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Charles Partee:  [unintelligible 00:00:03] the board ABD. 

Robert R. Hetzel:  So when you went to the board, where did you start? 

Charles Partee:  Chief of the capital market section. 

Robert R. Hetzel:  Hm-hmm [affirmative].  So things started heating up for you in the 
middle ‘60s with Reg Q?  Were you involved in problems with housing and that kind of 
capital flow? 

Charles Partee:  Well, yeah, yeah, and of course the capital markets, which included 
at that time real estate and real estate finance.  It was always sort of hot.  I mean, the first 
thing that happened in ‘62 was that there was a major market break, and of course, one of our 
responsibilities was marginal [unintelligible 00:00:53], and so that came to the floor.  And for 
the first time, some of the West Coast banks discovered they might have to make a margin 
call, and they didn’t know how.  And it was a difficult period, but that was the early years.  
And then at the end of ‘64, I think it was, I became the advisor in charge of all the financial 
sections in the research department. 

Robert R. Hetzel:  Let me ask you one more question about Reg Q. Initially, the 
board was raising Reg Q because they thought it would help balance the payments.  They 
wanted interest rates to stay attractive in the U.S., but all that changed in ‘66? 

Charles Partee:  Yeah, I don’t know that.  I don’t ever remember a balance of 
payments issue with Reg Q. It was merely a matter of managing a gradual increase in interest 
rates.  Later on, it became difficult because the Congress passed a bill that said that regardless, 
the savings and loans had to be able to get a quarter percent more than the banks could pay on 
Reg Q. And that, in effect, gave them a veto, since that they weren’t prepared to move, why, 
there was no way that we could raise the bank rate, and that was an issue in the whole latter 
part of the ‘60s.  We finally, I think about 1970 or maybe even ‘69, helped the situation 
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greatly for banks because we discovered that this really didn’t relate to large CDs, and we 
discovered that we could just let the thing go on large CDs, which we did. 

Robert R. Hetzel:  Well, that was May ‘70 with Penn… 

Charles Partee:  Was it May '70? Yeah. 

Robert R. Hetzel:  With Penn Square. 

Charles Partee:  Well, but we had—yes, I guess that’s right. 

Robert R. Hetzel:  No, Penn Central.  The commercial paper… 

Charles Partee:  I guess that’s when we did the—a matter of fact, they needed 
money…   

Robert R. Hetzel:  Crisis. 

Charles Partee:  And that bill that I spoke of didn’t relate to the large CDs, so we just 
let them go so they could —and that for practical purposes, and speaking of the banking 
system generally, that pretty well took care of the banking problem. 

Robert R. Hetzel:  It was the Federal Home Loan Bank board that had veto power 
over the—I mean, it was a… 

Charles Partee:  Well, matter of fact because… 

Robert R. Hetzel:  It was a board that made decisions on Reg Q, so what, I suppose 
the FDIC and… 

Robert R. Hetzel:  Oh, there were associated regs, so there was a reg for the savings 
and loans, and so forth, and the limiting factor was that the savings and loans had to be 
permitted to pay a quarter percent more. 

Robert R. Hetzel:  Hm-hmm [affirmative].  But I mean, initially, the board thought 
that that might give them more flexibility to raise rates if reg Q would—if they had that 
differential it would assure a flow of funds to the… 

Charles Partee:  Well, we certainly felt we had to keep up with the market.  You 
know, how, on average, the market was moving gradually up all through the latter ‘60s there.  
And so and then it became really rather critical after 1970, but, yeah, it was a matter of 
keeping them in the action.  But I never recall a balance payments question.  We had a 
separate endeavour with the balance of payments that had to do with the restrictions on 
operations abroad. 
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Robert R. Hetzel:  I just picked up some discussion in early FOMC minutes to that 
effect, and there were some memoranda I found in our archives from the Council of 
Economic Advisors that talked about it, so that’s where I got that idea. 

Charles Partee:  Hm-hmm, hm-hmm [affirmative]. 

Robert R. Hetzel:  Well, this jumps way ahead but I came to the Fed in ‘75, and I 
went to a financial analysis committee meeting, and my recollection is that you talked, that 
you gave a lunchtime talk to the economists.  Does that ring a bell at all about that time, 
because you must’ve given hundreds of speeches?  [00:05:10] 

Charles Partee:  Well, I could certainly have done so.  I was, at one time, a chairman 
of the financial analysis committee.   

Robert R. Hetzel:  My recollection is that you were talking about the Holland 
subcommittee on the directive.  And the reason this jogs my memory is that you said that the 
framework that was outlined by people like Cart Brenner and Kinsley, there was a problem 
with it because it didn’t take account of the realities of dealing with the housing industry and 
their problems.  Does that ring a bell at all?  That’s what… 

Charles Partee:  Housing was always a major issue because they were so sensitive to 
the interest rates, but also to the flows of funds.  And so, you know, we kept getting accused 
of killing the housing, and it was politically very sensitive area, so that was a big issue with 
management of the flows of funds. 

Robert R. Hetzel:  Did the sensitivity come primarily through the House and Senate 
banking committees, or was it primarily from the administration? 

Charles Partee:  That was primarily—certainly the committees were very inclined to 
be supportive of housing, but the hard pressure came from the administration from HUD 
particularly.  And, you know, there were committees, and there were agency committees and 
that kind of thing, and it was always a question of how to, and almost every country in the 
world had a preferred channel of finance for housing.  We didn’t, really, and so that is a 
greatly subsidized channel.  For example, the Germans had a system of savings and loans in 
those days that where the deposits were not subject to income tax.  And so savings and loans 
just churned right along even when money was sort of tight because everyone put their limit 
into the savings and loans every year to escape income tax.  And every country in England, 
where of course only the banks didn’t make housing loans, only the building societies, and 
they were protected.  And then the Scandinavian countries, there were sources of special 
finance for housing.   

But as I say, we didn’t have it, although we did, of course, have this tremendous, still 
do have this tremendous subsidy of housing ownership through the interest deduction on the 
income tax.  And other countries didn’t have that, by and large.  So it was a different thing, 
but in any event, there always was this feeling of great desire to keep funds flowing into 
housing. 
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Robert R. Hetzel:  Hm-hmm [affirmative].  When did you begin to become involved 
with FOMC matters?  You were an advisor to the FOMC at one point, by the late ‘60s? 

Charles Partee:  Yeah, I had forgotten exactly how it worked.  The division was 
responsible for presenting information to the FOMC, and then about 1964 thereabouts, yeah, 
about ‘64, that became chart shows involving a review of the past and a forecast of the future.  
And the senior staff was pretty much all engaged in that thing, and I went to meetings on that 
account, but I think probably I didn’t become—what do you call them, an associate 
economist? 

Robert R. Hetzel:  Yeah. 

Charles Partee:  FOMC until probably about ‘66.  As I say, I have no good—I know 
I attended meetings before, but I have no good recollection of that fuss about the discount rate 
at the end of ‘65. 

Robert R. Hetzel:  Hm-hmm [affirmative].  So’66, through the summer, monetary 
policy was restrictive.  I guess the administration also felt that their economists that, given the 
defense buildup and without a tax increase, rates had to rise.  Do you remember that period?  
[00:09:45] 

Charles Partee:  Oh, well, sure, that’s right.  There was a—it depends on who in the 
administration you mean.  I don’t think that the White House ever was prepared for a rate rise 
because they took the position that this was just a minor thing that could be financed without 
particular attention.  But certainly, some of the economists from the administration, the CEA I 
think for example, felt that money would have to be tighter.  And of course, our situation in 
that period was mainly just in not providing all the funds required.  Well, that naturally let the 
market tighten up, and since there was a strong demand, not only because of the budget 
deficit, but also because of all the private spending that was associated with the war in 
Vietnam, so that certainly did occur during that period.   

I would say it was never a happy arrangement so far as the rest of Washington was 
concerned, but it occurred.  It was rather easy to get it to occur [00:10:48].  Now there was 
one point, when was it, ‘68, that Congress finally agreed—the administration with Congress’ 
approval finally agreed to have a sir tax? 

Robert R. Hetzel:  That was June 1968. 

Charles Partee:  Yeah, yeah.  And unfortunately, you know, they wanted to have lots 
of assurances that that would involve lower interest rates then, and not me, but the policy 
makers came pretty close to promising that and did their damndest to get at least a small 
decline in interest rates at that time. 

Robert R. Hetzel:  Well, that happened in what, September of 1992.   

Charles Partee:  Yeah, that’s about right. 
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Robert R. Hetzel:  That’s not a totally unheard of kind of thing.  I gather Martin was 
involved in lobbying Congress for a tax increase? 

Charles Partee:  Yeah, he wanted the tax increase in the worst way. 

Robert R. Hetzel:  He felt strongly about it? 

Charles Partee:  And, you know, he had good friends in the Congress, and in 
addition, why, the administration was very interested.  And so but it was, you know, the 
trouble was that the economy was heating up, but at the same time, the tax increase for 
whatever reason didn’t substantially reduce the demand for funds anytime until we got into 
the recession in ’69.  And so there was that period in the flow of ‘68 and early ‘69 when there 
was still an overheated credit market, and a tendency for higher rates, but I think we did get 
one reduction in the discount rate in ‘60.  I believe Dewey Daane managed to get Minneapolis 
to reduce the rate, and that’s about all that ever occurred in the way of any delivery.  And so, 
you know, you learn gradually you should never make promises like that, but they’re awfully 
hard to avoid because people say, “Well, you know, here you want us to make this great big 
sacrifice, what’s the Feds going to do about it?” 

Robert R. Hetzel:  Sure, sure.  Well, we need something to show for it. 

Charles Partee:  Yeah, that’s right.  That’s right. 

Robert R. Hetzel:  Interest rates lower than what they would’ve been is not a—well, 
in ‘67 when the economy weakened, the Fed eased really before the inflation rate had fallen 
back to its levels of the ‘50s.  The Fed eased when inflation was still 3 percent, so that was 
really the start of this kind of series of several, kind of, stop-go periods, presumably.  I mean, 
I read that Martin was holding off on increasing interest rates in that period when the 
economy began to heat up because he was trying to convince congressmen if they would just 
go ahead and pass a tax increase, rates wouldn’t have to rise.  Does that sound at all familiar 
to you? 

Charles Partee:  No, more or less.  I don’t know that he was trying to hold off, but 
there was a long buildup to that surtax.  I mean, it took a long time for it to be passed, and so I 
wouldn’t be at all surprised that it was a major issue in the spring and summer of ‘67, as well 
as in ‘68 when it finally did come about, because I think there was at least a year’s tail on that 
before it occurred.  So there was some hesitancy to do that.  But also I want to point out to 
you that there’s always been the question of what the responsibility was to provide for full 
employment on the part of the Fed.   

I mean, it’s not really just a question of holding down the inflation rate.  Indeed, 
there’s been more talk about that in recent years than there was in any time I was at the board, 
but instead, it was a question of creating conditions where you would have full employment 
and reasonable price stability.  And after what, into the ‘70s sometime, when we got the 
Humphrey-Hawkins bill, and that, in fact, said nothing about inflation, only full employment.  
And so there was always a tendency to feel a responsibility for any weakness physically, any 
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weakness in the physical economy that would develop.  Always responsiveness by the Fed to 
them.  [00:15:17] 

Robert R. Hetzel:  Well, yeah, but let me pursue that.  It’s a matter of degree.  Now 
certainly when you got to Burns, I mean, Burns felt strongly that one of the responsibilities of 
monetary policy was to provide for a low-rate of unemployment, but I had the feeling, kind 
of, going back, it’s kind of hard to get into Martin’s mind because he obviously wasn’t an 
economist.  He seems more of a, you know, I guess what, Wall Street or businessman, but I 
had the feeling that his influence came from the depression, and the feeling that the Fed let 
speculation get out of hand in the ‘20s, and if the Fed lets inflation get out of hand, there’s 
going to have to be this period of correction.  So he was always pretty sensitive to inflation 
more so, you know, and not particularly inclined to trade off against unemployment, but that 
he was—and here, you know, I’m just conjecturing, and maybe you’ll have some insight, but 
he felt like he couldn’t get too far away from attitudes within the administration, so he was 
willing to, you know, kept his eye on inflation, but was willing at times to postpone rate 
changes when he was under pressure from the administration. 

