years azo. In addition, it seemed
to him that the Committee had made signifizant progress in providing
informztion in such forms as the Bulletin articles by Mr, -Coombs
descerilbing the System's foreign currancy operations and by Mr. Stone
reviewing open market operations in 1962. "These were excellent works
and it would be desirable in the future to have similar reports om a
gemiannual basis. Possibly the Coomittee could have a quarterly review
of policy published in the Bulletin with a 3-month lag. He was generally
in favor of publishing the minutes but he did have some concern about
the hazards of making them available to anyone; the initial reactions

were apt to be critical.
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Mr. Patterscn reported his belief that Mr. Bryan still sub-
scribed to his statement of April 19€2 in favor of publishing the
minutes with a time lag of 5 years.

Mr, Shuford said that he concurred in the view that records

should be mace publicly available insofar as practicable, because

‘the Committee was a public institution. But it seemed to him that

there were limitations. Fo} one, the effect of publication on the
nature of the meetings and on the nature oj the record had to be taken
into consideration. There also was a question of how current publica-
tion wouild be. Thirdly, there were statutcry provisions that the Com-
mittee should consider with respect to the release of its records.
Although the Cormittee was a public body, Mr. Shuford said, he con-
sidered the Chairman's letter to Mr., Patman a good statement on why
its minates should not be released. He doubted that publication of
the minutes would accomplish the intended purpose or that it would
satisfy all tiose interested in the Committee's work. As far as thg
general »ubliz was concerned he thought there would be little interest
in, or public relations value to, the minutes. As far as others were
concerned, the Committee would be faced with a problem of the lag; it
would be argued that if the records should be made available because
the Committee was a public body, they should be made available as soon

as possible.
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Mr. Shuford commented that he was 2ot disturbed by the con~
tents of the minutes, which in his judgment reflected supportable
views. But if they were published with any lag the Committee would
always be subjected to criticism by some wno would want something
more--wore recent minutes, more materlials on matters discussed in
executive session, perhaps verbatim transcripts. Taking this step
would not answer all questions,

Reverting to the question of statutes, Mr. Shuford noted that
the Committee had made much material available that was not required
by statute, and it could do the same with its minutes. However, the
statute did specify the means for the Committee to supply information
on its operations to the Congress and the public: through the Anrual
Report of the Board of Governors. It seem:d preferable to him to
move through such channels rather than to t.ake some other voluntary
action, He liked Mr, Deming's suggestion Zor having System histories
prepared, and did not think the ends that would be served by such
histori~s would be accomplished by moking the minutes available. In
his judgment there was a considerable amount of similarity between
the Committee and other groups, such as the courts, that met in
executive session. He noted that the courts published only their
decisions and regarded their deliberations as intramural.

Mr. Balderston said that, as he had observed in earlier dis-

cussions of this matter, te thought it was unfortunate that when the
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Committee turned over its 1960 minutes to a Committee of Congress,
the latter Committee then hired a pair of scholars of its own choos-
ing to prepare & digest. He was happy that so far the Congressional
Committee had not published that digest. He favored publishing the
minutes as suggested initially by the Chalrman, for the reasons given
by Messrs. Wayne, Mills, and Robertson. But he had been impressed
with the argument of Messrs. Deming and Bcpp that if the Committee
was to publich the minutes it should give a running start to a
scholar who, if not of the Committee's selection, would at least bhe
selected from a list that the Committee had approved. On this plan,
an instructive document would be available to the public at about the time
the minutes were pléced on the shelves of Federal Reserve Bank and
other selected libraries. He suggested tbat the Committee act today,
first vo authorize the Secretary to proceed with the reproduction of
a moderate number of copies of minutes for 1951-1960, inclusive, znd
secondly to implement Mr, Deming's suggestion. He was not sure that
it was aecessary for the funds to come froa a foundation but he agreed
that the selection of the scholar should not be made by the Federal
Reserve alone.

Mr. Balderston continued by observing that he was sensitive
to the fact that since 1960 the Committee had moved into new areas.
Specifically, Mr. Coombs' reports often referred to other nation's

problems. While it was proper that this information should be revealed
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to the Commit.tee, he would hope that if at some future time the
minutes for Jast year and this year were mide public all references
to other nations would be excluded.

Chairman Martin said that in his olenion the Committee had
had a useful discussion on the matter of publishing the minutes.
However, he did not think that putting the question to a vote at this
time would solve the problem, He thought everyone ought to continue
to study the question; much depended on tho particular methods of
releasing information that individuals had in mind. He proposed that
the Comnittee request Messrs., Sherman and Young to make a summary of
today's discussion on the basis of the mimftes, and that the Commiztee
take up the nmatter again early in the new year.

Mr. Swan noted that most of the dircussion had centered around
the minutes for 1951-1960. If the Committee released these minutes on
any basis, he said, it immediately would be faced with legitimate
requests for records going back to 1914. Chairman Martin said that
this wa: true, but he doubted that anyone would feel strongly that
informazion for the earlier years of !:he'System should _be withheld.

Mr. Shepardson suggested that the Committee ask the Secretary
to explore the possibility of obtaining the services of a writer to
prepare a System history.

Mr. Hayes commented that this suggestion seemed to prejudge
the issue. He did not feel there had been any agreement at this

meeting on a course of procedure.
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Chairman Martin expressed the view that the Coumittee should
continue to explore the matter. He noted that for years there had
been discussions of the possibility of having a System history pre-
pared. Algo, the Committee previously had considered publication of
the minutes, and from time to time had beea under pressure to release
materizls., He considered the position taken in his letter to Mr,
Patman to be valid, and he thought that the Committee could hold te
that positicn if it so chose, But in one vay or another the Committee
had to come to grips with the fact that its decision-making process--
which in his opinion was a good one~-was not sufficiently understood.
This was the basic problem. He did not think this sort of problem
should be resolved uhless the Commitfee was virtually unanimous,
Accordinglyf, he would propose that the matter be held over for further
consideration.

Mr, Shepardson said that he had suggested some investigation
of the possibility of having a history written not with the idea of
action :ut ir order that a report could be presented for discussion
before a decision was taken on release of the minutes.

The. Chairman concurred in the proposal that this question be
explored. Mr. Young said that he could discuss the matter with the
Presidents of the two main foundations and with the President of the

American Economic Association.
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APPENDIX 1.—REINSTATEMENT OF MEMORANDA OF DISCUSSION

STANFORD UNIVERSITY
STANFORD, CALIFORNIA 94305

CENTER FOR RESEARCH IN ECONOMIC GROWTH September 22, 1976
Encioa Hall—4th Floor

Mr. Stephen N. Neal

U. S. House of Representatives

Subcommittee mDomestic Monetary Policy
of the Committee on Banking, Currency
and Housing

Washington, D. C. 20515

Dear Mr. Neal:

In reply to your inquiry dates September 17, 1976, I would
say that I am in favor of more complete reporting of FOMC proceedings.
I believe it would be valuable to record the substance of the discussion
within FOMC and the arguments of particular participants should be
clearly identified. The pre~1976 system of reporting would appear to
atisfy this need.

The main value of such reporting is historical and analytical.
For this purpose, publication even after a long delay, as five years, is
adequate. On the other hand, current or virtually current publication
would be unfortunate. It would subject individual FOMC members to
political pressure which would prejudice the objectivity of their actions
and their discussion of desirable policy. A system which protects FOMC
members from such pressures is clearly in the public interest.

Sincerely yours,

Am/k-:%’

Moses Abramovitz
Coe Professor of American
Economic History
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@maha TWorld-Berald

The Newspaper of the Midlands

HAROLD W. ANDERSEN World-Herald Square
" Omaha, Nebrask:
President October 11, 1976 ma(‘aoz)z‘r:igo%moz

The Honorable Stephen L. Neal
Chairman
Subcommittee on Domestic Monetary Policy
of the Committee on Banking, Currency and Housing
U.S. House of Representatives
Washington, D.C. 20515

Dear Representative Neal:

In response to your letter of September 17, asking my views
concerning documentation for meetings of the Federal Open Market Committee
(FOMC) of the Federal Reserve System:

| see little purpose to be served by the practice of keeping
printed minutes or memoranda of members’ comments together with the identity
of the individual speakers.

Most important, it seems to me, is the announcement of the results
of the discussions, supplemented by an accurate summary of the discussions
and the reasoning that led to the committee's decisions.

| understand that such an accurate summary is now being issued in
about 30 days after the committee meets.

Let me add that if there were statutory assurance that a ''memorandum
of discussion,'" with specific statements attributed to specific committee
members, would be released only after five years, my views would be influenced
by that fact.

| would still question whether very many people would find this
five-year-old information interesting or useful, but | would see no reason not
to keep and release a 'memorandum of discussion' under these circumstances.

Thank you for asking for my views. 1 appreciate the chance to share
them with you.

Sincerely,
— / , 77 y
L P Y
)\3 il L
HWA:DK A Harold W. Andersen
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GRADUATE SCHooL OF BUSINESS
STANFORD UNIVERSITY, STANFORD. CALIFORNIA 94308

GEORGE L. BAGH September 28, 1976
Frank E. Buck PROFESSOR

oF EconoMICSs AND
PusLic Pouicy

The Honorable Stephen L. Neal

Committee on Banking, Currency, and Housing
U.S. House of Representatives

Washington, D.C. 20515

Dear Representative Neal:

I am happy to respond to your letter of September 17, about
the issue of documentation for meetings of the Federal Open Market
Committee of the Federal Reserve System. In summary, I think that
continuation of the past practice of releasing minutes showing the
substance of individual member's comments after an extended period
(five years or so) is worth continuing, but I do not think the case
for doing so is an overwhelming one.

Presumably the FOMC's new policy, adopted on May 18, 1976,
reflects two concerns. First, I presume that the members are con-
cerned that detailed documentation of the statements of each member
could easily inhibit free exchange of views among the members or lead
to talking '"for the record.” I think both of these are proper con-
cerns, and they would seem to me overwhelming arguments against
release of verbatim conversations (on tapes or by other mechanical
means) if they were to be released shortly after each meeting. More-
over, I would oppose the verbatim release even after a long time lag.
The existing system permits each member to speak freely on highly
technical and controversial matters in FOMC discussions, knowing that
the summary statement released can be edited to eliminate confidential
and sensitive materials, or even misstatements, while maintaining the
substance of the member's comments. And the 5 year delay in release
surely eliminates most of the danger of having FOMC members talk "for
the record.”

Second, I presume the FOMC's new system is intended to expand
substantially the 'records of policy actions" which are now released
30 days after each meeting. As they now stand, they are so brief as
to be not very helpful, and filling them out to include the main
arguments considered and the substance of the viewpoints expressed
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will go some substantial distance toward achieving the goals that the
“extended minutes” are now intended to achieve. At the same time it will
release this information promptly. Thus, I think the FOMC's new pro-
cedure is a very reasonable one and the one that achieves much of the
objective sought through the release of extended minutes after five
years.

My own inclination would be to commend the FOMC for moving toward
an expanded statement on the monthly release of its deliberations, and
also to maintain the five year release of statements showing individual
positions.

It is clear that the FOMC is, and should be, accountable to the
American people through the Congress and its committees. The substan-
tial movement in the last couple of years toward more complete Reserve
reporting seems to me to be working well, but it does not seem to me
an important objective that the "individual members of the FOMC be
held publicly accountable for their participation in FOMC deliberations.”
The Board members are not eligible for reelection after a 14 year term,
and the notion of "checking up" on any individual member through the
minutes on the discussions of the FOMC does not seem to me an appropri-
ate one. If verbatim minutes were to be used in anything like this way,
the cost in terms of inhibiting free discussion would far exceed the
advantages of having the verbatim minutes released soon after the Commit-
tee's meeting.

On the specific issue of the time delay that seems appropriate for
reports of FOMC meetings, I think the one-month delay for summary infor-
mation is now about right as it is operating, and the usefulness of
these reports will be substantially increased under the FOMC's new
expanded release. I think the five year delay on individually identi-
fied positions is about right, but I would see no real objection to
making it a couple of years shorter.

Respectfully,

AZ5p

G. L. Bach

GLB:mb
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LILLICK MCHOSE & CHARLES

IRA S LILLICK 187819671 ATTORNEYS AT LaW TWO EMBARCADERD CENTER

©1) WEST SIXTH STREET SAN FRANCISCO, CALIF. Dail1

CABLES “IMALILLICK™ TELEPHONE (418! 4214800

TELEx-877013
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LOS ANGELES, CALIFORNIA 90017
TELEFPHMONE (213) 820-9000 1228 WINCTECNTH STREET, N W.

WASHINGTON, D.C. 20036
TELEPHONE (ZOR) 7BB-I2ES

November 30, 1976

Stephen L. Neal, Chairman

U.S. House of Representatives

Subcommittee on Domestic
Monetary Policy of the

Committee on Banking, Currency
and Housing

Ninety~Fourth Congress

Washington, D.C. 20515

Dear Chairman Neal:

Thank you for your letter of September 17, 1976
soliciting my views concerning documentation for meetings
of the FOMC. Although my return to the private sector early
this year has required that I turn my attention to matters
unrelated to monetary policy, I have maintained a continuing
interest in the area. )

Although I was not privy to the deliberations which
led to the FOMC's decision to discontinue the memoranda of
discussion, I must say that I share your concern that this
change in documentation may not have been a wise decision
My knowledge of the high quality of the FOMC staff would
lead me to be less concerned about the integrity of annual
reports and records of policy action as a result of this
change. However, I would be inclined to share your views
respecting the loss of a public record by which Committee
members can be held accountable and the loss of a valuable
research tool by the economics profession.

As a non-economist, I will leave the discussion
of the research benefits of the memoranda of discussion
to others who are more knowledgable. On the other hand,
I will offer some of my own thoughts regarding the public
accountability aspect of the documéntation change.

Speaking for the record can, of course, impede free
and candid discussion during the deliberations of a body
such as the FOMC. However, it was my observation that the
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time delay in releasing the memoranda of discussion to the
public apparently removed that restraint on discussions

which took place during the FOMC meetings I attended from

1972 through 1975. Furthermore, during the time I participated
in these meetings I was aware that I, like the other Committee
members, would be given the opportunity to review and correct

a draft of each memorandum of discussion before it was recorded
in final form.

The knowledge that my views would be recorded for
future examination, and possible critical comment, gave me
added incentive to participate in deliberations and vote in
such a way that there could be no question on the part of either
ny fellow Committee members or those who might review the
record in the future, as to my position. Frankly, I, for one,
feel I was less inhibited because I believed that the record
should be clear as to my views so that not only my colleagues,
but FOMC historians as well, would understand my true beliefs
and the reasons which supported my actions as a Committee member.

With regard to the two proposed measures to restore
full documentation of the FOMC deliberations, I would strongly
favor the second over the first. Notwithstanding my earlier
comments, I firmly believe that taping FOMC meetings and re-
leasing verbatim records to the public would be detrimental
to open and candid deliberations by the Committee members.
Knowing that every word uttered would be recorded for posterity
could well dampen what are at times highly deliberative and
often emotionally charged meetings.

On the other hand, reinstatement of the former
practice of maintaining memoranda of discussion for all
meetings for release after a fixed period of time would, in
my view, be a positive action. The decisions of the FOMC have
a major impact on the American people, Each member of the
Committee, as any person in a position of public trust, should
be held accountable for his actions. A record of his comments
during deliberations and his stand during debates leading to
Committee votes is, in my opinion, necessary to provide the
public with a reasonable basis to judge the manner in which
each member is fulfilling his responsibilities.

As for the period of delay before release of a rein-
stated memorandum of discussion, I would suggest one year. This
would allow sufficient time for circumstances to change so
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that the possibility of unsettling effects of statements would
be reduced to a minimum. As in the past, deliberations in-
volving particularly sensitive matters could be deleted from
the memorandum prior to its being made available to the public,

In conclusion, had I been a member of the FOMC
at its May 18, 1976 meeting, I would have joined with Governor
Coldwell in dissenting from the Committee'’s action to change
the documentation of its meetings. I would have agreed with
him that "the benefits of the memorandum of discussion
justified its retention."

I hope that my thoughts will be helpful to your
Committee in its deliberations in connection with this matter.
If I can be of any further assistance, please do not hesitate
to call upon me.

Sincerely,

s “Jeffrey M. Bucher
[

Y22 0B
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Columbia University in the City of New York | New York,N.Y. 10027

DEPARTMENT OF ECONOMICS International Affairs Building

September 27, 1976

Mr, Stephen L, Neal, Chairman
Subcommittee on Domestic Monetary Policy
of the Committee on Banking, Currency and Housing
U,S, H use of Representatives:
Washington D.C, 20515

Dear Mr, Neal:

In reply to your letter of September 17th, it is my opinion that
it would be a mistake to expect the Federal Reserve Open Market Com-
mittee to engage in frank and useful discussions and yet have the
minutes of such discussions, with each person speaking identified,
made public after a short period. Knowledge that the minutes were
to be made public would restrain and change the nature of the dis-
cussion, and in my view for the woxse.

I do not believe that it can be shown that any immediate public
benefit would be gained by requiring that detailed minutes be published
soon after each meeting.

. -However, I am of the opinion that scholarly work dealing with the
history of Federal Reserve actions would lose much by not having
access to minutes which identify the spezker, as used to be avail-
able after a five year's delay, Chairman Burns discontinued such
minutes, saying that no one was making use of them. But such useful
scholarly work may occur many years later, I hope that you would
encourage the Chairman to reinstate tH65¢'minutes, available to
scholars five years later, whether they appear to be used at the
,moment or not,

I believe that five years is a fair and desirable waiting period.
I do not believe, and indeed believe it would be most unwise, to re-
quire the Federal Reserve Open Market Committee to go beyond that and
make its detailed minutes public sooner than that. The Committee may,
as a matter of policy, decide to inform the public about the directions
of monetary policy sooner, perhaps after each meeting. But that is a
matter for the Open Market Committee itself to decide. 1In the case
of the Federal Reserve, the so-called "Sunshine Act" can cause much
mischief,

ely Yours,
\"%’/64'?\

Phillip Cagan
Professor of
Economics
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New York University

Graduate School of Arts and Science
Department of History

19 University Place, Room 400

New York, N.Y. 10003

Telephone: (212) 598-2851

September 27, 1°

Hon. Stephen L. Neal, Chairman
Subcommittee on Domestic Monetary Policy
Committee on Banking, Currency and Housing
U. S. House of Representatives

Washington, D.C. 20515

Dear Congressman Neal:

Your letter of September 17, 1976, arrived while I was out of the city on
a research trip, hence the delay in my reply.

As a student of the history of American finance, I believe that it i{s in
the best interests of scholarship and of the public to have available as much
evidence as possible to judge the bases upon which decisions were made. This
applies as much to government agencies as it does to private companies. Though
I have not used in my own work the minutes of the Federal Open Market Committee
(FOMC), it would seem that this is essential documentation for any careful,
objective analysis of the FOMC's deliberations and the reasons upon which de-
cisions were reached. Summaries of views expressed at FOMC, though useful,
do not compensate for the absence in the record of the exact words of the
participants. I have found in my own work that summaries of congressional
hearings are no substitute for the hearings themselves, which contain the™
exact words of the individuals called to testify. Unless there are compelling
reasons for discontinuing publication of the FOMC's printed minutes or memoranda,
my view would be to continue the practice as it has been followed in the past.
Like you, I believe it would be a mistake to remove the only primary source
containing the views expressed by the various members of the FOMC on issues
under discussion. Without this evidence not only would scholars find it dif=-
ficult, if not impossible, to study and analyze the way in which monetary
policy was decided in the past, but the absence of such a record would also
deny contemporaries of the evidence necessary to learn the views of the FOMC's
current members.

My first choice of the method to be used in restoring full documentation
of FOMC deliberations would be to arrange to keep a full, verbatim record.
This method not only provides the most complete record, but it also assures
that everyone's views will be reported exactly as-expressed. Should it be
argued, as is sometimes done, that mechanical recording of discussions at
meetings inhibits free expression, then I would opt for the old practice
meintaining detailed memoranda of the discussions. I need not tell you, Congress-
man, that detailed.memoranda prepared by a third party, no matter how qualified,
never make up for the absence of the verbatim record.
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Hon. Stephen L., Neal, Chairman
September 27, 1976

Page 2

As to the time lag between meetings and release of the record, I am
hesitant to make a r dation b 1 do not have all the facts in
this case upon which to make a judgment. Since I lean on the side that
believes the government should make available as much of the record as
early as is possible and consistent with the public interest, I think that
the present five-year limitation for the release of FOMC minutes should be
the maximum period allowed before publication of these records.

I hope my views have been of some help to you,

Sincgrely yours,
A YR

Vincent P. Carosso
Kenan Professor of History
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UNIVERSITY OF CALIFORNIA, LOS ANGELES

BERKELEY - DAVIS * IRVINE + LOS ANGELES * RIVERSIDE » SAN DIECO * SAN FRANCISCO SANTA BARBARA * SANTA CRUZ

DEPARTMENT OF ECONOMICS
LOS ANGELES, CALIFORNIA 90024

December 9,1976

Dear Mr. Neal:

I do not have strong views on the question of FOMC reporting requirements,
I don't think memoranda are likely to be of great use to researchers;
taped or transcribed verbatim reports would seem to be preferable,

As reports of this kind would be very expensive and of dubious historical
value (if members knew they were on tape they would be unlikely to

say anything that might cause them trouble later),however, I am

inclined to the view that the reseachers of the future should be left

to their own devices in this area. At best they should have access

to minutes of the usual kind, i,e., secretarial reports that indicate
topics of discussion but leave up in the air just who said what and

so forth, So I guess I favor the second of the alternatives mentioned

in your letter-~that the FOMC reinstate its former practice--though

1 am personally unconvinced that these serve any puppose other than

to provide a platform for writers of editorials on monetary and fiscal
policy. The memoranda that I have read in the past indicated nothing

to me except that the U.S. economy might well operate more effectively

if the FOMC were abolished, 1Indeed, that would be my strong recommendation--
and were this done, the problem of reporting would become moot,

Sincerely,

i y
Robert W. Clower
Prof, of Economics
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Commerce J. Dewey Daane
Unm Bank Vice Chairman of the Board

December 13, 1976

The Honorable Stephen L. Neal, Chairman
Subcommittee on Domestic Monetary Policy

of the Committee on Banking, Currency & Housing
U.S. House of Representatives
Washington, D.C. 20515

Dear Chairman Neal:

In response to your letter of December 1, I regret that your
earlier letter apparently had not been forwarded to me so that
this is the first chance I have had to reply. I appreciate
very much the opportunity to comment because I think the issues
are exceedingly important.

Over the years, I have used the Memoranda of Discussion as
research material-and found them to be invaluable in this
connection. Oftoq in my Tong career within the Federal Reserve
System, engag1ng 1n research projects at the Federal Reserve
Bank of Richmond, ‘when I was Monetary Economist and later Dir-
ector of Research there, or in collaborating with my Federal
Reserve System colleagues on System-wide research projects, there
was often occasion to refer back to the Memoranda of Discussion
for a particular period or periods. More recently I have found
the Memoranda of Discussion a useful teaching tool as well in

my graduate course at Vanderbilt University in Monetary Problems
and Policies. I would very much hope that the Memoranda of
Discussion could be reinstated.

As a former Member of the Board of Governors of the Federal Reserve
System, however, I do not think mechanically reported verbatim
records would be desirable. I am afraid that they would tend to
inhibit and formalize what are very frank and direct discussions
and could serve to impede the sort of meaningful exchange of views
that leads to an appropriate consensus. As I recall, we did try
some sort of verbatim reporting for a limited period and found that
it was having an adverse effect on discussion.

Finally, you have asked for my views on the time lag between the
meetings and release of records. I personally feel that the
time lag is already too short and has been a factor contributing
to market gyrations, and consequently interest rate gyrations,
to the detriment of the economy with the only possible benefit
being to sophisticated investors.

Again, I am sorry that I did not see any earlier correspondence,
and I want to thank you for this chance to record my views.

Sincerely,
i {
b N\
T A b

2 -

1 S
JDD:pgm
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JOURNAL OF M ONEY, CREDIT, AND BANKING

WILLIAM G. DEWALD
Editor

Department of Economics
Ohio State University

October 13, 1976

The Honorable Stephen L. Neal, Chairman
Subcommittee on Domestic Monetary Policy
Committee on Banking, Currency and Housing
Washington, DC 20515

Dear Congressman Neal:

Thank you for asking me to comment on your proposals to restore full docu-
mentation of Federal Open Market Committee Meetings. You're definitely on
the right track. You might be interested in a conversation I had on this

subject 15 years ago.

