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NOMINATION OF MARTHA ROMAYNE SEGER TO
BE A MEMBER OF THE BOARD OF GOVER-
NORS OF THE FEDERAL RESERVE SYSTEM

TUESDAY, JUNE 19, 1984

. U.S. SENATE,
CoMMITTEE ON BANKING, HOUSING, AND URBAN AFFAIRS,
Washington, DC.

The committee met, at 11 a.m., in room SD-538, Dirksen Senate
Office Building, Senator Jake Garn (chairman of the committee)
presiding.

Present: Senators Garn, Gorton, Hecht, Proxmire, Riegle, Sar-
banes, and Sasser.

OPENING STATEMENT OF CHAIRMAN GARN

The CHAIRMAN. The committee will come to order.

The purpose of this morning’s hearing before the Banking Com-
mittee is to consider the President’s nomination of Martha Seger to
ge a member of the Board of Governors of the Federal Reserve

ystem.

I might say at the outset a little bit of background, not particu-
larly on this nomination or on you personally—but a little back-
ground about some of the conflicts we have had over previous Fed-
eral Reserve nominees and where they came from.

I am sure that everyone knows that the Federal Reserve Act has

- a provision in it which requires that not more than one member of
the Federal Reserve Board be from any one Federal Reserve dis-
trict. Over the years, this has caused a good deal of controversy. It
has been discussed on the floor on several occasions and certainly
in this committee, and back in 1979 and 1980 I joined a number of
members of this committee in announcing that we would op;
any future nominees if they did not fit both the letter and the
spirit of the law. This is because we had found that a lot of nomi-
nees for the Fed may have gone to school in California and may
have resided temporarily in other Federal Reserve districts and
any excuse the President could find was used for putting someone
in a particular Federal Reserve district. We essentially found that
we were developing a Federal Reserve Board that was coming from
the Washington establishment and they were traded from the
Council of Economic Advisers, Treasury, and the Fed, or from Fed
staff. So I made a very strong statement in this committee and on
the floor to put President Carter and any future President on
notice that, without regard to personal qualifications of an individ-
ual, I would oppose nominees of that kind in the future. That with-
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out any equivocation that I would insist, on my own behalf, and
that of many other members of the committee, and the Senate,
that the Federal Reserve Act be followed.

I only give you that background to indicate that in this case the
law has been followed. Dr. Seger is not only from Michigan, but
also she has been there all the time and certainly fits the letter
and the spirit of the law, which some previous nominees have not.

I would also say that this policy will be continued in the future,
as vacancies occur, and that it is necessary for this President or
any other President to comply. I will continue to insist that that
geographical distribution be followed.

I wanted to say that at the outset because there have been some
discussions on that during the last few months. The insistence of
this committee is that the Fed certainly fit the geographical situa-
tion.

I may also say, before I turn to Senator Riegle, and Congressman
Broomfield to introduce you, that I feel the President has made an
excellent nomination. Beyond the fact that you fit the law, that
you have a very fine background and experience and I personally
favor your nomination and believe you will make an excellent
member of the Federal Reserve Board.

Senator Riegle.

INTRODUCTORY STATEMENT BY SENATOR RIEGLE

Senator RIEGLE. Thank you, Mr. Chairman.

First of all, let me acknowledge the presence of Congressman Bill
Broomfield from Michigan who, among other things, is the senior
Republican in the House of Representatives and a very distin-
guished Member and a very dear friend of mine and colleague. And
I'm just delighted to see him over here today and shortly he will
have some remarks to make about Dr. Seger himself,

I had the opportunity to meet with the nominee recently and we
talked at some length privately and she asked also if I would join
in this introduction and I was pleased to accept.

So let me take this opportunity to introduce to the committee Dr.
Martha Romayne Seger of Michigan. Dr. Seger is a native of Michi-
gan with experience in business, banking, and government. She is
the former commissioner of financial institutions for the State of
Michigan and most recently has taught finance at Central Michi-
gan University, Prior to that, she worked at General Motors, the
Federal Reserve Bank of Chicago, the Federal Reserve Board here
in Washington, DC, in the capital markets section, and the Detroit
Bank & Trust, now Comerica-Detroit.

