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NOMINATION OF STEPHEN S. GARDNER 

MONDAY, JANUARY 26, 1976 

U.S. SENATE, 
CoMMITI'EE ON BANKING, 

HOUSING AND URBAN AFFAIRS, 
W aahington, D .0. 

The committee met at 10 :10 a.m. in room 5302, Dirksen Senate Office 
Building, Senator Willia,m Proxmire, chairman of the committee, 
presiding. 

Present: Senators Proxmire, McIntyre, Morgan, and Garn. 
The CHAmMAN. The committee will come to order. 
This morning, we meet to consider the nomination of Mr. Stephen 

Gardner for a term as Governor of the Federal Reserve Board. That 
is as long a term as I think anyone in the Government has-14 years. 
So this is, of course, a matter of great importance because the Federal 
Reserve Board •has probably more influence on our economy than any 
other agency in the Government. 

It is this agency that determines monetary policy as we all know, 
credit policy. So we will have some questions for you on those matters 
this morning, Mr. Gardner .. Let us insert your biographical sketch in 
the record at this point. 

[The information follows:] 

BIOGRAPHICAL SKETCH OF STEPHEN S. GARDNER 

Stephen S. Gardne-r, of Pennsylvania, was sworn in as Deputy Secretary of the 
Treasury on •August 2, 1974---the position Bill Simon held rprior to his appoint
ment as Secretary on May 8. 

Mr. Gardner bad served as Chairman of the Board of the Girard Trust Bank 
in Philadelphia. He joined Girard as a credit analyst in 1949. In 1963, he became 
a Senior Y-ice President of the bank, Executive Vice President and Dirootor in 
1965, President in 1966, and Chairman of rthe Board in 1971. Mr. Gardner h:u; 
served as a member ·of the Boards of Directors of INA Oorporation, Narco Scien
tific lndumries, the Budd Company, and Amstar Cor,proration. 

In Philadelphia, Mr. Gardner also served as Chairman of the Greater Phila
delphia Movement and the Mayor's Advisory Committee. He was the :\Ietro
Ohnirttno.n of tho Natlonnl Allluucc of Ilutdnc.Hs111t._"ll un<l Director of the Phllu
del.phia Orchestra Association and the Philadelphia College of Airt. He is also a 
member ·of the ,vorld Affairs Oouncil and the Philadelphia Club. 

He was born on December 26, 1921, in Wakefield, Ma,;sachusetts, and was edu
cated at Harvard University, receiving his MBA from Harvard Graduate School 
of Business Administration in 1949. 
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Mr. Gardner is married to the former Consuelo Andonegui. They have fi,•e 
children and seven grandchildren, and maintain a home in ,vawa, Pennsyl_vauia. 

The CHAIRMAN. Mr. Gardner, I understand until January 1, 19ii
that is, until about a year from now-you will be officially on leave 
from the Girard Trust Bank. 

(1) 
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I understand further that this arrangement is for the purpose of 
qualifying you for the bank's pension plan at a,ge 55. 

Can you describe for the committee what steps you have taken and 
w_hat steps you plan to take during this period to eliminate any con
flict of interest or any appearance of conflict of interest i 

Mr. GAJH)mm. Yea;:sir,.M1!,Cha.b:man. -
As you know, I worked 25 years for the Girard Bank which vested 

a pension and certain pension rights under their plan. One cannot 
draw even an actuarially r.educed 8$rly retireme.nt until they have 
reached age 55. 

January 1, 1977, iu fact on. December 26, 1976, I will reach age 55. 
I have •~old the bank that if permissable under the plan, I would like 
to te~~· th~, lea:ve, of ~noo, and dra~ my actuarially reduced 
vested penrf1,o;n, :r,,ghts at that time and termmate the leave of absence. 

Und~ that.leave of absence, which is, covered in, U.S, statutes snd 
is permissible, ·a person is allow.ad to. mmain. in various, fring13, benefit 
·plans. I intend, if confirmed and sworn in to the Board of Govsrru>rs-' 
]>osition, to eliminate any· of the provisions or those fringe benefit 
·plan~ such ~s group life. insuran~, medical. insurance, and what.have 
:JOU, u~med1ately,. 

I will seek similar· coverage under the F-ederal. Reserv.e Bank's. 
normahmployee bena.fits plan, l cannot terminate the leave of' absence 
prior to a;ge 55 without putting my; pension, into suspension for. 11 
years. Ancf that pension carries .a .widow's-benefit.. So Ji nhink _it. is very 
important for the protection of my :family.,.having worked 25 years 
there, that I <J.Ualify and meet as .soon as .po~ible the ·a,ie T.equirements, 
which would. be January 1, 1977,. and then draw the pension and 
terminate the- leave of. absence., 

But insofar as there are any other fringe benefits, ·accr:uill'g from 
this arrangement and they are small, I will. seek other. cover.age, and 
eliminate those as soon as I am confirmed and' sw,orn in. 

The CHAmMMJ. Well, I haive-~ti. sympath~ for your position, and 
I think it sounds like a wise and prudent action on your part to pm
tect y.our pension. At the same time, our concern, of course,. is the 
potential conflict of interest represented· by you as~contiiming:-to be an 
employee of the Girard Trust Bank while at the same· time you are ,a 
Governor of the Federal Reserve Board; 

And as a Governor of the Federal Reserve Boar:d;. you have con,
siderable influence with respect to all banks, and partioularlv wjth 
respect to State member banks. What is the status of Girardl Is that 
a--

Mr. GARDNER. That jg a member of the Federal Reserve- Syst.Pm, 
Mr. Chairman, and a State-chartered bank. And' obviously and· im
portantly, I would disassociate mvself with ·any matter having, to do 
specifically with the Girard Bank during· my service on· the Board 
until I have reached'the·mmnal early retirement and drawn a Pension. 

The CHAIBMAN. Do vou know if there are any precedents :for this, 
people serving on the Feder.al Reserve Board while continuine:, to have 
this kind of connection with the bank under the Federal Reser.ve 
Board's jurisdiction~ 

Mr. GARDNER. I have not searched the record, Mr. Chairman. There 
are no retired bankers or current bankers on the Federal Reserve 
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Board at the moment. But there is a .possibility itoould have happened 
.in the past. I ·have not searched the record. 

The •CHAIBMiA.N. Has this been reviewed by the Federal Reserve 
Board's legal-counsel? 

Mr. GARDNER. Yes; it has, Mr. Chairman. 
The CHAIRMAN. What is their view i 
Mr. GARDNER. Their view is it is entirely proper. 
The CHAIRMAN. You say if you did not take this action,i£ you should 

separate yourself from Girard forthwith, that you would then have 
your pension in suspension for 11 years? 

Mr. G.A:RDNER. Yes, sir, until I reached 65. 
The CHA:IRMAN. In view of that :fact this is ·a 14-year appointment, 

why would that put you in any particular jeopardy? 
Mr. GARDNER. It puts my wife and my family in great jeopardy. I 

would ,have to live 11 yelllrs to assure they would have any residues 
from -that pension. There is no widow's benefit if one separates ea1,ly 
prior to the actual receipt of pension at age-65. 