Charles Partee:  Well, I think that’s right.  I think that he had a feeling that we really 
needed to facilitate a good functioning economy, which meant pretty high levels of 
employment and activity, but he was sensitive to inflation.  I remember he often would talk 
about his experience.  He was at Yale in the ‘20s, late ‘20s I guess, well, maybe mid ‘20s.  
And he said, well, you know, all of his classmates would be speculating on the market, and he 
wasn’t doing it.  His father was president of the St. Louis Fed, and people would laugh at him 
for just working away at a job rather than making real money out in the market.  And he had a 
very, very negative view towards financial speculation, and I think he felt that inflation was a 
big factor in bringing on periods of speculation.  And he certainly felt that the speculation on 
excess credit were a source of great weakness, or great potential benefits for the economy, so 
it all sort of fits together in that sense. 

Robert R. Hetzel:  Well, St. Louis, my recollection was that, like most other regional 
banks in the early ‘30s, they were real bills people, and I thought the Fed got into trouble if 
credit was used for speculative purposes.  They didn’t so much view themselves as trying to 
control the quantity of some, you know, aggregates, so I suppose some of those attitudes 
could’ve come down from Martin’s father. 

Charles Partee:  No, they really didn’t have aggregates in mind at all.  As you say, it 
was a real vote doctrine, and the whole thing was supposed to be perfectly adjustable as long 
as you only brought in credit on the basis of real bills.  Well, that all went by the wayside.  I 
don’t know.  I certainly can’t say that Martin was ever an exponent of that, but it’s true that 
his father was there when that would’ve been a big issue in saying at the Federal Reserve 
Banks. 

Robert R. Hetzel:  Hm-hmm [affirmative].  Do you feel like, in a sense, monetary 
policy was easier in the ‘60s, that the Fed was under less pressure, or the Fed was—basically 
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from the time the Kennedy group came in, that started a period of when the Fed was 
constantly, you know, frequently… 

Charles Partee:  Well, I think we had a much greater tendency to try to respond to 
developments in the economy up in Washington after the Kennedy group, Walter Heller, and 
Tobin, and so forth came in.  And yeah, I think that’s right.  It became a more readily 
responsive system than I’ve had then with Eisenhower, and the people who were in the 
council at that time.  And then of course, as time passed, where the problems just got greater 
and greater with the war in Vietnam, and its effect, and then as we got a little farther along, 
the oil crisis, which was just devastating in their effect on everybody because of the difficulty 
of adjusting from sharply higher petroleum prices.  Remember?  Two of those you remember.  
One was what, ‘73, and the other ‘79, something like that.  [00:20:19] 

Robert R. Hetzel:  Yeah, I think the second one was maybe summer of ‘78. 

Charles Partee:  Yeah, yeah, I remember the line was being—yeah, end of ‘78 into 
‘79, but the first one was earlier.   

Robert R. Hetzel:  Yeah, October, well, the war… 

Charles Partee:  There was a war, yeah. 

Robert R. Hetzel:  In October of ‘73, so… 

Charles Partee:  The war was [inaudible 00:20:36]… 

Robert R. Hetzel:  So that the embargo would’ve started a month later.  It would’ve 
been November of ‘73. 

Charles Partee:  Yeah, yeah, yeah.  And then by that time, you know, with those 
increases in prices, where we had a wage-price spiral that was going.  Very difficult to deal 
with, which is really, I think, what brought the idea that maybe if we could stop the spiral for 
a while through incomes policy, why, we could get the situation back on a course where it 
could be managed in the old ways again pretty well. 

Robert R. Hetzel:  Because the incomes policy came before the… 

Charles Partee:  Before the oil, but there was a lot of inflation I pushed.  We had 
sizable price rises and major strikes, and large wage increases for that period, and that’s, I 
think, what brought the controls on in ‘71. 

Robert R. Hetzel:  Ok.  Let’s finish up with Martin.  Do you remember anything 
stand out in your mind in particular about the dynamics of FOMC meetings, and the 
personalities? 
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Charles Partee:  They were very informal in his period.  He would let people talk at 
great length, particularly the presidents in the reserve banks. 

Robert R. Hetzel:  Yeah.  Yeah, I can imagine that.   

Charles Partee:  And they usually had prepared statements, by the way.  I can 
remember the New York Fed guy, you know, with his… 

Robert R. Hetzel:  Hayes. 

Charles Partee:  With his written statement reading through it.  And there would be 
this rather longish thing, and Martin would never speak until the very end, and when he did, it 
was always in a way that would try to bring consensus, and he was really quite good at it, you 
know.  The committees had heated differences and all that, and then he would say, “Well, I 
don’t really think there’s much difference among us today,” and had to placate the group into 
agreeing to something.  It was a pretty unstructured, pretty unstructured so far as the policy-
maker discussion was concerned. 

Robert R. Hetzel:  So it was hard to tell whether he was really getting what he 
wanted or not, or did you… 

Charles Partee:  It’s hard to tell.  Yeah, I think that’s right.  He always was in a 
position, you see, where he could be in the last to indicate a position where he could either try 
to bring them a little bit toward his side, or just, sort of, give up. 

Robert R. Hetzel:  Do you think it’s because he felt like in a political environment, 
the Fed ought to basically present a united front rather than looking divided, or it was just his 
personality as a way of operating in a federal system. 

Charles Partee:  I think it was the latter, mainly.  I mean, he was a truly nice guy.  
And he had a high regard for the system, and for the Federal Reserve Bank presidents and so 
forth, and he didn’t know what was right.  You know, the fact is that none of us do, and he 
recognized that more than most people might.  And so, you know, he was willing to bend with 
the crowd. 

Robert R. Hetzel:  Hm-hmm [affirmative].  So he never personally attacked anyone, 
or got angry, or… 

Charles Partee:  I can’t recall any occasion.  And as I say, that maybe is something 
like five years of attending open-market committee meetings when he was a chairman.  I can’t 
remember any case where he lost his temper. 

Robert R. Hetzel:  Hm, okay.  Well, let’s talk about Arthur Burns.  That was a big 
change.  As an economist, what was your impression of Burns?  I mean, Burns was neither, he 
didn’t fit into the neoclassical categories of monetarist or Keynesian, right?  I mean...  
[00:24:29] 
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Charles Partee:  No.  I think he probably was he was strongly influenced by 
monetarists.  Well, Milton Friedman was a very good friend of his, but I can’t really say that 
he was a monetarist.  He knew Keynesian economics quite well.  Well, you know, he was a 
considerable authority.  He had been head of the national bureau for some years.  He had 
written a number of books on business cycles, and so he came in with a substantial reputation 
of an economist.  But I would say it was as an empiricist, and a man who was absolutely 
meticulous, absolutely meticulous in looking into all the details, and seeing if the facts were 
right, and that kind of thing. 

Robert R. Hetzel:  Whenever there’s somebody that age, you always ask how the 
Depression influenced that person.  Do you have any feeling for what effect the Depression 
had on Burns’ attitudes towards economics and the role of economics? 

Charles Partee:  No, I don’t really.  Although, I can’t ever recall discussing that with 
him.  I think he personally faired reasonably well during the Depression.  You know, he had 
come in as an immigrant well before the Depression, but by Depression time, he was on a 
faculty somewhere, Rutgers, I think. 

Robert R. Hetzel:  Colombia, I think. 

Charles Partee:  Well, Colombia later, but I suspect it was Rutgers first. 

Robert R. Hetzel:  Hm-hmm [affirmative]. 

Charles Partee:  And I mean, he was old enough to say that Milton Friedman was his 
student.  And so I think he was always pretty well situated through the ‘30s, personally.  Now, 
you know, he had a lot of empathy for people, I think, and that showed.  He had developed 
quite a reputation as a mediator, too, in labor negotiations. 

Robert R. Hetzel:  Oh, Burns? 

Charles Partee:  Yeah. 

Robert R. Hetzel:  I hadn’t heard that.   

Charles Partee:  He had settled one of the major rail strikes at the beginning of World 
War II, as a mediator.  And, you know, people are affected by their experience. 

Robert R. Hetzel:  Well, but that’s interesting, that suggests somewhat his attitudes 
toward wage and price controls, and his early advocacy of incomes policy.  I mean, he 
must’ve had the feeling that there was a role for a mediator in labor corporate negotiations, 
and somebody like himself who could tell both sides that, well, you know, what you’re doing 
is out of line. 

Charles Partee:  Yeah, I think that’s right.  I think that he felt he was certainly very 
conscious of the interaction between wages and prices, and felt that it was so difficult to deal 
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with from outside if you couldn’t stop the cycle inside.  And so he was, yeah, I think that’s a 
reasonable way to put it, that he felt that one could accomplish something through incomes 
policies.  And, you know, and he was against these kinds of labor agreements that are the face 
of inflation.   

I remember in the very beginning, there’s a federal act that probably still exists called 
something like the Jones Act.  It’s something that requires all federal contracts to be at union 
wages in whatever community or whatever area they’re located.  And he always, always tried 
to get that repealed and never managed because he felt it was highly inflationary.  They just 
introduced wage rates that were non-market oriented in every kind of a situation.  I think that 
extended to federal contractors, too, defense and so forth. 

Robert R. Hetzel:  Hm-hmm [affirmative], right.  Yeah, yeah.  It does, although—I’ll 
think of the name in a second, but it’s… 

Charles Partee:  It’s Jones something.  Or Jones is in the name, and I can’t 
remember.  I think it’s hyphenated. 

Robert R. Hetzel:  Yeah.  I’ll think of it in a minute, yeah.  I know exactly what you 
mean.  He was an advisor for Nixon before he became chairman, and presumably, he had 
something to do with the very, kind of, conservative, conventional program that Nixon came 
in with, low deficits and low money growth.  Do you feel like the events after you became 
chairman had an influence, in particular the increase in the unemployment rate without a 
fallen inflation rate?  Actually, inflation and unemployment both went up in 1970.  Do you 
feel like that changed his attitude toward inflation and how the government should deal with 
it?  [00:29:33] 

Charles Partee:  Well, I think he felt that more was necessary as a result of that.  I 
don’t really know what role he played over there in the White House.  That was, you know, 
before I knew him.  He had been for a long time one of our academic consultants of the board 
prior to his joining the White House in ‘69, and so we knew him a little bit, but, you know, in 
the same way you know Paul Samuelson, and then people like that who appear at those kinds 
of things.  And I can’t remember him taking really extreme points of view at any time, you 
know, back when they made millions.   

I didn’t know him at the White House.  I think he was, for a long time there, he was 
probably just waiting to become chairman.  You know, that was one of those things where it 
is still the case, the chairman is not continuous with the president, and Martin’s term didn’t 
expire until January of 1970.  And so I suspect that for at least the last six months of that time, 
he was sort of the chairman in waiting over there.  You know, he was introduced to us and the 
senior staff, oh, by late summer of ‘69 as the person that was going to become chairman. 