She has also taught at a variety of institutions, including, in ad-
dition to Central Michigan University, Oakland University, and
the University of Michigan.

From 1976 to the present time, she has pursued, as she herself
has described it, “a flexible schedule of teaching, research, lectur-
ing, consulting, and public service.”

%/Ir. Chairman, Dr. Seger has a reputation for frankness and
even outspokenness, which I think the committee will find illumi-
nating as the Senators pose their questions to her, and at the ap-
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propriate time I will have some additional personal comments to
make but I will reserve that until the appropriate time.

The CuaiRMAN. Congressman Broomfield, we are very happy to
have you here today and please proceed.

STATEMENT OF WILLIAM S. BROOMFIELD, U.S.
REPRESENTATIVE IN CONGRESS FROM THE STATE OF MICHIGAN

Mr. BroomrieLp. Thank you very much, Senator Garn. I also
want to thank my good friend, Senator Riegle, for his generous
comments. We have been good friends over the years and I appreci-
ate them very much.

Mr. Chairman, it is a very high honor for me to appear on behalf
of my constituent, Dr. Martha Seger, one of the most distinguished
women in the field of banking and economics who’s been nominat-
ed by President Reagan for this important position on the Federal
Reserve.

Martha has an extensive and very exceptional background as a
financial economist, including a 2-year term as Commissioner of Fi-
nancial Institutions of the State of Michigan. I found it interesting
that back in 1976, Business Week selected her as one of the top 100
corporate women in America.

Also, in addition to her experience in the public sector, she has a
long and varied career in banking and in the academic community.
Currently a professor of finance at Central Michigan University,
she has served as an officer of some of Detroit’s largest banking in-
stitutions and also worked for 3 years early in her career on the
staff of the Federal Reserve Board.

She has been nominated to fill the seat being vacated by Nancy
Teeters, the only woman on the Federal Reserve Board, and in
many ways it is the perfect replacement.

Mr. Chairman, I wholeheartedly endorse her candidacy and
highly recommend her confirmation.

The CHAIRMAN. Thank you very much.

Do any of my colleagues wish to make any opening statement
before we proceed?

OPENING STATEMENT OF SENATOR RIEGLE

Senator RigcLE. Mr. Chairman, I might just do so because I have
an intense interest in what goes on at the Fed and obviously I have
a related connection here with respect to the fact that the nominee
comes from my home State. We've had an opportunity to talk
about some of the issues, but by no means exhaustively, and I hope
that we will have that opportunity in the course of the hearings.

I do want to say, however, that I have considerable concern
about a 14-year appointment coming this late in the Presidential
term and literally on the eve of a Presidential election where the
country will express itself in a sense on all the issues at once.

I think, quite apart from the specifics of this nominee—and I
want to make that clear—it seems to me that if we were talking
about a nomination for a term that would run to the end of the
year, a term that might even run through a second Reagan term,
that that would be one kind of situation for us to weigh. What we
are looking at here, however, is something which is quite different.
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We are looking at a_14-year term which in some respects is nearly
a life appointment. I mean, it's an appointment that will take the
nominee close to what we would think of as retirement age and so
that is a very long period of time. So much so that if one assumes,
say, that President Reagan were reelected—I don't know that that
will be the case—I hope not—but should he be, and this nominee
were confirmed, not only would she serve through that term but
she would then serve through the next two terms of whoever was
serving as President at that time.

So this is a very, very important fact and I think an important
decision that we are called upon to make here with respect to the
length of time that this particular nominee will serve.

So I think that very particular reason, which is quite apart from
this particular nominee, attaches to this nomination and the
timing of it, a special burden on this committee to be particularly
diligent in understanding precisely what the nominee’s views are
and to understand clearly what we might expect out of such a long
period of time in terms of the 14-year appointment.

I recall that during the 4 years that I had the responsibility to
nominate Federal judgeship candidates for Michigan, which my col-
league Congressman Broomfield will appreciate because he's been
involved in that mixed blessing himself, that the task of examining
nominees for what in fact in the case of Federal judges are lifetime
appointments carries with it an inordinate burden of responsibility
to be very meticulous and very careful in assessing, in those cases,
Federal judges.