In 1962 I had occasion to talk with Federal Reserve Governor C. Canby
Balderston between sessions of a conference at the Federal Reserve Bar

of Chicago. Governor Balderston was about to retire fram the Board o:
Governors. From the years I'd been privileged to read the Minutes of
Federal Open Market Committee, while in the employ of the Federal Reserve
Bank of Minneapolis, I thought very highly of the Governor's judgment.

In any event, I tried to make a case in talking with him for the Federal
Reserve releasing all of the underlying monetary policy documentation
precisely so that scholars could evaluate the process and interpret in-
dividual contributions. I argued that it was unreasonable for the his-
torical record of monetary policy to be so empty and faceless in com-
parison with the rich detail of individual contributions that were avail-
able regarding the Supreme Court and the rest of the government. It
seemed to me that Federal Reserve Governors exercised such enormous
judgmental powers that the deliberative record would appropriately be
made public, presumably not immediately, but after five or ten years or
longer much like the release of sensitive state papers in the United
Kingdom.

Others may well have been making similar suggestions to Federal Reserve
officials inasmuch as in 1964 they began releasing Minutes of Open Market
Committee meetings after a delay of 3 months. The Minutes have been very
well received in the financial press; and have been used frequently by
scholars in appraising the monetary policy process. It would definitely
be a step back to bury the record of banking and monetary policy making
behind the walls of the Federal Reserve Banks and the Board of Governors
building in Washington. Hence, I strongly endorse your efforts to require
the Federal Reserve to reinstate its former practice.

1775 College Road Columbus, Ohio 43210 614-422-7834
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The Honorable Stephen L. Neal
October 13, 1976
Page 2

However, I'd not support the requirement that a verbatim record of FOMC
meetings be maintained. I've two objections.

First, the Minutes are not sufficiently detailed from the historical
viewpoint. It would be worthwhile if in addition to the FOMC Minutes,
the professional papers and records of FOMC menbers were released, but
only after several years' delay. One of the most fascinating sections
in Milton Friedman and Anna Schwartz's Monetary History of the United
States involved detail fram the private papers of Governor George Har-
rison, which were independently made available to scholars. Could your
second proposal be modified to include ultimate release of all of the
letters, memorandums, minutes of meetings and the like that make up the
full record of Federal Reserve decision making?

Second, I thirk that deliberative bodies can function most efficiently if
individuals can express a viewpoint, hear another's view, exchange ideas,
and only then take a position for the record. The policy record need not
identify every sneeze, blink, or word to make it valuable in interpreting
what monetary authorities are about. Furthermore, I should think that
verbatim transcriptions of any meetings in Washington would be samevhat
suspect today.

All in all I heartily commend your efforts to keep the public record of
monetary policy making open. In that regard I hope Congress will be

able to make its monetary policy oversight authority permanent. House
Concurrent Resolution 133 hasn't achieved much political attention in

the campaign this year, but it is surely one of the solid contributions
of the current congress. Don't let it die.

Sincerely,

74/(,[ Ceasn /{7 "D&wtt(

William G. Dewald
Professor of Econanics

WeD/riw
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THE UNIVERSITY OF CHICAGO

DEPARTMENT OF ECONOMICS

1126 EAST 59TH STRERT
CHICAGO » ILLINOIS 60637

October 2, 1976

The Honorable Stephen L. Neal, Chairman
Subcommittee on Domestic Monetary Policy
Committee on Banking, Currency and Housing
U.S. House of Representatives

Washington, D.C. 20515

Dear Congressman Neal:

This is in reply to your letter of September 17, 1976 soliciting my views
concerning documentation for meetings of the Federal Open Market Committee
of the Federal Reserve System.

May I say first that you have touched a very sensitive nerve in my particular
case. When Anna Schwartz and I were writing our Monetary History of the United
States we were denied access to the minutes of the Open Market Committee by the
Federal Reserve System at that time. Fortunately we managed for a considerable
part of the period to find a substitute in the form of the papers which George
Harrison, who for a time was governor and then president of the Federal Reserve
Bank of New York, had deposited at Columbia University. But for the period
prior to that for which the Harrison Papers contained minutes and subsequent to
his term of office, we had to rely on much less satisfactory basic sources.
Knowing that this was the case, we sent an early draft of the manuscript of our
book to William McChesney Martin at the Federal Reserve Board asking whether he
would have the experts at the Board go over our manuscript and give us their
assistance in detecting errors of fact or interpretation or in making sugges-
tions for improvement. Although we know that our manuscript was subjected to
intensive scrutiny within the Board and that several lengthy critiques of it
were prepared for the purposes of the Board, we never received from Chairman
Martin anything more than a polite acknowledgment of the receipt of the manu-
script. At no time did the Board offer to supplement the material we had gotten
from the Harrison Papers or to correct any of the statements which we had made
about other periods.

The date on which the System decided to make the minutes available to the public
with a five-year lag is, in our opinion not coincidentally, closely related to
the publication of our book. Our book was published in 1963; the minutes were
released to the public in 1964. As you know, our book was highly critical of
the Federal Reserve. We have reason to believe that the Fed's major purpose in
making the minutes available was to provide ammunition for other scholars who
were at the time working on the history of the Fed and were, or at least the Fed
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8o hoped, likely to be critical of our conclusions. Whatever the occasion

we were extremely pleased that the Federal Reserve had decided to make these
minutes available. There is no doubt that the lack of availability of similar
minutes in the future would be a major handicap for any scholar who seeks to
analyze the performance of the Federal Reserve System. Certainly the minutes
which we were able to obtain from George Harrison's files were of major value
to us and enabled us to give a much more satisfactory account, particularly of
the period of the Great Depression, than would otherwise have been possible.

I agree also with the comments in your letter that the elimination of such
documentation will make it more difficult to make the individual policy members
accountable. I presume that the major explanation for the Fed's actions are

the congressional actions, Freedom of Information Act and the more recent Sun-
shine Act which render it more difficult for government agencies to maintain
confidential and secret information. I can sympathize with the System's reac-
tion to those actions. At the same time I believe it represents an overreaction.

My own belief is that the purposes that can be served by documentation would be
served by either of the two measures you propose but that of the two the .pref-
erable measure would be for the FOMC simply to reinstate its former practice of
maintaining detailed memoranda of discussion for all meetings for release after
a fixed period of time. With respect to the appropriate time lag, I believe
that five years is much longer than is either necessary or desirable. y- oW
preference would be that these minutes should be released not more than @
years after the meetings.

May I say also that I have long been in favor of the immediate release of the
records of policy actions of the FOMC. I have recommended repeatedly in
testimony to Congress that the FOMC meetings be held on a Friday so that the
record of policy actions can be written and coordinated over the weekend and
checked with the participants and then released not later than Sunday night so
that no business days pass without this record being available. It is a great
improvement that the delay in the release of these minutes has been successfully
cut down until it is now only thirty days; that is far better than the six months
and longer periods during which they were held confidential before that, but
there is no reason why those thirty days should not be cut further.

Your committee will serve a valuable function if you succeed in getting the Fed
to keep a full documentation of FOMC meetings and in addition to shorten still
further the delay before the release of the records of policy actions.

Sincerely yours,

H?;W

lton Friedman
Professor of Economics
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JOHN KENNETH GALBRAITH
HARVARD UNIVERSITY
CAMBRIDGE. MASSACHUSETTS

September 27, 1976

Congressman Stephen L. Neal

Subcommittee on Domestic Monetary Policy
United States House of Representatives
Washington, D. C. 20515

Dear Congressman Neal:

I very much appreciate your thoughtful letter of September 17,
The questions you raise are real and important. It is obvious that
there cannot be advance knowledge of Federal Reserve decisions, as
is also the case of many actions of federal agencies. Great effort
has long been taken, for example, to avoid any leakage of information
on prospective crop estimates, The need to avoid thus rewarding
speculators is obvious.

None of this bears on the question of reporting of past action,
The effort at secrecy here has only one source: That is the long-
standing effort of those haing to do with banking and central banking
to feel that they are above the procedures ordinarily required of
other individuals and agencies. Nothing has been so assiduously
cultivated over so many years as the feeling that there is some
mystery associated with these matters which should not be revealed
after the fact to the public.. The participants in the Federal Open
Market Committee meetings are highly paid men selected on the basis
of their presumed qualifications. There is not the slightest reason
why their positions should not be known, and they should not be held
fully responsible for their comments. If somebody is undirected and
erratic in his conversation, there is no reason why he should be
protected; there is every reason why that should be known. There is
no good reason why full minutes should not be published and why the
obligation should not be fully on the Chairman to see that all
discussion is on the record. Such minutes will only be examined by
people with a professional interest in the subject, and the discussion
will be much improved if it is known that it is subject to such
consideration.

I strongly commend your efforts and urge that you not be subdued
by the extraordinary snow job to which I can guarantee you will be
subject on this matter,

JKG/adw
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MITH BARNLY, HARRIS UPHAM & CC

INCORPORATED

1345 AVENUE OF THE AMERICAS
NEW YORK, N. Y. 10019
(212) 399- 6000

October 4, 1974

Congressman Stephen L. Neal
Chairman

Subcommittee on Domestic Monetary
Policy of the Committee on Banking,
Currency and Housing

U.S. House of Representatives
Washington, D.C. 20515

Dear Congressman Neal:

I thank you for your interest in my views concerning documen-
tation for meetings of the Federal Open Market Committee. I am happy
to respond both from my vantage point from an investment banking and
securities firm and based on my research work when I was in graduate
school and teaching at the University of California. In my work I made
considerable use of the documentation of FOMC meetings.

The Policy Record which offers some summary of meetings and
which has been released with a 30-day delay is presently of limited value.
By the time it is released, virtually everyone who follows markets close-
ly knows what the Committee's policy has been. Markets can sense policy
shifts very quickly, As a research tool, it is of very limited usefulness
because it conveys so little of the happenings of the meetings. It is filled
with a review of the economy and policy over the past month, most of
which is available from published statistics. I think it fair to say that the
Record is more a justification of policy than an explanation of policy.

The memoranda of discussion, which I have always loosely called
the minutes, are much more enlightening and helpful. These still contain
vagueness and euphemisms, but we all like to have our thoughts and re-
marks summarized in the nicest possible way. The minutes do, however,
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give a much clearer flavor of what actually goes on, what really con-
cerns the Committee and how it feels these concerns should be dealt

with, If one wished to get an idea of how an individual member con-

tributed to or voted on an issue, the minutes or something more de-

tailed would be required.

In order to learn how policy was actually considered formula-
ted and executed, one would need documentation at least as extensive
as the minutes, not the Record. If the Manager of the System Open
Market Account did not attend the meetings and had only the Record to
work from I doubt that he would frequently engage in the actual opera-
tions he does. For instance, the Record reveals that at the July 1976
meeting the permissible range for the Federal funds rate was widened
from 5 1/4 - 5 3/4 percent to 4 3/4 - 5 3/4 percent. The following
Record shows that at the August meeting the range was narrowed to
5 - 51/2 percent. Throughout this period the Federal funds rate was
held very close to 5 1/4 percent, in spite of these shifts in the permis-
sible range., It seems clear that the Manager was receiving additional
guidance which was not reported in the Record. (Parenthetically, it is
reasonable to suppose that some of this direction came in the daily
""Morning Calls' between the Manager and some Committee members
and staff. I am not aware that any written record of these calls exists.
It certainly has not been made available to the public or to the Congress,
so far as I know,)

There is much policymaking which is not captured in the Record.
If we are to understand monetary policymaking and learn from its inevit-
able occasional errors, we must have a record of how that policy was
made. Scholars have learned a great deal about Federal Reserve policy~
making from studying the FOMC minutes from the Great Depression, and
the Federal Reserve is now benefiting from this knowledge. I would be
most upset if this type of knowledge and study were permanently precluded
for the future.

There are some important questions about how this information should
be made available. I understand that the FOMC is concerned over the costs
of keeping detailed minutes, although I would be surprized if these were
really substantial. If so, however, I would recommend that mechanical re-
cordings of the proceedings be kept for scholars to listen to and copy at
their expense. Either this or a verbatim written record of the proceedings
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would be ideal. As a modestly less desirable alternative, the detailed
memoranda of discussion should be written and released. The Record
by itself is not enough.

The timing of the release of these memoranda is a large concern
to the FOMC, I believe. The Committee objects to immediate release,
and there have been some efforts to force this under the Freedom of
Information Act, I believe. I do not share the Committee's level of con-
cern, but I would not object to allowing the release to be delayed, which
I conclude might require legislation. In my view, a 5-year delay is un-
necessary, Having read virtually all the memoranda of discussion, I do
not see why they could not be released after one year,

I hope that my comments have been helpful. If I can be of further
assistance in this matter, I hope that you will call on me.

s Ll

Dr. William E. Gibson
Vice President - Director of Monetary
Affairs and Fixed-Income Policy

‘WEG/dgs
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BANKOFAMERICA

SAN FRANCISCO HEADQUARTERS
Cashier’s Division
Flow of Funds Management #317

Mr. Stephen L. Neal

Chairman

Subcommittee on Domestic Monetary Policy of the
Committee on Banking, Currency and Housing

U. S. House of "Representatives

Washington, D.C. 20515

Dear Mr. Chairman:

1 am pleased to.respond to your letter of September 17th soliciting
views concerning documentation of FOMC meetings. I personally feel very
strongly that the Federal Reserve should not be allowed to unilaterally
decide to suspend meaningful documentation of its monetary policy delibe-
rations. The FOMC memoranda of discussion have in the past provided a
rich source of information to the outside world of how and why the monetary
policymakers arrive at their decisions, a source that has been invaluable
to historians, macro economists, the news media, Fed watchers and I should
think Congressional oversight committees,

A separate, but related issue is that the public at large and Congress
in particular should be able to ascertain the accountability of the indivi-
dual policymakers at the Federal Reserve. The "record of policy action"
which apparently is to be a substitute for the minutes, totally fails in
this regard. It is further inadequate in describing what happened during
policy meetings and upon what basis alternative and final decisions are
made.

Although the time lag for the release of these minutes/memoranda has
been in my view too long -- a 5 year lag is not necessary; 1 month seems
more appropriate or however long it takes to get a corrected set of minutes
reviewed -~ still, at least the memoranda were made and released for later
review. Now, it no longer even exists.

Sadly, it appears that the FOMC suspension of keeping these very
important documents is now a fait accompli. ., It is sad because this historic
decision was made without benefit of public discussion nor consideration
by the public. The announcement was unobtrusive and very few persons were
even aware of the decision.
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The issue here is not the independence of the Fed which some seem to

feel it is.

In my opinjon the independence of the Fed is essential for
implementation of effective national economic policy.

The economic good

of the nation should remain out of reach of short-sighted partisan politics.

But a balance to this power is needed,

and should provide.

a balance that only Congress can,

Adequate documentation of the Fed's decision-making

process as well as individual contributions to this process is a very small,

but essential ingredient to providing
to this awesome institution's power.
records is miniscule in comparison to

some public review -~ some balance --
Surely the cost of maintaining these
the Fed's budget or infintisimal in

comparison to the effects the Fed has
The public benefits are far too great
expenditure for keeping these records.

on this country's economic well being.
to prevent the relatively small

I strongly urge that Congress require the FOMC to reinstate the earlier
Fed procedures. A tape, unless transcribed and published,is a poor, though
better-than-none alternative. It would be more more difficult for the
public or members of Congress to scrutinize Fed decisions, but not impossible,
as is the case under current procedures.

Sincerely, .

oo M,

Mary Ann Graves
Financial Information Coordinator
MAG:cpg

org/

Federal Reserve Bank of St. Louis



209

UNIVERSITY of PENNSYLVANIA

PHILADELPHIA 19174

The Wharton School
Dierricnt HaLL/CC

Jack M. GUTTENTAG

ROBERT MORRIS PROFESSOR OF BANKING

Digitized for FRASER

September 23, 1976

Stephen L. Neal, Chairman

U.S. House of Representatives
Subcommittee on Domestic Monetary Policv
Washington, D.C. 20515

Dear Congressman Neal,

In reply to your recent letter, I was aware that the record of policy actions
of the FOMC, which are now released thirty days after each FOMC meeting, have
been expanded to include summary reviews expressed during the meetings. I was
not aware that extepded minutes which recorded the identity of individual
speakers and which have been released five years after the end of the year to
which they apply, have been dicontinued. If this is so I strongly disapprove
since 1 agree with your comment that "detailed minutes may contribute directly
to fruitful research on monetary policy and the processes of conducting monetary
policy."

There is some suggestion in your letter, however, that the detailed minutes also
might be released after thirty days, and this I believe would be most unfortunate.
If this were the practice, committee members would speak only for the record at
formal meeting? and any real interchange between them would take place on an
informal and ad hoc basis.

Sincerely,

Jack M. éuttentag

lcc
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1257 Sversie of the Stmerioas
Neer HYork, N U, s0020

October 28, 107

The Honorable Stephen L, Neal, Chairman
Subcommittee on Domestic Monetary Policy
Committee on Banking, Currency, and Housing
U, S. House of Representatives

Washington, D. C. 20515

Dear Mr, Chairman:

Thank you for your letter of September 17, asking about my views
on '"documentation’! of meetings of the Federal Open Market Committee of the
Federal Reserve System., Please accept my apologies for the delay in my reply,
Let me note at the outset that my comments at this time are as a private citizen,

1 retired in July 1975 from the Federal Reserve Bank of New York, where I served
as president for nineteen years.

Your letter raises, in my mind, difficult questions about the proper
balance between reasonably full and prompt public disclosure of official deliberations
on monetary policy, and reasonable insulation of such deliberations - so that the
participants in those policy discussions are not inhibited from a full and frank inter-
change of views, and so that premature disclosure does not interfere with the effec-
tive implementation of policy, The recent changes in documentation of FOMC meet-
ings, mentioned in your letter, occurred after I retired from the Federal Reserve
Bank, and I must confess that I have not kept in as close touch with those developments
as when I was a Federal Reserve official,

From my present vantage point, I have somewhat mixed feelings about
the changes that were undertaken - discontinuagpce of the preparation of detailed memo-
randa of discussion, and at the same time the preparation of more informative sum-
maries or "records of policy action.” The detailed memoranda of discussion were
made available, as you note, only after a five year lag, and this probably tended to
limit the public interest in these records, Yet, I would not have favored much more
rapid release of these detailed accounts, because of concern that quick publication
could seriously inhibit the quality of discussion and possibly of decision-making in
the FOMC meetings. The enlarged policy record materials now being prepared, which
I understand include brief summaries of the policy views expressed by various individual
members (although without specific attribution by name), provide, I believe, a signifi-
cantly more useful public document than the previous policy records, I would tend to
have some misgivings about the brevity of the lag now employed - releasing the policy
records only about 30 days after the meeting to which they apply -~ but thus far I am not
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aware of any untoward consequences that haveresulted from this shortened lag,

At the same time, I have some real regrets about the discontinuation
of the preparation of detailed memoranda of discussion, As mentioned in your letter,
these documents can be a valuable source of information for research on the policy
formation process, as well as providing for "accountability' of officials in FOMC
policy deliberations, While the demand for these materials has, as far as I know,
been quite limited thus far, one should perhaps not be hasty in forgoing what could
be a more widely used source material in the future.

. On balance, weighing the potential value of retaining the detailed
records of FOMC meetings against the risk that excessively early disclosure could
tend to inhibit frank discussion and hence impact adversely on the quality of decision-
making, I am inclined to favor the former - the preparation and retention of detailed
records - provided that there could be effective assurance of a reasonably lengthy
time lag before publication. I should think that Congressional action in support
of a suitable time lag could be quite helpful in ensuring that an appropriate lag could
be retained. As to the appropriate time interval before making public the memoranda
of discussion, the Federal Reserve's past practice of using a five~year interval seemed
reasonable to me, although I do not believe I would object strenuously to a somewhat
shorter lag - say three years, To shorten the interval further than that, I believe,
would run serious risks of inhibiting the discussion at FOMC meetings. As was done
with past publications of the memoranda of discussion, there should be a procedure
for editing out especially sensitive references, usually relating to particular foreign
countries,

Your letter also suggests, as an alternative to preparation of memoranda
of discussion, the possibility of requiring that the FOMC maintain '""mechanically reported
verbatim records of all meetings for release to the public after a fixed period of time, "

I would not favor this approach, as I believe that a policy of making such records pub-
licly available would seriously hamper the FOMC's policy discussions, In my experience,
the memoranda of discussion prepared by the FOMC staff, were faithful representations
of the full substance of discussion, edited into a format that was far more useful to the
serious student of monetary policy than a taping or''raw transcription" of verbatim
discussion,

I hope that these comments have been helpful to you and your Committee.

Sincerely,

Wl Fogeo

Alfred Hayes
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8214 Stone Trail Drive
Bethesda, Maryland 20034
September 30, 1976

The Honorable Stephen L. Neal, Chairman,
Subcommittee on Domestic Monetary Polioy
Committee on Banking, Currency and Housing
U. S. House of Representatives

Washington, D. C. 20515

Dear Congressman Neals

I am responding to your letter of Sepiember 17 concerming
the extent to which information about FOMC meetings should be
made available to the public. I strongly favor oven foruma and
complete diasclosure of government proceedin;z excep. ia the rare
circumstance when the public interest can be shown io % “mperiled.
Full disclosure implies that the identity of persons .+ iug state-
ments or upholding positions be revealed. Secrecy w2ak«xui the
understanding of the public and is a convenient refuge in which
incompetence often lurks. Sunshine is healthful!

I believe that no convincing case exists for prev@nting
the public from having full access %o the deliberations of the
FOMC. This is especially so because that Committee is not subject
to the discipline of the ballot box and because a number of its
members are not appointed by any elected official or subject to
Senate approval. The welfare of the public can be strongly
affected by the FOMC's decisions; the public and its representa—
tives must be informed about the basis for the Committee'’s actions
and about what thesgrqup is within-it that .isadvocating specific
positions., Historians, political scientists, economists, the
press and ultimately the public will be able to make more informed
agsessments of our government, its policies, and possible reforms
with disclosure.

The timing of diasclosure is a more subtle problem. Suc~
cessful discretionary policy depends in part on being able to
implement a strategy whioh smoothly achieves a goal, With immedi-
ate disclosure of a new set of goals, it is posaible that serious
and severe disruptions could be predipitated in financial markets.
For example, a sharp movement in some interest rate could cause a
bank or other financial institution to become insolvent. A better
tactical route to an objective is likely to be a series of small
gradual steps. Complete disclosure with a one-year lag surely
would not compromise the tactical mobility of the FOMC,

A second consideration in the timing of disclosure concerns
the nature -of decisiogﬁaking by committee. When votes are close or
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issues are closely contested, a policy stance may not prove to
be firm and committee discussion may produce much confusion in
the minds of the public and generate pressure from lobbyists. It
is-well known by social scientists that coalitions in committees
are fragile and that group decisions may be unfortunate in such
circumstances. Since the issues are complicated and provacative,
I think that a case can be made for temporarily suppressing the
release of individual views and specific strategies., Again,
however, a year seems more than enough time for dispassionate
consideration.

I therefore feel that the Board should continue its prac-
tice of providing records of broad policy actions and summaries of
views with a lag of 30 days. In addition, I would favor having a
complete set of minutes including 1) the identity of individuals
holding specific points of view and 2) tactical considerations
published with a lag of 12 months. The minutes might consist of
a transcript in which individuals were permitted to make minor
stylistic corrections or append clarifying statements as is the
case currently with teatimony before Congressional committees,

I happen to favor the transcript approach.

In closing, I should note that such documentation does
not in and of itself insure full disclosure of factors which
undenlie decisions, The minutes, for example, gannot reveal
tacit agreements not to raise delicate issues or premeeting
agreements. Nevertheless, documentation is revealing in part for
what is omitted and serious gaps will be recognized.

I hope these remarks prove helpful in your deliberations.

Sincerely yours,

il Lol
4 w
nald D. Hester
Professor of Economics

University of Wisconsin
(on leave of absence)
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University oi Minois at Urban. Y Champaign

DEPARTMENT OF ECONOMICS + BOX 111, COMMERCE BUILDING (WEST) URBANA, ILLINOIS 61801 - (217} 333.0120

Septenmfer 24, 1976

The Honorable Stephen L. Neal

Chairman

Subcommittee on Domestic Monetary
Policy of the Committee on
Banking, Currency and Housing

U.S. House of Representatives

Washington, D.C. 20515

Dear Mr. Neal:

This 1s in reply to your letter of September 17, 1976,
concerning the manner in which the content of meetings of the
Federal Open Market Committee is made public. Your letter raises
a general issue concerning the desirability of full disclosure
including individual attribution and a specific issue concerning
the contribution made by disclosure to fruitful research on
monetary policy.