Robert R. Hetzel:  Oh, well, that’s interesting.  But then when he did become 
chairman, it must’ve been quite a surprise he was his own man, obviously, when he became 
chairman in ‘70 and… 
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Charles Partee:  And he probably had been at the White House, too.  As a matter of 
fact, I have a feeling that his relations weren’t all that good with the senior people over at the 
White House, even when he was there. 

Robert R. Hetzel:  Well, I can… 

Charles Partee:  Yeah, he was a very dogmatic guy, you know, and he doesn’t give 
very much, and it’s difficult with all these other prima donnas to get along when you’ve got 
that kind of an attitude. 

Robert R. Hetzel:  Yeah, I can imagine.  But shortly after he became chairman, he 
began to advocate an incomes policy, and that was a real source of contention with Nixon 
people.  After all, it was the democrats who were advocating incomes policy as a… 

Charles Partee:  Hm-hmm [affirmative], yep, hm-hmm [affirmative]. 

Robert R. Hetzel:  Painless way of getting inflation down, and, you know, why didn’t 
you… 

Charles Partee:  I can’t remember.  I think advocate is sort of a strong word.  I can’t 
remember that he advocated it.  I think the better way to put it is he thought that there needed 
to be a model faster than attack on the problems of the economy, and it didn’t foreswear 
incomes policy.  But I can’t really recall that he made much of it or that we made much of it 
prior to the introduction of incomes policy in the summer of ‘71 when… 

Robert R. Hetzel:  Yeah, August of ‘71. 

Charles Partee:  Yeah, and that was really in response to, well, continued worsening 
in the ways of wage-price spiral, and also a lot of trouble with the dollar. 

Robert R. Hetzel:  Right.  Okay, yeah.  Shortly after he became chairman, he gave a 
number of speeches where he referred to incomes policy.  Apparently, what he had in mind 
was some kind of board that would review wage negotiations by unions and large 
corporations. 

Charles Partee:  Yeah, that could well be.  That could well be.  He always liked that 
idea.  He liked the idea of local productivity boards, too, and councils.  He was a supporter of 
that.  There was a fellow by the name of Grayson who showed up in wage-price apparatus, 
who then became quite attached to productivity enhancement and that kind of thing, and the 
branch was always very supportive of him. 

Robert R. Hetzel:  Hm-hmm [affirmative].  What was your relation—after Burns 
became chairman, I mean, eventually you began to work with him fairly closely.  What was 
your status as an economist after Burns became chairman? 
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Charles Partee:  I became director of research in the middle of ‘69 in Martin’s last 
six months, and I remained as director of research when Burns came in, and was director of 
research there for several years until I became… 

Robert R. Hetzel:  Governor. 

Charles Partee:  Well, no.  We had an office called the Office for Research and 
Economic Policy, and I was head of that.  Steve Axilrod was my deputy.   

Robert R. Hetzel:  Oh, I didn’t know that. 

Charles Partee:  He was out of research, and Lyle Gramley became director of 
research at that time, and that was about ‘73, something like that. 

Robert R. Hetzel:  Hm-hmm [affirmative].   

Charles Partee:  Yeah, all that time, we were agreeing, but he worked extremely 
closely with the research division.  Wanted to be involved in everything.  Many meetings and 
that kind of thing, and so he really much more thoroughly used the research department than 
had Martin.  [00:34:57] 

Robert R. Hetzel:  Well, Martin has supposedly, you know, or at least said he didn’t 
like economists.  Whether that was really true, but… 

Charles Partee:  No, he liked to, sort of, know what the man in the street was named, 
and he was that kind of guy, and businessman and so forth.  His friend, McDonnell from St. 
Louis was apparently the one that put him onto the fact that the Vietnam War was much hotter 
than anybody was saying, and they ought to raise the discount rate, and he was noted for 
walking down lines at Broadway productions, and talking to people in line about how they 
felt about things.   

Robert R. Hetzel:  Who is McDonnell at St. Louis?  That’s… 

Charles Partee:  McDonnell Douglas, remember?  That’s the St. Louis office. 

Robert R. Hetzel:  Oh. 

Charles Partee:  And McDonnell apparently told him back in ‘55 that they had all 
kinds of orders from the military, and they were told the cost was no issue, and, you know, 
you’ve got a sense of the thing really heating up.  Well, that’s where he landed.  He wasn’t 
from any economist, and it certainly wasn’t from the administration.  It was McDonnell. 

Robert R. Hetzel:  Okay, that’s interesting because I had just read somebody just 
kind of said, “Well, he had a lot of contacts in the government from his days at the Treasury, 
and somebody must’ve tipped him off.”  This has a little more of an air of specificity about it. 

Charles Partee:  Yes, and I think also, you see, it’s that St. Louis guy. 
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Robert R. Hetzel:  Hm-hmm [affirmative], yeah.  That’s interesting. 

Charles Partee:  Hm-hmm [affirmative]. 

Robert R. Hetzel:  Okay, so first half of ‘71 basically, I mean, the administration 
wanted a more expansionary monetary policy.  They thought as long as unemployment was 
above 4 percent, you should stimulate the economy.  Burns basically put them off during that 
period? 

Charles Partee:  Yeah, yeah.  It was all through that period, it was a resistant 
pressure, the administration.  And in part, you know, the income stuff might’ve been partly a 
matter of having something to say, to offer and instead of.  What we need is more incomes 
policy, if we had a better, tighter control over incomes, maybe there could be an easier 
monetary policy, that kind of thing. 

Robert R. Hetzel:  Sure, every chairman needs a club. 

Charles Partee:  Yeah. 

Robert R. Hetzel:  You know, you could have the deficit as a club, or Greenspan has 
bond rates, and Burns could say, “Well, gee, I’d like a more expansionary monetary policy, 
but without some kind of… 

Charles Partee:  It was just ran away… 

Robert R. Hetzel:  Restraint on wages, you know, this is just going to get out of hand, 
so you can imagine that as a tactical device, although things really changed around with Camp 
David August 15, 1971, and that was a very different situation after that.    

Charles Partee:  That was a surprise, I think.  It was a surprise to me.  We had been 
having meetings on incomes policy in the staff. 

Robert R. Hetzel:  Do you remember any of that?  I don’t think—no? 

Charles Partee:  No, I can’t really remember it, but I mean we would meet every 
week with Burns and discuss various aspects in the spring of ‘71.  And so, but I never really 
thought anything would come of it, and here they came back from Camp David with a 
minimum wage-price raise.  And so then that had to be dealt with, you know, with 
tremendous amount of detail involved in that for considerable period after that.  That really 
basically through ‘73, and then the administration basically let it go at the end of ’73 for no 
more glorious reason I think than that they needed to have a more amicable relationship with 
organized labor. 

Robert R. Hetzel:  Well, and basically became unenforceable.  You know, you had 
farmers killing chickens and that kind of stuff, and it was just…   
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Charles Partee:  Harder and harder, you know.  So many little things that interrupted 
the free flow of production.  I don’t know about farmers killing chickens.  We always 
exempted agriculture from wage-price control.  On the grounds, you know, that well, they 
were saying you couldn’t do anything about that.  It was a market where supply and demand 
determined price, and the supply was so heterogeneous in source that they couldn’t do 
anything to control it.  And so we, from the beginning, and that was a source of trouble.  You 
know, we were assured by the secretary of agriculture that prime prices weren’t going to go 
up. 

Robert R. Hetzel:  Yeah, right. 

Charles Partee:  That’s not what they did, of course, and the trouble is that in an 
environment where you’re supposed to be maintaining something first, over wage-price 
freeze, and then a very orderly increase in wages.  Having grocery prices go up sharply was 
very disturbing.  [00:39:45] 

Robert R. Hetzel:  Well, sure.  I mean, I guess the Nixon economists thought that 
because the unemployment rate was high—maybe it really wasn’t, but they thought it was 
high—that inflation must’ve been driven by expectation, so if you say you’re going to just 
break the cycle, you would…   

Charles Partee:  That’s right.  I think that was always the notion that it ought to be a 
fairly short-term thing.  In fact, most incomes policies around the world in the last 20 years 
have been of that character.  In South America, for example, to break a cycle, and then you’re 
supposed to be able to go again, but it has a pretty limited success. 

Robert R. Hetzel:  But that wasn’t labor’s view.  Labor was not happy about the 
exemptions.  There was agriculture, but there were interest rates, too, and that was the… 

Charles Partee:  Well, that was always a problem for us.  I noticed one of your 
questions had to do with the CID.  Well, the reason that Burns accepted the chairmanship of 
the CID was that somebody was going to be chairman, and if it wasn’t him, it was going to be 
Connelly.  And so he felt that he was in a much better position to have some control by being 
chairman, and then enseating it to somebody else because there was a very strong underlying 
desire to put ceilings on interest rates.  If not, you know, it was committee on interest and 
dividends, well, dividends weren’t such a big deal, but interest was always a big deal.  And 
sometime during that period, I can’t quite remember when, the congress came within one vote 
of approving interest rate control. 

Robert R. Hetzel:  Right.  That would’ve been toward the end of ‘72, I think.    

Charles Partee:  Yeah, I guess that’s probably right because there was unhappiness 
about the fact that the rates weren’t subject to control and they were moving up, you know. 

Robert R. Hetzel:  I don’t know if this is right, I just read where I guess it was 
Andrew Brimmer who was interviewed, and he said that in the fall of ‘72, Burns was loathe to 
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raise the funds rate because for exactly this reason, and feeling that if rates went up, labor 
support for the wage and price controls would disappear.  And the whole program, it would 
either collapse before Burns wanted it to, or it would be extending the interest rates, and either 
ones would, in Burns’ view, would be a problem.  Do you remember any of that in second too 
that… 

Charles Partee:  I don’t remember that in response to the funds rate.  There was a lot 
of accusation of political influences, I think too, involving Burns.  You know, that was a re-
election year.  And I think that it is certainly true that we were sensitive to becoming the 
subject of political debate.  Earlier in ‘72, we had let rates go up, but perhaps from mid-
summer on, we would be reluctant to do it, and the reason would be not so much the one that 
Andy gave, but a concern about becoming in that most heated period before the election, the 
subject of debate. 

Robert R. Hetzel:  Sure.  Well, the Fed, at least for a long time, thought that leaving 
interest rates alone before an election was a neutral way of… 

Charles Partee:  You could possibly get by with it.  I mean, that was the best position 
to be in if [inaudible 00:43:26].   

Robert R. Hetzel:  Yeah, just somehow a period to be, kind of, survived. 

Charles Partee:  That’s right, that’s right. 

Robert R. Hetzel:  Well, I mean, those things come back and back.  1980 was another 
example where the economy was really taking off, and it just happened to be right, you know, 
we get to that later, but… 

Charles Partee:  The astonishing thing about, in my view, about 1980 is that the 
administration stood by and let us raise rates that rapidly, that substantially.  I wouldn’t have 
thought that they would’ve permitted it.  That is that there would’ve been an open crisis and a 
call to the Congress on the part of the president to exercise some control over this, but he 
didn’t.  He let it go.  He’s started to get pretty upset about it in the fall, but by then, it was too 
late, and he probably lost the election because of it. 

Robert R. Hetzel:  Hm-hmm [affirmative].  Well, why don’t we come back to the… 

Charles Partee:  Okay. 

Robert R. Hetzel:  Credit controls because those are interesting, but when did you 
leave as governor? 

Charles Partee:  The beginning of ‘86. 

Robert R. Hetzel:  Oh, okay.  Well, we can… 
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Charles Partee:  Yeah, from ‘75 on, you can go on on your own since you were 
involved in it. 