I think, in a sense, a member of the Federal Reserve Board at
this time is holding a public policy position as important, if not
more important, than a Federal judgeship, and particularly for
such a lengthy period of service.

So for that reason, I think our hearing record becomes very im-
portant to the Senate as a whole and so I'm going to ask a number
of probing questions and I trust that the witness—and I feel this
based on my previous conversations with her—will be quite forth-
coming so that we have an opportunity to hear her views and un-
derstand her background fully and to weigh that in this context.

One other thing I would mention is this, and that is that I asked
Dr. Seger for her written views, her published views on economic
and financial issues as they would extend over a period of years,
and I was struck by the fact, as I mentioned to her and I want to
share it with the committee today, that what I viewed as sort of an
unfortunate fact that Dr. Seger has not written and published her
views on economic issues, or monetary policy, or a range of related
financial and economic subjects that one might expect would have
been the case.

That by itself doesn’t necessarily mean anything except that we
don’t have that body of information available to us to review as we
have had previously with other nominees, and what I tend to do in
a case like this on a serious policy appointment is take the pub-
lished thoughts, the ideas, the articles, the newspaper stories, the
presentations that have been made in other forms, and I review
that material thoroughly so I have a basis for understanding what
the viewpoints are or what the range of thought is and so forth
represented by a nominee.
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I asked Dr. Seger if she would submit to the committee and
make available to me before the hearing today any materials like
that that were written materials that would give some insight into
her views, current, recent, past, or over the years. She indicated
that basically there was no such material and with the exception of
one news article or an interview which has been submitted and
which I have here and which I will refer to later, and this is dated
November 1983. But to date, the only written item that would re-
flect on her views and opinions on these matters is this single item.

That by itself is quite unusual, I might say. In addition, there is
an op-ed feature that Dr. Seger wrote, I guess very recently, it was
in the Traverse City paper issued on June 6 of this year. So that is
something that is current to this month, and so this is the second
item that we have to take a look at. This was on quite a different
issue that really has no direct relationship at all to the monetary
and financial policy issues that one would be concerned about with
respect to the Fed, but the article for other reasons I think is some-
thing that I think we will have to examine in the period when we
have the chance to raise questions with the nominee because I
have tried to understand this and talked to some others about it
and there’s some concern that although this is unrelated to the
subject matter of the Fed, it contains some assertions that may not
be accurate. At least I am told by people named that they are not
accurate and so I am going to want to inquire about that.

So I will just finish by saying, Mr. Chairman, that for a 14-year
term and the seriousness of the policy decisions that the Fed has to
make, the fact that there is no written record to examine leaves us
really with the task of developing the record and I intend to do
that quite fully, not any more so or less so because of the fact that
the nominee is from Michigan, but because I think it is absolutely
critical that we make the most prudent judgments possible at this
time about who is going to serve on the Federal Reserve Board and
who is going to serve for terms as long as 14 years.

So I will want to make sure, Mr. Chairman, that I have sufficient
time, and I think that Senator Proxmire, the ranking member
who's on the floor right now speaking but who will return short-

ly—I know that he has a number of questions of consequence that
- he wants to develop fully, as do I, and I can’t speak for the other
members of the committee, but I would say I think it is very impor-
tant that we take whatever time is necessary to go through this
from A to Z so that we have a hearing record that we can present
to the Senate that we are sure is complete.

I thank the chairman.

The CHaIRMAN. Well, let me just make an observation. I would
agree with almost everything the Senator from Michigan has said
about the importance of these nominations, whenever they coincide
with the beginning of a President’s term, in the middle of it or at
the end of it. It is always an important policymaking position.

But, I don’t think that the 14-year term is that important. As I
look at the record, I don’t know of anyone who has served 14 years.
It's an academic situation. We can check on that. My guess would
be that the average is probably not more than about 4 years. So I
don’t really think that’s a factor.
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I agree with what you're saying about how we ought to examine
any nominee for this important Position, but I don’t think whether
it’s a 14-year term or whether it's at the end of a President’s term
is really a factor because they just don't serve that long. That has
not been the case at all.