The general issue lies outside my professional competence
but not outside my interest as a concerned citizen in a democracy.
As a general rule, the public should be in a position to review
the decisions of important public bodies such as the FOMC, the
Congress, and its Committees, federal and state agencies and the
like. Such review is a curb on the arbitrary use of power and a
check on the information, expertise and judgment of those who
exercise it.

My chief concern in this regard is that the FOMC not become
too vulnerable to current political pressures in reaching its
decisions. My studies of central banking and of monetary and
economic policy formation in various countries of western Europe
have impressed me with the dangers for policy-making in a technical
field when the process becomes too vulnerable to partisan political
pressures.

Precisely where the balance lies in applying these
criteria to the minutes of the FOMC 1s a matter of judgment.
Absent persuasive argument favoring the new mode of reporting, my
preference is to continue the old system of full disclosure.

This preference assumes adequate delay in publication to buffer

lobbying pressures beyond those to which its members now are subject.
I do not think monetary policy 1s improved when it has to be
hammered out in the heat of the political process. It is probably
better to err in the direction of too great rather tham too short

a delay in publishing FOMC minutes.
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The Honorable Stephen L. Neal September 24, 1976

It is my professional judgment that individual attribu-
tion of views expressed is of little or no consequence for economic
analysis. I doubt even the need for full reporting providing
decisions and objective considerations that were weighed in reaching
them are fairly summarized.

Sincerely yours,
al
) .

7 ﬁf
Sl A Tt i
Donald R. Hodgman
Professor of Economics

DRH:mcd
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PITTSBURGH NATIONRL BANK

STH & WOOQD
PITTSBURGH, PA. (5222
JERRY L. JORDAN
VICE PRESIDENT & CHIEF ECONOMIST October 21 . 1976

The Honorable Stephen L. Neal

Chairman

U.S. House of Representatives

Subcommittee on Domestic Monetary Policy

of the Committee on Banking, Currency and Housing
Ninety-Fourth Congress

Washington, D.C. 20515

Dear Congressman Neal:

I apologize for being slow in replying to your letter of September
17. Ithink you raise very important questions, and the effects of the
actions taken will be long lasting.

As an economist in the Federal Reserve for over eight years, T
found the "memoranda of discussion” to be extremely useful. Even when
I attended the FOMC meetings I always reviewed the memoranda of previous
meetings as part of the preparation for the next meeting.

The President of the St. Louis Federal Reserve Bank was definitely
influenced in a very positive way by the existence of a permanent record
that-would eventually be nmade public. .It helped him and his staff to main--
tain intellectual honesty, sometimes in the face of great pressure to bend.
He knew that even when his views fell on deaf ears in a meeting, consistent
analysis of the problem and recommendations of solutions would be in the
record to be viewed with historical perspective.

There is no doubt in my mind that the preparation, maintenance,
and eventual release of detailed minutes of FOMC meetings coniributes
greatly to the process of formulating and implementing monetary policy.

The records need not be verbatum, I think the previous procedure of
\preparing an edited memoranda of discussion was desirable. The release

of the record should be automatic after no more than the previous five years,
and I would favor a one or two year lag.

Concurrent Resolution 133 has contributed positively to monetary
policy in the past year, and it should be renewed and possibly made
permanent. Targets stated in terms of the growth of the monetary aggregates
are essential to reducing the inflationary trend, unemployment, and interest
rates.
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The Honorable Stephen L. Neal October 21, 1976

One final point, the "Record of Policy Actions" is released
after a thirty-day lag at present, Currently, the daily or weekly
"operating target” used by the FOMC is the Federal Funds rate -- the
interest rate at which banks lend reserves to each other. I believe that
is undesirable and has contributed to erratic short-run fluctuations in
money growth., As an alternative, if the Fed used as an "operating
target" some reserve aggregate, such as the monetary base, short-run
control would be improved, and uncertainty in securities markets
related to Fed operations would be reduced. If immediate disclosure
of Fed targets were required ("Sunshine"), I believe the FOMC would
find it preferable to control the quantity of bank reserves rather than the
price of bank reserves.

Sincerely, TN

17
JZ;ZI&QZ:

A

JLI/1p
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THE OHIO STATE UNIVERSITY

October 12, 1976

Honorable Stephen L. Neal
Chairman, Subcommittee on Domestic
Monetary Policy of the Committee
on Banking, Currency and Housing
U.S. House of Representatives
Washington, D.C. 20515

Dear Mr. Chairman:

Thanks very much for your letter of September 17, offering me the opportun-
ity to express my opinion on the desirability of requiring the Fed to maintain a
careful record of FOMC deliberations.

Advantages of Formal Records

Such a record fwhich has been maintained in the past) serves two main pur-
poses. First, it allows FOMC members' individual contributions to specific
policy decisions to be identified. When the record is later made public, out-
siders can determine what differences existed within the committee in the diag-
nosis of policy problems, in understanding of how the economy functions, and in
recommended policy treatments. Second, reviewing such minutes provide FOMC
participants the opportunity to check how well their positions have been com-
municated, and to set the misunderstandings straight. It should be recognized
that, with or without official minutes, FOMC participants and observers are
going to compile notes on these meetings for their own purposes. When official
minutes are not kept and circulated, there is less opportunity to discover and
reconcile misunderstandings.

Why Did the Fed Stop Documenting FOMC Debate?

For 40 years, the FOMC found memoranda of discussion sufficiently valuable
to compile regularly. One has to ask what change(s) in circumstances led Fed
officials to discontinue these memoranda in 1976. What difficuities do these
minutes raise for the Fed today that they did not raise previously? While I
can only speculate, I can point to three specific changes that together explain
the FOMC's decision to change its reporting pattern.

First, in compliance with the bargain struck with Congress in House Con-
current Resolution No. 133 (March 4, 1975), the FOMC is revealing its policy
targets more fully than ever before. Specific FOMC targets for monetary aggre-
gates are reported one-year forward in quarterly hearings before Congressional

ol Socuhand Behavonnal Scences e
AUere Roud Codimibis Obe 0
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Mr. Chairman October 12, 1976

banking committees and the two-month targets for aggregates and the federal-
funds rate approved in each FOMC meeting are released to the rewspapers after
a 30-day delay. This extensive information on the Fed's current intentions
exposes FOMC members--as a team--to the risk of heated (often partisan) crit-
icism. It is natural (even if not inevitable) for team members to pull to-
gether to protect each other from Monday-morning quarterbacks. This tendency
is all the stronger when the team labors under the sort of siege mentality
induced by the Fed's perennial battle with Congressional critics. These
critics are always poking around for evidence that would let them build a
compelling case for curtailing Fed autonomy.

Second, federal agencies' internal records have become increasingly Tess
secure. Not only have Fed personnel leaked sensitive information to Congress
and the press, but unfavorable court decisions and recent legislation esta-
blishing greater openness in government lead one to doubt that the System can
Tong control legal access to FOMC records. Previously, the Fed could be con-
fident that it could hold back memoranda of discussion for a cooling-off
period of five years. This threat of sudden and unpredictable exposure of
sensitive information is apt to inhibit committee discussion unless countered
in some way. Less courageous FOMC participants would be reluctant to take
controversial stands during the formal meetings and all participants would see
advantages to shifting important confrontations to less formal gatherings.

Third, one must also mention the idiosyncrasies of FRB Chairman Arthur
Burns. As mentioned earlier, in the perennial battle to maintain its autonomy
the Fed seeks to minimize the production of ammunition for its critics. Far
more than his predecessors, Chairman Burns has stressed internally the desira-
bility of Fed officials speaking with one voice. He very much prefers that
internal debate be kept internal. Not recording FOMC discussions enhances the
"deniability" of embarassing disputes by making it harder for outsiders to
document internal controversy. A less authoritarian chairman might place less
value on deniability.

Should Congress Require That FOMC Debates Be Documented?

Although Congress might well encourage the FOMC to record its delibera-
tions, I see no advantage in trying to force them to do so. Such a require-
ment admits too many loopholes to be foisted successfully on a hostile Fed.
The Tetter of the law can be met too easily by recourse to ambiguous phrasing
(a skill that Fed officials possess in abundance) and off-the-record discus-
sions at critical junctures.

Ascertaining what individual FOMC members think is the wrong issue on
which to campaign for monetary-policy accountability. Personal accountability
may well impede both institutional accountability and monetary-policy per-
formance. Making individual officials more closely accountable would distort
individual incentives toward self-protection and away from team performance.
It is no accident that more extensive disclosure of Fed policy intentions has
spawned simultaneous efforts to cover the tracks of individual responsibility.
However, so long as team accountability exists, one can expect members of the
team to deliver appropriate rewards and punishments to individual performers.
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Mr. Chairman October 12, 1976

For this reason, it is not important for outsiders to pinh down which FOMC
members have been right and wrong or passive and dominant on different issues.
What is important is to establish what the FOMC as a whole is trying to do,
whether they succeed at it, and finally whether their efforts were well-
conceived in the first place. ‘'Rather than focus on who is "running the store,"
I would prefer to see Congress devote its energy to persuading the Fed to
release up-to-date and better-focused information on the FOMC's short-term
targets and ultimate goals and on its view of policy trade-offs. Collecting
this kind of information can help us to improve both the economic understand-
ing of the electorate and the Fed's policy performance. Collecting information
on individual contributions that the individuals would prefer to hold back
threatens to encourage bureaucratic deviousness and scapegoating.

Yours sincerely,
ol / s
4’ & 4\'&&&/
Edward J. Kane

Everett D. Reese Professor of
Banking and Monetary Economics

EJK: 1w
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University o™Vlinois at Urban . ®Champaign

DEPARTMENT OF ECONOMICS + BOX 111, COMMERCE BUILDING (WEST) - URBANA, ILLINOIS 61801 - (217) 333.0120

1006 West Armory Avenue
Champaign,Illinois,61820
September 24,1976

Hon. Stephen L. Neal,Chairman

Subcommittee on Domestic Monetary Policy of the
Committee on Banking,Currency and Housing

94th Congress of the United States
Washington,D,.C.,20515

Dear Congressman Neal,

This is in reply to your letter of September 17 which reached me only yesterday.

You ask my "expert opinion" regarding measures that should be taken to restore
full documentation of the Federal Open Market Committee's (FOMC) deliberations and
the rationale of such measures. You suggest either (1) that FOMC keep mechanically
reported verbatim records of all meetings for release to the public after a fixed
period of time, or else (2) a resumption of FOMC's former practice of maintaining
detailed memorands of the discussions at all meetings to be released after a fixed

period of time.

Records should be kept so that the FOMC members may refer to them. Any responsible
board wants & general record of its deliberations and decisions to settle subseguent
disagreements over what the group decided. These are also eveniually of interest to

historians.

I prefer method # 2 of keeping the records, the one formerly used by the FOMC.
The verbatim system is murderous for most people. Few of us spesk as well as we write,
certainly not as well as we rewwite a sentence. The verbatim system of keeping the
minutes could stifle discussion while all but the most articulate reflected on how to
phrase their thought of the moment so it would read well and be impressive. But the
most articulate individuals are not necessarily those with the most good sense.

There are decision making bodies whose discussions should generally be open to the
public, for example,legislatures much,but certainly not all the time, and there are
others in which the best results are obtained when the speskers' uppermost thought
is solving the problem at hand, not impressing a watching or reading audience. Indeed,
the desire to appear generous and to please our fellow men is so strong in many of
us,that it is more difficult to take an unpopular,although perhaps a more long-run
beneficial stand if there is an audience in the picture. To illustrate,there are times
when recommending higher interest rates is the better course. Yet advocates of higher
interest rates rarely win popular accleim in the short-run,

ivefears and I would prefer(%eve or €ight, But after that they should become public
for ‘historians and.economists to analyze @nd argue over. It is possible to keep records
like these confidential for too long a time as well as for too short a period.

(:::;} I think that the minutes of the F! should be kept confidential for at least
£

.-. Sincerely,. . _
L ey
RStV KR G I S PP
Donald L. Kemmerer e
(Professor,Emeritus)
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DEPARTMENT OF ECONOMICS
LOS ANGELES, CALIFORNIA 90024

October 4, 1976

Honorable Stephen L. Neal

Chairman

Subcommittee on Domestic Monetary Policy
Committee on Banking, Currency & Housing
United States Bouse of Representatives
Washington, D.C. 20515

Dear Mr. Neal:

In ansver to your inguiry of September 17, I am strongly of the opinion
that the Federal Open Market Committee should be instructed to resume its
previous practices in the matter of keeping extended minutes of its meetings.
My reasons for holding this view are broedly those described in your letter.

A requirement that the FOMC maintain mechanically reported verbatim
records of its meetings, on the other hand, would be worthless at best. Most
likely it would be counterproductive. There iIs no way to ensure that a
public servant who does not want to go on record will nonetheless be on
the record. And even the most responsible of officials, faced with the
prospect of having his every slip-of-the-tongue recorded, might well decide
to give his "real" input to the policy-formulation process before the FOMC
meets for its Congress-dictated recording sessions. If the official FOMC
meetings were to turn into staged shows where innocuous arguments for pre-
agreed policies are recited no one will be any the wiser for having a verbatim
record of the proceedings.

I suggest that the Committee request of the FOMC that it resume its
previous practice -- it should, one hopes, be unnecessary to explain to FOMC
why its earlier practice was a good one -- and, beyond that, simply trust to
the morsle of the Federal Reserve System to ensure that a meaningful, subs-
tantively accurate record is indeed preserved.

Finally, I see no reason why one should at this time tamper with the
present time-lags in the release of, respectively, "records of policy
actions” and the full minutes.

gre yours,
"

A. Tetjghnufvud
Professbr of Ecénomics
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THE UNIVERSITY OF CHICAGO
DEPARTMENT OF ECONOMICS

1126 BAST S9TH STRERT
CHICAGO * ILLINOIS 60637

September 21, 1976

Honorable Stephen L. Neal

Committee on Banking, Currency
and Housing

U.S. House of Representatives

Washington, D.C. 20515

Dear Sir:

This is in reply to your letter of September 17, concerning two
possible measures for requiring the FOMC to maintain and release
records of their meetings.

The strongest case in favor of measures of this sort is, I think,
the last one you mention: the release of minutes will substantially
help researchers who are attempting to discover the implicit rules
which govern the way monetary policy reacts to the state of the
economy. Assuming FOMC decisions are not entirely capricious, such
rules must exist. Yet traditionally, the FOMC has been reluctant to
describe its behavior in these terms. This unfortunate practice
leaves the important task of spelling out exactly what monetary policy
is (that is, what rules are being implicitly followed) to economists
and others outside the Federal Reserve System. Any information re-
leases, certainly including minutes of FOMC meetings, which help in
this task should be encouraged and, where possible, required.

Since the composition of the FOMC changes over time, one would expect
FOMC decision rules to change also. To trace this process, knowledge
of "who said what'" is essential, and should be included in useful
minutes as well.

The individual accountability of FOMC members seems to me a less im-—
portant issue. The committee as a whole should certainly be open to
congressional review and public criticism, but I see no reason why in-
dividual members should. Perhaps individuals could be identified in
the minutes by code letters rather than by name, at least while they
remain on the committee.

Sincerely yours,

14l § feeer |

Robert E. Lucas, Jr.
Professor of Economics
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NATIONAL BUREAU OF ECONOMIC RESEARCH, INC. NEW YORK
NEW HAVEN
204 JOBIRERO SERRA BOULEVARD, STANFORD, CALIFORNIA 94305 CAMBRIDGE

PALO ALTO
Sherman ). Maisel

Co-Director, NBER-West WASHINGTON
(415) 326-4928

September 27, 1°¢°

Chairman Stephen L. Neal

U. S. House of Representatives

Subcommittee on Domestic Monetary Policy of the
Comnittee on Banking, Currency and Housing

Ninety-Fourth Congress

Washington, D.C. 20515

Dear Chairman Real:

In reply to your letter of September 17, 1976 with respect to the minutes
of the FOMC, I note the following views.

The detailed memoranda serve several different functioms, some of which
you have mentioned.

1. From my experience, I believe each member of the FOMC prepares
more carefully and makes more considered statements based on
his recognition that he and the others are on the record and will
be judged in the future on their individual contributions to
the debate.

'. The specific record is helpful in preparing for future meetings.
If you know you will have a record to review before the next
meeting, you can listen more completely to the debate and need
not take complete notes on others' points of view. A review of
others' opinions is most helpful in preparation for future meet-
ings. Frequently I have found good points in the minutes I
had missed in the debate.

3. The minutes can serve a very useful purpose in checking to see
that the manager of the open market account is properly carry-
ing out the instructions of the Committee. The current manager
has been extremely assiduous in following instructions, and the
minutes must be useful to him in enabling him to check his own
observations. Past (and perhaps future) managers have been
thought to have made policy because their instructions were not
clear enough. Good minutes make interpretations more exact.

v« The minutes do serve a useful histo¥ical purpose. For this pur-
pose, they must include the statistical background of the meeting;
otherwise they are too difficult to interpret.

While maintaihing detailed memoranda of discussions is difficult and requires
a high level of skill in the staff, I do not believe the expenditures for
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Chairman Stephen L. Nea. September 27, 19,.

this purpose are wasted. The memoranda do somewhat homogenize the final
discussion. In contrast, verbatim records may give incorrect feelings as
to what actually occurred because statements can be correct but carry incor-
rect information because they do not reflect tones of voice and interrup-~
tions, and may have incorrect words which are correctly ignored by those

in the meeting. I prefer the memoranda on the assumption the Committee
checks them to make certain they are an accurate expression of views.

The question of timing is more difficult. I believe, ard have so argued for
many years, that the policy directive with a brief explanation shduld be

made available at the close of the day on which the FOMC meets and adopts

it, While I recognize the strong opposing arguments, I believe delayed
release is advantageous to those groups actively engaged in t ‘ing govern-
ment securities and is disadvantageous to the general public A trial period
of immediate release would be useful.

The timing of the release of the memoranda of discussion is more delicate.
They contain information which would be harmful if released immediately.
This includes information on foreign operations, exchange flows, problems
in the-economy, views of individuals, staff projections, etc. Knowledge
that this information would be released shortly would inhibit debate and
obtaining information. It would lead to poorer FOMC decisions.

T would judge that a lapse of/@ears would be more than an adequate delay,
providing a limited number of @Xcisions were allowed, as is now done with
respect to privileged foreign information. It makes sense to issue a year

at a time, since this leads to fewer misinterpretations that could arise from
an examination of the minutes of a single meeting.

Sincerely,

—homan i%w«&ﬂ

Sherman Maisel
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UNIVERSITY OF CALIFORNI.., DAVIS

BERKELEY * DAVIS * IRVINE * LOS ANGELES * RIVERSIDE * SAN DIEGO * SAN FRANCISCO SANTA BARBARA * SANTA CRUZ

DEPARTMENT OF ECONOMICS DAVIS, CALIFORNIA 95616

October 6, 1976

Representative Stephen L. Neal, Chairman
Subcommittee on Domestic Monetary Policy
Committee on Banking, Currency and Housing
Rayburn House Office Building

Washington, DC 20215

Dear Representative Neal:

Thank you for your letter regarding the documentation of FOMC meetings.

I believe that documentation such as the previously published FOMC Minutes is
desirable. It is true that these Minutes are probably not read by very many
people, but, all the same, it is important that the information they contain

be available. Furthermore, knowledge that the Minutes will be published should
help to remind FOMC participants of the public nature of their position. It is
therefore disturbing that the Federal Reserve has decided to discontinue their
publication, and I am glad that your Subcommittee has taken the matter up.

I have heard that the reason the Fed has ceased keeping FOMC Minutes is
its fear that a suit under recent legislation might force it to publish the
Minutes soon after a FOMC session. Not being a lawyer I cannot judge how real-
istic this fear is, but I respectfully suggest that if this is indeed the prob-
lem, the relevant legislation could be amended to specifically exempt the FOMC
Minutes.

The question naturally arises whether publication of the Minutes in their
previous form is sufficient. One possibility would be to eliminate the five
year lag in their publication. T believe that there is much to be said for
not publishing them immediately, though I suspect that g threk year lag might
well be sufficient. Another question arises from the fact that the Minutes are
not actually minutes in the narrow sense of the term, but are just summaries of
the discussion. It may be useful to have the actual minutes published in place
of these summaries, with, of course, some deletions that are necessary to avoid,
for example, the publication of remarks about foreign officials.

Your letter refers to using the Minutes to hold Federal Reserve officials
accountable for their statements at FOMC meetings. This raises a number of
problems. First, such accountability would, at'best, be very limited. It
would apply only to those Governors who, having served only a partial term,
come up for reappointment for a term of their own. I suspect that even for
governors up for reappointment, publication of detailed minutes would make little
difference. First, it is likely that Congress would have a tendency to reconfirm
a governor who is already serving, and second, the opinions he expressed three or
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five years ago, are not as likely to generate as fervent opposition as do
opinions expressed on a current issue.

And even if the opinions published in the Minutes were to play an impor-
tant role at confirmation Hearings, it is far from clear that this would be
desirable. In one way, it would increase the control democratically elected
officials have over the Federal Reserve, which I believe is desirable, but in
another way it would decrease such control. It would probably result in
pressure on the President to appoint governors to a full term, rather than to
unexpired terms, and this way would reduce Presidential control over the Fed.
In other words it would shift some power over the Fed from the President to
Congress. ‘

Regardless of whether or not this shift is desirable, the use of the
Minutes in confirmation Hearings would have three undesirable effects. One
is that it would reduce the pool of qualified candidates for the governorships.
(And this may be a serious problem given the relatively low salary paid to
governors.) Second, it would tend to reduce the honesty and forthrightness
with which FOMC members express their opinions, and this would inhibit rational
policy making. Third, it would probably make for greater conformity within the
FOMC. I suspect that there is something to be gained by having a wide spectrum
of opinion represented on the FOMC, everything from extreme monetarism to ex-
treme Keynesianism. But the use of the Minutes in confirmation Hearings would
tend to lead to the appointment of governors whose views mirror the national
consensus, rather than of governors who individually hold more diverse points
of view.

Sincerely,
— /

Thomas Mayer
Professor of Economics
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Claremont Men's CO"ege Bauer Center, Claremont, California 9171
Telephone {714) 626-8511

Applied Financial Economics Center
December 21, 1976

Honorable Stephen L. Neal, Chairman

U.S. House of Representatives
Subcommittee on Domestic Monmetary Policy
Ninety-Fourth Congress

Washington, D.C. 20515

Dear Mr. Neal:

I have given much thought to your questions about liow meetings of the Federal
Open Market Committee should be documented and reported. As a researcher, I
have found the Minutes extremely valuable for historical studies of the
Federal Reserve System. Attached is a recent short paper for the Journal of
Monetary Economics which 1 based largely on the FOMC Minutes for 1959 and 1960.
1 hate to think that future scholars will not have comparable source material
covering FOMC meetings after May, 1976.

But the interests of future scholars are not the most important considerations
in your decisions regarding what information to request from the Federal Resetve.
The FOMC Minutes and other reports of the Committee, such as the Record of Policy
Actions, have a much more immediate value to people such as you and the general
public as guides to the decision-making processes of the Committee. The more we
know about how FOMC decisions are made, the better we can predict Federal Reserve
actions under various circumstances. I see no reason for keeping this informa-
tion secret at any time, for I believe financial markets and the general economy
would perform more efficiently if information on current and prospective Federal
Reserve policies were more readily available. This is an argument for publishing
the Record of Policy Actions and the Policy Directives immediately after each
meeting of the Committee.

The problem of the Minutes is more complicated. The five-year lag certainly
is excessive, in view of the great changes in Federal Reserve procedures that
have taken place in the last five years. The shift toward controlling the
.monetary aggregates since 1970 is a revolutionary step. It would be extremely
helpful to read the discussions within the Committee and the technical papers
considered by the Committee during the tramsition to the current system, which
incidentally is still evolving.

I can understand why the members of the Committee would prefer not to have the
Minutes published soon after the meetings, because the Minutes I have read cer-
tainly tend to tarnish the aura of infallibility that an official body would
like to maintain.