Robert R. Hetzel:  Well, you know, yes and no.  You know, I was running 
regressions when I started, and I didn’t think to ask so many questions.  So the dollar in 1971, 
concern for the dollar, you said it was a major… 

Charles Partee:  It was a big issue.  It was a big issue.  [00:45:00] 

Robert R. Hetzel:  It was like today?  I mean, japan and the deficit, and feeling like 
we needed to be more competitive? 

Charles Partee:  The difficulty was simply that the dollar was, you know, until the 
middle of ‘71, we were maintaining a parody among clearances. 

Robert R. Hetzel:  Hm-hmm [affirmative], and this… 

Charles Partee:  And in the spring and summer of ‘71, the dollar started to fade, and 
then an awful lot of billions of dollars were put in into supporting it without success.  And in 
those days, we were spending a billion dollars a day trying to defend the dollar. 

Robert R. Hetzel:  Hm, I didn’t realize it was that big, so you… 

Charles Partee:  And that was a lot, of course, you know, at that time, and so the 
position of the dollar was extremely fragile, and I think that that was probably a big factor in 
the general decision to have a Camp David session.  And you remember Paul Volcker was a 
major player in that. 

Robert R. Hetzel:  Well, you know, I do, but I don’t know anything about Paul 
Volcker until… 

Charles Partee:  Oh, he was under Secretary of the Treasury. 

Robert R. Hetzel:  I mean, in the eh sense that when he became, well, really, when he 
became fed chairman, then, you know, I began to get, you know, our principals, Bob Black, 
would come back, and Jim…   

[00:46:23] 

[END OF TAPE 17, SIDE A] 

[BEGINNING OF TAPE 17, SIDE B] 

Robert R. Hetzel:  The countries who were absorbing these dollars were going to 
want gold, and the first one in was going to get it, and fear of a stampede, so that had to have 
been important.   
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Charles Partee:  That’s right.  That’s just like the usual run on a bank syndrome. 

Robert R. Hetzel:  Yeah, cheap money [unintelligible 00:46:46]. 

Charles Partee:  And it had gotten to be pretty extreme by the summer of ‘71.  So it 
was a factor, you know.  I would say the department’s gradual building of the wage-price 
spiral, partly the fact that unemployment was still for most people uncomfortably high, even 
with prices going up, and partly the position of the dollar.  But probably those were the three 
major things throughout the decision, hm-hmm [affirmative]. 

Robert R. Hetzel:  And if you had had just the closing of the gold window on the 
evaluation of the dollar, that would’ve looked inflationary.  That would’ve looked like they’d 
lost the fight against inflation.  So if you combined it with the wage and price controls… 

Charles Partee:  Yeah, I think people felt psychologically it’d be very good.  Now the 
gold, when the gold market had been closed in ‘68, but of course, you could still have central 
banks ask for gold in place of their dollars. 

Robert R. Hetzel:  And I think they did.  I think France and Britain came in. 

Charles Partee:  Yeah, and then there was a limited supply of gold, of course.  And 
so it was a very real possibility, not so much England, but, you know, the more marginal 
participants in it who were restive [00:48:01].  It’s amazing how many times we have the 
same thing, you know, and it occurs.  This occurred recently again. 

Robert R. Hetzel:  Sure.  Sure. 

Charles Partee:  And I can remember back in the ‘60s, but at those times, it was the 
palm that was being defended. 

Robert R. Hetzel:  Well, if you set up a one-way bet, then there are people who are 
going to think they can make money, and they sometimes can.  So but the controls, I mean 
initially the controls didn’t affect policy in the sense that the Fed kept the funds rate where it 
was, expectations of inflation fell.  Actually monetary policy was restricted for the first six 
months or so. 

Charles Partee:  Yeah, the big question was well, you know, should there be any 
specific adjustment in policy made because of the existence of the wage-price control.  The 
decision, pretty largely, was that they shouldn’t, because it would be easier to have moderate 
monetary growth, and interest rates behaving themselves because of the controls, but we 
shouldn’t make any specific change in targets or anything like that. 

Robert R. Hetzel:  Well, presumably, it would’ve been viewed within the Fed as 
undercutting the controls to cut the funds rate right after the controls. 
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Charles Partee:  Yeah, I think the major affect was to take the pressure off rising 
rates for a while, and we had pretty moderate monetary growth.  In fact, as I recall, it was 
probably zero in the second half of ‘71.   

Robert R. Hetzel:  Right.  It didn’t begin to pick up until ‘72, early ‘72.   

Charles Partee:  Yeah, that’s right. 

Robert R. Hetzel:  Of course, then, it grew fairly strongly after that. 

Charles Partee:  Well, it’s partly that, and it was partly also that we were making 
some mistakes in the figures then.  My recollection is if you look back, you’ll find that ‘72 
was adjusted substantially upward in terms of money supply growth afterwards because we 
had not immediately caught up with the practice of London checks, which were being used to 
reserve requirements. 

Robert R. Hetzel:  Yeah, they were just creating flow… 

Charles Partee:  And if I recall, we had something like a… 

Robert R. Hetzel:  That wasn’t done. 

Charles Partee:  Seven billion dollar adjustment. 

Robert R. Hetzel:  Wasn’t related to… 

Charles Partee:  But so we didn’t really know that money growth was as fast as it 
was while we were living through it in ‘72. 

Robert R. Hetzel:  Of course, when the unemployment rate also didn’t—information 
that the unemployment rate was falling didn’t come in until the end of ‘72, December, so my 
guess is that was probably more important factor.  People thought that the unemployment rate 
was high. 

Charles Partee:  Well, that’s right.  And you look at all these things, and it looks as if 
you’re maintaining some sense of stability, but nothing that’s going untoward in any direction 
as the year went on, but it did seem to deteriorate as the year went on.  And of course, by ‘73, 
it was a big problem.  And so that was, I think, you know, in fact, I remember giving a speech 
someplace with the reaction of the federal reserve to the introduction of  wage-price controls 
in terms of monetary ballots, there should be nothing, and that was pretty much what we did.   

Robert R. Hetzel:  The administration thought that… 

Charles Partee:  Yes. 

Robert R. Hetzel:  You still had excess capacity… 
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Charles Partee:  That there would be a loss.  [00:51:37] 

Robert R. Hetzel:  So now you had room for—so, I mean, I guess it was always an 
imperative with Nixon that by 1972, you were going to have low unemployment, and low 
inflation, and that was everybody at the time, every congressman in Congress thought that 
was the… 

Charles Partee:  Well, and you have to remember the monitors have been growing 
greatly, and so you get beat over the head both ways with that. 

Robert R. Hetzel:  Well, my recollection is that it was really, in terms of, kind of, 
criticism of the Fed from the profession and from Congress, it was really after inflation grew 
sharply in ‘73 that people had thoughts on it.   

Charles Partee:  No, no, there was a lot of it earlier, and it was in the other direction, 
you see.  The argument was that what we were hearing was that monetary growth was too 
slow. 

Robert R. Hetzel:  In ‘72? 

Charles Partee:  Yeah.  It started in the second half of ‘71, and it continued into ‘72, 
but we weren’t letting money supply grow sufficiently.  And therefore, you know, we were 
threatening the economy, and incidentally, the re-election. 

Robert R. Hetzel:  Do you have any sense of, I mean, throughout this period and 
especially then as you got into ‘73, I mean, nobody expected the high inflation that you 
actually got in ‘73.  Did Burns’ view of inflation alter, or did he just continue to think 
inflation was primarily a cost-push phenomenon? 

Charles Partee:  Well, I think he thought it was cost-push because we had the 
additional factor of oil. 

Robert R. Hetzel:  Well, but I mean, inflation began to rise sharply in ‘73.  And then 
in ‘74, certainly that was a factor. 

Charles Partee:  Well, and there was an anticipation of it.  And my recollection is it 
was a factor in ‘73, although the lines and everything, that must’ve been ‘74.  I can’t quite 
remember the dates on that. 

Robert R. Hetzel:  Yeah, yeah. 

Charles Partee:  Well, I think everybody recognized there could be excess demand.  
[Laughs] I mean, the world was doing pretty well, and those during that period, it wasn’t 
[00:54:00] just a U.S. situation.  I was just recently reading not very hard, but I was reading 
this book that Margaret Thatcher put out on her period, and… 
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Robert R. Hetzel:  I haven’t read that. 

Charles Partee:  Prime Minister.  You know, the problem of rapid inflation was great 
there, as it was here, if not more so.  And that was true quite generally around a lot of inflation 
because there was excess demand in the world. 

Robert R. Hetzel:  Yeah, especially in the last half of ‘74, early ‘75, monetary policy 
was very restrictive, Bush or the FOMC pushed funds rate up very sharply, and nobody 
anticipated the severity of the recession that followed.  Burns thought a lot of that recession 
was due to the increase in the price of oil, that it really wasn’t related to the restrictive 
monetary policy?   

Charles Partee:  Well, it depends, of course, on your definition of monetary policy.  
Again, without price increase, the big issue was should we make an allowance for it or should 
we not, the monetary policy.  And you know if you don’t make an allowance for it and 
continue on the same or the previous course, that will mean that prices will be forced down 
elsewhere in the economy.  If you do make an allowance and have more rapid monetary 
growth, well, that sets in the circularity of the process again. 

Robert R. Hetzel:  Yeah, I was in graduate school then, and I remember that debate, 
and… 

Charles Partee:  And it was a hard, you know, a hard, practical decision. 

Robert R. Hetzel:  But basically, I mean the Fed said, “No, we’re not going to 
accommodate in”… 

Charles Partee:  Well, I would say we went down the middle.  That it isn’t that we 
didn’t accommodate it at all, but we certainly didn’t accommodate fully, and so as you say, 
rates rose pretty sharply. 

Robert R. Hetzel:  And that was… 

Charles Partee:  And also, you know, you say, well, that brought on the recession, 
but all the imbalances from the price increase in oil, a major raw material source in so many 
industries and so forth, I think it all contributed to it.  [00:56:16] 

Robert R. Hetzel:  Hm-hmm [affirmative].  I just remember that this was the year 
before I came, but when I came, I remember people saying, “Well, Burns would say, well, the 
problem’s not enough money, it’s not enough oil,” which suggested to me that he thought the 
recession was more related to the oil price shock, but I don’t know whether that he was just 
saying that or whether he… 

Charles Partee:  He felt that, but I don’t know if he certainly would’ve recognized 
that there was a monetary problem.  Although again, you’ve still got the issue of what do you 
do because you know very well that if you facilitate it, it’s going to be worse. 
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Robert R. Hetzel:  Yeah.  What did Burns think of McGovern?  In your recollection, 
he probably never said anything. 

Charles Partee:  I don’t think so. 

Robert R. Hetzel:  Yeah. 

Charles Partee:  He was never a very serious candidate. 

Robert R. Hetzel:  Yeah.  Burns and Ford worked closely, I guess when the Ford 
administration, economic policy was basically, I mean, to, I think, of an extent at least of 
Burns was the dominant influence. 

Charles Partee:  Oh, yeah, he had a very considerable influence.  He was a person 
with on-the-site knowledge and background in an environment in which Ford was very 
uncertain of himself, and he was a positive force and had positive ideas.  Now I can’t quite 
remember when Greenspan became chairman of the CEA.  Greenspan was very supportive of 
Burns, and I wouldn’t say Connelly was.  I think they were more competitors, but Bill Simon 
was quite supportive of Burns, too. 

Robert R. Hetzel:  Yeah, right. 