The CMArRMAN. Is there any insurance benefit or anything of -the 
kil'l<d at the Federal Reserve Board? 

Mr. GARDNER. They have insurance plans, sir, yes. They have group 
life insurance. 

The CliIAIRl\IAN. How would that protect you? 
Mr. GARDNER. That would protect me modestly. And in judgment, it 

would not protect me in any comparable sense. I worked 25 years, Mr, 
Chairman. I earned a vested pension right. And I would lose--

The CHAIRMAN. As I say, I am very sympathetic; we want to do 
whatever we ·can to accommodate you. As you understand, we have a 
responsibility to avoid any kind of conflict if we can. 

Mr. GARDNER. Yes, sir. 
The CHAffiMAN. I think you seem to have been very careful and 

prudent about this. I just want to explore this as much as possible. , 
Would you give us or see if we could have some kind of a memo

randum that would indicate what kind of protection you would have 
if you separated yourself from Girard Bank forthwith, accepted what
ever insurance protection you could get from the Federal Reserve 
Boardi 

Mr. GARDNER. Yes, sir. 
The CHAmMAN. And then in the event of your death in a vear or 

two, what effect that would have on your estate compared with con
tinuing your position with Girard. If we have those facts in front of 
us, we would know what we are doing. 

Mr. GARDNER. I would he happy t.o, Mr. Chairman. 
The CHAmMAN. If you are confirmed, would you appear before 

any committee of Congress that is appropriate to give testimony when 
requested to do so j 

Mr. GARDNER. Yes, indeed. 
The CHAmMAN. The Chairman of the Federal Reserve Board, Dr. 

Burns, takes the position that all requests from Congress for Board 
testimony should be made directly to the Chairman so that he can 
decide which members of the Board will present the Board's 
testimony. 
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Ordinarily, I have no objection to this arrangement, but there are 
times when this committee or other committees may want the indi
vidual testimony of a particular Board member such as yourself. I 
believe as long as the Senate confirms your nomination, the Senate 
and House committees are entitled to hear your individual views even 
when you may disagree with the Chairman or the majority of the 
.lloard. 

Would you give us your thoughts on this~ 
Mr. GARDNER. My thoughts are very direct and very simple. When 

I appeared before the Senate Finance Committee to be confirmed as 
Deputy Secretary of the Treasury, I agreed I would appear before 
Congress when requested at any time. And I will make that same 
commitment to this committee. 

The CnArn:MAN. All right, sir. 
As you know, there has recently been a good deal of turnover on 

the Board. It seems that we have confirmation of Board members 
two or three times a year instead of once every 2 years as it would be 
if everyone served out their term. I am not sure 'whether this is good 
or bad, but I do feel our committee and the Congress should be fully 
informed. 

You have been appointed to a 14-vear term. Have you entered into 
any agreement or tacit understanding that you will not carry out 
yonr full '14-year term.~ 

Mr. GARDNER. No, sir, not at all. 
The Cn.Ai:RMAN. Do you intend at this time to do so~ 
Mr. GARDNER. I intend at this time to do so. Fourteen years is a 

long time. All of us have to realize, I guess, that things can intervene, 
but it is mv intention to serve it. 

I would iike to point out also to the committee, Mr. Chairman, that 
under the Fed's rules, if a person resigns their term without complet

, ing their term, they are---if they were ·a banker, for example, or even 
·jf they were not a banker-prohibited from taking part in any banking 
-,activities for 2 years after such resignation. 

I have been a banker all my life. And at this point, I think up until 
~r became Deputy Secretary, the stream of my career has changed. 
Obviously, I am not going to be a banker again if I am confirmed and 
take this term. . 

The CnArn:M:AN. Can you describe your educational background and 
training thnt will help you to carry out your responsibilities as a mem
ber o:f the Board if yon are confirmed? 

l\fr. GARDNER. Yes, sir. Briefly, I always wanted to be a banker. I 
went to work at age 16 in a bank. I got involved in World War II so I 
didn't complete college until after World War II. I studied at Harvard 
as an undergraduate. I studied at Harvard Graduate School of Busi
ness Administration. Then I went immediately to a banking company 
in Philadelphia. And I have spent my entire career prior to coming to 
'Washington with that banking company, the Girard Bank. 

The CHAffiMAN. What was your field of concentration at Harvard 
Business School ? 

:!\fr. GARDNER. Finance and banking. 
The CHAffiMAN. Have you had any opportunity to study monetary 

economics? 
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Mr. GARDNER. I am not a trained economist, although I studied it, 
of course, in college. I have not pursued the discipline of economics. 

On the other hand, I have an opinion that a banker, particularly in 
the commercial lending field, becomes a sort of a grassroots economist. 
He deals with hundreds of different businesses; he sees the effect in 
regions and areas. So I would say I have had practical experience, Mr. 
Chairman. 

The CHAIRMAN. What was the specific nature of your responsibility 
at Girard? Were you concerned as a loan officer? Were you concerned 
with economic policy in any particular way i 

Mr. GARDNER. Well, I was in the later stages of my career. I began 
as a credit analyst, moved into lending as the assistant of the senior 
lending officer for a time, then switched into operations, then into 
branch management, then back to head the banking department which 
is the department that handles all the commercial lending and the 
bank's investment policy, then became executive vice president, then 
president, and chairman. 

So my training was in the lending field and branching. 
The CHAIRMAN. How about in the Treasury Department, what was 

your function there? What has been your function, I should say, is 
your function? 

Mr. GARDNER. It has been very broad, Mr. Chairman, trying to 
cover those areas that the Secretary did not have the opportunity to 
cover. Under the Treasury's organization chart, the Comptroller of 
the Currency and the Commissioner of Internal Revenue and the As
sistant Secretary for Tax Policy report directly to the Deputy Secre
tary and through him to the Secretary. 

And all the other agencies and bureaus also report nominally 
through the Deputy Secretary. 

So I would say I was in a chief-of-staff kind of position there, work
ing in many areas, concentrating on tax matters, tax policy, from 
the Secretary's point of view, not from the expert point of view of the 
Revenue Service or the tax policy people. It is a very broad 
responsibility. 

The CHAIRMAN. How long have you served in the Treasury 
Department? 

Mr. GARDNER. I was sworn in on August 4, 1974, so it has been about 
1½ years. 

The CHAIRMAN. You have appeared before this committee on several 
matters. 

Mr. GARDNER. Yes, sir. 
The CnAmMAN. What wm, your responsibilit.yi 
Mr. GARDNER. I was testifying a number of times on regulatory 

reform matters. I am slated to testify on--
The CHAIRMAN. Y e.s; that's right, you testified on how or if we 

should reform the regulatory agencies. 
Mr. GARDNER. Yes, sir. 
The CHAIRMAN. In their bank examination function. 
Mr. GARDNER. Yes, sir, and also on the Financi-al Institutions Act. 
The CHAIRMAN. Did you work on the Financial Institutions Act~ 
Mr. GARDNER. Yes, indeed. I was really the coordinator for the 

administration on the Financial Institutions Act. It was a Treasury 
issue. 
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·The ~N. My time is up. 
Senator Garn W 
Senatior GARN. In the f_BSt year there has been a. great dea.1-

pa.rtioularly on this comrmttee-of Wk about monet&ry policy and 
expansion l'1llt.e of our money supply. There should have been 5 to 
1 percent or somewhet larger. 