In your letter, you mentioned the difficulty of holding individual members of

the FOMC to account. Although I find the views of individuals interesting, I
don't think that holding individuals to account is as important a problem as
holding the institution to account for its actions. Therefore, a record of the
discussion that fairly reported all the substantial issues and views as presented,
but yet did not identify the individuals making statements, could be satisfactory.
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The difficulty is that the Federal Reserve's responsibilities are so broad, so
diffuse, and so poorly defined that it is extremely difficult to hold the Federal
Reserve to account. Pursuing many objectives simultaneously, the monetary auth-
orities are bound to achieve one or more of them while missing on others.

With so many problems to discuss and with so many operations under way, it is not
surprising that the members of the Committee would talk about things that they
later on would prefer not to have revealed. I believe there is something to the
argument that a full tape recording would inhibit members of the Committee in
expressing their views. That would perhaps deprive the Committee of their best
judgment. There is no way of really holding them to account without having the
Congress lay down more explicit rules for their guidance. By rules for the
guidance of the Federal Reserve, I mean something like specifying the rate of
growth of the money supply. The Federal Reserve naturally opposes having any such
rule imposed. The monetary authorities would much prefer to have full discretion,
but the rule would make them accountable because it would make it possible for
outsiders to see after the fact whether the Federal Reserve had performed. The
Federal Reserve's new practice of announcing money growth targets .in advance is a
step in the right direction. I think it would be entirely comsistent with this
practice to have the policy record of the Open Market Committee issued within one®
day following a meeting of the Committee. ’

I was pleased to see in recent news reports that you have proposed hearings on

a money growth law. I agree with your staff econometric study that a steady-
money—growth policy over the past 28 years would have resulted in far less insta-
bility in incomes and prices than did the discretionary policies the Federal
Reserve actually applied. Your proposal will, of course, meet great resistance
from believers in discretionary policies inside the Fed and among academic
economists. Many members of the financial community, who should approve it if
they understood it, will also probably be afraid the Congress would manage
monetary policy even worse than the Fed has done. Your point that the rule would
"depoliticize" monetary policy should be reassuring to them.

I hope that in these hearings you also will deal with the Fed's practice of using
Federal funds-rate targets to control money growth. A more inefficient and con-
fusing technique could hardly be invented. To me it is- a classic example of the
terrible inertia of powerful, self-perpetuating bureaucracy. The current tech-
niques are only slightly improved from the ones described in my attached paper.

Would you please send me a copy of the staff study? Also, please give my regards
to Doctor Weintraub. You are fortunate to have such an able, dedicated staff
director. You can count on him. not only to have good judgment but to apply the
highest scientif standards in treating the evidence considered by your committee.

Sing@raly yourg,
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Carneqie-Mellon University  Graduate School of Industrial Administration
Wilhiam Lanimer Meilon, Founder
Schenley Park
Pittsburgh, Pennsylvania 15213
[412) 621-2600

Allan H. Meltzer

Maurice Falk Professor of
Economics and Social Science

October 1z, 1976

Congressman Stephen L. Neal

U. S. House of Representatives
Subcommittee on Domestic Monetary Policy
Washington, D. C. 20515

Dear Congressman Neal:

Please excuse the delay in responding to your letter ot
September 17.

The records of the Federal Reserve have been an important
source of information on monetary policy, and they are important
for scholarship. I regret very much the decision to stop releasing
the minutes of the Federal Open Market Committee.

I have read some part of each of the volumes released to
1974 as part of my research on monetary policy. The minutes have
been extremely useful and have contributed a great deal to my
understanding. A book, containing the result of a decade of
research, is now nearing completion so I am hopeful that the
benefits I received will be more widely shared. It would be
regrettable if students of economic policy lose this valuable
source of information on policy and the policy process.

I cannot speak with any authority about the number of users,
but the number of users is not a matter of great importance at the
moment. Scholarship rarely proceeds as a mass effort, and few would
choose to justify or withhold support for scholarship and research
based on the number of participants, Scholarship is a public
enterprise in the fullest sense. The public benefit greatly exceeds
the cost of the activity or the gain to the scholar.

The chief benefit to be derived from the release of the Federal
Reserve minutes is improved monetary policy. The gain is large and,
I believe, greatly exceeds the cost of releasing the minutes.

I find no substantive issue in the question you raised about
the method of transcription, provided the minutes are edited after
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Congressman Stephen L. Neal
October 12, 1976
Page 2

they have been reported, Participants should be given the privilege
of correcting grammar and clarifying the meaning of statements as
in the past.

In the past, the Federal Reserve has released the minutes
five years after the year to which the minutes apply. Delayed
release permits the members to speak with less fear that their
remarks will be misused. Past releases have not been abused to my
knowledge, so a five year delay appears to be an adequate and may
be an excessive delay., However, I would prefer to have the
minutes released after a five year delay than not released at all,

I welcome your interest in this matter, and I hope you will
pursue the matter until release is restored.

S incerely yours s

W
Allan H. Meltzer |

AWM/ jep
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UNIVERSITY OF MARYLAND
COLLEGE PARK 20742

DEPARTMENT OF ECONOMICS

October 8, 1976

The Honorable Stephen L. Neal, Chairman
Subcommittee on Domestic Monetary Policy
Committee of Banking, Currency, and Housing
U.S. House of Representative

Washington, D.C. 20515

Dear Sir:

Professor Dudley Dillard, who currently is acting provost of the
Division of Behavioral and Social Sciences, forwarded to me your letter of
September 17, 1976, concerning documentation for meetings of the Federal
Open Market Coumittee (FOMC) of the Federal Reserve System.

I highly agree with you that the FOMC made a mistake; they should
continue to publish a detailed memoranda of discussiomn. The expanded and
more timely "record of policy actions of the FOMC" is a healthy sign but
not a substitute for detailed memoranda of discussion. I do not have
strong feeling about which one of the two proposed measures to restore
full documentation is the more desirable. On balance, I would prefer
reinstatement of the FOMC's former practice of maintaining detailed
memoranda of discussion on the grounds that previous memoranda were suffi-
ently comprehensive. Verbatim transcripts of FOMC meetings might be so
lengthy as to discourage all but the most delicated from looking beyond the
"record of policy actions of the FOMC".

Clearly, some lag in publishing the memoranda is desirable particularly
because the FOMC discusses international developments. One would not want
an American agency revealing foreign plans. It is difficult to make a strong
case for any specific lag. WNevertheless, I would suggest a (three-year lag.
One should consider the possibility of issuing two memoranda of discussion,
one memorandum covering domestic policy only could be issued six months
after a FOMC meeting and a separate memorandum on {nternational economic
affairs issued three to five years latter.

I am pleased to learn of your efforts to restore full documentation
of FOMC meetings and hope my comments are helpful.

Sincer/e,ly,

.
aul A. Meyer/‘ éé{j&)—

Associate Professor
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Massachusetts Institute of Technology
Alfred P, Sloan School of Management
50 Memorial Orive
Cambridge, Massachusetts, 02139

November /

Mr. Stephen L. Neal

Chairman

U.S. House of Representatives

Subcommittee on Domestic Monetary Poligy oﬁ#&he
Committee on Banking, Currency and Housing%}
Washington, D. C. 20515

Dear Mr. Neal:

Pressure of work and a protracted absence from this country
has prevented me from replying earlier to your letter of September
17. Even at this writing, I do not feel that I have had sufficient
time to give you a carefully thought-out position on the issues
you mention,

However, 1 am prepared to say that I completely agree with
the point of view expressed in your letter as to the value of
extensive documentation of FOMC meetings, including identification
of the contributions of individual participants.

Accordingly, I would strongly favor, at the very least, a
return to the practices followed until March 1976. I can also see
some merits in your-alternative proposal of maintaining mechanically
reported verbatim records of the meetings. However, I can also see
some possible drawbacks in such a procedure, especially in the danger
that such a procedure might cramp the free flow of ideas. However,

I would not be prepared to come to any conclusion on this alternative
without hearing the views of those who have been participating in the
FOMC meetings.

As for the publications, I have long felt that the five year
rule was unreasonably long. I do not see why the lag could not be
cut substantially to perhaps or(ﬂutee years.

N

In concluding, I would like cb say that although the views
expressed above are tentative, I am in full sympathy with the thrust
of your endeavor, and hope that you will pursue it with deliberate
speed.

Sincerely yours,

s W%

Franco Modigliani
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UNIVERSITY OF CALIFORNIA, BERKELEY

BERKELEY * DAVIS * IRVINE » LOS ANGELES * RIVERSIDE * SAN DIEGO * SAN FRANCISCO SANTA BARBARA * SANTA CRUL

DEPARTMENT OF ECONOMICS BERKELEY, CALIFORNIA 9472

Antober 14, 197F

Mr. Stephen L. leal, Chairman
Subcommittee on Domestic Monetary Policy
of the Committee on Banking, Currency & Hous
U. S. House of Representatives
Washington, D. C. 20515

Dear Steve:

I am sorry to have taken so long to respond to your letter of
September 17, but I have only now been able to turn to corres-
pondence following my move to Berkeley in September. I hope
this belated response will still be of some help to you in your
attempts to restore documentaiion for FOMC meetings.

The decisions made by the FOMC at its May 18 meeting concerning
documentation were two sided. On the cne hand, the FOMC decided
to expand somewhat the content of its "record of policy action"
and to speed up release of the "record." This decision was
desirable. On the other hand, the FOMC decided to discontinue
its "memorandum of discussion" which contains full account of
each FOMC meeting. These memoranda were released five years
following the year in which a meeting was held. This second
decision was most unfortunate and more th¥ offset the positive
effects of the decisions concerning the record of policy actions.
The policy record does not contain sufficient information to
allow it to substitute for the memoranda of discussion.

When I wes on the staff of Federal Reserve Board, I attended FOMC
meetings for several years and made presentations to that body.

At those meetings, the participants, including FOMC members, were
acutely aware that their statements and comments were going on the
record. It is difficult to overstate the importance of having one's
views made available to public scrutiny. While the memoranda were
kept secret for five years, the FOMC members knew that eventually
history would be able to judge their actions. By dropping the
memoranda of discussion the American people have lost an important
means of rmonitoring and disciplining FOMC reetings.
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We are told by the FOMC that its meetings must be held in complete
secrecy, and they are. Prior to its May 18 decision, the public
at least had the opportunity to learn--with a five year lag--why
decisions were made conceérning the execution of monetary policy.
Now we are told that the veil of secrecy will never be lifted, that
the "minutes" of FOMC meeting will never be released. This is a
deplorable situation.

I wish to recommend in the strongest terms that the Congress reguire
the FOMC to reinstitute its memoranda of discussion. I believe that
these records would be sufficient to satisfy the public's and Congress'
"need to know" about FOMC decisions. I believe that the memoranda form
as used in the past would be superior to mechanical records taken ver-
batim. Verbatim records would be adequate, however, if the FOMC cannot
bear the expense of producing the more polished memoranda. I do find it
hard to understand why the lavishly financed Fed should be concerned--as
they claim to be--about the minor expense of producing the memoranda of
discussion. This is an expense well worth incurring.

I have mixed feelings about making any recommendations concerning a
speed up of release of the memorande once they are reinstituted. On
the one hand, I believe that the public interest would be served by
requiring that the FOMC release the memoranda more quickly, say within
one year following each meeting. More timely release would heighten
public interest and wouvld exert an important discipline on FOMC activity.
On the other hand, I fear that any attempt to speed up release of the
materials would be used by the Fed and other interests to oppose even
more strenuously the rebirth of the memoranda of discussion. I would
advise that at least initially the FOMC be allowed to release the
memoranda with the same five year lag.

I hope that my comments have been helpful ad that you are successful

in your efforts to prevent the Fed from retreating completely into the
dark end nondemocratic world of secrecy. Congress has a large stake in
what the Fed does, as do all citizens. It cannot be allowed to success-
fully accomplish this arrogant act of removing one of the few links that
you and I have with its crucial decisions.

Sincerely
LD LA A

James L. Pierce
ofessor of Economics

Federal Reserve Bank of St. Louis
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Fritz Redlich
16 Chauncy Street
Cambridge, MA 02138

September 24, 1976

Mr. Stephen L. Neal

Chairman

Committee on Banking, Currency and Housing
Subcommittee on Domestic Monetary Policy

U.S. House of Representatives

Washington, D.C. 20515

Dear Mr. Neal:
This is to acknowledge the receipt of your letter of September 1T7T.

I entirely agree with you that the earlier, now abandoned, policy
of FOMC was, and would be, a good one, if the record is not made public
too early. If this is done, potential decision-makers may be kept
from being frank and on moot questions take the popular stand against
their better insight. I mey add that the original policy is desirable
also to keep the historical record straight which is certainly of
great importance, and needed for further decision making. These
statements imply that I would recommend the reinstatement of the former
practice.

Sincerely yours,

_%//?%%f

Fritz Redlich

Digitized for FRASER
http://fraser.stlouisfed.org/
Federal Reserve Bank of St. Louis



237

TROWR
%

BROWN UNIVERSITY Providence, Rhode Island + 02912
05 \\

Digitized for FRASER

September 23, 1976

The Honorable Stephen L. Neal

U.S. House of Representatives

Subcommittee on Domestic Monetary Policy

of the Committee on Banking, Currency & Housing
Ninety-Fourth Congress

washington, D.C. 20515

Dear Congressman Neal:

I am responding to your letter of September 17, 1976
concerning my views on the documentation of meetings of
the Federal Reserve Open Market Committee.

I strongly favor reinstatement of the former FOMC
practice of maintaining detailed minutes ("memoranda of
discussion"), provided that public release occurs with a
substantial lag. I do not favor verbatim records.
Verbatim records work well in a formal hearing context,
but in a meeting with much open discussion it is often
difficult to make sense out of such records. In a dis-
cussion and debate oriented meeting much communication
takes the form of various intonations, pauses, and
gestures. Accordingly, properly kept minutes are likely
to be more accurate than verbatim records.

The central issue, of course, involves the length
of the lag between the meeting and the release of the
minutes of the meeting. In my opinion, the "sunshine"
debates of the past few years have included too little
discussion of the distinction between actions taken by
government agencies and the policy discussions under-
lying those actions. Rigorou$ application of instant
(as opposed to delayed release) sunshine laws will in-
evitably force many policy discussions into off-the-
record formats. The real policy arguments will occur
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in hallways and offices rather than in meeting rooms.
Hallway policy-making will, of course, never be elimi-
nated, but it ought not to be encouraged. To do so
would only reduce the attention paid to minority views.

A(i;:e year delay in releasing minutes seems to me
to be seftsible for the Federal Reserve and many other
governmental policy-making bodies as well. That delay

is longer than a President's term of office and there-
fore is long enough that an individual's discussion can
be put in a context largely free from day by day
political pressures. Yet, a five year delay is short
enough that an individual can be held personably
accountable, and his career may be affected by disclosure
of his previous positions.

In constrast to my recommendation for delayed
release of policy deliberations, my recommendation is
for very rapid release of information on policy actions
so that some individuals do not have an extended period
of time in which to profit from inside infermation. For
example, if the IRS interprets a new regulation in a
particular way, then the information should be available
to everyone and not just to the particular taxpayer
whose case led to the interpretation; the same argument
obviously applies to most bank regulatory actions by the
Federal Reserve. 1In addition, it is almost inevitable
that knowledge of major policy decisions will filter out
of large bureaucracies; those who maintain friendships
with government policy-makers and administrators should
not receive important information first. This problem
will be more important the longer the release lag be-
cause those with inside knowledge will have more time
to act on the basis of that knowledge. Of course,
confidentiality of the names of the individuals affected
by particular policy decisions--taxpayers and banks in
the examples above--should be maintained in many cases,
but I see no conflict in general between maintaining
such confidentiality and release of information fully
describing new regulations, interpretations, etc.

I realize that the distinction between policy de-
liberations and policy actions cannot be drawn as
sharply as suggested above. Nevertheless, I believe the
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distinction has merit in guiding thinking about the
difficult issues involved. 1In general, I feel that
the Federal Reserve in recent years has moved far in
the direction suggested by my discussion. When the
Fed engages in opén market operations the open market
desk's requests for bids by securities dealers are
made in a matter of two minutes or so to all the
dealers eligible to transact business with the desk.
The lag in releasing FOMC policy decisions has been
reduced to the absolute minimum consistent with the
Fed's current operating procedures which, from time
to time, call for adjustments in the narrow band
permitted for fluctuations in the Federal funds rate.

That quick release of FOMC minutes is impossible
is readily apparent from the fact that the FOMC is
necessarily in the business of forecasting market
pressures on interest rates and in debating the ad-
visibility of introducing future policy changes
designed to move interest rates one way or the other.
Such discussions are essential if the Fed is to
maintain a long view. Quick release of such information
would obviously generate market pressures changing
interest rates in anticipation of Fed policy changes,
amd it would then be impossible to distinguish these
anticipatory pressures from more fundamental market
pressures.

As an aside, it is clear that anticipatory pressures
on interest rates are significant even under current
arrangements as market participants try to guess what
the Fed will do. This is one of several factors that
lead many economists, including myself, to argue that
the Fed should not attempt to control interest rates
directly. Fed policy intentions for money growth can
be released promptly--as experience with the one-year
monetary targetting procedure under House Concurrent
Resolution 133 demonstrates--without generating market
disturbances.

wWith respect to the last paragraph on page 1 of
your letter, I do not believe that minutes are parti-
cularly important for maintaining the integrity of
annual reports and records of policy actions. Because
the Policy Record is released quickly, in preparing the
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Annual Report there is no opportunity to rewrite history
in a major way by taking account of events occuring after
a particular FOMC meeting. It should also be noted that
the Policy Record reports the vote of each voting FOMC
member on the current policy directive, and that a brief
explanation of a dissenter's vote is included in the
Policy Record. Thus, an individual FOMC member's views
are described if the views are held strongly enough to
lead to a dissenting vote. Prior to release of the
Policy Record FOMC members have an opportunity to review
the draft Record to see if their views are accurately,
even if anonymously, described.

Also with respect to your last paragraph on page 1,
I believe that minutes of a FOMC meeting are essentially
irrelevant in assuring that the Policy Record provides
an accurate summary. There are substantial number of
people in a FOMC meeting and all of them have a sub-
stantial amount of independence since their terms.of
office are fixed and they do not serve at the pleasure
of the President or of the Federal Reserve Board Chairman.
In my opinion, there are simply too many independent
people involved to permit significant misreporting of a
FOMC meeting in the Policy Record. Of course, some
matters may be omitted from the Policy Record altogether,
but given that some matters ought to be omitted (such
as interest rate forecasts), I see no way to maintain
long-run accountability unless delayed release of minutes
is permitted. Finally, I am in full agreement with you
that maintenance of minutes is important for monetary
policy and historical research.

In summary, I support the second of the two alter-
natives listed on page 2 of your letter, provided that
the release lag is substantial. I favor minutes rather
than a verbatim record. Finally, I feel strongly that
"instant sunshine" will be counter- productive; it will
increase the pressures that already exist for hallway
policy-making, will reduce rather than increase the
influence of those with minority views, and will not in
fact shed light on many of the arguments and individual
positions underlying policy decisions.

Sincerely,

William Poole
Professor of Economics

WP/cm
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FEDERAL RESERVE BANK OF RICHMOND

RICHMOND, VIRGINIA 23261

October 14, 1976

Honorable Stephen L, Neal

U, S. House of Representatives

Subcommittee on Domestic Monetary Policy of the
Comnittee on Banking, Currency and Housing

Washington, D. C., 20515

Dear Chairman Neal:

I have your letter of September 17 and I am glad to comment on the questions
you have raised. Because of the scope and importance of the questions in-
volved, I have taken the liberty of bringing this matter to the attention
of the members of our board, which accounts for my delay in responding

to your letter of the 17th of September.

First, let me note that I have never had an occasion to use the memoranda

© A*scussion and I find that this is also the case with the other Richmond
tors. As you know, these memoranda were always published with a long
nd the detailed record of meetings held five or more years ago is not
v to be especially useful to Reserve Bank directors in the discharge
-eir current duties. I assume here that you are aware that Reserve

ba:.. directors enjoy no special privileges with respect to access to any

FOMC documentation, which is accessible to us in precisely the same form

and on exactly the same time schedule as they are to the general publiec.

Most of us, however, read with interest the published record of policy action
of the FOMC. From our standpoint the expanded record which was introduced
last May and is now released with a 30- to 35-day lag is a very useful
document. It is my opinion that this represents a significant improvement
over the record as it was published--incidentally, with a 45-day lag--prior
to last May. The new format, as you know, is far more complete and conveys
in considerable detail the substance of discussions and of the logic under-
Mying FOMC decisions. I% also includes a useful compendium of recent trends
and developments in both domestic and international markets, with interpreta-
tions of what these may imply for the future behavior of the economy. On
the whole it seems to me that the public at large is now receiving signifi-
cantly more information on current monetary policy, and on a more timely
basis, than ever before. Moreover, since the votes of individual members
are included, the record of policy action as now published would appear

to provide quite strong indications of the positions of individual partici-
pants in the FOMC discussions.
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After looking over some of the published memoranda of discussion, my impres-
sion is that the question of the appropriate kinds of documentation of such
proceedings cannot bée separated from the question of the timing of the release
of such documentation. I certainly agree that, from the standpoint of both
historical and technical research, it is highly desirable that a detailed
record of these proceedings be made public at some appropriate time. The
problem here is in the matter of timing. My major concern in this regard

is that too contemporaneous a release could seriously inhibit the kind of
free and frank interchange of opinion and analysis that is essential to
rational policy decisions. In my view, meaningful policy discussions

have to be directed toward promoting understanding of current and prospec-
tive problems and toward the design of appropriate measures for solving

or avoiding problems. I see some risk that premature release of detailed
minutes of discussions could tend to promote posturing for the record and
detract from the quality of the dialogue and analysis that goes into policy
decisions.

Some of my colleagues on the Richmond board see some risk that premature
disclosure of detailed proceedings of the FOMC would give some market
professionals an undue advantage over other securities traders. I am not
in position to evaluate any such risk that may exist. Of greater concern
+~ me is the possibility that too complete and too contemporaneous release
~tailed information on the FOMC's discussions might prejudice the
1y of monetary authorities in this country to engage in constructive
retive measures with foreign central banks in the international
nges. It is also conceivable to me that domestic monetary and/or
ba: ng situations of such a sensitive and confidential nature could
arice that premature disclosure of detailed proceedings of the FOMC
could produce harmful and, indeed, counterproductive results.

To summarize and reply to the specific questions you raise:

(1) I see no useful purpose to be served by a requirement that
mechanically iranscribed verbatim records be maintained of each FOMC
meeting. I am of the opinion that detailed minutes, recorded in the
conventional mamner, would achieve the same objectives at lower cost.
While it is of parsmount importance that the public be assured that
governmental agencies which possess unusual power and authority do
not abuse or misuse such authority and responsibility, it is my feeling
as a businessman that we must keep in mind the unusual burden placed upon
govermment agencies as well as private industry when reporting procedures
exceed the basic requirements needed for adequate control and overview
by appropriate agencies of the government.

(2) With regard to the requirement that the FOMC reinstate its
former practice of maintaining detailed memoranda of discussions in
the 0ld format of all meetings for release after a fixed period of
time, it would seem desirable to me that this be done, provided the
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time lag between meeting and public release is sufficient to minimize the
risk already mentioned. My own view is that it is not necessary or desir-
able that the time lag be as long as five years as in the past, but some-
thing 1like( two)or perhaps three years would be sufficient. I do not see
how a lag of Such duration would seriously diminish the usefulness of such
minutes in monetary policy research or in safeguarding the integrity of
annual reports. Also it seems to me that the published voting record of
individual FQMC members, coupled with the general powers of Congress over
the Federal Reserve, takes care of the accountability problem that you

mention.
Sine erii,/

E. § s Powell
n

Digitized for FRASER
http://fraser.stlouisfed.org/
Federal Reserve Bank of St. Louis



THE STATE UNIVERSITY
OF NEW JERSEY

RUTGERS COLLEGE« DEPARTMENT OF ECONOMICS « NEW BRUNSWICK « NEW JERSEY 08903

December 7, 1976

Stephen L. Neal, Chairman

U.S. House of Representatives

Subcommittee on Domestic Monetary Policy of the
Commi ttee on Banking, Currency and Housing
Ninety-fourth Congress

Washington, D, C., 20515

Dear Chairman Neal:

This letter is written in response to your letter of December 1,
concerning requirements that 1. the FOMC maintain verbatim records
and 2, the FOMC maintain detailed memoranda of its meetings.