Charles Partee:  And so in that period, why, Burns was a very important figure, and 
helped a great deal in shaping the general look of policy, not that he had much to do with the 
details over in the administration. 

Robert R. Hetzel:  At that point, administration economists felt that if you wanted—
with the early ‘70s, there was the feeling that you could bring inflation down at very little 
cost, but I think by the mid ‘70s the feeling was that, well, if you wanted to bring inflation 
down, you were going to have to live with high unemployment, and there was an acceptance 
to that.  I assume, but then of course in ‘76, that all changed around again with Carter’s 
election, and Carter, his dominate goal was to bring the inflation rate and unemployment rate 
down, right? 

Charles Partee:  Well, I think he felt that the economy needed stimulation after the 
‘75 recession, and that, I mean, it certainly wasn’t as marked.  I mean, there was a good deal 
more temperance in the views of economists in that period than there had been back in the 
‘60s with Kennedy, and the council in those days.  And people back then felt they knew the 
answers, and I think by the middle ‘70s, they knew they didn’t. 

Robert R. Hetzel:  Yeah.  That’s a good point.  On the other hand, people still didn’t 
realize… 

Charles Partee:  But there were a difference in focus, of course, and the focus 
particularly following a recession and given the fact that it was democratic administration, it 
wasn’t getting any better conditions. 
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Robert R. Hetzel:  Sure.  The unemployment rate was still, I don’t know, 7 percent or 
something when Carter came in, and they had to do better than Ford.  But so Burns went back 
to his early Nixon style of public preaching, and… 

Charles Partee:  You know, and I think he had.  Of course, that made a big difference 
to him to have an administration change, and I think he had much less influence with Carter 
from the word go, and then of course, he wasn’t reappointed. 

Robert R. Hetzel:  Yeah, ‘77,  he only had one… 

Charles Partee:  One year. 

Robert R. Hetzel:  One year, and we had the feeling he… 

Charles Partee:  And then it was certainly a more difficult year for him than the 
earlier years had been, because there was a tendency to distrust him. 

Robert R. Hetzel:  There was a—I couldn’t… 

Charles Partee:  A tendency to distrust him, I think, because of his previous ties, and 
the feeling he was too tight, too conservative, and all that. 

Robert R. Hetzel:  Hm, but it could’ve worked the other way around, too.  I mean, 
there was also the criticism if that had been too easy in ‘72. 

Charles Partee:  Eh, I don’t remember hearing that from democrats. 

Robert R. Hetzel:  Well, I guess it’d depend.  Proxmire earlier criticized Burns for 
being too easy in ‘72.  He’s the one that began the charge that, you know, Burns had tried to 
aid the Nixon re-election, because the Henry Royce democrats, they were unmitigatedly 
critical of high interest rates.  [01:01:39] 

Charles Partee:  Yeah.  Actually, when I said the democrats, I should’ve made an 
exception for Proxmire.  He was his own man.  He was quite different than anybody else, and 
was an extraordinarily able chairman of the finance committee, actually. 

Robert R. Hetzel:  Hm.  Burns’ relationships with banking committees were 
unmitigatedly hostile, or were there individuals that he got along with? 

Charles Partee:  That I don’t really know.  I can’t speak to that.  I think hostile is, I 
think, perhaps too strong of term.  Hostile in the case of Royce might be right, but hostile in 
the case of Proxmire wouldn’t be right.  I think there was a good deal of appreciation for the 
other’s point of view with Prox, but Royce was quite difficult, no question about it. 

Robert R. Hetzel:  Hm-hmm [affirmative].  Were you… 
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Charles Partee:  Now, of course, then they had this strange thing at Pattman before, 
but Pattman was so extreme that you could be friendly with Pattman and not be fearful 
because you knew that he wouldn’t really accomplish anything. 

Robert R. Hetzel:  But he did have a GAO audit bill, right, that Burns took seriously.  
I remember the… 

Charles Partee:  For the Reserve Banks, yeah. 

Robert R. Hetzel:  The directors of the reserve banks were asked to call it. 

Charles Partee:  Yeah, that’s right.  Was that Pattman?  Was that Pattman? 

Robert R. Hetzel:  Well, it was his bill, and I guess ‘73 and ‘74 was when it was 
being pushed, and that’s when the Fed was coming under criticism for, you know, the 
inflation in ‘72, so I guess he must’ve taken it seriously.   

Charles Partee:  Well, we certainly did.  I mean, you know, it’s part of the first 
argument.  And for many, many years, Pattman had been interested in denying payment of 
interest on government securities held by the Federal Reserve Banks. 

Robert R. Hetzel:  Yeah, he wanted to put the Fed on budget.  That was his 
ultimate… 

Charles Partee:  Which, of course, would have the effect of putting it on budget, and 
I think the feeling was that bringing it under audit, you know, was a, sort of, backdoor 
approach to that.  We didn’t have a policy on it until much later, but we did have those 
financial audits. 

Robert R. Hetzel:  Well, there’s never been a policy audit, I don’t think. 

Charles Partee:  There hasn’t? 

Robert R. Hetzel:  No. 

Charles Partee:  They’ve still not done it? 

Robert R. Hetzel:  No.  No, that’s still on the agenda.  That’s Gonzales’ thing. 

Charles Partee:  That’s been argued for many, many years, and they haven’t made a 
policy of it, and I guess we’ve been successful and keeping away from that.  On the ground, 
the people who would audit wouldn’t really know, wouldn’t be knowledgeable enough to do 
anything other than just indicate a different point of view. 

Robert R. Hetzel:  Oh, sure.  It’s the congressmen who use it to create the public 
impression that there’s a problem, and then it’s just the first step toward putting the Fed’s 
budget, the monetary part on part of the congress appropriations process.  Did you have 
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anything to do with the Weintraub program to get the Fed to announce objectives, the money-
targeting thing, and then later on, the Humphrey-Hawkins legislation?  Were you involved in 
that at all? 

Charles Partee:  Well, the Humphrey-Hawkins, all this stuff about the Humphrey-
Hawkins was a very central issue during that middle period.  I had forgotten that it started out 
with Bob Weintraub. 

Robert R. Hetzel:  Well, I just read some of the old congressional hearings… 

Charles Partee:  [Inaudible 01:05:30].   

Robert R. Hetzel:  In ‘74, he had hearings with the Fed where the idea was to the Fed 
was to announce specific objectives, and so I just assumed that he was influential in the hat 
whole… 

Charles Partee:  Well, you’re probably right.  As they developed, particularly the 
Humphrey-Hawkins details, legislative details, he was, what—was he in the house?  Was he 
in the house committee? 

Robert R. Hetzel:  I think he was the economist for the JEC. 

Charles Partee:  No, I don’t think so.  Well, I can’t remember. 

Robert R. Hetzel:  Well, I can check it. 

Charles Partee:  But I certainly remember him. 

Robert R. Hetzel:  He actually worked with Royce. 

Charles Partee:  And it is certainly true that the targeting thing developed, and 
became, I believe, an expected detail under the Humphrey-Hawkins.  I think they called 
expressly for targeting. 

Robert R. Hetzel:  Yes, they did, and the issue was whether the Fed was going to 
have to accept those as targets, and the way it came out was that the language was that the Fed 
would explain the relationships between its monetary targets to the administration short-term 
goals, so the Fed had to explain each relationship.  [01:06:55] 

Charles Partee:  Yeah, that’s right, that’s right. 

Robert R. Hetzel:  So that was kind of fudged.  Who would’ve argued all that stuff 
out?  Was it Ted Gunter, or, you know, the…  

Charles Partee:  That’d probably would be almost everybody would’ve been 
involved.  It would’ve been to a substantial extent, myself and Steve Axilrod.  But that is what 
was doable and what wasn’t doable.  And what we were trying to avoid, of course, was 
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having a specific monetary target, which overrode any results-oriented stuff.  That is, you put 
it just right when you said we explained the relation between what we chose as a target and 
the fundamental economic objectives of the administration.  But the fundamental economic 
objectives were always the target rather than the monetary numbers, which were just a 
facilitating device.  That’s very important. 

Robert R. Hetzel:  But say, I mean, the Fed wanted to avoid specific objectives, 
right?  I mean, they wanted… 

Charles Partee:  That’s right, other than basic economic objectives.   

Robert R. Hetzel:  So who was it that—say that again?  I’m not quite sure I followed 
the… 

Charles Partee:   Our basic interest was avoiding being tied to specific monetary 
targeting as an end in itself.  That is we accepted finally monetary targeting in ranges as a 
facilitating device to achieve fundamental economic objectives, inflation, and unemployment, 
and stuff like that, you know.  And that seemed quite important to us because at the time, 
there was a strong feeling that you ought to just achieve a particular rate of growth in various 
monetary aggregates, and then forget everything else.  And having done that, that is set—
well, the basic objective is the economy inflation. 

Robert R. Hetzel:  Well, but that… 

Charles Partee:  That made it then possible to say that, well, our facilitating target, 
the monetary target was obviously an error for the previous year because we weren’t within it, 
or we were very low on it, or whatever, or high in it, and therefore, we’re going to slip the 
pace.  Because what we’re basically after is not the monetary growth, but the economy. 

Robert R. Hetzel:  Hm-hmm [affirmative].  I mean, the other half of it must’ve been 
to avoid an explicit target for unemployment, which would’ve been set too low.   

Charles Partee:  Well, that, too, because everybody would’ve had 3 percent or 
something, you know.  Again, you have to remember that this has been done in a context of a 
bill that never mentions price stability.  And so what you had to do was somehow is 
incorporate a price objective, inflation objective by implication in the bill.  You say, well, you 
get the best performing economy in the long run by stabilizing prices. 

Robert R. Hetzel:  Yeah.  So all this discussion about multiple aggregates, and 
ranges, and rolling the base, that would’ve been talked out with the chairman, and you, and 
Steve Axilrod, and… 

Charles Partee:  Yeah, and others who were, you know, who were involved, and I’m 
sure the legislative liaison would’ve been sitting in on such meetings.  It was Ken, and it was 
Ken for quite a while.  And then he moved off to be in the bankers association, and we got—
oh, I’ve forgotten his name—the fellow’s still there as the legislative liaison. 
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Robert R. Hetzel:  Don Winn? 

Charles Partee:  Don Winn, yeah, hm-hmm [affirmative].  Don, I guess, I can’t 
remember if Don was Ken’s assistant, or whether he came in to succeed him. 

Robert R. Hetzel:  Yeah, I think he was an assistant. 

Charles Partee:  Hm-hmm [affirmative], yeah, I think so, too.  But I don’t think that 
other than for matters of policy, that it’s a strategy that Ken would’ve had anything to say 
about how you do it.  I mean, that’s a technical question. 

Robert R. Hetzel:  Yeah, I was just… 

Charles Partee:  But involved research people.  You know, others, too.  Jim Pierce, 
when he was there would’ve been involved in it. 

Robert R. Hetzel:  Yeah.  Didn’t he leave about ‘75 or ‘76? 

Charles Partee:  Yeah, that’s about… 

Robert R. Hetzel:  I think he left before.   

Charles Partee:  He was there for that first oil crisis.  I remember because he ran a lot 
of models on the hull effects. 

Robert R. Hetzel:  Yeah, that’s just my recollection of him was that he ran these 
models, and that he really believed the models.  That he was kind of hard to argue with if you 
didn’t believe his models, and that Burns…   

Charles Partee:  I think you had [inaudible 01:11:43, I’m afraid. 

Robert R. Hetzel:  Burns was not an econometrician.  He was in empiricist, but he 
was known… 

Charles Partee:  Okay. 