I am not asking the question of what you think it should be or 
should not be, but how you feel about the role of the Federal ~rve 
in making those decisions versus Congress getting involved to attempt 
to dictate the money supply • 

. Mr. GAJIDNER. Senator Garn, I think we ha:ve developed a wise 
system. We have an ~ney with oonside:table independence that is 
oha.rged with ma.inta.imng &11 a.ppropria.te monetary growth in the 
economy. I think we have a.n outstanding example of the disaster in 
the recent inflationary period. 

I am very worried and concerned tha.t -.ve not continue in the boom 
or bust type of economy that we have had. I think it is a highly sensi• 
tive measure. 

I also think it is becoming more difficult to manage monetary policy 
because our infrastructure is changing to some extent. The velocity 
of money, which we can't seem to control very well, tends to @ften 
negate ot supplement the activitiea of the Fed in determining -what 
the appropriate monetary goals and ta.rget will be. 

I a.m firmly committed to allowing a modest growth of the money 
supply that 1s not so stimulative that it brings us back to the brink 
of infla.tiona.ry problems tha,t we have had before. 

Senator GARN. I would certainly agree with you on that point, 
The ma.jor thing that I waB trying to esta.blish, to see how you felt, 

is· about the independence of the Fedeml Reserve. My own feeling is, 
that whatever errors may or may not have·been made in the past, 
thil.t ,an independent body removed from political pressures is better 
a.ble to make those decisions than a political body such as the Congress 
which has no trained economists as members. and many of the mem
bers with no training in practical economics. 

I certainly don't consider that my background lends itself to making 
a decision as to what the monetary supply, the supply of money, 
should be. Yet, there ·are some, particularly in the House, as you know, 
who feel very strongly, even have bills in the House, to dictate a 
certs.in increase in the supply of money. 

And I would assume from your previous answer that you would 
agree that this is a proper role for an independent body and not a 
political body. 

Mr. GARDNER. I do, indeed, sir, completely agree with that. 
Senator GARN. I have no other questions at this time. 
The CHAIRMAN. Senator McIntyre i 
Senator McINTYRE. Thank you, }fr. Chairman. 
Mr. Secretary, it is a pleasure to welcome you here this morning. 

My congrntula.tions on your appointment to become vice chairman of 
the Federal Reserve Board. As Deputy Secretary of the Treasury, 
sir, I think you have demonstrated the kind of competent leadership 
a.nd dedication which will guarantee your success in your new 
endeavor. 
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I would like particularly at this time to express my personal appre
ciation for the fine efforts you made in support of the Financial Insti
tutions Act. I have heard from many quarters of Steve Gardner's 
fairness, openmindedness, and forthrightness in terms of diffusing 
much of the parochial opposition to FIA and encouraging the various 
fore.es into adopting responsible positions. 

First and foremost, l\Ir. Secretary, is your own involvement in 
recognizing from the standpoint of the administration, the need for 
compromise and willingness to go forward on the basis of that com
promise. Frankly, I attribute a great deRl of the bill's success in the 
Senate to your background efforts on behalf of the administration. 

I am concerned, however, that your departure from the Treasury 
will leave a void in this area just when we are approaching the most 
critical period. At the Federal Reserve Boardi will you be in a posi
tion to continue your support of this bill and who in thP adminis
tration will be picking up whet'<' yon lea\·e off? 

Can you •answer that? 
l\Ir. GARDNER. Senator McIntyre, thank you. 
The Federal Reserve has a clear interest in the Financial Institu

tions Act. My counterpart at the Federal Re.-;erve, George Mitchell, 
has been active in these matters and in coordinating committee mat
ters. I would hope that my new dntil's would encompass such respon
sibilities at the Fed. 

I don't know what the chairman and other Governors will do about 
ordering various areas of_ interest, but certainly my disposition would 
be to attempt to pursue tlus. 

At the Treasury, we will have, hopefully, appropriate candidates 
for the Deputy Secretary's position. And I would expect, having many 
associates at the Treasury who have worked with me on the Financial 
Institutions Act, that the Treasury will continue to carry the admin
istration's initiative on the Financial Institution's Act. I don't con
sider this a problem. 

Senator McINTYRE. Dealing with these trade associations can be 
trouble. 

Mr. GARDNF,R. Ye,s. sir. 
Senator McINTYRE. Mr. Gardner, I am going to refer to the chair

man on some of the more specific qtwstions regarding regulatory re
structuring and adequacy of bank examination. But as a general mat
ter, this committee is involved on a number of fronts with the issue of 
disclosure. 

Traditionally, banks have not been subject to much in the way of 
disclosure . .And in general bankers, I think, as you know, are not very 
comfortable with having their laundry washed in public. But have we 
not progressed now to the point where the public is entitled to much 
more openness with regard to banks and banking operations and ex
amination than has been the case in the pa,.;t? 

,Vhat are your views on that matter? 
l\fr. GARDNER. Senator McIntyre, banks have been in recent years 

coming much more heavily ~nder the purview of the SEC. At least the 
larger banks have. For a time, banks were kept from many of the 
SEC disclosure provisions, but in recent years, the Bank Holding 
Compau~, Act and the like, the banks have been forced to-not forc.ed, 
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but have been brought into-the scope of many SEC disclosure 
requirements. 

I think there is definitely a trend in at least my own experience in 
banking to fuller disclosure through the formation of holding com
panies, through the extension of SEC-type procedures to the bank 
holding companies, and the like. 

If we turn to the question of examinations, I am sure we must strike 
a balance somewhere. 

Senator, I find having experienced examinations both from the Fed
eral and State authorities for many years in the private banking world 
that this is really not an adversary procedure when literally 100 or 200 
auditors descend on a Friday afternoon and begin examining a bank. 
Banks and the regulatory agencies nsua.Ily work reasonably close in 
reviewing· the quality of assets and the fact that the assets are there. 

If we develop a procedure "·here those close andits and studies, many 
of which arc based on the opinion and the analysis of individual exam
iners, Lecomc instantly public, I think we may have defeated our 
objective. 

\Ve hive a very heavy regulatory hand laid on the banking business. 
No other business has such a detailed, regularly-scheduled, Federal 
oversight and in fact audit as banks. 

Now, surely, we can improve the techniques. We have been through 
a terrible economic period, and I am not surprised at some of the 
rernlations that are coming up. I want to suggest, however, that we 
must he very careful not to compromise this window we have to the 
internal activities of hanks by disclosure that goes beyond the dis
closure that is required both under the security laws and for most other 
corpora:tions. 