I would make one other observation on the amount of writing by
Dr. Seger. In the 10 years that I have served on this committee it is
not an unusual amount, and we certainly reviewed the Vice Chair-
man from Florida who is a businessman who had no writings. Bill
Miller, who was appointed by President Carter to be Chairman of
the Federal Reserve Board was a businessman who did not have
extensive writing or academic background. We certainly were not
able, other than in the hearing process, to question either one of
those Carter nominees other than during the process here. There
was no extensive background of writing to do that.

So I don't disagree with what you said on the reasons and the
importance of examining nominees. I do disagree, however, that
the 14 years is anything but an academic thing because nobody
serves that long. They just haven’t, and the published writing—we
could find all kinds of examples of the two most recent that I
talked about where there was not a written background to go
through either.

Senator RieGLE. Would the chairman just yield on that point
briefly?

The CHAIRMAN. Yes.

Senator RieGLE. I would just make two points. One, in Dr.
Seger’s submission of her statement that has to be filed with the
committee, there is a question here that’s stated: “Do you expect to
serve the full term for which you have been appointed?”’ Her
answer to that is yes. I take that to be a factual answer, so I
assume it is her intention to serve a full term.

I might just say with respect to Bill Miller, that appointment, as
I recall—I don’t recall the precise timing, but it was relatively
early in the Carter administration when that appointment was
made. It was here before the committee a long time because it was
a controversial appointment, particularly on this side of the aisle
as you may recall. There was a difference among Democrats, al-
though he was a Democratic nominee.

But there's another very fundamental fact, and that is that Bill
Miller functioned for a period of time as the chief executive officer
of one of the major international companies in the United States
who had a very, very distinguished business record at the highest
level, was well known publicly, had spoken any number of times in
any number of settings, and therefore was by no means an un-
known quantity.

I don’t mean to try to make any one-for-one relationships here,
but I think that’s quite different than the situation we find here
when there is really very considerable absence of a record that one
can get their hands on for study. That’s what I'm saying. .

The CHAIRMAN. My point was that there was no record of Chair-
man Miller’s economic background or his feelings. Yes, he had run
a business, but you have here a very successful educator from a
Michigan financial institution. I would disagree that there is not a
public record of achievement, background, or educational back-
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ground in this area. But my purpose is not to debate before we
have even heard the nominee, only to point out the l4-year term,
which most nominees say that they intend to serve for the whole
term. We even have Congressmen and Senators who intend to
serve full terms but don't.

But let’s get on with the hearing so that you do have the oppor-
tunity to ask whatever questions you would like.

Dr. Seger, could I first have you rise and be sworn.

[Whereupon, the witness was duly sworn.]

T]‘?e CHARMAN. Do you have an opening statement you wish to
make?

Dr. SEGER. No; I don't.

Senator Sasser. Mr. Chairman, are other members going to be
precluded from an opening statement at this time?

The CHalrRMAN. No; at the time I asked the only one that I saw
was Senator Riegle, but if you would like to make an opening state-
ment you certainly may.

Senator Sasser. Thank you, Mr. Chairman.

OPENING STATEMENT OF SENATOR SASSER

Mr. Chairman, I find myself in agreement with my colleague,
Senator Riegle. If Dr. Seger is confirmed, she at least will be enti-
tled to serve a 14-year term on the Federal Reserve Board and as
one of the Board’s seven Governors she will exercise considerable
influence over the economic affairs of this country and over the
global economic community as well.

Now the conduct of monetary policy is something that profound-
ly affects every citizen of this country. Interest rates determine the
level and type of business investment and the shape of our econo-
my for years to come. So these are very important hearings. Inter-
est rates will determine whether new families will be able to buy
their first home and whether American consumers can purchase
new automobiles, a matter of great interest to a nominee from
Michigan I would assume, and other consumer groups. And inter-
est rates also determine the cost of servicing the national debt
which, given the fiscal policies of the present administration, is the
fastest growing part of the Federal budget and we find that inter-
est rates are climbing up again.