My guess is that requiring the FOMC to maintain verbatim records
to be released shortly after the meetings will not have the intended
effect of revealing the thinking FOMC members., Instead it is likely
to make the discussion at FOMC meetings mere window dressing. The real
decision making process will move to less convenient, but unrecorded
quarters,

The requirement that the FOMC reinstate its former practice of main-
taining detailed memoranda released after a long delay will have a sim-
ilar, but less strong effect, But | believe that it _is still worthwhile
having this policy renewed since it will be of some help to scholars in
studying the evolution of FOMC policy.

I think that a more important change would be to require the FOMC
from time to time, say quarterly, to publish its target for the rate of
growth of Federal Reserve Credit, and to explain the reasons for the
target chosen, This variable can be controlled by the Federal Reserve
System, and it seems to me, is the appropriate criterion by which to
judge Federal Reserve actions,

Sincerely yours,

Hooagh

Hugh Rockoff
Associate Professor of Economics
Rutgers College
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LAW OFFICES

BIERBOWER & ROCKEFELLER

Digitized for FRASER

SYREET, N. W., WASHINGTON, D. €.
(202) 347-1900

oF counsEL
2.L. ROBERTSON

October 1, 1976

The Honorable Stephen L. Neal

Chairman

Subcommittee on Domestic Monetary Policy
of the Committee on Banking, Currency
and Housing

United States House of Representatives

Washington, D. C. 20515

Dear Mr. Chairman:

I regret the delay in responding to your letter of
September 17, 1976. It arrived while I was out of the country.

You requested my views concerning the documentation
for meetings of the Federal Open Market Committee, in light
of the new procedures adopted by the Committee. I can reply
very succinctly.

The expansion of the "record of policy actions of
the FOMC" to include summaries of views expressed during the
meetings represents an improvement, in that it enables interested
members of the public to get an idea, at least, of the points
of view taken into consideration in formulating the Committee's
decisions. But this is not an acceptable substitute for
detailed reports of the meetings, including the exact words
used by each member of the Committee in expressing his point
of view (except to the extent they may be edited by the
individual member for the sake of clarity and precision).

In my view the fomulation of monetary policy by
the Open Market Committee is one of the most important factors
influencing the economy. Hence it should be mandatory that
there be kept a detailed record (to be made available to
the Congress and the public after the lapse appropriate
time -- I would suggest experimenting with QEe year instead of
five) of the role played by each member of the Committee.
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If minutes of the meetings are not kept and eventually
made available, there would be no possible way for the Congress
or members of the public to appraise the contribution of
any member of the Committee to the formulation of policy. Such
appraisals are essential to any study of how to improve the
System -~ and, of course, such studies of governmental agencies
are essential in a democracy and an ever-changing world.

It would be helpful, too, in appraising the merits of proposed
new members to know something about the views and contributions
of existing members., And, of course, any decision by Congress
to eliminate Federal Reserve Bank Presidents from the Committee
should not be made without real knowledge of the contribution
they have made in the Committee's deliberations.

Furthermore, it is my considered opinion that it
will be more and more difficult in the future to get gualified
men to serve as Governors and Presidents if they are obliged to
remain anonymous. Men competent to serve in these positions
should be willing and anxious to stand on their records and
be held responsible for the way in which they play their
respective roles,

Finally, whether the record of committee deliberations
is in the form of tapes or transcriptions of stenographic
notes, as was the case in earlier years, is a question of
mechanics for the technicians. But whatever method is used, the
record should be as complete and comprehensible as possible --
for the sake of the System itself and its principal participants,
as well as for the benefit of the Congress and the general public.

Sincerely,

Rober tson

JLR:das
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UNIVERSITY OF VIRGINIA

JAMES WILSON DEPARTMENT OF ECONOMICS
CHARLOTTESVILLE

22901

ROUSS HALL December 17, 1976

Representative Stephen L. Neal

Chairman, Subcommittee on Domestic Monetary Policy
U. 8. House of Representatives

Washington, D. C. 20515

Dear Representative Neal:

I am indeed embarrassed to have delayed so long in responding to your
letter of September 17. The topic of your letter -- the appropriate method of
documentation of FOMC meetings -- is certainly an important one.

It is disturbing to me that the FOMC has terminated its former system of
summarizing discussions with identification of individual speakers. I concur
strongly in your judgment that such records are valuable both for future research
on monetary policy and for assuring the integrity of the annual report of the Board
of Governors.

The idea of taping the meetings and later producing a verbatim transcript
has its attractions. On balance, however, I believe that it would be better
simply to /x‘ersumejhenldjysgeln. I have had some experience with transcribing
discussions from tapes and I know that it is a costly process. Moreover, a
verbatim transcript is bound to be in very rough form -- half-completed sentences,
irrelevant digressions, redundancies, grammatical errors, and so forth,

The only modification of the old system that I would suggest is more
prompt publication. Some delay does seem desirable to me; instantaneous
publication might result in lobbying activities of an unsavory sort, causing
POMC members to be overly concerned with short-run political considerations.
However, I see no point in a delay of five years. As a compromise I suggest that
the record be published with qivid-—year lag, in annual installments.

I applaud your inquiry into this important subject.

Sincerely,

-

(—\ i:azvv./\ e
Richard T. Selden
Chairman

RTS/mh
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UNIVERSITY OF KENTUCKY

LEXINGTON, KENTUCKY 403506

~= OF THE PRESIDEN" December 10, 197¢

Digitized for FRASER

The Honorable Stephen L. Neal
U. S. House of Representatives
Washington]; D. C. 20515

Dear Congressman Neal:

Thank you for your letter of December 1 concerning the question of docu-
mentation of FOMC meetings. My delay in responding to your original
letter is based upon my reluctance to assume the role of “'expert', As

a matter of record, I have never served on the FOMC nor have I ever
attended a meeting of the group.

Be that as it may, I am happy to provide to you my own opinion on the
questions you have raised, for what that opinion may be worth.

While I think you have a legitimate concern about accountability, research,
and accuracy of circumstances during policy-making sessions, I would
caution against too rigid a method of documentation. I, personally, would
oppose the maintenance of verbatim records because I believe this practice
all too often ends in having a chilling effect on free discussion and expres-
sion, especially when the topic under discussion involves sensitive matters
of public policy. I fear that we deprive ourselves of the opportunity to hear
tentative or exploratory views in such a situation.

If some form of documentation is to be required, I do not see why a gen-
eralized memorandum of discussion could not serve that purpose. In that

case, a reasonable time lag should be involved.

I do hope these views will be helpful to you as you consider the documenta-
tion question.

Sincer ely,

@é d Singletary
President
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ALLAN SPROUL
KENTFIELD, CALIFORNIA
94904

November 1, 1976.

Hon. Stephen L. Neal
U. S. House of Representatives
Washington, D. C. 20515,

Dear Mr. Neal:

Your letter of September 17, 1976, concerning
the documentation of meetings of the Federal Open Market
Committee of the Federal Reserve Ssytem, came while I
was in the hospital undergoing ma jor surgery. Only now
am I making headway with an accumulation of correspon-
dence whith piled. up during my 1llness and convalescence.

Briefly, my opinion based on my fifteen years
of service on the Federal Open Market Committee (194
1956), when I was president of the Federal Reserve Bank
of New ¥mok, and my observance of the procedures and
reporting of similar meetings, is that it 1s a mistake
to belleve that mechanically reported, verbatim records
of such meetings would contribute to the formulation
of open market policy or provide a means of proverly
and accurately holding individual members of the Committee
accountable for the results achieved by such policies.

The Committee, in its work, is dealing with a
mass of information concerning domestic and international
economic developments, many interpretations of which are
possible and, with respect tp which, there is no obviously
right and clear couse of action in the field of monetary
policy. Its preliminary discussions are an exchange of
interpretations, views and ideas, a testing of hypoteses
and a thrust and parry of argument. As this discussion
leads up to final action, it 1s the vote on that actlion
which represents the considered opinion of the Committee
and its individual members on which it and they should
be Jjudged. And it 1s on the ascertailnable results of
such actions, taken over a period of thme, that the per-
formance of the Committee as a whole should be rated.

In my opinion, the keeping of mechanically report-
ed verbatim records of all meetings of the Federal Open
Market Committee for release to the public over any period
of time would impair, if not stifle, the quality of
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ALLAN SPROUL
KENTFIELD, CALIFORNIA
94904

preliminary discussion of policy by individual members
of the Committee (or drive it undergroundd, and would
detract from the essential requirements and the adequacy
of the public record of the Committee as a whole.

I can see merit, however, in the resumption of
the practice which was followed from 1936 to 1976, of
keeping memoranda of discussions of the Federal Open
Market Committee, and the substance of various members'
comments during the discussion, the &5 cord to be made
public after a period of years. I do hink this practice
inhibits the necessary freedom of discussion, and I
think that it has contributed in the past to fruitful
regearch in the field of monetary policy.

For a current and continuing check on the actions
of the Federal Open Market Committee, of course, there
are the procedures which the Congress has already esta-
blished for frequent reports to the appropriate committees
of the Congress on all aspects of Federal Reserve opera-
tions. These reports have a place in our governmental
processes although, at times,the results remind me of
the reponse of Geprgze Washinston to the suggestion that
all discussions of the Constitutional Convention be
promptly made public. He said it would disturb public
repose with premature speculation.

Sincerely,

Allan /Bproul.

Federal Reserve Bank of St. Louis
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HARVARD UNIVERSITY

CHARLES WARREN CENTER for Studies in American History

Digitized for FRASER

ROBINSON HALL, CAMBRIDGE, MASSACHUSETTS 02138

October 12, 1976

Stephen L. Neal, Chairman

Subcommittee on Domestic Monetary Policy of the
Committee on Banking, Currency and Housing

U, S. House of Representatives

Washington, D. C. 21515

Dear Congressman Neal:

Thank you for your letter of September 17, asking my
opinion about documentation of FOMC meetings. I have diven
this matter serious thought, and I think that you are correct
in your desire for full documentation.

As a general rule, full documentation of public bodies
is the best policy. There are many reasons for this
preference., Foremost among them is the issue of accountability
or responsiveness of the public bodies to the wishes of the
electorate. In addition, full disclosure is an aid to the
determination or approval of new members of public bodies. It
provides information necessary to the analysis of specific
policy decisions. And it provides the material for historians
who wish to study history in the hope of avoiding repetition
of its worst moments.

The general rule can be overcome in particular instances
by onerous costs of recording or keeping this information., I
do not know much about the internal workings of the FOMC, but
I cannot believe that these costs are large enough in this case
to warrant contravening the general rule., Quite the contrary,
since the FOMC is a small body which does not meet continuously,
the benefits of full disclosure appear to far outweigh the costs.

The benefits of a full record of the FOMC proceedings are
particularly great at the moment. Arthur Burns has become a
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uniquely powerful figure as Chairman of the Fed. It would

be healthy for the Fed and for aggregate economic policy

for disagreements within the Fed to be recorded and exposed.
This would both give the ocutside world a measure of the

extent of Burns' actual power and make it worthwhile for

other members of the FOMC to speak up and record

disagreements when they occur. Are there many views reflected
on the FOMC today? Or are all decisions unanimous? It

would be very useful to know.

Accordingly, I support strongly the first possible
measure you list, verbatim records of FOMC meetings. Failing
this, I think your second alternative, reinstatement of the
Fed's former practice of revealing a detailed memorandum
after a fixed length of time, is an extremely desirable step.

As a final point, you ask about the optimum delay in
publicizing the FOMC deliberations. Let me ask: why have
any delay at all? I suggest that you pose this gquestion to
Chairman Burns, with the intention of working to eliminate
the delay altogether if he cannot provide a convincing
argument for its retention. I personally do not see why the
Fed has to disguise its intervention in the bond market at
all.

I hope these comments are useful in your deliberations.

Yours truly,

Peter Temin
Professor of Economics, MIT
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YalC UniVCI' Sity New Haven, Connecticut 06 520

Digitized for FRASER

DEPARTMENT OF ECONOMICS
Cowles Foundation for Research in Economics
Box 2125, Yale Station

September 28, 1976

The Honorable Stephen L. Neal

Chairman, Subcommittee on Domestic
Monetary Policy

U. S. House of Representatives

Washington, D. C. 20515

Dear Congressman Neal:

1 believe it is important that views expressed by in-
dividual members of the Federal Open Market Committee become
available to the public. This should certainly be the case when
dissenting votes occur, and the reasoning of the dissenters should
be in the "records of policy actions." I also think it would be
valuable in those records to attribute to individual participants
the views expressed and summarized in the records,

I am less sure of the desirability of maintaining extended
minutes for public availability after some years, either by verbatim
trangcript or tape or by memoranda of discussion., I would like to
investigate this question further before expressing an opinion,

Sincerely,
T~
Kz g /0 (_/\.

James Tobin
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TNDIANA UNIVERSITY
Department of Economics
BALLANTINE HALL
BLOOMINGTON, INDIANA 4740}

September 29, 1976 w“w\x 812-337-7808

Congressman Stephen L. Neal

Chairman

Subcommittee on Domestic Monetary Policy
of the Committee on Banking, Currency, and
Housing, Ninety-Fourth Congress

House of Representatives

Washington, D. C.

Dear Congressman Neal:

Thank you for the invitation to present my views concerning documentation
for meetings of the Federal Open Market Committee. I have devoted 13 years
to the study of Federal Reserve monetary policy. I was the principal con-
sultant to the Federal Reserve Board on matters pertaining to historical
records during the period when the decision was made to make the FOMC
minutes available to the public. I would like to believe that I contributed
in a small way to bringing about that landmark decision.

I have read and studied carefully all of the minutes of the Federal Reserve
Board from 1913 to 1945 and the Federal Open Market Committee from 1922 to
1935 and from 1936 to 1960. I enclose a bibliography of my writings arising
out of my investigation of Federal Reserve Board and FOMC minutes and other
official records. I also enclose copies of my studies of FOMC policy during
1933, World War II, and more recently the 1950s. These studies say more
about the usefulness of FOMC documentation than anything that I can write in
a brief letter.

My comments refer solely to FOMC minutes prior to 1960. I have no direct
first-hand knowledge of the minutes after that date. Nevertheless, I have no
reason to suppose that any great change or changes were made in the way the
minutes were reported between 1960 and 1975.

Internal records of decision making serve a multiplicity of purposes, at least
two of which should be of interest to your committee. These records are of
operational significance inasmuch as they contribute to day-to-day decision
making. For example, during the 1950s the minutes served the Open Market
Account Manager, as his principal guide between periodic meetings of the FOMC.
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The Manager's use of the minutes for this purpose reflected Chairman William
McChesney Martin's view of how committee policy should be made and how
policy should be interpreted. Martin frequently attempted to identify a
consensus, but the consensus was a flexible mandate which permitted fairly
wide discretion to the Account Manager. The FOMC expected him to be guided
by the complete record of the policy discussion and not simply the policy
directive in determining the range of variation of the "target™ objectives.
Internal records also serve an equally important function of providing a
basis for holding policy makers accountable for their actions. A detailed
documentary account of official meetings identifies not only policy action
but also the policy viewpoints of the different decision makers. We can
identify the focal points of leadership and can discover how a consensus
policy emerges among a bewildering variety of individual points of view.

In short we can measure the effectiveness of committee action by assessing
the quality of leadership within the committee. Rarely in public statements
do we get the full measure of the FOMC Chairman and how he operates.
.Unfortunately we have not had full scale biographies of FOMC Chairmen (The
two most promising would be Marriner Eccles and McChesney Martin). The

FOMC minutes are indispensible to such an effort. Very little is known
outside of the Federal Reserve System about the quality of Reserve administra-
.tion, a subject which in the past has been of little interest either to
economists or political scientists.

In sum a detailed documentary account of FOMC meetings is essential if we
are ever to achieve an understanding of how the Federal Reserve System
works, of its strengths and weaknesses as an administrative agency and of
gaining insight into how it might meaningfully be changed to improve its
performance.

It strikes me that there are two questions of the greatest significance
for the understanding of the behavior of Reserve officials:

1. What did the FOMC do and what were the economic
effects of its actions? and

2. What did the FOMC do and why did it do it?

A very abbreviated system of minutes can report FOMC policy action. Minute
taking has absolutely nothing to contribute to discerning the effects of
action undertaken. Since economists have a strong interest in identifying
the consequences of FOMC behavior, it is understandable why they have found
so little to interest them in the minutes.

But there is another question of at least equal importance and that is why
did FOMC officials behave as they did? The question of intent, the question
of motivation, cannot be discerned at all clearly from the public record.
Analysis of detailed documentation of FOMC meetings is the only reliable
way to discern why a particular action was undertaken or delayed; it is the
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only way to discern the extent and nature of the knowledge underlying a
particular policy action; and it is the only way to discern the influence
and role of particular decision makers. The intent of decision makers is not
a matter solely of interest to historians of monetary policy. We cannot
evaluate monetary action independently of the intent of the policy makers.

The goal objectives of the FOMC are of crucial importance in assessing the
merits of policy action, yet the FOMC has refrained from revealing publicly
the weights they attach to the competing objectives. The minutes have

been our principal and only reliable guide to the discernment of the relative
significance of goal objectives. Recent econometric studies designed to
quantify and to assign weights to the various goal objectives are of limited
usefulness since they assume, but do not demonstrate, the priority of economic
stability objectives.

A compelling reason why there should be full documentation of meetings of

the FOMC is the unreliability of the speeches and other official policy
statements as guides to understanding the behavior of System officials.
Evidence drawn from the FOMC minutes has revealed discrepancies with that
drawn solely from public speeches and policy statements, especially about

the priority and specification of Reserve System objectives and the
appropriate 'target" of monetary policy. I would like to quote what I have
written elsewhere about this matter: (Bibliography, item #8) "It is important
to understand, however, that the existence of these discrepancies does not
imply deliberate misrepresentation, deceit, or guile on the part of System
officials. I think that the explanation can be found partly in the complexity
of the monetary decision making process. Where the number of ultimate decision
makers is large, there is a problem of identifying a policy rationale accept-
able to all. The public record, unlike the official record, represents an
attempt to synthesize divergent views, to discover a consensus, to find a
common denominator that will command the widest possible agreement among the
policy makers and at the same time appear convincing to the public. It so
happens that this thankless task is usually reserved for the professional
staff whose responsibility it is to aid in the preparation of material

for the public record. The staff must translate the views of the FOMC into

a defensible rationale eliminating the inconsistencies and logical confusion
that inevitably attend the deliberative process. The desire to produce a
consistent statement usually takes precedence over the desire to portray

the decision making process in its pristine state. There is also the ever
present possibility that rationalization of FOMC behavior represents more
accurately and completely the views of the staff rather than individual members
of the committee. The staff always shows more of a vested interest in policy
rationale than do the individual policy makers; its contact with academia is
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closer. The vested interest of the policy maker, on the other hand, is
more likely to be previous policy decisions as well as a host of political
factors.

My examination of the FOMC minutes during the 50s has led me to conclude,
contrary to traditional interpretations, that the role of short-term
countercyclical considerations has been exaggerated. Statements to con-
gressional committees by System spokesmen as well as statements contained
in official System publications all point to the significant role assigned
to price and employment stability. So pervasive is this interpretation
that its validity has been accepted almost without serious challenge. The
minutes in my opinion reveal a different story.

Another example of how the FOMC minutes have revealed a discrepancy between
the public and the official record is the World War II policy of fixing

a pattern of interest rates. Before the Federal Reserve made its wartime
records available to scholars, the view prevailed that the System relinquished
its independence by acquiescing to the Treasury's desire to establish and
perpetuate a pattern of interest rates. The maintenance of a stable pattern
of rates was presumably a policy initiated by the Treasury and imposed on

a reluctant Federal Reserve. The truth turns out to be the reverse. The
official record discloses that the policy of establishing a pattern of rates
originated solely within the Reserve System, and the Treasury, only after
much argument and considerable delay, accepted it.

These two examples of how FOMC minutes can be used to illuminate the conduct
of monetary policy are not isolated and unrepresentative incidents. I could
easily multiply individual episodes if space permitted.

I wish to conclude by emphasizing that I deplore the recent decision of the
FOMC to discontinue the detailed summary of what happened at monthly meetings
of the committee. It is a giant step backward in the continuing effort to
increase public understanding of Federal Reserve behavior. The FOMC stands
to lose far more than it can hope to gain. I object to imposing any re-
quirement that the FOMC maintain a mechanically repeated verbatim account

of all meetings. I believe the arrangements ought to be restored that pre-
vailed before the May 18, 1976 decision.

Sincerely,

EJ&NM%Q Gi.hj~;£*r‘
Elmus R. Wicker
Chairman

Department of Economics

ERW/1p
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Federal Reserve Monetary Policy 1917-1933, Random House, New York,
1966,

"Federal Reserve Monetary Policy 1922-33: A Reinterpretation," The
Journal of Political Fronomy, August, 1965.

"A Reconsideration of Federal Reserve Policy During the 1920-31
Depression,” The Journal of Economic History, June, 1966.

"The World War II Policy of Fixing a Pattern of Interest Rates,"
The Journal of Finance, June, 1969.

"Brunner and Meltzer on Federal Reserve Monetary Policy During
the Great Depression,” Canadian Journal of Economics, May,
1969.

"Roosevelt's 1933 Monetary Experiment,"” The Journal of American
History, March, 1971.

""Open Market Money Supply Strategy, 1952-56," Quarterly Journal of
Economics, February, 1974,

"Leaning Against the Wind: A Reconsideration of Monetary Policy in
the 1950s," Bloomington, Indiana, 1976 (mimeo)
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DEPARTMENT OF ECONOMICS
DUKE UNIVERSITY

September 29, 1976

The Honorable Stephen L. Neal, Chairman
Subcommittee on Domestic Mometary Policy
Committee on Banking, Currency, and Housing
U. S. House of Representatives

Washington, D. C. 20505

Dear Mr. Neal:

As one of the relatively few scholars who have made extensive research use

of the minutes of the Federal Open Market Committee, I am happy to respond

to your request for comment on the decision to discontinue the preparation

of such "memoranda of discussion,” while maintaining anonymity for particu-
lar members in the expanded summary of discussion in the "record of policy

actions" published in the Federal Reserve Bulletin.

Let me preface my remarks with some observations about the preoccupation

of bureaucrats, in general, and central bankers, in particular, for secre~
cy. For the public to have access to a detailed account of the opinions
and actions of a decision-making body is to imvite critical discussion

and judgment. Central bankers have long admired the "hidden hand" philos-
ophy of the Bank of England, which holds that policy actions are most ef-—
fective when no one knows what the central bank is doing. Only since the
Radcliffe Committee study in the late 1950's has anything really been known
historically about Bank of England actions; the Bank has vigorously opposed
the disclosure of any significant information.

The requirements in the Federal Reserve Act for annual reports to Congress
were intended to provide what Lord Keynes once erroneously called (in con-
trast to the Bank of England) "the full and eplendid publicity of the
Federal Reserve System of the United States." Unable completely to suppress
the release of financial statements and records of policy actions, the Fed-
eral Reserve had to follow alternative routes to secrecy, all of which came
to light in your committee's celebrated 1964 hearings on The Federal Reserve
System After Fifty Years. One was (and still is) the couching of public
statements in the high-sounding but ambiguous "Federalese" language. Another
was the refusal to release FOMC minutes and to provide only brief and highly
cryptic summaries in the published "record 6f policy actions." There was
considerable indignation among Pederal Reserve officials when the HAMLIN
papers and the HARRISON papers, containing minutes of the pre-World War II
period, were left to university libraries.
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As a result of the 1964 hearings, the FOMC relented and agreed to release
the minutes with a five year lag and with a stipulation for the editing
of sensitive material beginning in the 1960's. At the time, various
members were certain that prior knowledge of such impending release would
drastically alter the content of the discussion; whether this actually
happened has not, to my knowledge, been studied. When I last worked for
the Federal Reserve System in 1969-70, several employees asserted that
considerable editing of the minutes was instituted as long as six months
after the fact, in order to put the committee's deliberations in a more
favorable light,

Another route to secrecy is to attain temporary secrecy by the delaying

of publication of the record of policy actions. The FOMC record used to

be published only in the Federal Reserve Board's Annual Report, which, as
Congress Patman noted in the 1964 hearings, had come to appear later and
later in the following year. As the result of pressure from your committee,
the FOMC began publishing the record of policy actions in the Federal Re-
serve Bulletin with a three month lag, which has now been reduced to about
one month, and expanded the summaries of discussion contained therein.