I think the jury is very much still out on the extended disclosure 
here, but what I am suggesting is that a confidential detailed over
view which is the mission of bank regulatory authorities may be ham
pered to some extent if it becomes simply or totally a public hearing 
on the condition of each bank. 

I think the revelations of the last -few weeks are not surprising in 
terms of the difficulties banks have faced, considering that extremely 
long period we had of a booming economy, inflation and the like. 

I am trying to separate these issues because it seems to me that the 
revelations themselves prom that detailed and careful bank examina
tions were made. I think what we are arguing about or apparently 
arguing about today is the fact that these detailed revelations of what 
are interdepartmental confidential memoranda have now become fully 
public. 

I think perhaps there is a place where reasonable men could agree 
that a confidential examination can be summarized or a confidential 
examination should not he totally disclosed to the public. I don't know 
where that place is. I am impressed with the depth of the examination 
strnctnrP. I am also certain that we want a strong banking system, and 
we don't want to nnnecessarilv alarm our constituencies in this conn
tr.v about the lmnking system. ·· 

I think the basic fact that we have had so many disclosure of diffi
culties and yet so few failures in some sense validates the work that. 
haR been done in the regulatory agencies. 
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Senator MclNTYm,. You indicate the trend is toward disclosure, but 
your overall advice is to exercise caution as we proceed in that 
direction? 

Mr. GAUDNEU. I think that would be it. 
Senator McINTYRE. Let me ask you another question. Another mat

ter that concerns me i1wolves the operation of U.S. banks overseas. 
:More and more of the income of many large U.S. banks is being de
rived from overseas operations. Yet, I am not at all convinced either 
the Congress or the bank regulatory agencies have an adequate under
standing of the way in which the growth of foreign operations affect 
the overall health and competitiveness of the U.S. banking community. 

As George Mitchell's successor, do I assume correctly one of your 
principal responsibilities will lie in this area? And if so, what general 
observations can you make at this point in time about the growth 
of U.S. banking operations overseas and the adequacy of our regulatory 
system to monitor them ? 

Mr. GARDNER. Senator McIntyre, I would hope that that would be 
one of my responsibilities. I have been interested in this bill that the 
Fed has proposed, and I think this committee is hearing on Wednesday 
or perhaps sooner. 

I have tried to develop the Treasury point of view on the bill to 
regulate foreign banks in the United States. Abroad, our regulatory 
policies should indeed perhaps be thoroughly reviewed. ,ve do have a 
regulatory process today. And the activities of foreign branches of 
U.S. banks are within the scope of the examination procedures that 
are conducted today. 

But you are very correct in one respect. Banking has changed inter
nationally enormously. American banks have become perhaps more 
central to the trading economy of the ,v cstern nations than the banks 
of any nation in the world. There is a very simple reason for this. 

Despite its difficulty in the world, the dollar is really the trading 
currency of the world. And U.S. banks are the purveyors of that dollar. 
And so their actidties in many respects are different from the activi
ties of other large banks in the European and in the Far Eastern com
munit:y of ,v-estern powers. 

I tlunk we have had many studies over the years about the concerns 
expressed about the Euro-dollar market and offshore use of dollars. 
And of course, the basic fact is very simple. Euro-dollars grew up 
because people preferred to hold Euro-dollars rather than their own 
currency. And when they were permitted to hold dollars by theil' own 
governments, Y>'e developed a monetary exchange system that is basi
cally the U.S. dollar. 

So these have ruiseLl :oome very liroad i::;s11ci,;. I thillk tlH~re i:-; 11rnd1 
that can be done in terms of understanding the full complexity of these 
issues. I think our regulatory processes may indeed require some addi
tional initiative, but I also want to suggest that the system hns ,rnl'ked 
to date. 

The biggest problem that I foresee today is not the problem of :'> or 
10 years ago when everyone was concerned abont what will happen to 
the Euro-dollar market and will it disappear and leave all hanks in 
dreadful shape and so forth. It has not done that. 

I think the biggest problem today is a full recognition on the impact 
of America's major trading banks. And those are the top tier of 2-1: 
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or 30 banks in the United States who are really keyed to this whole 
process of using U.S. dollars as a world currency for trading purposes. 

So I agree with you. 
Senator McINTYRE. Thank you, Mr. Secretary. 
Thank you, Senator. 
The CHAIRMAN. Mr. Secretary, you will be responsible for credit 

policy, our monetary policy. 
Mr. GARDNER. Yes, sir. 
The CHAIRMAN. You will be one of seven men who have a profound 

effect on interest rates and availability of credit. Could you describe 
t-0 the committee how you feel monetary policy affects employment: 
unemployment, how it affects inflation? What is your understanding 
of how our credit system works 1 

Mr. GARDNER. Well, monetary policy has to be linked also to fiscal 
policy because they are not indivisible, as you know, sir. And I think 
in having an independent agency of the Federal Government such as 
the Federal Reserve doing its best to respond to the economy-and I 
say that very distinctly because I think the role of the Fed is not totally 
active in this area. The role of the Fed is in a sense one of response to 
see that under the fiscal policies currently in effect by the Government 
and under the economic conditions as we perceive them, there is an 
a.ppropriate monetary policy somewhere. 

I am not sure that monetary policy itself should ever lead this whole 
parade because you do have the condition of Government spending, 
Government revenues, the whole fiscal activity of the Government. 
And you do have the real world of economic activity in the private 
sector. 

So I think an independent agency, one headed by seven Governors 
of the Federal Reserve System, plus all of their aides and their asso
ciates in both staff and regional banks and advisory committees and 
the like, are really searching always for an appropriate monetary pol
icy that takes into account where we stand presently on our fiscal pol• 
ieies, where we stand presently in our economy. 

And I can see times when monetary policy must be supportive of 
stimulus because the country and all of our goals are to bring greater 
stimulus to economy under a certain set of conditions. 

But I want to suggest in my view monetary policy is not the point 
from which we start. vVe start from the condition of the economy 
and the fiscal conditions that are imposed on us by our revenues and 
our spending procedures. And then appropriate monetary policy must 
be designed. 

I am more conservative perhaps. I am conservative on this issue 
if you want to categorize me, Mr. Chairman. 

The CHAIRMAN. We now have a situation in which we have a very, 
very large deficit. In the current fiscal year, we have a deficit of $75 
billion; next year a deficit of more than $43 billion, may be $50 billion, 
maybe more than that. ,ve have inflation on a historical basis very 
high, much better than it was, but very high still. 

1Ve also have the serious unemployment problem. Industry is operat
ing well below capacity, great need for growth in our economy. 

What monetary pohcy under pre.gent circumstances seems to you 
to be most appropriate and logical i 
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Mr. GARDNER. My shortest answer would be a moderately stimula
tive policy, Mr. Chairman, because we do have, as you know, and we 
have had, a great decline or significant decline in the private interest 
rate structure. 1Ve have the capacity to lend money. We have the begin
nings o:f a recovery which I think are well documented. 