The prime rate has risen to 12.5 percent. Mortgage rates now
stand at an average of 14.33 percent, the highest level in 1% years,
and consumer loan rates are running at the level of 15-19 percent.
Most experts believe that the prime rate could increase another
percent or so in the next few months.

Now interest rates and big deficits go hand-in-hand. That’s gen-
erally conceded, contrary to the rather embarrassing statement
that the Secretary of the Treasury made at the economic summit
conference in Western Europe. The Federal Reserve Board is going
to face a very difficult challenge in the years ahead in fashioning a
monetary policy that can help sustain our economic recovery here
at home, and abroad as well.

So I think we must carefully review the qualifications of Dr.
Seger to ensure that she is the proper person for this post.
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Now it is my belief, Mr. Chairman, that a Governor of the Feder-
al Reserve Board must have a demonstrated ability to master the
complexities and ramifications of monetary policy. A Governor
should also have substantial business expertise in order to fully ap-
preciate the economic impact of monetary policy on American busi-
nesses and consumers.

I might say that I agreed wholeheartedly with my chairman
when he indicated that Governors of the Federal Reserve Board
should come from the areas from which they seek to serve. He's
quite correct in that and he'’s quite correct when he made another
statement about the qualifications of a member of the Federal Re-
serve Board, and I'd like to refresh our committee on that.

Our chairman said—and I quote here, “I want to repeat what I
said in the Banking Committee so that messages are sent loud and
clear on how I feel. As the ranking minority member of that com-
mittee”’—this was some years ago—‘“that unless future nominees,
whether it is this President’’—talking about President Carter—‘“or
a future President, regardless of how personally well qualified they
may be, if they do not match the intent and spirit of the law as far
as geographical areas”’—which we have heard today and which I
agree with—"“and we do not start seeing some businessmen, farm-
ers, people to give more balance to that Board, rather than just
trained economists, I'm putting everyone on notice that I will
oppose, not just vote against but try to stop these nominations.”

Now the chairman’s statements were persuasive then when
made in 1979 and I find his logic equally persuasive today.

Now a partisan approach to monetary policy by a member of the
Federal Reserve Board is clearly not in the best interest of the
American public, so these hearings should fully explore Dr. Seger’s
competency in many areas for this important position. These hear-
ings should be wide ranging and thorough and we should act on Dr.
Seger’s nomination only after a full examination of her qualifica-
tions and a detailed exposition of her views about monetary policy
and what monetary policies she espouses and intends to follow as a
member of the Federal Reserve Board.

Thank you, Mr. Chairman.

The CHAIRMAN. Senator Proxmire.

OPENING STATEMENT OF SENATOR PROXMIRE

Senator ProxMIrRe. Mr. Chairman, the Federal Reserve has
become the single most important agency in the fight against infla-
tion. Almost singlehandedly the Fed has brought the rate of infla-
tion down from its historical peak of just a few years ago. Paul
Volcker enjoys more respect and confidence within the business
and financial community than either the President or the Congress
and correctly so. )

The Federal Reserve has earned its well-deserved reputation by
maintaining its independence from political pressure. I was, there-
fore, concerned to read in the press that the appointment of Martha
Seger to the Board marks an effort by the Reagan White House to
seize the reins of monetary control. Perhaps this is merely the
chatter of journalists with nothing else to write. Nevertheless, I
think we must look at this nomination with great care to ensure
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that we do not send the wrong signal to the business and financial
community.

Even an appearance of an attempt to politicize the Federal Re-
serve can sacrifice some of our painfully won gains on the war on
inflation.

Thank you, Mr. Chairman.

The CHAIRMAN. Senator Sarbanes.

OPENING STATEMENT OF SENATOR SARBANES

Senator SARBANES. Mr. Chairman, we live in an economic world
where domestic and international conditions cannot be isolated
from one another. Our policies at home inevitably and profoundly
influence conditions abroad and, conversely, developments abroad
may have a critical effect on our Nation’s economic and financial
strength.

In this complex web of economic relations, the Federal Reserve
System occupies a unique and pivotal role. The Federal Reserve
confronts today problems more complex and more tenacious than
any we have experienced in the past. Its decisions with respect to
monetary policy will have far-reaching and long-range conse-
quences.