I personally have spent many hours before a microfilm reader reading the
FOMC minutes. As you well know, it is a devastating experience, which
could literally drive one insane unless pursued with great care. Since
the reorganization of the FOMC in 1955 (abolition of its executive com-
mittee and convening of the whole committee every three to four weeks),

the minutes have averaged over 1,000 typed pages annually or nearly 100
pages per meeting. While far from a verbatim tramscript, the minutes
have identified each speaker and summarized the content of his remarks.

A chief omission in the minutes has been various subcommittee reports which
are referred to but not included.

My own use of the minutes has been chiefly as a backup to ambiguities in
the record of policy actions. In our study of the evolution and importance
of "even heel” considerations in BOMC directives, we found it necessary on
occasion to go back to the minutes of aarticular meetings to find out if
there had been any discussion of upcoming Treasury financings. In the late
1960s the FOMC, under severe criticism for spending so much time in sup-
porting Treasury refundings and new cash financings, stopped mentioning
"even heels" in the record of policy actions, even though from various
statistical series on open market operations (we did not then have the
minutes for this period) we knew very well they were still in fact sup-
porting Treasury financings.

It is still too early to assess the scope of the recently enlarged FOMC
record, but it appears doubtful that its authors will provide the kind of
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detail one could always find in the minutes, whose readers were always
only a dedicated few who had to wait (for the post—1955 period) six to
nine years to have the copies in hand. In contrast, the record of policy
actions is on display a month after the fact to the entire readership of
the Federal Reserve Bulletin and with complete anonymity, The May 18 re-
cord, in which the procedural change was announced, contains no more dis-
cussion of the events leading to the directive than had its predecessors
since 1964. The June 22 record, published in the August, 1976 Federal Re-

serve Bulletin (which, as usual, appeared a week to ten days after the

start of the next month), is, perhaps, fifty percent longer than usual

(ten, as oposed to about seven printed pages) and is the equivalent of,

at most, 20 typed pages orroughly a fifth the length of the minutes for a
typical meeting. A fourth (two and a half pages) of the text is devoted to
summarizing, in very general terms, the discussion at the meeting, with most
of the rest of the verbiage spent on staff presentations of descriptive
statistics and projections,

It would appear to me that the abandomment of the minutes ("memoranda of
discussion”) on the grounds that "the benefits derived from them did not
justify their relatively high cost" is a thinly veiled attempt by the FOMC
to regain some of their coveted pre~1964 secrecy and consequent insulation
from public scrutiny. It is difficult to comprehend the meaning of "rela-~
tively high cost" solely in terms of the time and resources required to
wirte, edit, and reproduce the minutes; on the other hand, "high cost"

may also be interpreted in terms of vulnerability to criticism. The tech-
nical costs of producing verbatim transcripts would probably be less, but
I, as a scholar, shudder over the prospect of having to wade through sub-
stantially greater verbiage in order to attain incrementally smwall returns.
The task of going through the old minutes is so onerous that it is usually
assigned to graduate students working on doctoral dissertations.

Several years ago I wrote a paper, 'Federal Reserve Behavior," which sur-
veyed virtually every study of FOMC cecision-making up to 1972; I enclose
a copy of a recent reprinting of this paper (the reprint, rather than the
original, is enclosed, since the bibliography for the article has been ex~
tracted from the bibliography for an entire book). Besides my own work,
note particularly the studies by Buehler & Fand (reference no. 23) and
Hinshaw (reference no. 24), which made extensive use of the FOMC minutes
and which would have been impossible to do without the detail of the old
minutes.

The work of your committee in the past year has also gone Into the methods

of selection and backgrounds of Federal Reserve Bank directors, an area in
which Thomas Havrilesky, David Schirm, and I have done research. An inte-
resting question, as yet unexplored so far as I know, concerns the historical
allegiances o{ Federal Reserve Bank presidents, elected (subject to Board
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of Governors approval) by their directors, in the FOMC policy-making

process. To examine such a question would require records comparable

to the FOMC minutes. Studies of the behavior of Federal Reserve governors
would have similar requirements. Long and short versions of the record

of policy actions attribute to specific individuals only the outcome of

the formal vote on the policy directive, which, in the minds of many observers,
is largely a formality.

To summarize, I see substantial benefits and little financial costs asso-
ciated with retaining the practice of preparing and releasing the FOMC mem—
oranda of discussion. In the past, the actual time lag has not been the
avowed five years but six to nine years (one could save a year by making a
trek to the National Archives or a Federal Reserve office, but the time re-
quired for perusal makes this inconvenient). I see no reason why the minutes
could not be released after a EQre year lag, with copies available from the
National Archives approximately™a year later. It would not be hard to jus-
tify even shorter lags, but this would be a compromise.

It is a pleasure to assist you in your deliberations, and I hope these re-
marks may be of use,

Sincerely,

Ny '47 .\77 ,
/ p{z/{}l/(léicv\/ jz;lfﬁ\ﬁa
William P, Yohe

Professor of Economics

WPY/om

Enclosure
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APPENDIX 2.—VERBATIM MINUTES

Monash U. .versity
FACULTY OF ECONOMICS AND POLITICS

CLAYTON VICTORIA AUSTRALIA 3168

TELEPHONE: 03 541 0811 TELEGRAMS: Monashuni Melbourne 18th October, 1976.
TELEX: Monlib. 31739

Representative Stephen Neal, Chairman,
Committee on Banking, Currency and Housing,
U.S. House of Representatives,

WASHINGTON, D.C., 20515,

Dear Mr, Neal,

Thank you for your letter of September 17. Having been out
of the country since June, I was surprised and troubled to discover
that the FOMC is currently masking its deliberations.

The verbatim records of all Federal Open Market Committee
meetings should be mechanically recorded and released thirty days later.

The views of FOMC participants should not be insulated from
open critical inspection. Scientific criticism of policy makers'
opinions and operational theories is the best way to insure their con-
tinual improvement, Moreover, not to open participants' views to
public inspection 1is arrantly undemocratic and inconsistent with the
ideal of freedom of information,

Finally, if the FOMC deviates from the pre-announced money
supply growth range it will be crucial to the Chairman of the Federal
Reserve Board, Congress and the public to be able to trace down the
source of the deviation.  Verbatim records could be helpful in this
regard. The inability of the Federal Reserve to sustain stable rates
of money supply growth has been the major systematic source of profound
and disturbing shocks to our economy and thereby the cause of inflation
and recession.

If you would like further detailed comments, please feel free
to call upon me.

Yours truly,

b MM | °
Thomas Hﬁgxil ky.

\GSf{7M%> V,‘//
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MICHIGAN STATE UNIVERSITY

DEPARTMENT OF ECONOMICS . MARSHALL HALL EAST LANSING  MICHIGAN - 48824

November 1, 1976

Honorable Stephen L. Neal, Chairman
Subconmittee on Domestic Monetary Policy
Committee on Banking, Currency and Housing
U. S. House of Representatives

Washington, D, C. 20515

Dear Congressman Neal:

Thank you for your inguiry’ concerning my views on documentation
of the meetings of the Federal Open Market Committee. Your letter
indicates that you are concerned about two separate issues 1) public
accountability of members of the FUMC and 2) the availability of
information for research on monetary policy. These questions are similar,
though in some ways their informational requirements are distinct.

First, my comments on the issue of public accountability. The
deliberations of the FOMC have been specifically exempted from the recently
enacted law requiring federal regulatory agencies to hold open public
meetings. TFor the FOMC to abandon its practice of constructing memoranda
of discussion at this time strikes me as a violation of the spirit,
although not the letter of this legislation. On the other hand, it is not
clear that the memoranda of discussion as they have been released for the
period 1936-70 are any more acceptable substitutes for open meetings than
are the records of policy action. The memoranda of discussion are not
transcripts of the proceedings, but rather sumaries of the remarks of the
individual FOMC members. As such they are also subject to a "subjective
process of selecting and summarizing". Therefore, it appears to me that
the issue of public accountability of the FOMC can be satisfied in the
spirit of the "sunshine law" only by taping and subsequently transcribing
the entire proceedings. Guidelines can and should be developed for
omitting from the publicly available transactions, sensitive materials
involving foreign governments or materials which involve the privacy of
individuals or individual businesses along the lines of the guidelines
which have been used in the memoranda of discussion. The unedited tapes
and transeripts should be deposited with the National Archives for release
after a suitably long length of time (say 50 years).

Second, my comments on the issue of research on monetary policy.
The primary requirements of such research are: 1) information on the
objective of the FOMC in undertaking a particular policy action, 2) the
information which led the FOMC to conclude tHat a policy action was
warranted, and 3) the information which led the FOMC to conclude that the
policy action undertaken might produce desired results.

The first of these three requirements might be met by a "record
of policy actions" or a "memoranda of discussion" if they were constructed
with this goal in mind, It presumably could be deduced or inferred from a

Digitized for FRASER
http://fraser.stlouisfed.org/
Federal Reserve Bank of St. Louis



265

Honorable Stephen L. Neal, Chairman
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Committee on Banking, Curreancy and Housing
U. S. House of Representatives

Washington, D. C. 20515

Page 2

transcript of the proceedings. The second and third requirements probably
cannot be completely satisfied even by a transcript of the proceedings.
These require knowledge of the analysis and forecasts prepared by the staff
of the FOMC for the deliberations of the committee.

As an example, consider a situation in which some policy action
of the FOMC is generally agreed, in retrospect, to have been inappropriate.
If the FOMC members acted with knowledgé of the likely outcome of the
policy, then the example could be cited as evidence of bad policy making.
However, suppose that the information available to the committee suggested
that some other, more appropriate, outcome of the policy action was most
likely. Then the policymakers had incomplete and/or erroneous knowledge of
the likely outcome, and acted in a manner which was appropriate to the
knowledge which they had available. In order to reach conclusions on how
to conduct monetary policy, it is important to distinguish these two kinds
of situations,

Finally, what is the appropriate time lag on the release of
information, For purposes of research on monetary policy, immediate
availability of information is not particularly important. The present
five year lag on the publication of the memoranda of discussion seems
unreasonably long, however, a lag of say cw;)years would probably not.
hinder anyone's research effort, For théissue of public accountability,
it is necessary that the information released accurately reflect the
decision making process. If the transcripts and supporting documents must
be made with a very short time lag, ‘then there is the danger that the
official sessions of the FOMC may become only formalities, with all of the
important discussion and decision making relegated to informal meetings or
conversations which are never recorded. To minimize this possibility a
time lag of one to two years would seem appropriate.

I hope that these comnents would be useful to your sub-
committee.

&

Robert H. Rasche
Professor of Economics
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THE UNIVERSITY OF TEXAS AT DALLAS

uftib

October 22, 1976

The Honorable Stephen L., Neal, Chairman

Subcommittee on Domestic Monetary Policy
of the Committee on Banking, Currency &
Housing

Washington, D.C. 20515

Dear Chairman Neal:

I am responding to your letter of September 17, 1976,
regarding my views concerning documentation for meetings of the
Federal Open Market Committee (FOMC) of the Federal Reserve
System. I have delayed my response to your letter because it
is difficult to treat these issues properly within the space of
a page or two. Yet I have not found the time to treat the sub-
ject fully. Consequently, I am giving you my brief opinion,
and if your Committee would find a longer commentary helpful,

I shall be happy to send it on.

In a word, I think that extended and accurate minutes
of discussions at FOMC meetings should be kept and made public
and after an interval of only fne year. There is only one
problem here. I recall that when I was on the staff of the
Research Department of the Federal Reserve Bank of St. Louis
minutes were sent in rough draft to members of the FOMC.

These minutes were then carefully edited by the: FOMC member,
usually with staff assistance, and returned to Washington.
The consequence was that FOMC minutes became a record of what,
with benefit of hindsight, members of the Committee wished
they had said and not what they actually did say. For this
reason, I think it imperative that verba transcripts be
made on the basis of careful taping‘iﬁﬁ“%%gnscribing and that
they be unedited in any way.

I am of the further opinion that records of actions of
the FOMC, presently released 30 days after each meeting, should
be expanded and should record the views of members of the
Committee and of the seven presidents in attendance who are not
members, They should also express the views of high-level
economists and other staff members who either speak or give
formal presentations at FOMC meetings.

Actually, I think it even more important that your
Committee ask for elucidation of the "targets" allegedly
aimed at in the execution of FOMC policy. The notion that the
central bank should aim at certain aggregate results, such as

AN EQUAL OPPORTUNITY/AFFIRMATIVE ACTION EMPLOYER

BOX 688 RICHARDSON, TEXAS 75080
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an announced rate of change of Mj, and-that at the same time it
should try to maintain specified levels of some rate of
interest, say the Federal Funds rate, is simply not defensible.
It was the attempt to achieve contradictory goals in the period
1965-1971 that started us on the inflationary course we have
since followed. Implicit in such a line of inquiry is a
thorough reexamination of Federal Reserve failure to use the
discount rate as a true money-market rate. Regulation A has got
to go. We cannot continue to tolerate the practice of bad
economics, bad finance, and bad central banking.

I would hope that your Committee and the appropriate
committee of the Senate would gather information on this
specific subject from people who not only think about the
problems but who have also had some work experience in financial
markets. I would be pleased to provide more specific views and
to discuss those views for your group examination. If you would
like to have my further extended opinion, please write or tele-
phone me.

Yours sincerely!\
]
}\hu 1,/] ,f/\),“ b

Ross M. Robertson
Professor of Finance

RMR/dt1
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TEXAS A&M UNIVERSITY

DEPARTMENT OF ECONOMICS
COLLEGE OF LIBERAL ARTS
COLLEGE STATION, TEXAS 77843

TELEPHONE
713 845-7351 October 8, 1976
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Mr. Stephen L. Neal
Representative, North Carolina
Chairman, Subcommittee on
Domestic Monetary Policy
of the Conmittee on Banking,
Currency and Housing
Ninety-fourth Congress
Washington, D. C. 20515

Dear Congressman Neal:

This letter constitutes my reply to your letter of September 17 con-
cerning my views on documentation of meetings of the Federal Open Market
Comnittee (FOMC) of the Federal Reserve System. I believe that it is of
the upmost importance that the Federal Reserve System be publically
accountable for its actions. On the other hand, it is equally important
that we maintain a Federal Reserve System that is independent of direct
short-run congressional control,

My own view is that the Federal Reserve should publish detailed
material relating to the discussions of the FOMC. Such material should
be made available with a lag of at least'.on® year and I believe more
on the order of.two years. The reason the relatively long lag in dis-
closure of Federal Reserve policy is required rests in my belief that
monetary policy must remain independent of direct interference from the
legislative and executive branches of government.

This separation is necessary because both the legislative and execu-
tive branches of government live and make decisions in the short-run.
The short-run impact of monetary policy, however, may be the complete
opposite of its long-run impact. Thus, policymaking with a short-run
goal may be disastrous in the long-run. For example, the road to a
reduction of interest rates in the long-run is to increase interest rates
in the short-run. The reason for this seeming contradiction is that the
largest component of current interest rates is the rate of inflation.
Reducing the rate of inflation requires a gradual decrease in the rate
of monetary expansion. Such a decrease may, however, increase interest
rates in the short-run. Thus, if short-run considerations dominate we
can never bring interest rates down to pre-1966 levels. Therefore,
difficult long term monetary policies cannot be accomplished without an
independent Federal Reserve system. An independent Federal Reserve
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system will not be possible if detailed material of FOMC discussions are
made available immediately after such discussions. As I indicated above,
1 believe the minimal lag must be a year and even that is too short.

It is important, however, that the long-run policy decision rules of
the Federal Reserve be made available so that the Federal Reserve is
accountable for its actions. Otherwise no incentive will exist for the
system to alter its policymaking methods and goals to the changing nature
of the markets in which they operate and our knowledge of the workings
of the monetary system. I strongly believe that the recent more responsible
behavior of the Federal Reserve is due almost entirely to well founded
criticism by the professional community of the Federal Reserve's interest
rate target policy. To deprive this community of access to the underlying
reasons for Federal Reserve actions on the open market is to deny them
the ability to evaluate the actions of the Federal Reserve. To summarize
my point of view, I believe that the Federal Reserve must be allowed free-
dom to conduct its policies on the one hand, but on the other, it must
be accountable to the public for the effect of these policies. This is
why 1 favor requiring the Federal Reserve to publish extensive if not
"verbatum” records of all FOMC meetings with a lag of preferably two years.

If I can be of any further assistance, please don't hesistate to
call on me.

Sincerely,

[
Professor of Economics

TRS/pb
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NATHONAL BUREAU OF ECONOMIC RESEARCH, INC. " Niw vork

CAMBRIDGE

261 MADISON AVENUE, NEW YORK, NEW YORK 10016 PALO ALTO

(212) 682-3190 CABLE: NABURECON, NEW YORK ‘WASHINGTON
December

The Honorable Stephen L. Neal, Chairman
Subcommittee on Domestic Monetary Policy
Committee on Banking, Currency and Housing
U.5. House of Representatives

Vashington, D.C. 20515

Dear Congressman Heal:

Your letter of December 1 indicates that you did not receive my letter
of September 23 in response to your letter of September 17.

Let me briefly restate, with one amendment, what I wrote you earlier.
I now opt for a requirement that the FOMC maintain mechanically reported
verbatim records of all meetings. In my earlier letter I assumed that the
practice of maintaining detailed Memoranda of Discussion for all meetings
had been essentially unchanged since the 1920's., I have since learned that
beginning 1964, when the Fed decided to release documents of meetings five
years earlier, the detail in the Memoranda was substantially attenuated.
Accordingly, I now favor mechanically reported verbatim records of all
meetings, so that scholars will have available a complete record of the
formation of monetary policy.

With respect to the appropriate lag before release of the record to
the public, I would like to distinguish the delay for the release of the
record of policy actions, now approximating thirty days, from the delay for
the release of the full record. The former delay should be eliminated. I
endorse Professor Milton Friedman's suggestion that the FOME meetings be
held on a Friday and the record of policy actions released not later than
the Sunday night following. The delay for the release of the full record
should be shortened from the five-year perfod formerly in effect. A two-
or three-year delay at most should be adequate to protect the Federal Reserve
against premature disclosure of intermal differences.

Sincerely yours,

Proma T, Seloranty
Anna J. Schwartz

AJS:jh

OFFICERS: Arthur £. Burhs, Honurary Chairman; ). Wilson Newman, Chairman, Moses Abramovitz, Vice Chaiman, john R. Meyer, President; Thomas D. Flynn, Treasucer, Haney
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September 23, 1976

Mr. Stephen L. Neal
Chairman
Subcommittee on Domestic Monetary Policy
of the Committee on Banking, Currency and Housing
U. S. House of Representatives
Washington, DC 20515

Dear Mr. Neal:

Thank you for your interesting letter of inquiry about the publication of
FOMC minutes and memoranda.

Let me point out immediately that in my opinion numerous aspects of Fed-
eral Reserve System operations should be changed or deleted entirely.

To answer your question first, however, I definitely agree that the
opinions of individual members of the FOMC should be publicly preserved--
and for the same reasons that the speeches of Members of Congress are
printed verbatim in the Congressional Record. I also agree that this
record of individual contributions is vital and necessary for research
in monetary policy. I think verbatim records (as is done for the House
and Senate debates) would be the most desirable.

I also think that the lag time allowed to make Federal Reserve System
decisions available to the public should be reduced to a maximum of

C_ ;\g}iays. This business of keeping such records secret is the kind of
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bak-and-dagger policy more appropriate to the time of fTalleyrand and
Metternich than to democratic polity. If the policies the Fed decides
upon are "good,” i.e., stabilizing, their foreknowledge will have a
stabilizing effect on expectations and thus complement the actual poli-~
cies. For this reason, policies are more likely to be "good."

Other aspects of Federal Reserve operations I would change are as follows:

1. Abolish all discounting, rediscounting, or lénding by
Federal Reserve Banks to any banks or other institutions,
public or private. )

2. Fix reserve requirements by statute and forever at some
level, say 14 percent, for all member banks regardless
of size or location.
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Mr. Stephen L. Neal
Page 2
September 23, 1976

. Give the Fed a monetary rule as a target for policy.
This target should be fixed by Congress with the
understanding that the only target the Fed can hit is a
monetary growth target, and that it cannot by its own
actions achieve goals relating to employment, interest
rates, prices, imports, exports, or specific commodity
prices in the short run.

I might add that I have just read a copy of an address given by you to
the Graduate School of Banking at the University of Wisconsin last month.
I heartily endorse everything you have to say, especially the last para-
graph, and I earnestly applaud the research you have done on the behavior
‘of money. Your results are very similar to some work of this sort I have
done myself.

I have only one additional comment to make and that is on unemployment.

In the first place, unemployment is not an economic phenomenon at this
time. It is a result of political acts by the federal government. The
two major sources of unemployment are the minimum wage laws and various
welfare subsidies, such as ployment comp tion. This thesis is
verified by the fact that the big "pockets” of unemployment occur in those
sectors where minimum wage laws and unemployment compensation are the most
virulent. To ask monetary policy to abate unemployment of this sort is
to seek the impossible.

I finished a study about a year ago on Federal Reserve policy between
1964 and 1974. It contains reference and documentation on many of the
points you raised in your address. My paper is to be published in the
next issue of Kredit und Kapital, a German monetary journal, but I
shall include a typed copy of the manuscript for your pleasure. If I
can be of any further service, please let me know.

Sincerely,

Richocd M Imdaaliey G

Richard H. Timberlake, Jr.
Professor
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CLARK WARBURTON

1031 PINE HILL ROAD
McCLEAN, VIRGINIA 22101

wecember 14, 1978

Jionnreble Stephen L. i'eal, Chairwman
subcomittes on Lo:wmstic ionetery rPolicy
Co:rittee or sankin,, Cuirency and i.ousing
Ue 5. Jouse of .epresentetives

~ashington, J. U. Z031.5

Zeur [Tr. Feal:

I regret 2y dzlay in replying to youwr lei<zxr of Septeudsr
17, regardins docw.eniation of Fedusr:l Upen iTiet Com. dtiee
msetings,

.y _opinion regerding this mttasr is that there is real
=erit erd usefulness in both the old sdd $the new procedures.
20 be specific, I favor:

1, A regquiterent theat the FO.L .sintain mechericelly
reported verbstim records of &ll meetings for relesse five,
or preferably-thres, ysars efier the end of eaclk year.

~ —

2. Continuation of the current procedure of including
sunearies of views expresssd at each .U rmeetirg in the
record of dvolicy actiuns released 30 days later.

I am in full accord with the reasune given in your letter
for v>ur concern ebiut such docuwrentation ard its release.

Sincsrely yours
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APPENDIX 3.—MAINTAINING EITHER VERBATIM MINUTES OR REINSTATING THE
MEMORANDA OF DISCUSSION

STEPHEN L. NEAL, N.C., CHAIRMAN JOHN B. CONLAN, ARIZ.
GEORGE HANSEN, IDAHO

JOSEPH G. MINISH, N.J. 3

MARK W. HANNAFORD, CALIF. WILLIS D. GRADISON, JR., OHIO

JAMES J. BLANCHARD, MICH.

v, o o =) U.S. HOUSE OF REPRESENTATIVES
CLIFFORD ALLEN TENN,
NORMAN E. D'AMOURS. K. SUBCOMMITTEE ON DOMESTIC MONETARY POLICY
OF THE
COMMITTEE ON BANKING, CURRENCY AND HOUSING

NINETY-FOURTH CONGRESS
WASHINGTON, D.C. 20515

December 1, 197¢

Professor Armin Alchian
Department of Economics
University of California
Los Angeles, CA 90024

Dear Professor :-Alchian:

As stated in my previous letter to you, the Fed's changes
in documenting FOMC meetings may significantly affect the public
accountability of FOMC members, the accuracy of circumstances
occurring during policymaking sessions, and the availability of
useful research materi'al. Specifically, your expert opinion in
the following areas would be appreciated:

7. A reguirement that the 'FOMC maintain mechanically YVt Trsd
reported verbatim records of all meetlngs for LY
release to the public after—a—fixed—period—oftime :Z~¢7 ™y

? bt tare ol ls 92 . T,y
A reguirement that thé ate its former 5 &y

practice of maintaining detailed Memoranda of

Discussion for all meetings for release a-f—m A
fixed-peried—oftime. d a7 'ﬁ’éé

———\

Your thoughts on the merits of recording FOMC meetings by
,taping or: transcrlblng, or. by other methods, ‘in addition to: _.
your opinion with respect to the time lag between meetings and
the release of whatever record you feel should be made and
maintained would be helpful. Currently, a majority of the indi-
viduals contacted in September have responded; and I hope you
will also give me an opportunity to review your ideas on this

subject.auz. ‘\..uﬂ

W R Sincerely,
/‘”«)‘ ZTEPHEN L. NEAL
c/”ﬁ Chairman

P -
/MMWW
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UNIVERSITY OF CALIFORNIA, LOS ANGELES

BERKELEY * DAVIS ¢ JRVINE + LOS ANCELES * RIVERSIDE * SAN DIECO * SAN FRANCISCO

SANTA BARBARA * SANTA CRUZ

Digitized for FRASER

DEPARTMENT OF ECONOMICS
LOS ANGELES, CALIFORNIA 90024

September 30, 1976

The Bonorable Stephen L. Neal
Subcommittee on Domestic Monetary Policy
U.S. House of Representatives
Washington, D.C. 20515

Sir:

Thank you for your letter of September 17th which has been forwarded
from Ohio State., I have no strong preference between verbatiw records
and detailed memoranda of discussions for the FOMC meetings, but strongly
urge that one or the other be maintained and released. I see no valid
reason for delaying the release date of either beyond that for the
corresponding "records of policy actions of the FOMC."