Credit is not unavailable or scarce today. Our monetary aggregates 
are not showing much growth -at the moment. I think the Federal Re
serve or my vote on the Federal Reserve, i:f I were there, would be 
to continue a moderate target :for the growth in the money supply 
system. 

I would be against raising those targets to a very high or much 
higher number than has been announced by the Board because I am 
dread:fully afraid o:f the ravages o:f inflation. And I don't want to 
see us get back into double-digit inflation or even somebhing on a higher 
scale than we have today. 

I think it is terribly important that we preserve the stability in this 
economy. I am disappointed as I know everyone is that unemployment 
isn't :falling faster. On the other hand, I think we could reach a wrong 
conclusion here and provide far too much stimulus and regenerate 
those problems that we had just a year or 2 years ago. 

The CHAIRMAN. How would you personally measure a monetary 
policy to see i:f it is tight or loose? ·what in your view are the most 
important variables or the most important elements? 

l\fr. GARDNER. 1Vell, my own experience is such that I would be 
closely monitoring the availability of money as evidenced by the rate 
structures throughout the credit markets and the investment markets 
in terms of the adequacy of the money supply at any pa1ticular time. 

I need instruction and guidance as to how good our quantifying of 
aggregates is because we have another thing in there ca,lled velocity. 
And we are never quite sure how velocity will affect a given set of 
aggregates and the like. 

So I would be looking at all o:f the market rates that I am :familiar 
with. I know the Fed has aimed or looked very care:fully at the Fed
eral funds' rate, but we also have a prime rate, and we also have a 
long-term bond rate; we also have bill rates and what have you. 

The CHAIRMAN. Yon say you would look at the rate, the interest 
rate? 

Mr. GARDNER. Yes, sir. 
The CHAIRMAN. Interest rates, I should say. 
Mr. GARDNER. Yes, sir. 
The CHAIRMAN. Rather than at the various measures o:f the money 

supply M 1, 2, 3, 4, and so forth. You think that the rates are the most 
appropriate basis to determine the availability o:f funds? 

Mr. GARDNER. I said that, sir, on the basis of my experience as a 
banker that is what I looked at when I was in the banking business. 

The CHAIRMAN. O:f course, it can be argued that the monetary sup
ply may be expanded too slowly in view of the failure of the economy 
to grow as rapidly as it should to keep our resources employed and 
that because of a weakness of demand, rates are :falling, but are not 
falling :fast enough. 

Historically, they are still very hig:h, based on historical experience. 
They are not high as compared to what they were a few months ago, 
but historically. 
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Let me ask you this: In 1975, the narrowly defined money supply, 
M1 grew at an annual rate of 4.4 percent. During the first 6 months, it 
grew at a 6.9-percent annual rate. And during the fast 6 months, it 
grew at a 2-percent annual rate. 

The corresponding figures for M2 were 8.8 percent for the year, 11.4 
percent for the first half, and 6.:J percent for the second half. 

Short-term interest rates were around 5.5 percent for most of the 
year except for 3½ months in the summer when they were between 
6 and 6½ percent. In the last 3 months, short-term interest rates have 
declined sharply. 

Putting all these facts together, how would you characterize mone
tary policy during the first half of 1975 and during- the second half
tight or loose? 

Mr. GARDNER. I would not characterize it as tight. I don't think it 
was excessively loose either because the aggregates didn't grow in con
cert with the targets announced by the Board. The aggregates grew 
less rapidly. 

On the other hand, we have had a useful rate experience. And let 
me comment for a minute if I may, sir, on interest rates. 

The Federal Government borrowed a great deal of money last year, 
a lot of new money. It took maybe 80 percent of the funds that went 
into the securities markets. It will take perhaps a good deal less than 
that this year, even though we have a new budget. and a deficit again 
and what have you. 

If the economy ·had started back faster, we could have seen a tighten
ing obviously of interest rates, but because of the general slack in the 
economy and the lack of demand for money for many reasons, we 
didn't have a tightening except as you point out in the midsummer 
period. 

But our problems, as I see them before us in the months ahead, are 
that we still have to manage a very heavy Federal dip into the capital 
markets. Hopefully, the signs we have seen of recovery will continue. 
And as this occurs, I think monetary policy will have to be sufficient 
to accommodate this so that we don't have a significant, perhaps an 
unconscionable rise in interest rates. 

You say, and I agree with you, that rates are historically still very 
high. Yet, as I look at this interdependent world, if you will forgive 
me, we have an enormous need for ca,pital throughout the whole world. 
And t,hose demands and needs are increasing very significantly. 

And I just don't think that the world of 1975 or 1976 is ever going 
to see a return to the kind of an interest rate structure that we had in 
t.he fifties. I think there is too much demand for capital throughout the 
entire developed world. And I suspect----

The CHAIRMAN. Doesn't that really depend on the rate of inflation 1 
You moderate inflation ; wouldn't there be a much better prospect 
interest rates would tend to moderate, too, as long as the inflationary 
strains are high ? 

I agree there is very little incentive for saving if interest rates arP; 
going to be so low that in the long term you get back le.ss than yon 
invested. You have to have high interest rates as long as inflation is 
ns high as it is. These two things are related, 

Digitized by Google 



13 

Mr. GARDNER. They are, indeed. I accept and agree with what you 
said. It used to be loa.ns abroad were made at several points on the 
scale ahove domestic commercial loans. I can remilmher lending Mexico 
at 9 percent or 10 percent during the late fifties and the sixties whp,n 
domestic rates were much lower. 

I am only pointing out that even our own market here which is the 
largest capital market in the world is impacted by the tremendous 
need for capital throughout the world. And we are going to see, I think, 
hopefully, if we keep inflation under control in the United States-
they won't have as much success overseas, I am sure-a price 0£ money 
in my judgment that does not return to the very low levels that we 
once knew following World War II. 

The CHAIBl\IAN. My time is up again. 
Senator Garn 1 
Senator GARN. Mr. Chairman, I have no more questions at this time 

unless in the course 0£ your questioning, you stimulate me to some 
more. 

The CHAIBMAN. I am sure I will. 
Senator McIntyre 1 
Senator McINTYRE. Thank you, Mr. Chairman. 
One other matter, Mr. Secretary, I would like to inquire about. As 

you know, I am extremely interested in EFTS, althou~h I must say 
my confidence in the EFTS Commission at this point m time is not 
,·ery strong. 

One of the more important issues to be addressed by the Commission 
in my opinion is the appropriate role of the Federal Government in 
developing EFTS systems. 

The Federal Reserve, 0£ course, has been active in trying to delineate 
its proper role in this area, particularly through regulation J. The 
Board has just announced new proposals, for example, with regard to 
access to automated clearinghouses. 

:\Ir. Gardner, in your opinion, what role should the Federal Reserve 
and, indeed, the Federal Government, play in the development of 
EFTS at this time as compared to the role that should be left appro
priately to the free enterprise system 1 

Mr. GARDNER. Well, prior to the development of the Commission's 
studies, Senator McIntyre, my disposition is that the Federal role 
should follow the mandate 0£ the Commission which I think was given 
it by Congress to assure that there is a competitive and free access to 
the advantages of electronic funds transfer system. 