Now Dr. Seger has been nominated to a full 14-year term on the
Federal Reserve Board of Governors, a term that will expire in
1998—that is to say, at the very end of this century. Now, given
the length and importance of this nomination, I join with many of
my colleagues in wanting to hear in detail Dr. Seger’s perspective
on the role and responsibilities of the Federal Reserve, on the role
she would expect to play as a member of its Board of Governors,
and on the difficult problems besetting the domestic and interna-
tional economies that the Federal Reserve will be called upon to
consider.

The CuairMaN. Does anyone else wish to make a statement?

OPENING STATEMENT OF SENATOR HECHT

Senator HeEcHT. Thank you, Mr. Chairman.

I have had the occasion to meet with Dr. Seger in my office. We
had a long discussion on business and economics and, as a small
businessman, I find Dr. Seger particularly sensitive to the business
community and, in my opinion, she definitely bridges a gap be-
tween economics and the business world of reality and I am very,
velrl'y comfortable with her nomination. Thank you.

he CHAIRMAN. Thank you.

May I just make one more comment along the line that Senator
Riegle and I were discussing. I do not disagree with many of the
things that my colleagues have said on this side of the aisle about
the importance of the Federal Reserve nominee in any year by any
President because of the importance of the Federal Reserve Board
itself and the impact that it does have on the economy.

I would just hope that we do explore your qualifications and your
attitudes and that we don’t get into bringing up issues that are dif-
ferent now than they were before, and I would only repeat that the
l4-year term has always been true for any nominee except some
who were just filling vacancies.
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The issue as far as I know is, while it was not brought up in
1979, President Carter also appointed Emmett Rice and there's the
entire hearing record—indicating—in the year before the election.
That’s it. It's very brief, very cursory. We on this side did not bring
that up and also his published writings, the only contributions to
institutional publications listed on his disclosure are articles and
annual reports for which he could not claim full credit. Lyle Gram-
ley, the last nominee under President Carter in 1980, was appoint-
ed and confirmed to a 14-year term during a Presidential election
year.

So I want to make those points, and they are not to argue with
any of you on the importance of the nomination or how probing
you are with your questions. Certainly all of us should be, but I do
think we need to separate qualifications for this job from what
seems to be a rather common practice under previous Presidents
during election years or the year before, and that published materi-
al has not seemed to be an issue before.

Dr. Seger, I understand that you will resign from your position
with the Central Michigan University, Comerica Inc., and you will
sever all your existing lecturing and consulting arrangements and
other directorships if you are confirmed. Is that correct?

Dr. SEGER. Yes, it is.

The CHAirRMAN. What you're saying then is you will avoid not
only any conflict of interest but even the appearance of a conflict
of interest in your service as a member of the Federal Reserve
Board?

Dr. SeGger. I have already told Central Michigan University's
dean and also the chairman of the board of Comerica that I would
submit my resignation in writing as soon this nomination is con-
firmed. They have been told.

The CuairmMaN. Will you agree to appear before this committee
and other duly constituted committees of the Senate when request-
ed to do so? .

Dr. SeGger. Definitely.

The CHAIRMAN. Senator Proxmire.

DETAILS OF INTERVIEW

Senator Proxmire. Dr. Seger, according to an Evans and Novak
column of March 7, Chairman Volcker was not consulted on your
appointment to the Fed. They say you were selected by James
Baker of the White House and Preston Martin, the only Reagan
appointee on the Fed. According to their column, you were inter-
viewed by Governor Martin, who passed you with “flying colors”
both on your monetary expertise and your “desire to follow a
‘Reaganite growth path.’”

How much of that column is accurate?

Dr. Secer. I don’t know if Chairman Volcker was consulted or
not. Back in 1983, I was proposed as a member of the Home Loan
Bank Board by some savings and loans from Michigan who thought
I had done a very good job there. They put my name in for a slot—
this was in early 1983—on the Home Loan Bank Board, and at that
point I was interviewed by a number of people, including Preston
Martin.
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Then I asked to have my name withdrawn from consideration for
that position, because I wanted to sign my contract for teaching;
and so that didn’t pan out. But they had my information, my file,
and when I was considered later for the Federal Reserve Board,
they also had me speak to Governor Martin. I did not speak to
Chairman Volcker, but whether he was consulted, actually I don’t
know.