Robert R. Hetzel:  So my recollection from that period was that there was a conflict 
of egos maybe, but see, I had just come here, so… 

Charles Partee:  Well, I don’t think it would quite reach that level, but… 

Robert R. Hetzel:  That level. 

Charles Partee:  There was never a real comfortable relationship because when they 
didn’t communicate very well.  One of the big things that we did and that Pierce did just 
adamantly is we destroyed a model that Art Laffer had. 
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Robert R. Hetzel:  Oh, yeah.  Yeah. 

Charles Partee:  Where they took the position that there was an immediate close 
relationship between money and GNP. 

Robert R. Hetzel:  Oh, I remember that. 

Charles Partee:  No lag if you did seasonally unadjusted. 

Robert R. Hetzel:  Yeah, but that was there, that was like ‘72 or something. 

Charles Partee:  That’s right.  That’s… 

Robert R. Hetzel:  Yeah, those were the rosy predictions from the council of 
economic advisors… 

Charles Partee:  And they haven’t spent a lot of time on that. 

Robert R. Hetzel:  And how great everything was going to be in ‘72. 

Charles Partee:  And the staff trying to put that down. 

Robert R. Hetzel:  Yeah, and it all—I remember that.  And it all turned out to be if 
you did this stuff, all the relationship was in the seasonals.  There was something very funny 
about it. 

Charles Partee:  That’s right.  You’d take the seasonal, you’re not going to do it 
unadjusted, and the big thing that happens is the seasonal swing in everything. 

Robert R. Hetzel:  Yeah, right, that was funny. 

Charles Partee:  And, yes, you know, that… 

Robert R. Hetzel:  That was Laffer’s first great success that he went from there to the 
Laffer curve anyways. 

Charles Partee:  That’s right, that’s right.  And it’s just amazing, and he had a 
charmed existence. 

Robert R. Hetzel:  Who are the really serious congressional critics at that time?  
Royce, of course.  Were Humphrey and Hawkins themselves… 

Charles Partee:  Humphrey, you didn’t hear much from.  Hawkins did talk a lot.  I 
don’t think he ever had a great deal of influence.  He was quite an elderly man. 

Robert R. Hetzel:  Yeah, that’s right. 
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Charles Partee:  At this time, from California. 

Robert R. Hetzel:  Right, I remember that.  Augustus. 

Charles Partee:  Yeah, and so no, I’d say it was more Royce than anybody else, and 
the people around him, St.Germaine for a time. 

Robert R. Hetzel:  Well, did Congress ever come—I mean, I know it did change the 
federal reserve act a couple times, Full Employment and Balanced Growth Act in 1978, that 
kind of thing.  Do you feel like it came close in that period to changing the Federal Reserve 
Act to limit that independence? 

Charles Partee:  It was always a threat.  I wouldn’t say that it came down to the point 
of feeling we were going to lose, but it was always a threat.  And of course, the large part of it 
revolved around the voting to pass through the presidents of the Reserve Banks.  That was a 
big issue. 

Robert R. Hetzel:  They wanted to take them off. 

Charles Partee:  Either that, or make them appointed by the president.  I mean, it 
could go either way. 

Robert R. Hetzel:  And that was of so much concern because it was felt like the 
directors were an important part of the Fed, or just… 

Charles Partee:  No, no, no.  That just that it was destroying the independence.  It 
wasn’t so much the directors.  It was more the fact that having the presidents from various 
parts of the country were reflecting local conditions and the local sentiment.  That gave him a 
much wider sweep than he would have with just a Washington-oriented agency.  And I think 
that was true, and furthermore, you know, and then there was a period later on where there 
was a rather serious effort to put the secretary back on. 

Robert R. Hetzel:  Oh, really? 

Charles Partee:  Yeah.  Yeah, yeah.  That was later, I believe.  I seem to remember 
that name, and the next one was Reagan. 

Robert R. Hetzel:  Yeah, I suppose that was ‘83. 

Charles Partee:  Yeah, I think you’re probably right.  Reagan would’ve been quite 
prepared to have come on the board. [Laughs.] 

Robert R. Hetzel:  Well, why was Burns so opposed to Government in the Sunshine, 
and, you know, Freedom of Information Act.  You spent a lot of effort in, kind of, fighting 
back congressional attempts to get immediate release of the direct, even verbatim minutes and 
that kind of thing, what… 
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Charles Partee:  I think there was a legitimate—has been, probably still is the 
legitimate feeling that immediate disclosure of the conversation, and the decision of the 
FOMC would limit the range and the openness of discussion in the meetings.  A lot of feeling 
to that effect.  There was a time—you still put out a Beige Book, don’t you? 

Robert R. Hetzel:  Sure. 

Charles Partee:  That used to be a different color.  I’ve forgotten what the color, Red 
Book, I think. 

Robert R. Hetzel:  Yes. 

Charles Partee:  Well, when it was a red book, it was confidential, and in it, the 
Reserve Banks often had quite specific references to the opinions of major businesses, or 
major people in their districts, and that all had to be given up when it became public.  Well, 
it’s sort of an example of what would happen much more generally as you got more of 
sunshine.  It was certainly the notion that, well, you start to encroach on that range of 
decision-making, and the encroachments become greater and greater.  [01:16:51] 

Robert R. Hetzel:  Hm-hmm [affirmative].  Let me ask you about Miller.  He must’ve 
relied very heavily on the staff initially, because he didn’t come out of, you know, like 
Volcker didn’t come out of a Federal Reserve Bank, presumably… 

Charles Partee:  Yeah, he did.  Of course, he was not in there very long, but he did.  
He had a very, very tight association with the staff, and with me, as a matter of fact. 

Robert R. Hetzel:  Well, he was in for a year and a half, right.  He would’ve been… 

Charles Partee:  No, that’s right. 

Robert R. Hetzel:  Early, I guess February of ‘78, July of ‘79. 

Charles Partee:  Yeah, yeah.  I guess maybe he was there by May of ‘78.  So I’m 
thinking he might have been around just a little before that, but it was about May.  And then 
there was a short period in which both Burns and Miller were on the board.  And then Burns 
left. 

Robert R. Hetzel:  Right.  So what was your assessment of Miller?  I mean, he 
stepped into… 

Charles Partee:  He was just over his head.  That’s just his problem.  I mean, he was 
a successful, organized businessman.  He had had just a, sort of, a remote attachment to the 
Federal Reserve.  He had been a director up in Boston for several years before he became 
chairman, and he never really quite realized how difficult and fluid an environment was.  You 
know, if you’re a CEO, a CEO is a much different kind of a figure than a chairman of a board.  
In the case of the board, the board does what it wants.  The members do what they want.  If 
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you’re CEO, and some underlying doesn’t do what you want, well, he’s out of the place, and 
that was a hard adjustment for Miller to make, and so he had trouble.  He had trouble with the 
banking community, which was sort of antagonistic, and with individual board members.  
And now I remember one occasion when—I’ve forgotten exactly what it was—it was a 
discount rate increase I think, and he let himself be in the minority. 

Robert R. Hetzel:  Yes, I remember that.  And there was another case where… 

Charles Partee:  And I told him, you know, you shouldn’t do that, but he said, “Well, 
that’s the way I feel.  Do you want me to lie?”  You know, and so that’s what happened. 

Robert R. Hetzel:  There was another case, too, where he talked to the press, and it 
appeared as though he was announcing before the meeting what he wanted to happen to the 
funds rate, and that was, you know… 

Charles Partee:  Now the thing is, they can’t even remember it very well, and of 
course, we did get the Monetary Control Act of 1980 or something like that when he was 
there, and that was a big campaign for much of the time he was there to get that tasked.  There 
was an effort, you know, to change the system rather considerably in terms of reserve 
requirements, and… 

Robert R. Hetzel:  Oh, yeah, the member bank problem.  That was a big thing, but do 
you feel like Burns in ‘77, and then Miller was considerably constrained by the need to get 
along with Congress, because, I mean, we did have a real problem. 

Charles Partee:  Well, yeah, and I think that was more Miller’s problem than it was 
Burns’, because it became effective then, and so there was a big change, you know.  
Everybody putting up reserves, including the thrifts, as well as the non-member banks.  It was 
a big change that was incorporated there, and involved an awful lot of effort, and some real 
tension within the banking community in the course of it.  So really the time was too short, 
but I would say that the problem basically was that he just didn’t quite know how to act in an 
environment where everyone was a colleague rather than a subordinate.  And because that’s 
just not the way businesses organize or banking either. 

Robert R. Hetzel:  Yeah, I love the story that, I guess it was Bob Black told, who said 
that he came into the board meetings and put out no smoking signs, and then he ended up 
sitting between Volcker and Henry Wallich, and you could hardly see him from the smoke, 
and he had a picture of these signs in front of it obviously having no effect. 

Charles Partee:  Yeah, the only people who obeyed that were the staff.  Which is, of 
course, the kind of relationship they expected.  Now the other thing I should mention about 
him is that I said, you know, when Martin was chairman, the presidents would come and they 
would give this fairly longish written statements on their positions.  [01:21:36] 

Robert R. Hetzel:  Yes. 
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Charles Partee:  Well, Burns said, “Well, that’s wrong.  They shouldn’t”… 

Robert R. Hetzel:  Miller said that. 

Charles Partee:  “Use these written statements because there ought to be a body that 
doesn’t deliver anybody, so you shouldn’t have pre-established positions.”  And so he 
prohibited written statements when he came in, which was generally worked out.  Although 
there was some people that had them, and they, sort of, had them under the table, and they 
were, sort of, half reading them as they went through their parts.  And then when Miller came 
in, he had the view that these were too long-winded, and so he had an egg timer. 

Robert R. Hetzel:  Well, I had heard that, but I didn’t know whether that was made 
up, or whether that was really true. 

Charles Partee:  Oh, yeah.  They turned, you know, it was a three-minute egg timer. 

Robert R. Hetzel:  Oh, I thought maybe that was a, you know, a fictitious, apocryphal 
[01:22:23] story. 

Charles Partee:  The same as when it [unintelligible 01:22:24] he would turn it off 
and say, “Your time’s up,” you know.   

Robert R. Hetzel:  Did you have any feeling what his relationship was with Carter 
throughout this period? 

Charles Partee:  No, and I don’t really think there was an awful lot of relationship.  I 
have the impression that he was personally much more friendly with Mondale, but I really 
don’t know.  The only president who ever visited the board was Ford.   

Robert R. Hetzel:  I hadn’t heard that story. 

Charles Partee:  He came physically to the board for something or other, I forgot.  
There was a big occasion.  Mondale came when Miller was there, but not Carter.  I don’t think 
there was much of a relationship. 

Robert R. Hetzel:  Hm-hmm [affirmative].  In early ‘79, there was a split within the 
administration over whether the Feds should begin to tighten—I remember the board staff was 
predicting there was going to be a recession, or at least a slowdown, and Miller and Carter 
were on one side, and Schultz and Blumenthal were on the side that the Fed ought to start to 
tighten.  I just assumed from that that Carter and Miller were fairly close, but it sounds like 
that is not a good surmise. 

Charles Partee:  I just don’t know if that were true.  Blumenthal was secretary, I 
think, then. 

Robert R. Hetzel:  Yeah, the treasurer.  Yeah. 
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Charles Partee:  And then Blumenthal certainly could be a vigorous critic of the Fed, 
and I guess maybe he was then. 

Robert R. Hetzel:  Hm.  During this period when Volcker was a mere governor on 
the FOMC, I had never had the feeling from our briefings that he was, you know, 
particularly—I mean, he was articulate, but we certainly didn’t come back and say, oh, you 
know, this is what Volcker wanted.  Was there any kind of, I mean, did you have a feeling 
when you talked to him, I mean, at this time that he was, you know, that he would be as much 
of a leader as he turned out to be? 