The Federal Reserve is highly involved in the clearing of checks, as 
you know, and the transferring of fun1s throughout ~mr financial 
system. And I would be very concerned 1f proprietary mterest were 
developed that favored one type of financial institution over another. 

I think the Fecleml role is to insure a £air use of these systems. And 
going beyond that, the basic change in our laws effecting negotiable 
instruments and transfer of funds, I think, are significant when we 
embark on an electronic world or a world where electronic systems be· 
come much more used than the paper system that we have today. 

It is not a very good answer, I am sorry, but I look forward to the 
Commission. As you know, I was interested in it in the Treasury. It 
was pa1t of Vice Chairman Mitchell's responsibility at the Fed. And 
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I hope to take his place on the Commission from the Federal Reserve 
point of view or Federal Reserve side. 

Senator McINTYRE. You do want to take Governor Mitchell's part 1 
Mr. GARDNER. I do. 
Senator McINTYRE. We will be continually interested in this. I just 

don't know how much this should be allowed to run free without some 
legislative action. I don't know. 

Thank you very much, Mr. Secretary. 
Thank you, Mr. Chairman. 
The CHAIRMAN. Senator Morgan, would you like to proceed now or 

wait a bit1 
Senator MORGAN. Let me wait just a minute. 
The CHAIRMAN, As Senator McIntyre referred to it, and as you 

know, the press has recently reported a number of large banks have 
been :placed on so-called problem lists maintained by the regulatory 
agencies. Some have argued that we need more effective regulation of 
commercial banks to prevent unsafe or unsound practices. 

Can you give us your views on this? Do you think we need to get 
tougher with the banks and especially the big banks? Should we in
sist the:v do more to increase their capital position or liquidity i 

Mr. GARDNER. I think, Senator, that we can strengthen the powers of 
regulatory authorities to demand or require banking institutions that 
have difficult positions to improve, find more capital, find more sup
port, what have you, or improve their system. 

The CHAmMAN. Let me interrupt to say that the Comptroller who, 
as I understand, is part of the Treasury Department, their office--Mr. 
Smith didn't say this, but one of his top people said it-when we tell 
the banks that they have to follow a certain course, they tell us to go 
fly a kite. All we can do is go fly a kite. 

Now, it is my understanding that is not the case; that there are all 
kinds of action that the Comptroller and the other regulatory bodies 
can take. So would you address yourself first to what power they do 
have and then with what they need in order to have the kind of muscle 
you think is necessary~ 

Mr. GARDNER. I think they have a broad opportunity to influence 
banks to improve in areas where they disagree. Having been examined, 
having been asked by the Fed to do this, and that and other things 
as a banker, it never occurred to me to tell the Federal Reserve System 
to go fly a kite. I don't think it would have been appropriate or a 
serious wa:v to address the problem. 

The Fed could hold up applications; the Fed could seek to meet 
separately with my Board of Directors; the Fed could have done all 
kinds of things to force me to ma;ke changes in bank policies. 

And I think the basic structure for requiring banks to meet definite 
Federal objectives are there. There could be a further definition of 
these. I think there is a great deal of power in tihe hands of the regula
tory agencies. I am sure the Comptroller has the same opportunity to 
meet separately with the Boards of Directors of banks. 

Perhaps the law could be changed to spell it out a little more clearly 
so that the Federal regulatory agency could seek the removal of bank 
officers who were participating in both unsound or indeed criminal 
praotices. I think perhaps we can clarify the law. 
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But it never occurred to me that we did not have enough powers of 
persuasion and demand. You know, ba.nks--

'l1he CHA:nntAN. It would be extremely hrupful if you would give us 
your thoughts on this in the next few days in a memorandum. I will 
tell you why. 

You are one of the very few people who have been in a position. on 
both sides of this. You have been a banker for 25 years, in a very 
important and highly respooted bank. You have been in the Treasury 
Department for several years now or for more than a year now. You 
a.re a.bout to go into the Federal Reserve System. And you are a man 
of obvious intelligence and concerned with the public interest. 

So that whatever you could indicate in det8-il as to what bank regu
latory agencies can do now and what perhaps we can do to improve· 
and strengthen their positions in legislation, we would certainly like 
to have that recommendation from you. 

Mr. GARDNER. Very well, sir. 
The CHAIRMAN. Now, one of the difficulties we have had is that we 

have asked the Fed for information with respect to so-called problem 
banks. And I think that there has been some reluctance to provide the 
names of the banks. I respect that. I think that may well be correct. 

It is easier for us as a committee to understand this if we can know 
the banks and follow up on it. 

On the other hand, there is a very serious problem of disclosure con
trol. Disclosure may compromise a bank's position and destroy their 
credibility unfairly. So I am very reluctant to deal in the specific banks 
that are involved. 

On the other hand, I think, as you say, we ought to have some means 
of having communicat.ed to us the strength or weakness of our banking 
system. After all, we have the responsibility to provide the legislation 
on which the regulatory agencies operate. 

It is up to us a.lso to provide oversight with respect to re~atory 
agencies. We cannot do that unless we are informed constantfy of the 
strength or weakness of the banking system. 

We also should know whether or not there is a current problem. I 
didn't have any idea and the staff of this committee didn't have any 
ideas there was a problem as to holding companies until we read it in 
The New York Times. It was disclosed there for the first time. It was 
just a. bolt from the blue. 

It seems to me this is what we ought to know, not necessarily who 
is on the list; we ought to know there is a problem list. We ought to 
know the structure of the problem list. There seems to be three cate
gories of problem banks and problem holding companies. We ought 
to understand the ha.sis on which they ·are put on the list. We ought to 
understand how reliable the estimates are, how long this has pro
ceeded, and how successful or unsuccessful this method of monitoring 
the bank holding companies has been. 

The Fed, I think, has not come clear and clean with us. And I hope 
they will in the future. 

What is your view on this~ 
Mr. GARDNER. I have had no experience with the int.elli-gence com

mittees of the Congress. But it seems to me that it would be possible-

Digitized by Google 



16 

and I cite that only as an example-for the key committees of the 
Congress to be briefed in at least semiannual sessions, confidential 
sessions, with an overview of the health of the banking industry. 

I think if the committees of the Congress are willing to do that 
without specifying this is bank A, B, or C, you could, as a constituted 
-committee of the Senate, get a. very good view of the health of the 
banking system from periodic review of the health of the banking 
·system. . · 

And perhaps that might spark your interest in seeking other means 
,of information. But I appreciate your interest in the confidentiality 
because we can't have mindless runs on important banks in the system 
based on information that is over a year old and is subjective to begin 
"With. 

But I see no reason why we couldn't, or the regulatory a,uthorities 
•couldn't, spend some time in something very simple called "communi
-cation and briefing of the committees of the Congress" that a;re charged 
with oversight. · 

The CHAmMAN. Well, I hope we can find some way of getting far 
more comprehensive disclosure than we have at the present time with
out, as you say, compromising the banks. It is not only a matter of 
-compromising the banks, but also a;s the staff has pointed out to me, 
compromising the examination. 