Senator Proxmire. Were you, in fact, interviewed by Governor
Martin and not by Chairman Volcker?

Dr. SeGer. I was interviewed by Preston Martin and not by
Chairman Volcker, but whether or not he was consulted about me,
I don’t know.

Senator ProxmiIRe. But you did not talk with the Chairman
before your nomination was sent to the Senate?

Dr. SEGeRr. That’s right.

The CHAIRMAN. May I just clarify the timeframe? You said you
were interviewed by Preston Martin for the position on the Federal
Home Loan Bank Board?

Dr. SeGer. Right; That’s when I first met him. When this ap-
pointment came along, they asked me to be interviewed by him
again.

The CHAIRMAN. All right. Thank you.

Senator SArRBANES. I want to be very clear on this. You were
interviewed by Preston Martin?

The CHAIRMAN. Twice,

Senator SARBANES. Specifically with reference to nomination to
the Federal Reserve Board?

Dr. SEGeRr. Yes. The first time was in connection with the Home
Loan Bank Board and then, early this year——

Senator SARBANES. But you’re not referring to that interview
here; that was another interview; is that correct?

Dr. SEGeR. Early this year he talked to me about the Federal Re-
serve Board. I'm saying I have spoken to him twice, once about
each position.

Senator ProxMire. Did you ask to be interviewed by Chairman
Volcker?

Dr. SEGer. You know, I'm a hick from the Midwest. I didn’t
know who was supposed to talk to me.

Senator PRoOXMIRE. I'm a kid from the Midwest, too. Did you talk
about a “Reaganite growth path?”

Dr. Secer. No, I didn’t.

Senator Proxmire. You didn’t talk about that. That part of the
report, as far as you know, is not correct?

Dr. SEGER. I was never interviewed by Evans and Novak.

Senator PROXMIRE. I know that. But Evans and Novak said that
and I quoted Evans and Novak that Governor Martin passed you
with “flying colors” both on your monetary expertise and your
“desire to follow a Reaganite growth path.”

Dr. Secer. I'm saying I don’t know where they got that; they
didn’t get it from me.

Senator PrRoxMIRE. You didn’t tell Governor Martin that you
wanted to follow a Reaganite growth path?

Dr. SEGER. No, I didn't.

36-314 0 - 84 - 2
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Senator PROXMIRE. Is it your perception that President Reagan
has a different economic growth strategy than that of the Federal
Reserve Board.

SHOOTING FOR SAME TARGET

Dr. SEGer. As I understand both strategies, they are probably
aiming for the same target, which is to keep the economy or the
economic recovery on track at a nice, moderate, noninflationary
Ir:)ti of growth, and in that strategic sense, as I understand

th——

Senator ProxMIRE. You don’t perceive any difference between
President Reagan’s position on monetary policy? From time to
time, there’s been some indication of support by the President of
the Federal Reserve Board’s policies and sometimes criticism. It's
not your perception that there’s a difference then? You feel that
they are the same?

Dr. SEGer. What I'm saying is I think they are shooting for the
same goal. Now whether both sides have identical numbers, I'm
not sure.

Senator PrRoxMIRE. Let me ask you a much more general ques-
tion.

Monetarist economists such as Milton Friedman have argued we
would be better off without a Federal Reserve Board. They contend
the Fed systematically underestimates and overestimates the
course of the economy and that its efforts to lean against the wind
are actually destabilizing. They believe we would be better served
if the monetary authorities were required by law to follow a fixed
rule for monetary growth regardless of current economic condi-
tions. How do you come down on this debate?

Dr. Seger. Having taught business conditions, and certainly
having read the views of Milton Friedman—and by the way, I am
not a monetarist; I think it came out that I was—I think that you
certainly have to be concerned with monetary growth. I guess my
view of the overall economy is maybe a little different from Milton
Friedman’s and that is that I'm impressed with how extremely big
our economy is, how complex it is, how diverse it is, and I just
don’t feel I am personally smart enough to come up with the rule
that he refers to that you can just program a black box which
would crank out the appropriate amount of monetary growth and
have no hands-on adjustment of that.