I was glad to have been of assistance in this matter.

Very truly yours,

WMLRS

Michael R. Darby
Associate Professor

MRD:ks
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vice ident and

September 29, 1976

Dear Representative Neal:

In response to your inquiry regarding the documenta-
tion of Federal Open Market Committee meetings, I
wish to inform you that I share your corcsrn about
discontinuing the detailed minutes ¢f such meetings.
The ability to associate the views of individn...
participants with the influence (or lack of i~
that those views have on policy can be invaliual i«
trying to determine whether the success or failure
of monetary policies are due to the state of our
knowledge about such policies or to personality
characteristics of the participants.

Furthermore, in a position as responsible as that

of a member of the FOMC, where debates and voting
patterns will strongly influence business conditions,
I believe that individuals should go on record with
their arguments and beliefs. In this way history

can judge the influence and effectiveness of each
member's contribution to subsequent economic perform-
ance. Historical accountability for one's action

is more likely to make that action more responsible.

For these reasons I would favor either or both of the
suggestions you offer for obtaining detailed minutes
of the FOMC proceedings. The rationale for waiting
five years to release these minutes appears to me a
reasonable period of time to permit individuals to
feel free to act with regard to their best intentions
while also minimizing the possible political pressure
that an earlier release date could invite.

As you know, there has been a great deal of progress
in releasing brief summaries of FOMC meetings. I
have been pleased to see this development, but

Harris Trust and Savings Bank 111 West Monroe Street Chicago, lllinois 60690
Wholly owned subsidiary of Harris Bankcorp, Inc.
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Page 2.

continue to believe that there is no reasonable
justification for any delay at all. I would
therefore urge that a summary of the FOMC's
action be released immediately so that market
participants have current knowledge of-the
Federal Reserve Board's intended policy. I
continue to believe that such knowledge would
help to stabilize short-term swings in financial
markets by elminating much of the mystery and
uncertainty that surrounds weekly action.

Sincerely,

2 il T Kt I
Ao (20 S e
9) /S7f

The Honorable Stephen L. Neal

Chairman

Subcommittee on Domestic Monetary Policy
Committee on Banking, Currency and Housing
U.S. House of Representatives

Washington, D.C. 20515

http://fraser.stlouisfed.org/
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UNIVERSITY OF CALIFORNIA, BERKELEY

% ; SANTA BARBARA * SANTA CRUZ

BERKELEY - DAVIS * IRVINE * LO§ ANGELES * RIVERSIDE * SAN DIEGO -+ SAN FRANCISCO (

DEPARTMENT OF ECONOMICS BERKELEY, CALIFORNIA 94720

September 28, 1976

Congressman Stephen L. Neal, Chairman
U.S. House of Representatives
Subcommittee on Domestic Monetary
Policy of the
Committee on Banking, Currency,
and Housing
Ninety-Fourth Congress
Washington, D.C. 20515

Dear Congressman Neal:

I strongly support a requirement that the Federal Open
Market Committee keep accurate and detailed minutes of
their meetings and that the views of individual wmembers
of the Committee be identified by name. Such a require-
ment, as you suggest, would make individual members
accountable for their positions.

Perhaps just as importantly, a full and uncensored record
of these important policy meetings would be of enormous
help to economists and economic historians in assessing
the effectiveness of both monetary policy and the
institutions established to formulate and implement such
policy. Without such records, objective analysis would
be hindered.

Sinterdly yo

Richard C. Sutch
Associate Professor and
Vice Chairman

Department of Economics
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NORTH CAROLINA STATE UNIVERSITY | AT RALEIGH

D

SCHOOL OF AGRICULTURE AND LIFE SCIENCES
E SCHOOL OF LIBERAL ARTS
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September 29, 1976

Congressman Stephen L. Neal, Chairman
Subcommittee on Domestic Monetary Policy
Committee on Banking, Currency and Housing
U.S. House of Representatives

Washington, D.C. 20515

Dear Congressman Neal:

I have your letter of September 17, 1976, regarding full public
information and documentation of Federal Open Market Committee({FOMC)
deliberatjons.

As an economic historian specializing in monetary and banking
history, I share your concern about the discontinuation of printed
minutes of FOMC meetings. Indeed, I would go beyond your statement
to hold that "fruitful research on monetary policy and the processes of
conducting monetary policy" has already occurred on the basis of public
disclosure of FOMC minutes and is not merely something that we may hope
for in the future. Some form of record, either verbatim transcripts or the
detailed memoranda of the past, should surely be required for eventual
release.

On the matter of accountability, I believe that members of the
FOMC should be no more reluctant than any appointed or elected representatives
of the people to have their views identified with their names. The
problem that worries me is that if such information were to be released soon
after policy discussions and decisions take place, then such discussions
and decisions will be made "over lunch" or otherwise apart from the FOMC
meetings rather than at the meetings themselves. In that case, FOMC
minutes would be of a rather empty and rubber stampish nature. I believe
that theyear time lag of the past would avoid this problem, although
it might B& worth investigating whether a lag of this length has had
anything to do with the rather rapid turnover of Board membership in
recent years. Personally I doubt very much that it has had this effect.

As for policy decisions themselves, I see 1ittle reason for any
lag in their release to the public. The Fed's announcements of targets
for twelve-month monetary growth are to be applauded in this connection,
and I see no useful purpose in all the rumors, guessing, and investigations

Federal Reserve Bank of St. Louis
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s
concerning what current Fed policy,which now occur after each FOMC meeting.
Monetary policy would be more effective if the decisions made at each
meeting were publicly announced immediately after the conclusion of
the meeting. Uncertainty concerning current Fed policy is uncalled for
and unnecessary.

The historical record of monetary policy under the Fed is not very
encouraging. Its Tong predilection for secrecy in policy matters has,
I believe, contributed to this record. Therefore, I urge that a compiete
record of FOMC deliberations be kept for public release after four or
five years and that current policy decisions be released immediately.

Sincerely,
Richard Sylia
Associate Professor

http://fraser.stlouisfed.org/
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Southern Illinois
University at Carbondale
Carbondale, Illinois 62901

Department of Economics

October 5, 1976

The Honorable Stephen L. Neal, Chairman
Subcormittee on Domestic Monetary Policy
Committee on Banking, Currency, and Housing
U.S. House of Representatives

Wasnington, D.C. 20515

Deaxr Mr. Neal:

As an economist with a particular interest in monetary
policy and monetary history, I fully share your concern about changes
in procedures of the Federal Open Market Committee. It is highly
desirable that individual members be held accountable for thelr positionms.
It is also important that scholars be able, at some point, to identify
the elements of evidence, analysis, and personality which combine to
produce a particular direction in Federal Reserve policy. Either of the
policy proposals mentioned in your letter of September 17 would seem
adequate to the task. Mechanically recorded records are obviously more
complete and detailed, but may be more difficult to use. The five-year
lag in releasing the full minutes always seemed pretty long to me, and
I believe this period could be shortened without harm to the members of
the FOMC. Further, the likelihood of public scrutiny would, I believe,
hasten the trend to base policy primarily on the behavior of mozetary
aggregates, notably the monetary base, a trend which I strongly favor.

Sincerely,

Paul B. Trescott

Visiting Professor of Economics
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BANKOFAMERICA

SAN FRANCISCO HEADQUARTERS
Flow of Funds Management

September 28, 1976

The Honorable Stephen L. Neal
Chairman
U.S. House of Representatives
Subcommittee on Domestic
Monetary Policy of the
Committee on Banking, Currency & Housing
Ninety-fourth Congress
Washington, DC 20515

Dear Mr. Chairman:

Thank you for soliciting my views concerning the
documentation for the meetings of the Federal Open
Market Committee of the Federal Reserve System. I
favor recording the meetings in full detail. Further-
more, I would favor making the record public with a
minimum of delay; 30 days would not be too soon in my
opinion. Full and timely disclosure of the policy
decisions of all governmental agencies is important.
Disclosure of the FMOC's decisions is doubly important
because of the great impact these decisions appear to
have on economic welfare and because of the independence
that has been granted to the Federal Reserve System.

Either of the measures that you suggest on page 2 of
your letter dated September 17, 1976, should provide
for adequate recording and disclosure.

Very truly yours,
j et

Dr. ferry L. Turner
Senior Financial Consultant

NP AWERICA NATIONAL TRUST AND SAVINGS ASSOCIATION « BANK OF AMERICA CENTER + SAN FRANCISCO, CALIFORNIA 94137
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APPENDIX 4,—S8UPPORT OF THE FOMC DECISION

GEORGE H. CLAY
1008 West 63rd Street
Kansas City, Missouri

lanuary

The Honorable Stephen L, Neal

Chairman

Subcommittee on Domestic Monetary Polir
U, S, House of Representatives
Washington, D, C, 20515

Dear Congressman Neal:

This is in response to your request for my views regarding
the appropriate record that should be maintained by the Federal
Open Market Committee and the time lag for the release of that
information to the general public, I regret the delay in re-
sponding to your earlier request and hope that it has not caused
you or your staff any inconvenience,

With regard to your questions concerning the need for a
verbatim transcript to be released following an appropriate time
lag, it is my judgment that such a record would not serve any
useful purpose to either the Congress or to the public, As you
know, the committee has in the past prepared a memoranda of
discussion which sets forth in some detail discussion by the indi~
vidual participants and was released to the public with a five—year
time lag, It is my impression that the memoranda of discussion
drew very little interest from even the historians and academicians,
I would be opposed to releasing any verbatim record of any
FOMC meeting without an appropriate time lag of at least three
years,

I hope these comments will be helpful to you and your
colleagues in your considerations of the Federal Open Market

Committee,

Sincerely,

Lo .

Geo %H. Clay
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NATIONAL GCITY BANGORPORATION
TENTH FLOOR NATIONAL GITY BANK BUILDING
75 SOUTH FIFTH STREET
MINNEAPOLIS, MINNESOTA 55402
TELEPHONE: 812/ 340-3183

September 23, 197€

Congressman Stephen L. Neal, Chairman
Subcommittee on Domestic Monetary
Policy of the
Committee on Banking, Currency
and Housing
Washington, D.C. 20515

Dear Mr. Chairman:

I have your letter of September 17, addressed to me
c/o Federal Reserve Bank of Minneapolis. I am no
longer in the Federal Reserve System, having left
the Minneapolis Bank at the beginning of 1965 to go
to the Treasury for four years and since early 1969
have been in private banking in New York and Minneapolis.
Furthermore, I have not followed very closely the
procedural issues relating to the maintenance and
release of the FOMC minutes since the decision taken
in 1964 to release them after a five-year waiting
period. Nevertheless, I am happy to comment on the
points raised in your letter.

I should note first that I have always had serious
reservations about the usefulness of the detailed
minutes for fruitful research on monetary policy and
the processes of conducting such policy. Given the
facts that the records of policy actions of the

FOMC are released 30 days after each meeting and now
have been expanded to include summaries of views
expressed at the meetings together with the recorded
votes of the members, and, as I unnderstand it, detailed
expression of the views of any member who dissents from
the majority, I think that students of monetary policy
and its formulation get a reasonably clear view of what

http://fraser.stlouisfed.org/
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Congressman Neal September 23, 1976

policy is and how it is formulated. Any serious student
of monetary policy formulation should know or have easy
access to materials or interviews with participants as
to procedures, and can be kept almost fully current on
substance. In my days in the System, there were all
sorts of meetings, some of which were almos_L seminars,
which went into great detail with respect both to
procedures and substance, but the full record of policy
actions of the FOMC was released only in the Board's
Annual Report and, as noted, the full minutes were not
released at all until 1964 with the five-year waiting
period. Except for detailed historical research on the
position of any one member of the FOMC I see no parti-
cular advantage for a student in getting a record five
years after a meeting.

Your point about the public accountability of the
individual members of the FOMC I regard as a different

and perhaps more serious point. But I must note again
that each member is identified as to his vote (now merely 30
days after that vote) and that any member who dissents

has his reasoning explicitly cited under the new procedure.
These individual positions also tend to be identifiable
via the many public speeches made by members of the

Board or by Reserve Bank presidents. From my own service
in the past I can say that summaries of the majority
position were, without any exception that I can remember,
completely fair. While certain members of the FOMC had

in my day (and, I suspect, this situation still holds)
greater facility than others in expressing positions the
conclusions they reached were not all that different, un-
less, of course, there were actual dissents from the
majority view. These dissents now are made public much
sooner than they used to be. Thus I must conclude that
the public accountability factor really is being met

more fully under the new procedure than under the old.

I should make one final comment on this point. I assume,
that as it was in my day, the summary position of the
majority and any dissent, are reviewed at the meeting
when the vote is recorded and the subsequent statement

is reviewed before publication by all members of the FOMC.

D@HEedforFRASE 9-831 O = 77 = 1u
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Congressman Neal September 23, 1976

Should any member have a serious difference with the
statement for publication he should, and I think does,
have the responsibility and the power to require such
rephrasing as he believes necessary.

Therefore, I have no reason to believe that either of

the two possible measures to restore full documentation
of FOMC deliberations would add anything substantial to
the present procedures for informing either students of
monetary policy or members of the Congress. That state-
ment should not be taken to mean that I necessarily agree
with the substance of each policy action, nor that I would
necessarily oppose certain other procedural changes which
have been suggested relating to the formulation of
monetary policy. But neither maintenance of verbatum
records released to the public after a period of time

or reinstitution of the old procedures would seem to

me to be productive.

Sincerely,

= ~ -~ Iy |
f L N {Cw,cux
Frederick L. Deming
President
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COMMITTEE FOR ECONOMIC DEVELOPMENT, 1700 K Street, N.W., Washington, D.C. 20006 + 202 2964
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The Honorable Stephen L. Neal

Chairman

Subcommittee on Domestic Monetary Policy of the
Committee on Banking, Currency and Housing
House of Representatives

Washington, D. C. 20515

Dear Chairman Neal:

I have thought at some length of how best to respond
to your letter of September 17 concerning Federal Open Market
Committee minutes.

Let me be brief and straightforward. I have concluded
that the system recently introduced by the FOMC -- expanded
explanation of FOMC analysis and actions with about a 30-day
lag -~ is probably the best all-around procedure for serving
the public interest.

I had a chance to vote for that change at one stage
while still a member of the FOMC. I felt it was superior
either to immediate release of voting information and analysis
or a long-delayed release of the full minutes.

I believe the full minutes are more a theoretical than
a practical source of information on the functioning of the FOMC.
As you can verify by checking with the Archives, relatively few
scholars éever make use of the historical minutes already made
public. While it is flattering for individual members to have
all their personal views preserved in print (as mine are), I have
come to believe that is not an essential feature of good FOMC
procedure or stewardship of the public interest. Unlike Congress,
the FOMC is not a body whose members are individuals with constit-
uents to whom each should be accountable. It is a group solely
responsible for reaching the best possible collective judgment.
Individual members ought to be encouraged to build toward that
outcome in their remarks, and not toward a personal record.

Federal Reserve Bank of St. Louis
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The Honorable Stephen L. Ne="
October 13, 1976
Page 2

On those occasions when a member differs importantly from the
collective judgment of his peers, he can and should register
a dissenting vote, with an explanation therefor appended to
the relevant published record of policy action.

This kind of record, I believe, is a good means for
holding the Pederal Reserve accountable. The public and the
Congress have prompt and detailed weekly statistics on what
the Federal Reserve actually did and an extensive monthly
explanation of why it did it, whether there were differences
of emphasis among its members and who if anyone felt strongly
enough to dissent. With periodic Pederal Reserve testimony
before the Congress to enrich this record as needed, I believe
the public interest is duly served.

Yours sincerely,

Robert C. Holland

Federal Reserve Bank of St. Louis
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The Honorable Stephen L. Neal

Chairman

Subcommittee on Domestic Monetary Policy
Committee on Banking, Currency and Housing
U. S. House of Representatives

Washington, D. C. 20515

Dear Congressman Neal:

I very much appreciate the opportunity to pass
along my views concerning documentation for the meetings
of the Federal Open Market Committee (FOMC) of the
Federal Reserve System as requested in your letter of
September 17, 1976. My personal opinion is that the
changes in the documentation represent an evolutionary
process and are worthwhile.

I have, for example, read carefully the "Record of
Policy Actions" of the Federal Open Market Committee
covering the meeting held on August 17, 1976 and released
on September 24, 1976. 1In that record the state of the
economy is well described and documented.

I also found it rather easy to understand the flavor
of discussions among the various members of the FOMC.
Since the process of making monetary policy is necessarily
subjective to a large degree, I don't believe I would be
any more enlightened by having the speaker at the meeting
individually identified.

It seems to me that it is very easy, in a case like
this, to have form take priority over substance. Sub-
stance to me means that the Committee works hard at its
task, has a broad understanding of up-to-the-minute
economic conditions and deliberates well. I believe these
factors are in evidence under the new system of documen-
tation.

As to individual accountability of FOMC members, I
fail to understand why this is necessary for the process

http://fraser.stlouisfed.org/
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The Honorable Stephen L. Neal
October 1, 1976
Page 2

of making monetary policy. Frankly, I would like to be
bold enough to suggest the thinking along these lines
derives from the way Congress itself operates. There

it is necessary and important that the constituency of
individual members of Congress are aware of the comments
and votes of the people they elect. I see no direct
comparison with the Federal Reserve Open Market Committee
deliberations.

An accumulative compilation of the new documentation
over a period of time I should think would be totally

sufficient for the purpose of fruitful research on monetary
policy.

I think the most important point of all is that the
FOMC consist of persons who are thoroughly trained and
experienced and have a broad concept of both domestic
and international economics. If we can assume that these
criteria are met, then it seems to me we should be willing
to place a degree of trust and confidence in these persons
without having to hold them individually accountable.

On the point of release of the "Record of Policy
Actions," I am in favor of as short of span as possible
between the meetings and release consistent with being
able to disseminate the total text on a broad basis so
that no particular group is favored by early receipt of
the information.

Thank you again for letting me have the opportunity
to furnish my opinions. I am taking the liberty of send-
ing a copy to Senator Proxmire as well.

Sincerely,

Cli%ord M. Kirtlan{:, Jr. //

Deputy Chairman
Federal Reserve Bank of
Atlanta

/mn

cc: Senator William Proxmire
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FEDERAL RESERVE BANK
OF DALLAS

JOHN LAWRENCE
CHAIRMAN OF THE BOARD December 13, 1976 ‘I LAS,TEXAS 75222

Honorable Stephen L. Neal, Chairman
Subcommittee on Domestic Monetary Policy
U. S. House of Representatives
Washington, D.C. 20515

Dear Congressman Neal:

This refers to your December 1, 1976 letter regarding your questions
with respect to the records of the Federal Open Market Committee. Incidentally,
the letter refers to a prior letter which I am unable to locate and apparently did
not receive. I am pleased to relay to you my views on the Federal Reserve's
documentation of FOMC meetings.

I am opposed to any requirement that would have the FOMC maintain
a verbatim record of its meetings. Such a requirement would seriously inhibit
the flow of discussions in the meeting and thereby reduce substantially the in-
formation available to the Committee in its deliberations. The problem would be
compounded by any additional requirement that such transcripts be released to
the public following a specified period of time. The effective performance of its
responsibilities by the FOMC depends to a large degree upon the candid, forth-
right discussions of the participants. I think that there is very little doubt that
if these discussions were transcribed and subsequently released to the public,
the consequences would be to reduce the candid exchange of ideas, particularly
regarding sensitive issues in the international, the domestic credit market, and
the "problem" financial and nonfinancial institutions areas. Such requirements
would especially hamper the Federal Reserve's effectiveness in matters concern-
ing foreign central banks and governments.

As to the question about the reinstatement of the Memoranda of Discus-
sion and the time lag between FOMC meetings and public disclosure, I believe
the current procedure of releasing the policy actions several weeks after such
meetings and making a permanent record by publishing them in the Federal
Reserve Bulletin are satisfactory. These reports depict clearly and accurately
the FOMC's policy determinations and within a time frame that is timely, while
not creating the possibility that some people could capitalize upon the earlier
release of the information. Apparently the Memoranda of Discussion were less
informative and less useful documents than the current Record of Policy Action.

I am informed that there has been no significant resort to them by either students,
policymakers, or legislators, indicating the documents are of limited value.
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On balance, I believe the Committee is doing a better job of documenting
its meetings and policy than in prior years and that the current time frame for the
release of such documentation is serving the public's "need to know" without jeop-
ardizing the policy process. I see no need for legislative change in this respect.

Sincerely yours,

CM” A atuce
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WILLIAM MCCHESNEY MARTIN
FLEMING BUILDING
800 SEVENTEENTH STREET, N. W.
WasHINGTON, D. C. 20006

December 13, 1976,

The Honorable Stephen L. Neal,

Chairman,

Subcommittee on Domestic Monetary Policy,
Committee on Banking, Currency and Housing,
House of Representatives,

Washington, D. C. 20515,

Dear Mr. Chairman:

I apologize that I have not responded earlier to your
letter of September 17, with respect to the Federal Open
Market Committee's ("FOMC'") May 1976 decision to discon-
tinue preparation of Memoranda of Discussion. In my retire-
ment I am away from Washington a great deal and this
unfortunately prevented my looking into the matter and giving
you my views more promptly. I now also have your nice
letter of December 1.

You express concern over the action by the FOMC
and have identified two possible alternative actions that might
be adopted with respect to record keeping procedures of the
Committee, These are reinstitution of the Memoranda of
Discussion, with release after an appropriate fixed period of
time or maintenance by the FOMC of mechanically reported
verbatim records, with release of such records after an
appropriate fixed period of time.

In the course of selected studies and inquiries which
I undertook relative to your letter and the FOMC's action, I
learned that Chairman Burns, by letters dated July 26, 1976,
wrote to Senator Proxmire and Chairman Reuss on this matter,
explaining the rationale prompting the FOMC's decision to
discontinue the Memoranda of Discussion. Upon reviewing
this correspondence, copies of which are enclosed, I must
say that I concur generally in the FOMC's action.

SRR
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As you correctly point ocut, Memoranda of Discussion
were prepared by the FOMC for approximately a forty-year
period (1936-1976) and during most of that time were treated
strictly as internal documents. Based upon my personal exper-
ience as former Chairman of the FOMC, I can advise you that
their preparation was extremly time-consuming and costly,
particularly in view of their limited use by the Committee after
their completion. As for the use of these Memoranda by stud-
ents and historians, I favored the FOMU's decisions in or about
1964 to release Memoranda of Discussion for the years prior to
1960 to the National Archives and its position that more current
Memoranda would be released on a five -year delay bas.s. I
hoped that public access to the Memoranda woulv sned light on
the rationale underlying the FOMC's decision-makin~ :rocess
and would serve to reveal clearly the responsible ard careful
approach taken by the FOMC with respect to all issues before it.
It is my understanding that, regrettably, few individuals made
use of FOMC Memoranda of Discussion when they wexre avail-
able. I continue in the belief that these aspects of the FOMC's
deliberative process should be conveyed to the public. However,
this is not to say that the FOMC should be precluded from use
of such records and documents as may be adjudged the most
effective yehicle for achieving the aforestated objectives. Thus,
it seems appropriate for the FOMC to discontinue the prepara-
tion of the Memoranda should a more useful and timely reporting
mechanism be determined. This is the nature of the newly
expanded Record of Policy Actions, which discusses all major
views and facts considered by the Committee. It would appear
to be an informative, timely and cost-effective method of
achieving the Committee's disclosure purposes. The release
of this expanded record, coupled with Chairman Burns' quarterly
meetings with Congress pursuant to Concurrent Resolution 133,
appears to be a more effective means of achieving public aware -
ness of the FOMC process than the Memoranda of Discussion.