Charles Partee:  I don’t know.  I don’t know.  He was a considerable authority, of 
course.  He was a New York Fed, and was always on the committee, and always participated, 
and usually had views, and, you know, tended, I think, to move the committee because in 
Miller’s setup, Miller wasn’t prepared to be moved more than most chairmen would be.  But 
as he had more of the view that, well, I’m a head of a corporation here, and there are a lot of 
experts, and, you know, I had a list of the experts, and so I think he moved the committee 
more far than his predecessors had when Burns was chairman. 

Robert R. Hetzel:  Well, and I guess also, there was a group of very strong governors, 
there, wasn’t there?  There was Lyle Gramley, and you, and Henry Wallich, so I guess, you 
know, it was just an able group of people at that time. 

Charles Partee:  Yeah, I think we got along pretty well, I mean, considering, and 
managed to support the chairman all during that period, but there’s no question that Volcker 
was a different kettle of fish when he came in.  He was much more independent, much less 
relying on staff than Miller had been, and much more set in his desire to do something to 
break this cycle that by then was running very strongly.  And, you know, the fact that we did 
let interest rates go to 20 percent, which is considerable.  Who would have imagined that in 
the years before?  [01:26:06] 

Robert R. Hetzel:  Yes.  Well, Volcker came in with the blessing of Carter that the 
administration was going to concentrate on inflation, but they didn’t realize how difficult? 

Charles Partee:  How hard it was going to be?  I think that there was more that 
Volcker seemed the only possibility for chairman that would have the support of the financial 
community. 

Robert R. Hetzel:  Hm-hmm [affirmative], and of course, there was the concern for 
the dollar, so he was the obvious person. 

Charles Partee:  He was an expert on that, and all that kind of thing, and so I think 
that, you know, I don’t know anything about it, but I would doubt that he was a tremendously 
fantastically popular choice by the administration. 

Robert R. Hetzel:  Yeah, I can imagine that, too, yeah. 
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Charles Partee:  I think he was probably considered as a necessary evil. 

Robert R. Hetzel:  Hm-hmm [affirmative].  Do you remember how Volcker went 
about getting the consensus on the October 6, 1979 meeting to change your operating 
procedures?  Was there a lot of… 

Charles Partee:  We’d just list it for weeks in advance. 

Robert R. Hetzel:  Oh, really?  That’s interesting.  So the… 

Charles Partee:  Both altogether and individually with Volcker, and there was a lot of 
attention given to them. 

Robert R. Hetzel:  Okay, because the presidents really—I know Volcker called our 
president, Bob Black, a couple days before the meeting and talked to him about it, but that 
was absolutely our first, kind of, whiff of anything.  So when you went into that meeting, you 
pretty much had it laid out, the non-barred reserves control, you know, let the funds rate flow 
within wide bands, and the things we ultimately did. 

Charles Partee:  That’s right.  That was all pretty well agreed to at the board level 
because there had been major resistance at the Reserve Banks that would’ve created a 
problem, but no one really felt that there would be because the Reserve Banks were leaning in 
that direction anyway. 

Robert R. Hetzel:  And you knew the discount rate would play a different, sort of, a 
role with the new procedures.  Had you worked it out to that level of… 

Charles Partee:  I can’t remember that exactly.  I probably paid less attention to the 
discount rate than the new folks at the Reserve Banks did, and I can’t remember. 

Robert R. Hetzel:  Well, except for after the fact… 

Charles Partee:  I remember that as being principally a monetary objective.  It 
changed to a monetary objective, and among others, I had to go to Europe and explain what 
our new policy was, and people were absolutely beside themselves, the notion that we were 
just going to let anything happen. 

Robert R. Hetzel:  With interest rates.    

Charles Partee:  Yeah, hm-hmm [affirmative]. 

Robert R. Hetzel:  Well, they wanted us to control inflation, didn’t they? 

Charles Partee:  Yeah, but not to that. 

Robert R. Hetzel:  Not that much. 
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Charles Partee:  Not at that price. 

Robert R. Hetzel:  That’s funny. 

Charles Partee:  You know, it was a very large price.  I hate to think back about the 
number of cases, the number of instances we caused where we ruined people’s careers, 
businesses, and that kind of thing by the kind of rates that were required.  No doubt about it.  
The housing industry was absolutely crushed.  I talked earlier about what a privileged position 
it had.  It was forgotten altogether.  The automobile dealers were beside themselves, and there 
were many businessmen that were very greatly exposed because they had debts, and they then 
had to pay up on the interest, and it was a horrendous period. 

Robert R. Hetzel:  But you forget that what it was like.  And I can remember in the 
summer of ‘79, talking to the person from Richmond who ran the Merrill Lynch office here, 
and he was seriously saying that Merrill Lynch was sending people to South America so we 
could learn how to live in that kind of inflationary environment. 

Charles Partee:  Well, that’s right. 

Robert R. Hetzel:  That’s amazing. 

Charles Partee:  I mean, it’s always a question of, you know, you take a look at the 
medicine, and you compare it with the ills that you’re trying to deal with, and they’ve got to 
be very great.  I mean, we were close to an inflationary kind of psychosis of the kind the 
United States have never had.  And that’s why it was done, otherwise, it wouldn’t have been 
done. 

Robert R. Hetzel:  Sure.  How did Volcker feel about the credit controls?  Did he feel 
like they were a useful adjunct, or… 

Charles Partee:  No, we were very much opposed to them, but they had to be done. 

Robert R. Hetzel:  They had to be done to make Carter’s re-election campaign… 

Charles Partee:  Yeah, there was a question. 

Robert R. Hetzel:  Acceptable to people like Kennedy, so it didn’t look so, kind of, 
conservative Republican control the money supply, reduce the deficit and just, kind of… 

Charles Partee:  The protests were so great at discriminatory practice and the interest 
rate impact was so great in major sectors, like, housing and agriculture, and so forth, that 
something had to be tried to limit demand independently of price.  And the administration was 
insistent upon it, and again, it would’ve occurred whether the Federal Reserve had 
participated or not.  It was a question of whether it was going to be run by the Federal Reserve 
or the Treasury.  That’s all.  [01:31:16] 
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Robert R. Hetzel:  So this was viewed as, kind of, restricting demand for credit? 

Charles Partee:  That’s right. 

Robert R. Hetzel:  But in a way that… 

Charles Partee:  Price ration. 

Robert R. Hetzel:  Would not be so painful for sectors like housing? 

Charles Partee:  Yeah, you could spread it.  You know, you could get it a little more 
equitably available.  A supply of credit could be more equitably spent.  That was the 
argument. 

Robert R. Hetzel:  But it turned out to be just an incredible experience.  First of all, 
the complication in deciding the base for the—and you must’ve been working 12 hours a day. 

Charles Partee:  It was pretty difficult, and there were a lot of complications.  You 
know, in a way as I think back about all that time in Washington, the problems with direct 
involvement just got harder and harder.  As they came, they got more sophisticated.  The old 
Euro dollar thing in 1966 was difficult, but manageable.  Wage price controls in ‘70, ‘71 
worked for a while, but then they broke down, and then by the time we got to the credit 
control in ‘79, it was a horror, you know, and almost nowhere to go.  Misunderstandings, 
publicity that we didn’t expect.  There were people who were, I mean, we had some of our 
directors were saying—I remember the fellow from Federal Restores was saying that they had 
people who were coming in twice in a month to pay down their credit cards, and they didn’t 
even have a program that would accommodate two payments a month. 

Robert R. Hetzel:  Well, people had no idea at least what an effect that would have 
on the credit…   

[00:46:25] 

[END OF TAPE 17, SIDE B] 

[BEGINNING OF TAPE 19, SIDE A] 

Charles Partee:  Would’ve expected, and it was, sort of, our introduction to the 
modern days of television because the television was, you know, they were showing those 
credit cards, and they were cutting them up with scissors and things like that. 

Robert R. Hetzel:  Well, that was… 

Charles Partee:  That was never intended that anything like that would happen. 
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Robert R. Hetzel:  That was my impression at the time.  I’m sure you disagree with 
that, but that Volcker really did very well with the media in a way that Burns, or Miller, or 
Martin never could’ve done.  They didn’t grow up in an age of… 

Charles Partee:  That’s probably right. 

Robert R. Hetzel:  Television, and, you know, Burns didn’t, well, I think he kind of 
mistrusted the masses in any ways, and I don’t think he, kind of, anyways, Volcker could 
make direct appeals to the public in a  way that the earlier chairman hadn’t done. 

Charles Partee:  Well, we hadn’t expected that kind of a reaction in a consumer area, 
and it was way over what we expected.  Otherwise, of course, it was mainly a matter of trying 
to avoid constrictions that would like the old wage-price controls because of difficulties in 
distribution of credit, channels of credit.  I mean, pick one example.  I believe I think we had 
an overall growth rate for banks, of  9 percent or something like that.  Well, the banks in 
Texas pointed out that they grew 25 percent normally.  You know, so they wanted to be 
related to the base growth rate, which it makes a lot of sense, but then a Bank in New 
England, which only grew at 2 percent might say, well, gee, that’s unfair to us.  It was very 
difficult to get the thing organized.   

Robert R. Hetzel:  Yeah, yeah.  And then again, I mean, the economy tanked, and 
then it took off again in the fall. 

Charles Partee:  It wasn’t really that long.  That whole thing only lasted about nine 
months, as I recall. 

Robert R. Hetzel:  Well, the credit controls went on, I think, March 15th, and then 
they went off in early July. 

Charles Partee:  So it wasn’t even that long. 

Robert R. Hetzel:  So, no.  It was March, April, May, June. 

Charles Partee:  Well, yeah.  Say five to six months. 

Robert R. Hetzel:  A little less than four months. 

Charles Partee:  Yeah. 

Robert R. Hetzel:  But then the things took off, and the Fed raised the discount rate 
right before the election.  That must’ve been a difficult thing to do, a pretty amazing… 

Charles Partee:  Well, as I said, I was always impressed that willingness of the Carter 
people to see as much monetary restraint as there was in 1980 as it went along.  And, you 
know, I think maybe there might have been second views on it, but way too late around 
October.  And we really did, we were trying to get control of a really bad situation, and I 
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guess there was enough intellectual sympathy with the problem that we could do it.  And most 
times, you would not see that as a possibility in an election season like that. 

Robert R. Hetzel:  And then in ‘81, Reagan was so sure that his tax cut was going to 
work, he was basically willing just to leave the Fed alone? 

Charles Partee:  Well, that was the old Laffer curve, you know. 

Robert R. Hetzel:  He was sure incentives were going to… 

Charles Partee:  Yep, incentives were going to do it.  Going to be a big increase in 
supply, and I can’t recall that there was much of an issue with the administration in ‘81.  And, 
you know, before long—that is I think probably rates did peak in ‘81, but before too long, 
they started to come down. 

Robert R. Hetzel:  Right, but then they went back up again in the spring of ‘82. 

Charles Partee:  Yeah, yeah, that’s right.  Well again, of course everyone was, by 
then, everyone was concentrated on the inflation problem.  What a difference, you know, 
compared with the beginning of our discussion, and everyone was looking at that inflation 
rate, and worrying about it, and how to get it down and so forth.  It was at the beginning we 
never had a discussion with it.  It was just, sort of, a background number.  What a change.  
And it was a major objective to get it down.   