If an examiner feels his classification is going to be disclosed pub
licly, he is going to pull his punches in some places, feeling he doesn't 
want to destroy a bank,. We certainly don't want to inhibit that kind 
of frank. objective appraisal of a bank's weakness. So it is a tough 
problem from a number of standpoints. 

But we would like to work out as full and complete a disclosure 
as we can because I think that is good discipline in the bank. If they 
know they are going to have information disclosed ·about them, about 
the weakness of their loans and so forth, I think they are going to be a 
little more careful. 

I think that is all to the good. Some people have argued that the Fed 
is ailready overburdened with monetary policy and should transfer 
its bank regulatory policies to another agency. Would you give us your 
views on this~ 

Mr. GARDNER. Yes, sir. And I had earlier promised you my views 
in the review of another hearing. I have thought about this a good 
deal, and I would like to make a very general explanation of what I 
think my views are at this point, although they haven't been ordered 
or written down. 

The monetary policy aspect of the Fed is terribly important. I think 
it is also very closely connected with credit. 

The state of credit granting in the economy, I think credit policy, 
is very important for the reason that credit policy is very closely allied 
to monetary policy; and that the Fed needs to have some regulatory 
overview of key banks in the country. 

The Fed does have over 1,000 members, and they do examine these 
banks. And I think that is useful because it helps in the development 
of both monetary anct credit policy. 

I also think as I have said before to you, Mr. Chairman, that we can 
improve the regulatory structure which is developed into almost-you 
look at it broadly-a five-part structure if you include the Federal 
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Home-Loan Bank Board and National Credit Union Administration . 
.And I have been thinking about this very carefully. 

And it seems to me that if we start on rm proving the regwatory struc
ture by looking at the fact that we have a dual banking system and 
nobody is recommending at the moment that we remove from the 
States the right to regulate banks within their borders that wish State 
-charters, then we begin from a position that says what makes the 
most sense if we have this enormous Federal overview divided into 
three agencies as far as commercial banks are concerned and the State 
overviewi 

And frankly, I would come down this way, I think: I would leave 
the Fed in the business of examining member banks who are members 
,of the system. I would leave the Comptroller in the business of examin
ing national banks because that is almost the full mission of the Comp
troller of the Currency, examining and regulating national banks who 
,seek national charters. 

And then I would wonder why the insurance agency is the one that 
presently examines most of the other banks in the country. The FDIC 
is an insurance agency, and they are examining a far larger number of 
banks, all of them smaller than the other two agencies that are examin
ing banks. 

And I would try to relate the State supervision and ex·amination to a 
Federal oversight. 

I have to say I think if we do that, we ought to perhaps transfer to 
the regional Federal Reserve banks which are made up of-and they 
are in 12 parts of the country with many branches-Boards of Gov
ernors from regions, different disciplines, advisory boards and com
munity leaders and experts from the regions, and say to the regional 
Federal Reserve banks, "All right, you oversee the quality of State 
·regulations, and you decide under certain conditions if that State ex
:amination is sufficient to be passed on £or Federal purposes. 

"And if it is not, then oversee the examination of the banks that are 
so insured." 

I would bring the insurance company, the FDIC, into a different 
role, a role of insuring, a role of looking- over the various examinations 
performed by the other Federal or State agencies, a role of liquidating 
the banks. 

I would vest in the regional banking system of the Federal Reserve 
the examination and regulation of those State-chartered banks which 
are not members of the System and which do not have adequate State 
·examination. 

As a hankAr, I was examined b;r n. dun.I system: 150 examiners ca.me 
in from the State of Pennsylvama and 150 from the Federal Reserve 
Bank. They usually came in together and worked side by side for 6 or 8 
months before the examination was complete. That is the extent of 
those examinations. 

It seems to me that there are a great number of things we can do 
here. 

The CnAmMAN. I think we can. I think the great weakness, though, 
as far as the failure to do an adequate job, it seems to me, has come 
from the Comptroller. Every big faHure has been a national bank, 
and the banks that seem to be in difficulty now are largely national 
banks. 
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It has been a. competition. in laxity 'in the view of the Cba,fom&fl. of 
the Federal Reserve Boa.rd, llOt this Senater or some 1:)f;h-er. outswle
critic, but the Chliirman of the Fellleral herve BO&ld is the one that 
oained tha.t phrue-oompetitionin laxit-y. 

That is, mgulatmy bolties del.iberatiely haring a. ilOfter ap.proaoh to, 
regulation 130 they ca.n persuade the bw:ks to decide to come :i,mder 
their jurisdndii.on. Th'!lt seems to me t0 be a situation that Coogress 
ouiht to be VMy, ~ concerned _tilOllt. We ?Ught to try to oo,rreet it, 
tma we can~ O(l)J'!l"ect 1t very Wiell 1£ we ,a.re gomg to rewa.rd the Cooip
troller of the Currency by letting him continue. 

Mr. GARDNER. Mr. Chairman, yes. As the testimony will show in due
eourse, if it lms not ruready, he h:as had a. very extensive oonsu.ltant's 
owrriew of the -whole agency. He started in a year or two ago. He 
has developed a plan which is in pa.rti&l implementation alreiMly to, 
improve ,the agency. 

If I can be very candid, for a long time the ComptroHe.:r of the Cur
rency did not participate actively in the cltangin~ role of banking. 
And then sevet1111 years a.go, a. aew Comptroller eame in, not the pres
ent Comptroll11r, and he was l'lelj' innovative. And the Tea.son the hanks 
came to him is bec&use ihe was willm~ to innovate and try to change· 
the regulations to permit things to occur that society was demanding~ 

That very imtovati\ e Comptroller--
The CHAIRMAN. Mr. Saxon 9 ! 
Mr. GMIDNER. Y-es, sir; and he brought-
The CHAIIDUN. I agree with you on him. He was~- He brought 

a hrea.th of fllesh air, competition, vigor, thllt we. needed. And it was a. 
good shakeup. · 

Mr. GARDNER. And his development was in the area of innovatioll! 
and change. 

Now, when the present Comptroller came in, he looked at the orwtni'
zation ·and said to himself-he said to me: "This organization hasn't 
been changed structurally for 100 years. It is high time we took a look 
at reorganization and improvement in the Comptroller's Office." 

And he sts;rted the HMkins -& Sells study wihieh is 11, bound va-lume
this thick, which was announced last fall, which we have all been very 
interei;ted in. 

In other words, he has recognized the problem and done a great deal 
to start on the corrective measures. 

The CHAIRMAN. Chairman Burns ,has said a number of times-I 
should ~ay, since Crutirman Burns has said a number of times--the
Fed itself cannot carry on the fight against inflation. H-e has called 
for more a.ctiva incomes poJi.cy to help restrain w~ settlements and 
priee increases in the past of big business and big labor. 