I would a2dd two final comments. First, your concern
with respect to the FOMC's action is appareatly premised upon
the belief that discontinuation of the Memoranda of Discussion
will result in the FOMC Members being less accountable to the
public for their actions, since the views of each Member are
not individually reported in the Record of Policy Actions., I
cannot agree with this assumption. The public accountability
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you seek is clearly achieved through the recordation and publica-
tion of each Membexr's vote on final policy actions taken by the
Committee. The public is apprised of Committee decisions by
means of the Records of Policy Action and has full opportunity
to analyze aad criticize the actions taken. It is the adopted
policy actions that constitute monetary policy, not the tentatively
expressed, perhaps later rescinded or modified expressions of
individual Members rendered prior to final vote. FOMC and
members’ policy actions for which accountability is warranted

is in fact achieved through issuance of the Record of Policy
Actions.

My second comment relates to your alternative
proposal--the mechanical reporting of verbatim records of
FOMC meetings. I believe that the FOMC Member must be
positioned to bring to each issue before the FOMC free and
uninhibited expressions of experience, views, challenge or
question., Presently, a Member of the Committee is free to
present a tentative view and later reconsider the validity of
such view in the light of other expressions on the subject.
Further, each Member can and does challenge his associates
directly without fear of public confrontation or possible
embarrassment. In the course of foreign exchange discussions,
a Member of the FOMC can make known to his colleagues his
asseasment of reported or anticipated currency actions,
accompanied by what supporting information he may have--
often of a highly confidential or sensitive nature. This can
presently be done without fear of unintentional or unauthorized
disclosure of a maintained verbatim record. I anticipate that
this effective, candid interchange of views would be severely
curtailed under your proposal.

I appreciate the opportunity to comment on these
issues. I think it important that the FOMC not be burdeaed
with 2 cumbersome and wholly unnecessary record keeping
requirement when, through its expanded Record of Policy
Actions, it is now apparently providing a reasonably more
full and useful record for public study.

Sincerely yours,

Wm, McC, Martin, JY.

Enclosures
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CONTINENTAL BANK

T'ENTAL ILLINOIS NATIONAL BANK AND TRUST COMPANY OF CHICAGO + 231 SOUTH LA SALLE STREET, CHICAGO, ILLINOIS 60693

December 14, 1976 DONALD €. MILLER

VICE CHAIRMAN OF THE
BOARD OF DIRECTORS

The Honorable Stephen L. Neal

House of Representatives

Subcommittee on Domestic Monetary Policy

of the Committee on Banking, Currency and Housin
Cannon House Office Building

Washington, D.C. 20515

Dear Mr. Neal:

In looking at the alternatives suggested by you in your letter concerning
changes in the way in which the FOMC meetings are reported to the public,

I am concerned that both suggestions would move us in a direction which I
believe would be against the long run public interest. 1In each case, the
positions taken by the participants would be identified by name, I think
this would be a mistake. First of all, such identification would inhibit
them in that they would probably exercise great care and circumspection in
what they say. One of the values of these sessions is certainly the give
and take of the discussion and the possibility of airing all views and
presenting all positions. Arnother implication of the suggested requirements
is that they would probably lead toward a more political approach. It would
mean that the participants in the meetings would open themselves up to
political pressure. In short, the alternative suggestions would move the
Federal Reserve a step away from the independence of thought which it was
established to provide.

I think the present method of releasing the information after a 35 day lag
is about as short a time period as is feasible since the committee meets
once a month, If the information would be released any sooner, it would
then reveal what current policy was at that time. I think the present
release of data gives a lot of information in a forthright manner, presents
divergent views, and gives the reader a flavor of the discussion. This is
all that the public and the various market participants need.

,The basic problem involved in this matter is that of achieving public account-
ability of the FOMC bers vs, independ of action. I, for one, would
opt for the latter, The Federal Reserve is a creature of Congress and is
responsible to Congress. I believe it has exercised this responsibility well
and, as you know, reports with regularity to Congress. In fact, I think the
various Congressional committees' efforts to question the Federal Reserve have
at times been overdone. Given the accountability that the FOMC thus has to
Congress, I think further steps such as suggested would eventually erodethe
important independence of thought and action that it now has. I would ask
that you look at the record of some of the other central banks around the
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The Honorable Stephen L. Neal December 14
House of Representatives

Subcommittee on Domestic Monetary Policy

of the Committee on Banking, Currency and Housing

Washington, D.C. 20515

world after they have been brought more closely under the wing of the
treasury or executive branch of their government, In general, I believe in
the separation of powers, and this is one separation that has worked but
has still given Congress the chance to demand accountability when required.

I hope these brief thoughts will be of some value in your deliberatioms.

Sincerely,

ot 284,

Federal Reserve Bank of St. Louis
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UNIVERSITY OF WASHINGTON
SEATTLE, WASHINGTON 98105

September 29, 1976

Department of Economs

Digitized for FRASER

Congressman Stephen L. Neal

Chairman, Subcommittee on Domestic Monetary Policy
of the Committee on Banking, Currency and
Housing

U.S. House of Representatives

Washington, D.C. 20515

Dear Congressman Neal:

Thank you very much for your letter of September 17 asking me to
respond to the question of secrecy in FOMC meetings. I believe that
it would be harmful to the decision process to require that verbatim
minutes of the meetings be publicly available within a short time of
the meetings because I think it would make people reluctant to express
their opionions candidly. If an individual member of the committee does
not feel that his opionions are adequately represented in the summary he
does have the right to publish under his name a consenting opinion which
appears in all published accounts. Therefore I do not feel that a require-
ment of compulsory complete minutes is really necessary to insure that
dissenting members of the committee have a public forum. From the viewpoint
of research into the decision making process in FOMC it would indeed be
interesting to have verbatim minutes available but those minutes should not
be made available for at least a decade following the actual meeting, in
my opinion.

Thanks again for requesting my respomnse.
Sincerely yours,
Charles R. Nelso:/l~’<’o\ﬁ\\
Professor of Economics

Director, Institute for Economic Research

CRN/ch
[ H
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UNIVERSITY OF CALIFORNIA, BERKELEY

BERKELEY * DAVIS ¢ IRVINE » LOS ANGELES * RIVERSIDE * SAN DIEGO * SAN FRANCISCO SANTA BARBARA * SANTA CRUZ

Schools of Business Administration 350 Barrows Hall
Berkeley, California 94720

November 1

Chairman Stephen L. Neal

Subcommittee on Domestic Monetary Policy

of the Committee on Banking, Currency and Housir
U.S. House of Representatives

Washington, D.C. 20515

Dear Chairman Neal:

In response to your letter of September 17, 1976, I have examined some
of the minutes of the FOMC meetings held during 1970 and some of the most
recent "records of policy actions." On balance, I do not think there is
much to be gained by requiring either a verbatim report or requiring the
detailed minutes which were previously published.

As you indicated in your letter, the new proceedure which began with the
March, 1976 meeting does provide a summary of the alternative views expressed
at each meeting. I do not see any reason for attributing these views to
individual members in order to monitor economic policy decisions. In fact,
it seems possible that having Congress require such attribution would

inhibit the free expression of alternative viewpoints at such meetings.

It is not clear to me how committee members are to be held "publically
mccountable® for their participation in FOMC meetings. With respect to

the economic ideas they express, I think that members can be held accountable
by their votes on the reported policy actions. Perhaps the concern about
accountability involves the possibility of members discussing and engaging

in policy actions which are in their own self-interest. If this is a matter

of concern to the Congress, a tamper-proof, verbatim record (with no secretarial
accidents with footpedals, etc.) would be required.

Although it is not a type of research in which I have any expertise, I
can imagine that some scholars (e.g. economic historians) would find a
verbatim record of FOMC meetings of considerable interest.

You asked about the appropriate time lag between a meeting and the release
of the record of that meeting. I suggest that the FOMC should release

a record of policy action on the day after each meeting. There does not
seem to be any benefit for the society in general from holding this
information back from interested parties. In fact, holding it back seems
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to generate substantial uncertainty and may provide economic advantages
to those institutions which deal directly with the Open Market Desk.
Such advantages may not be readily available to other participants in
financial markets. One might note that there is a similarity between
immediate release of the FOMC policy record and the immediate release

of Department of Agriculture crop reports. Both have effects on investors
anticipations regarding future prices. While there are often strong
market responses to the new information in crop reports, these responses
do not appear to be destabilizing in the commodity futures markets. I
see no reason to believe that prompt announcement of monetary policy
decisions would be destabilizing in money markets.

In summary, my suggestions are:

(1) If auditors of government policy-making and policy-makers or research
scholars have a need to review FOMC policy sessions, a tamper-proof verbatim
report held in archives would be needed. I do not see any purpose for
publishing such a verbatim report and since such publication would be costly,
I would recommend against it.

(2) There does not appear to be any advantage to the detajled minutes
(which after all could be edited) as compared to the current record of
policy action.

(3) The record of policy action should be made public the day after the
FOMC meeting which it covers.

Sincerely,

Business AdminTstration
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Federal Reserve Bank of St. Louis



301

RAYMOND J. SAULNIER

LEHMAN HALL
BARNARD COLLEGE, COLUMBIA UNIVERSIT"
NEW YORK, NEW YORK 10027

September 29 1976

Congressman Stephen L Neal

Chairman

Subcormittee on Domestic Monetary Policy

of the Committee on Banking, Currency and Housing
Washington DC 20515

Dear Congressman Neal:

Responding to your letter of September 17 1976 soliciting my views on the
documentation of Federal Open Market Committee meetings, I have always been
more concerned with what was actually happening to monetary and credit
conditions than with what individual members of the FOMC have had to say on
policy matters, And I believe money markets would be more stable if those
who watch the Federal Reserve System closely had to shape their views on
the basis of only impersonal, quantitative data, To put it simply, I find
the numbers more useful than the words, Indeed, I would be satisfied with
nothing but numbers, provided they are reasonably complete and reasonably
up-to-date, On the whole, the statistics now available, including what I
get from the Federal Reserve Bank of St Louis, are enough for my purposes,
but improvements could doubtless be made and I hope your committee will
study possibilities to that end.

All the same, I recognize the interest of Congress, and the financial community,
in having a more intimate and more personal view of what goes on within

Open Market Committee meetings. Since we are to have such reports, it is

my view that they should be straightforward accounts - published not less

than, but not greatly more than, thirty days after the fact - of the committee's
major conclusions, with identification of individual committee members only
where their views depart significantly from the indicated consensus., I

would think that to require deliberations of the committee to be recorded

by some type of electronic apparatus, with the full record ultimately made
available to the public, would seriously suppress those qualities of spontaneity,
openness, and readiness to probe where facts are only dimly known and one's
opinions are only tentatively formulated, that are essential in a frank

and full discussion of controversial technical questions. Naturally, a good
deal of what goes on in committee deliberations must be a kind of "thinking
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out loud." I would regard it as a grave mistake to require a public record
that would discourage such dialogue.

I hope the above responds adequately to the question you put to me;

if not,
feel free to inquire further.

Respectfull

nd J Saulnier

Chairman Arthur F Burns

Digitized for FRASER
http://fraser.stlouisfed.org/
Federal Reserve Bank of St. Louis



303

CHARLES J. SCANLON
767 FIFTH AVENUE
NEW YORK,N.Y. 10022

October 6, 1976

Honorable Stephen L. Neal, Chairman
Subcommittee on Domestic Monetary Policy
of the Committee on Banking, Currency

and Housing
U. S. House of Representatives
Washington, D. C. 20515

Dear Mr. Chairman:

Thank you for your letter dated September 17 requesting my opinions
regarding several proposals incident to the documentation of delib-
erations at meetings of the Federal Open Market Committee. While

I appreciate the opportunity to express a view on these matters,

it has been almost seven years since I was an active member of the
FOMC and I recognize that both the climate and the participants
have changed.

In 1964, when the decision was made to release the minutes of the
FOMC for the first time, I was an active supporter of that move
although I thought the five-year lag was longer than the situation
required. I was not critical of this, however, because we were
breaking new ground and this seemed to me to be a step in the right
direction.

Subsequent to the FOMC taking that action, I was surprised and
disappointed that there was little evidence of public interest in
examining the records. I think we must remember that in 1964 we
did not have the preoccupation with disclosure that currently pre-
vails. Nevertheless, it became increasingly clear that what
really mattered to scholars and interested parties was the timely
release of the policy actions taken by the FOMC and not the
historical discussions which led to the conclusions on monetary
policy.

As a result, I feel the gradual shortening of the release date on
records of policy actions to thirty days after each meeting is
desirable and is really far more important 'than whether or not there
are memoranda of discussion in the form suggested in your letter, As
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a matter of fact, it seems to me that the taping, transcribing,

etc. of FOMC meetings and the publication of such records would

eventually result in most participants speaking "for the record"
and I would regard this as being undesirable.

I cannot emphasize too strongly my feeling that policy determina-
tion is more important than the views of one or two individual
members of the FOMC. After all, they all make speeches and if any
of them are in serious disagreement with the majority action it
will be a matter of public record in a very short time.

In summary, I am pleased with the new thirty-day release period
for an expanded record of policy actions and I am not concerned
with the discontinuance of the Memorandum of Discussion.

Sincerely,
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First National Bank in Dallas Post Office Box 6031, Dallas, Texas 75283 (214)744-8000

HARRY A. SHUFORD September 30, 1976
CHAIRMAN OF THE BOARD
214 744-p66s

The Honorable Stephen L. Neal

Chairman

Subcommittee on Domestic Monetary Policy
of the Committee on Banking, Currency
and Housing

U. S. House of Representatives

Washington, D. C. 20515

Dear Mr. Neal:

I appreciate the invitation in your letter of September 17 to comment on
the documentation for meetings of the Federal Open Market Committee.
My delay in responding is due to my having been out of town.

Preliminary to my comments, I should mention something which you

need to know, since it probably influences my views. I was with the
Federal Reserve Bank of Dallas from 1948 until 1962, when I left the
office of First Vice President to become President of the Federal Reserve
Bank of St, Louis, I resigned that position in 1966 to return to Dallas

in a senior management responsibility at the First National Bank in
Dallas. I continue to have the greatest respect for the Federal Reserve
System and the dedicated effort it makes to contribute to our country's
welfare through exercising its responsibilities, especially in the area

of monetary policy.

As you know, this subject of documentation and the related one of disclosure
of the actions of the FOMC has been a subject of consideration and debate

for a good number of years. Most of the views expressed are certainly

in good faith but are influenced, no doubt, by what one regards to be the
purpose of the documentation and this, understandably, is influenced by

ones profession or business, i.e., whether you are an officer of the Fed,

a member of Congress or other public office, an academician, a banker, etc.

But, you have asked for my view. I believe the most important matter is
the conclusion or policy reached by the FOMC as a committee and a brief,
but complete, statement of the basis for that policy. Even though there are
occasions when members of the committee differ, these differences are
subordinate to the final policy and the reasons supporting it. I do not
believe that the fact that a member's views will be recorded and disclosed

bsicaryof l"-‘ Furst intematbional Baneshares, in
0
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will cause that person to be any more responsible. This is predicated
upon the assumption that the meetings of the committee will continue to
be closed to the general public. In addition, the keeping of detailed
minutes or "memoranda of discussion' requires more time and expense
(recording, reviewing, correcting) than is generally known and which,

in my view, is unnecessary. I admit that as a member of the committee,
I liked to see my comments in summary form recorded, but this was

due more to a bit of personal pleasure than of any material benefit to

the formulation of policy.

As for research, I am not aware of any significant benefits that have
resulted since the materials have been released, and I fail to see how
they could be of much value in this respect. However, I am not an
economist or academician, and the minutes may have more value in this
respect than I realize.

I feel even more strongly that the FOMC should not maintain mechanically
reported verbatim records. In addition to the reasons given above in
connection with "summary records,'’ there are many matters involving
banks, international relationships, other countries, etc. which need to

be discussed fully and candidly -- and this would be impeded, if not
prevented, by a requirement for verbatim records.

I am pleased to furnish you my comments, and they are only mine, of
course, and in no way reflect the views of our bank or any of my associates.

Sincerely,

B/ NN VS

Harry ,9 Shuford

N

HAS*bh
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NORTHWESTERN UNIVERSITY
EVANSTON — CHICAGO

OF THE PRESIDENT

EVANSTON, ILLINOIS

‘
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December 30, 1976

Honorable Stephen Neal

Chairman, Subcommittee on Domestic Monetary Policy
of the Committee on Banking, Currency and Housing

U. S. House of Representatives

Washington, D.-C. 20515

Dear Mr. Chairman:

I am responding to your letter of September 17 inquiring as to
my views regarding documentation for meetings of the Federal Open
Market Committee.

Since I have never served on this Committee, my views must be
regarded as tentative and based on only an indirect understanding of the
actual conduct of the meetings.

In my experience, there are two quite different types of
""deliberative assemblies. " One is like the House of Representatives
and its various commitiees, or a City Council, or any essentially
""political’’ group where representatives are important and often partisan
spokesmen for defined constituencies having a number of conflicts of
interest. These assemblies tend to proceed fairly formally, adhering
with some care to rules of procedure. Their meetings are frequently
open and it seems quite appropriate that their debates be "on the record. "

The other kind of deliberative group is one that functions as a
team. This would characterize most corporate boards, the local garden
club, and my own administrative staff. Their deliberations are often

“calculated to achieve a consensus, frequently through protracted discus-

sion and a general spirit of compromise, until there is unanimous agree-
ment on what ought to be done. Only occasionally will a dissenting vote
be recorded. Frequently in these deliberations, someone may play the
role of '"devil's advocate, ' and a wide range of alternatives might be
voiced and explored simply for discussion purposes. No one is repre-
senting a particular constituency and so the "'group dynamics' of this
process are rather different from those of the other kind of deliberative
assembly.

.org/
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For this latter type to function effectively, it seems to me
important that there be an element of privacy along with the spirit of
mutual cooperation. Once their deliberations are in a goldfish bowl,
people begin to grandstand, become fearful of exploring unusual and
"unlikely' alternatives, and lose their quality of constructive interaction.

My own view, for what it is worth, is that the Federal Open
Market Committee ought to function in the manner of the second of these
two kinds of groups that I have described. I would be very fearful that
any extensive documentation of their meetings, such as a stenographic
record or tape recording, would be injurious to the proper functioning
of their deliberative process. Needless to say, this does not touch upon
the question of whether or when their conclusions should be made public,
Given the substantive issues with which they deal, I think that the past
practice has been to delay publication far too long and would myself
support the present practice of publishing their decisions within 45 days -
or even 30 days after each meeting. This publication might appropriately
include summaries of the views that members would like to have
recorded for public attention. Such summaries should not, in my judgment,
be so extensive, however, as to hinder or embarrass the participants in
the kind of free exploration;ﬂl/%iews that only a private meeting can elicit.

I hope this is responsive to your questions, and only apologize for

the delay in my replying to you,

Sincerely,

Robert H. Strotz j

President
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MASSACHUSETTS INSTITUTE OF TECHNOLOGY

DEPAATMENT OF ECONOMICS C4MBRIDGE, MASSACHUSET"

September 27, 1976

Rep. Stephen L. Neal, Chairman
Subcommittee on Domestic Monetary Policy
Conmittee on Banking, Currency and Housing
U.S. House of Representatives

Washington, DC 20515

Dear Congressman Neal:

Before answering your letter of September 17 about documentation
of FOMC meetings, I should tell you that, in addition to being a full-time
professor of economics at M.I.T., I am also a member of the Board of Directors
of the Federal Reserve Bank of Boston. I believe that my views are exactly
what they would be if I had no connection with the Federal Reserve system
at all.

Generally speaking, I believe that it is a good thing for rather
detailed documentation of discussion and decisions at FOMC meetings to be
made public after 30 days. I am less clear, however, that the attribution
of specific remarks to named individuals is a good idea. There are things
to be said on both sides of that specific issue. I see no general reason why
members of the FOMC should not be responsible for what they say in those
meetings. But I can easily imagine that publication and attribution of their
remarks might lead members of the FOMC to excessive blandness, and indeed
to saying what they think will sound good and safe rather than what they
really think. I believe it is not unknown for even members of Congress to
say things for the Congressional Record with an eye to appearance rather than
substance. Perhaps a reasonable compromise would be to require fairly
detailed documentation, including a sample of individual members' remarks
but without attribution. Votes, however, should be recorded by name.

Sincerely yours,

RoAeT Soloe

Robert M. Solow

RMS ;ve
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Septerber 30, 1976

The Honorable Stephen L. Neal

Chairman

Subconmittee on Domestic Monetary
Policy of the Committee on Banking,
Gurrency and Housing

U. S. House of Representatives

Vashington, D. ¢, 20515

Dear Chairman Neal:

This is in response to your letter of September 17, 1976, expressing
concern about the recent change in. documentation for meetings of the
Federal Open Yarket Committee whereby the "memorandum of discussion"
record was discontinued, and requesting my opinion on the merits of

taping, transcribing or otherwise detailing FGIC meetings.

As you may know, Chairman Burns discussed tne discontinuance of the
memorandum of discussion in his letter dated July 26 to Congressman
Reuss, and I endorse the views expressed by Chairman Burns in his
letter, a copy of which is enclosed for your ready reference.

As for the other alternative that you suggested, i.e., a mechanically
reported verbatim record, I believe such a record would be characterized
by the same disadvantages cited by Chairman Burns in his comnents on

the memorandum of discussion.

Sincerely,

Crec

0. Meredith Wilson
Chairman of the Board

Enclosure

Nmy

Masten.si
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APPENDIX 5.—FAVORING PUBLIC ACCOUNTABILITY BUT OFFERING NO SPECIFIC

APPROACH

FEDERAL RESERVE BANK OF ST Louils
P. O. Box 442
ST. Louls, MIssOURI 63166

P. O. Box 929

EDWARD J. 5CHNUCK Bridgeton, Missouri 63044

CHAIRMAN OF THE BOARD

Digitized for FRASER
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September 29, 1976

Honorable Stephen L. Neal, Chairman
Committee on Banking, Currency and Housing
Subcommittee on Domestic Monetary Policy
U. S. House of Representatives

Washington, D. C. 20515

Dear Chairman Neal:

Thank you for your letter of September 17, 1976 concerning the
documentation of meetings of the Federal Open Market Committeée.

Although I am the Chairman of the Board of Directors of a Federal
Reserve Bank, I have no direct contact with the FOMC. The
President of our Bank serves as a voting member of the FOMC

every third year, and is in regular attendance at the meetings
during the intervening years, but he does so pursuant to a statutory
mandate from the Congress and not as a representative of this
Bank. He neither reports nor answers for his actions to our Board
of Directors in this regard; therefore, I have no particular qualifi-
cations which would entitle me to express an expert opinion on

the FOMC.

It does seem to me, however, that there is a difference between
holding members of the FOMC publicly accountable for their votes
and for their comments made during the course of discussion.

I hope that any solution to the problem you raise will give
consideration both to the public's right to know how government
is conducted and the value of a full and frank exchange of views
in the course of FOMC deliberations.

Sincerely, .

ik

Edward J. hnuck

Federal Reserve Bank of St. Louis
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Princeton University pEPARTMENT oF EcoNoMics

PRINCETON, NEW JERSEY 08540

October 19, 1

The Honorable Stephen L. Neal, M.C.
Subcommittee on Domestic Monetary Policy
House of Representatives

U.S. Congress

Washington, D.C. 20515

Dear Congressman Neal:

Your letter of September 17, asking for my opinions
concerning documentation of meetings of the FOMC, was mis-sent
to Atlanta and has only now come to my attention. However, I
am glad to share my opinions on this subject with you.

I share with you the view that the FOMC and its members should
be held publicly responsible for their actions, This purpose is
served by publication of the decisions of the FOMC and recording
votes of its members, together with reasons for any dissents.
However, I strongly oppose any measures that would tend to limit
freedom of discussion within the FOMC and to cause members to
speak for the record rather than to put all points of view and
all aspects of the issues before the Committee. And the require-
ment of a full transcript of proceedings, whether written or
mechanically recorded, would pose that danger, Under these
conditions, at least some members would be hesitant to express
unpopular views, to play the role of "devil's advocate," and to
display their lack of understanding of some of the numerous and
complex issues involved--all of which are useful in discussions
preceding the taking of decisions.

In short, I believe that the FOMC and its members should be
held accountable for their actions but that nothing should be
done that would limit the freedom and frankness of discussions
within the Committee.

Sincerely yours,

- ) )
G, Lt e
ester V. chandlégé;\'
vc/pid
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