But also we had problems with the aggregates, you see.  Are you going to follow 
aggregates or are you going to follow interest rates?  And pretty soon, the aggregates started 
to indicate their unease.  And yet, you know, there were people that never really were 
basically a monetarist at all that wanted to keep rates up, and we had some clashes on the 
board in that period. 

Robert R. Hetzel:  Well, I mean Volcker paid a lot of attention to inflationary 
psychology, the behavior of the bond markets, and I mean, my impression from the time was 
that what he was concentrating on was what he viewed as the inflationary psychology of 
markets, and, you know, if he didn’t feel like he was on top—and I mean sometimes money 
was very important because the markets looked at money—but that’s really what he was 
concentrating on is trying to, you know, change expectations in a fundamental way that would 
bring inflation down.  So sometimes money was very important, other times, well, ‘81, shift-
adjusted M1 didn’t grow very much at all, obviously.  [01:38:23] 

Charles Partee:  That’s right. 

Robert R. Hetzel:  If money was tight.  Do you remember in, oh, spring of ‘82, June 
of ‘82 or so, do you remember the beginning of the problems with Mexico and the banking 
crisis because for more than a year or so, there was nothing, hardly anything in the 
newspapers, but after the fact, that must’ve been something that was weighing heavily on 
Volcker’s mind.  Do you remember any of that? 
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Charles Partee:  The Mexican thing came up suddenly, and I don’t think we were 
very well alerted.  There might have even been a delivered intention to keep quiet Mexico’s 
problems until they got to the point they started to have to ask for temporary money to get 
through statement dates. 

Robert R. Hetzel:  Well, I guess the Falklands War had been that spring and that 
summer, I think it started.   

Charles Partee:  And that then became a great problem, and it wasn’t too long before 
they were in difficulty then.  We had had, of course, a major expansion in international 
lending by the big banks in the ‘70s and into the early ‘80s, and so they were much exposed, 
and that was a major, major problem.  And there were other things.  The silver thing was a 
major collapse. 

Robert R. Hetzel:  Yeah, the Hunt brothers. 

Charles Partee:  Yeah, the Hunt brothers. 

Robert R. Hetzel:  Yeah, I know the chairman had to spend a lot of time… 

Charles Partee:  And then we started to have problems with some banks.  We had 
had first Pepsi fail.  Well, virtually fail in the middle ‘70s, and that had been a problem, but 
then Continental. 

Robert R. Hetzel:  Bank of America, and most of the big New York City banks, 
manufacturers sent over, Citibank.  I mean, they would’ve basically been insolvent, wouldn’t 
they, if the LDCs, Argentina and Brazil had defaulted on their debt? 

Charles Partee:  Well, you had to write it down, that’s for sure.  I mean, there were 
all kinds of programs to moderate, or slow the rate at which it had to be written down because 
it would’ve been a very great problem.  That’s the one that I think where it was was because 
of that, and then the oil loan problem and so forth. The basket case was Continental.  They 
had a lot of international exposure, but they also had a lot of oil exposure in marginal. 

Robert R. Hetzel:  But wasn’t the feeling that if Continental failed, that would spread 
to manufacturers sent over, and then… 

Charles Partee:  Yeah, yeah. 

Robert R. Hetzel:  And then the other banks that were having trouble with their LDC 
had to… 

Charles Partee:  That was one of the—well, it was a regional bank.  It was one of 
those who almost all of those deposits were from outside of Chicago, and many of them from 
abroad.   
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Robert R. Hetzel:  Yeah, I read some amazing figure, like 70 percent of their funds 
were Fed funds, and short-term. 

Charles Partee:  And they weren’t a local bank at all, you know.  They really 
weren’t.  I hadn’t realized it until we got into it, that they had become that international in 
character.  They had a lot of short-term exposure, and then of course, they went from that to 
other banks.   And their problem all through the ‘80s was, well, look, I think you might say it 
was something that came from the shock in interest rates. 

Robert R. Hetzel:  Oh, sure.  It just changed the terms of trade in these countries that 
had commodities had been, you know, so highly priced, suddenly commodity prices fell 
through the flow, and all of a sudden, these countries that seemed like such good investments 
were a disaster.  Plus, nobody ever thought all these countries would go under at the same 
time. 

Charles Partee:  And the individual cases, the individual sectors, you see.  And 
savings and loans got into major problems from the increase in interest rates, and I see what 
they did because their response to it was to try to make up the loss by taking bigger risk, and 
what finally put them down was the bigger risk.  But the bigger risk, it takes a bigger risk led 
from the difficulty in balancing interest cost with interest payment.   

Robert R. Hetzel:  Yeah.  So Volcker must’ve put all these stresses and strains 
together and found that he could work the funds rate down gradually, and without setting off 
another inflation scare, and just, kind of, felt his way month by month, and… 

Charles Partee:  Yeah.  I remember there was no further oil problem once ’79 was 
over, and then oil became, if anything, surplus.  What, by ‘85 or ‘86, it was down to $10 a 
barrel, or something like that, and it dropped radically from the earlier situation.  The 
agriculture, that was in surplus.  The problem was the agricultural bankruptcy, not the fact 
that there weren’t enough products available.  [01:43:07] 

Robert R. Hetzel:  Yeah.  Well, let me ask you, moving on toward the end of when 
you were governor, toward the middle of ‘86, there were particularly strong stresses because 
of the sharp increase in the value of the dollar, and the balance of trade surplus, the problems 
that agriculture was having in the Midwest.  Monetary policy became basically easy again 
over that period of ‘85, ‘86, early ‘87.  Do you think Volcker was concerned about the 
international situation, the stresses on the world?  You know, like things might just fall apart 
in terms of protectionism, and tariffs, and the, kind of, coalition that supported free trade 
might disappear if the strains got too great? 

Charles Partee:  Well, I think that was an issue.  You’re going beyond my time.  I left 
early ‘86, but I would say by early ‘86, we were pretty well agreed that a financial crisis was 
developing. 

Robert R. Hetzel:  Because of the? 
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Charles Partee:  Bothl, domestically and internationally because of the problem with 
poor credits.  And that, you know, that would call ordinarily for a more accommodated policy. 

Robert R. Hetzel:  You’re thinking about the problems of agriculture and agricultural 
banks in the Midwest. 

Charles Partee:  Agricultural oil.  U.S. oil. 

Robert R. Hetzel:  Right, and the problems in Texas with the Texas banks. 

Charles Partee:  And then the savings and loans, and then the banks.  You know, by 
the time I left, Bank of America was the largest major problem bank.  It was a problem.  It 
didn’t have enough surplus, and they had to write off everything.  And so I would think that’s 
kind of a condition that would tend to lead to a more accommodating policy, just on the old 
grounds of a responsibility for a satisfactorily functioning financial structure. 

Robert R. Hetzel:  Yeah.  Kind of looking back over this whole period from the late 
‘60s through the early ‘80s, I mean, you can go back and say, yeah, the Feds should’ve done 
things differently, but really, I mean could it?  After the fact of, I don’t know, you know, the 
chairman had different personalities, or, you know, Burns hadn’t been domineering the way 
that they were, could the Fed have done things differently, or given the kinds of pressures it 
was subject to, and demand for low unemployment, the oil price shocks.  It’s not realistic to 
go back and say, well, you know, pretty clearly, you know, the Feds should’ve, could’ve done 
things differently.  It’s a hard question, but… 

Charles Partee:  Well, and I don’t really think that it’s so speculative, I can’t really 
answer it.  I do believe that the room for maneuver was generally limited by the conditions at 
the time, but I would agree also that individual personalities would make a difference.  But, 
you know, you couldn’t very well in one set of economic conditions and political conditions, 
you couldn’t very well be Draconian, even if the fellow were Draconian-minded.   

Robert R. Hetzel:  Sure.  What about Burns’ personality?  I had the feeling that this 
was somebody who had, if he walked into a room, he dominated the room.  He had the kind 
of personality where he thought that he could dominate a situation, and he may have pushed 
that too far.  He may have overestimated his ability to control a situation, his ability to find an 
interest rate that would move in between keeping inflation low, and unemployment low.  Do 
you think he consistently overestimated his ability to control the situation?  [01:47:19] 

Charles Partee:  Gee, I don’t know.  He certainly did control his organization, but the 
question is, well, did he have the right numbers, were the circumstances correct, or was the 
situation becoming more difficult so rapidly, you really couldn’t keep up with it.  There were 
certainly some people who were put off by his superior attitude.  I think both in the Congress, 
and more importantly, in the administration, but as far as his immediate environment was 
always controlled by him, excessively I think.  The question, I think I guess you’re asking, 
and I don’t know the answer to it is could another chairman have been more successful?  Not 
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with the Federal Reserve, but in charting a course that would’ve had fewer problems in it, I 
just don’t know. 

Robert R. Hetzel:  Hm.  Well, you want to make any general observations about the 
Fed or what the Fed should or shouldn’t be doing based on your experiences?  Or is it… 

Charles Partee:  Well, you see, my problem I guess is that I tend to be an empiricist 
also, and I don’t have a strong theory that I want to put forth.  I always felt that the Federal 
Reserve people were good people, and paid serious attention to the problems and tried to deal 
with them as best they can, and I guess I feel that basically that I prefer an organizational 
frame where there’s a collegial view rather than a direction from above.  I think you probably 
don’t make as many really good moves as you might if you have a dictatorial situation, but on 
the other hand, you don’t make as many bad moves as you would.  And I think it probably 
averages out responses, having a committee.  And so I never objected to the fact that there 
were seven board members, that they were twelve on the Federal Local Market committee, 
and when other presidents came along, I always felt that the more viewpoints we could get, 
the better off we were. 

Robert R. Hetzel:  Even when you were missing lunch at about 1:00 p.m. 

Charles Partee:  Even when I’m—yeah. 

Robert R. Hetzel:  Do you have any final suggestions for people I should talk to 
others that… 

Charles Partee:  Well, I don’t know quite what your purpose is, Bob.  I mean, every 
one of these people bring different views to the matter. 

Robert R. Hetzel:  Well, that’s exactly the point.  That’s exactly why I’m doing it.  
I’m interested in Fed history, but I find myself trying to write things up, and you feel like 
you’ve got it all figured out, and then you get another point of view, and you get a little more 
humble about your ability to say, well, this is what happened, so I guess it’s an exercise in 
humility mostly. 

Charles Partee:  It’s really quite difficult to do because of all the different 
approaches.  If you haven’t talk to Lyle Gramley, I think it was up to him.  He was 
particularly close to Burns because he was an effective speech writer for the whole time Burns 
was there. 

Robert R. Hetzel:  He’s still working.  He’s so busy, I don’t know whether he’d have 
time to talk to me or not. 

Charles Partee:  I guess he probably is busy.  I don’t know.  I’ve hardly seen 
anything of him in recent years.  I guess he’s still with Mortgage Bankers. 
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Robert R. Hetzel:  Right, yeah.  He’s their chief spokesman, so his name’s in the 
newspaper once in a while, so I assume he still could visit. 

Charles Partee:  Well, he’d be a good source for you. 

Robert R. Hetzel:  Yeah.  Okay.   

Charles Partee:  All right.  Nice talking to you. 

Robert R. Hetzel:  Well, hey, this was a lot of fun.  I really appreciate it. 

Charles Partee:  Oh, very good.  Turned out to be a very long phone call, but there 
was no way to avoid it, I guess. 

Robert R. Hetzel:  Well, okay.  Well, apologize to your wife for me.  I hope I didn’t 
make you miss lunch, but this was a lot of fun. 

Charles Partee:  That’s all right.  Bye-bye. 

Robert R. Hetzel:  Thanks a lot.  Bye.  [01:51:38] 

[END OF RECORDING] 
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