At the same time, the administration has been stron#!lY oppose,<l to 
any kind of income policy. We rutve oversi¢it over the i~ome policy 
such as it is. The Committee on Wage-Price Stabilization is under 
the oversig-ht of this committee. 

As a member, a present member, of the administration and a potPn
tial member of the Board, can you tell us how you feel on this issue 
of income policy i 

Mr. GARDNER. I have great coneern of income policy if it means the 
kind of an experience or something similar to what we have been 
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through before. I guess you can perceive, Mr. Chairman, tliat I have 
been mterested in supporting the free market, the free economy. 

I think our problems with mandated wage-price controls,were v.el'Jf 
visible. And I would be one for continuing emphasis on the privflte 
sector to develop an appropriate offset to, raising wages and pricea 
through competitive means wherever possible ttnd through perhaps 
Govemunent. intervention as alwttys to assure that we do hfl.ve a. :free 
competitive market. 

The CHAIRMAN .. Well, l think that there is something to. the position 
taken, by Chairmttn Burns on this. As you know, he is a conservative 
economist and believes very strongly in our free enterprise.system, but 
just y,est1nrday, the New Yol'k Times 11eported 1Jhe Dun & Bradstreet 
survey of 1,4 7:l corpora,te executives. It was a fascinating result. 

They showed that contrary to their views in the- first three qua.rt.era 
of 1975, in the last quarter, 59 percent,.more,tlhan haJf, aJmost 60,per
cent,. p:redicte.d, price-incrooses. 

Now, this is at a time when we still have very heavy unemployment, 
when these corporations are. operating· well below capacity. And obvi
ously, the fiscal policy, monetary policy, restraint, isn't the answer. 

At least, it is not tihe unswer as-far as their own pri~ increases a.re 
concerned because they are not pressing against caipacity. No shortages. 
Yet, they are predicting price increases. 

This is why it seems to me that the Burns' argument for some kind 
of income policy, some kind of pressure to hold down those prices and 
"·ages, because this is a big year for wage negotiations, as you. know, 
it seemsto me to be logical and timely. 

Mr. GARDNER. I have thought, Mr. Chairman, that we ha.ven't yet 
solved our basie underlying economic problems insofar as they relate 
to energy, petroleum, as a major en0rgy source, and environmental 
constraint.s whioh we are all for, and a much number are aga.inst for 
preserving our environment. 

I think when you get 50 percent of the busi:aessmen predicting 
higher prices, a good deal of this stems from the fact that we have had 
a quadrupling in energy costs; that tJ1e businessman and certainly the 
manufacturer fa.c(>,S extraordinary costs to cleanse his plant and his 
environment and his product to meet new and--

The CHAIRMAN. If I can just inteITUpt, that was in the last quarter 
of the most recent period. That is the last qll!arter of 1975; the first 
three quarters, that wasn't their view. 

1£ there has been any indication, it is that prices are unlikely to go 
np at least for the next year or so-energy prices-on the basis of the 
bill we pll8Sed. Bad as that bill was in the view of ma.ny people, it 
would tend to hold down energy prices over the next year. 

Mr. GARDNER. Well, you discovered my point of view is simply there 
are some underlying basic ca.uses for price increases that are really 
technical in nature. And I am amazed that this innovative dynamic 
economy hasn't done more with all of the enerzy sources and oheaper 
means of environmental protection. I think it will. 

The CHAIRMAN. Well, finally, I come to the point that Senetor Garn 
raised, and I have a different view than he has as he well knows and 
_you migtht expect. 
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He is right 'about your being an independent agency, independent 
of the executive. I keep stressing this over and over again. But that, I 
understand, is not an independence of the Congress. Maybe it should 
be. Maybe in some perfect system, we could find a responsible way of 
having unelected officials have public power. 

The money power is given squarely and clearly to the Congress. And 
as Dr. Burns has admitted, the Federal Reserve Board is 'a creature of 
the Congress. And I mean the creature. 

Mr. GARDNER. It does what the Congress says it can do. 
The CHAIRMAN. If the Congress can ever make up its mind and have 

a clear directive. 
Dr. Burns fought tooth and nail against having to come up with. 

specific monetary goals, but he accepted that when we passed a reso
lution as somethmg he had to do. He accepted it, I think, in very good 
grace and has cooperated very well. 

I want to make sure I understand your position when you say the
Federal Reserve Board is an independent agency. You are talking 
about independent of the executive, not independent of the Congress 'f 

Mr. GARDNER. Yes, sir. I have been here only a year and a half, and 
I know it is very difficult to be independent of Congress. I am serious. 

The CHAIRMAN. I agree with much of what Senator Garn said. Cer.c 
tainly, the Federal Reserve Board is more expert than we are. We· 
don't have anything like your competence. And I think it would be a 
mistake for us to try to dictate the level of interest rates. But we may 
be close to doing that. 

I don't know if you had a chance to follow some of the debat{l among
the Presidential candidates, especially on the Democratic side, but 
there is almost a universal cry to put the Fed under the thumb of th~
President; have the Fed appointed for 4-year terms or relatively s11ort 
terms; have the Chairman of the Fed's term coincide with that of the
President; have the President in effect be a moving force in deter~
mining monetary policy. 

It seems to me that would take a constitutional amendment to make· 
that constitutional. But at any rate, there is a great deal of support 
for that position. I regret to say much of it in my party. 

It is not my position. I think it is a mistake. But at the same time, I 
think we have to recognize the Congress has that responsibiiity. There 
is no way we can cop out under present 1law and the Constitution this: 
is ours and it is Uip to us if we can decide to give you a directive that 
you must follow. 

Is that your view~ 
Mr. GARDNER. Yes, sir. The Federal Reserve has been given many 

mandates by the Congress in the regulatory areas and the like. The· 
act stems from the Congress, no question about that. 

Senator GARN. Will the Senator yield~ 
The CHAIRMAN. -Yes. 
Senator GARN. I understand that, too. And I am sure you know that· 

I do. -
My point is that when you get to the point of directing and polit

ically making specific monetary targets, to me, the evidence is clear· 
there is no doubt where Congress' responsibility lies. But when they
have such ,an unbelievably complete failure in handling fiscal policy,. 
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my point is you don't give the burglar the monetary policy, too, and 
let him botch up both of them. 

The CHAIRMAN. I think we have worked out a pretty good system 
now. The Federal Reserve Board comes before us once a year and 
tells us what their monetary goals will be. And then, that is subject 
to debate, discussion, and I presume modification if we want to take 
some kind of an action. 

We didn't this year; I don't think we will normally in the future. 
I hope not. But at least, we then know what it is, and business is. 
reassured they have some indication of what monetary policy will be .. 
And it is possible to debate it and discuss it and have a better under
standing of it. 

Mr. GARDNER. Yes. sir. 
The CHAIRMAN. \Vell, Mr. Gardner, thank you very much. You: 

are obviously very well qualified for this position. And as far as I 
know, there is no opposit10n to your confirmation. 

You have been a most responsive witness; we appreciate it. 
The committee will stand in recess. 
[Whereupon, at :n :20 a.m., the committee was adjourned.] 
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