He may know a lot more about this than I do, but I just think
that there are too many influences on the economy and that maybe
I'd take a view that is different from his because of our differences
about how the economy operates.

Senator PrROXMIRE. It's your feeling that the economy is more
complex than Friedman perceives it? His notion that you would fix
the growth rate at a certain level for monetary aggregates and
stick to that through thick and thin you think is not right and it
depends on fiscal policy, international policy and many other
things?

Dr. SeGer. Exactly.
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Senator ProxMIRE. I note on your nomination statement that you
studied the redlining issue during 1976 and 1977. Who sponsored
the study and how was it conducted?

STUDY ON REDLINING

Dr. SEGER. I started out doing a study because the HMDA legisla-
tion had just been passed in Washington, I had a banking back-
ground and was going to head into academia and I was interested
in finding something to research. I was collecting information, the
first batch of data from HMDA.

I was working on this independently. Then a nonprofit subsidiary
of what used to be the Michigan Savings and Loan League heard
that I was working on this and were interested in seeing if I would
extend the project and, instead of looking at the reports of a couple
of S&L’'s—which is what I was doing—to evaluate these reports in
a bigger way and see if, in fact, you could use those numbers to
indicate either the absence or the presence of redlining. They put
up money at the University of Michigan Business School and this
was used for programming, for computer work, to process all of
these HMDA reports.

Senator ProxMiRE. What were your principal conclusions?

Dr. Secer. I finally dropped the project because I couldn’t come
to any conclusions. I tried correlating these numbers with all sorts
of things, and maybe I'm too honest a researcher, but I just
couldn’t make anything out of them.

Senator PROXMIRE. You couldn’t determine whether there was
redlining or not redlining?

Dr. SEGER. Not based on those numbers.

Senator ProxMire. You could not conclude there was a deliber-
ate attempt to exclude certain neighborhoods and ethnic groups
and so forth from borrowing? Were your conclusions that you
couldn’t come to a conclusion ever reduced to writing and submit-
ted for publication?

Dr. SEGer. As I said, I didn’t feel 1 could draw any reasonable
conclusions from this analysis.

Senator PrRoxMIRE. Well, could you draw a conclusion or did you
draw a conclusion that redlining was not a premeditated effort to
exclude certain groups from borrowing?

Dr. SeGer. I know that’s the way it’s defined. As I looked at the
numbers, the patterns of where the mortgages were made, econom-
ic factors, demographic factors, income factors, and all those
things, it didn’t seem to me that you could explain these differ-
ences in lending patterns strictly on the basis of prejudice.

Senator ProxmIiRe. Well, why would you not want to publish
those findings so they could be examined and criticized by other
scholars who did perceive a systematic pattern of redlining behav-
ior? Wouldn’t it have been useful for you to make that finding?
After all, you invested a lot of your time and effort. Why not
present that? It seems to me that some people felt that redlining
was a systematic effort to exclude low-income people, blacks, and
others from being able to borrow.

Dr. Secer. Well, as I said——
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Senator PROXMIRE. You weren’t able to perceive that in your
study?

Dr. SeGer. Right.

Senator ProxmIiRe. Why wouldn’t it have been constructive for
you to make that finding, publish it, and challenge others to prove
that you were wrong? Isn’t that the usual procedure for debating
public policy? When you make a study like that, you publish your
results and then those who disagree with you can challenge that.

Dr. SEGeR. Maybe I didn’t make myself clear. As I went along I
couldn’t make any thing definite out of the analysis, and 1 just
never finished it.

Senator PrRoxMIRE. During your nomination hearings to be the
commissioner of banking in Michigan, you told the Michigan Legis-
lature, “I have never seen what I would call redlining take place. I
have seen the statistics and in and of themselves, I don’t believe
they show anything.”

FIB REPORT ON REDLINING

As you know, Michigan passed an anti-redlining law in 1977. One
provision of the law required the Michigan Financial Institutions
Bureau [FIB] to conduct a computerized analysis of mortgage lend-
ing reports to detect possible patterns of redlining by financial in-
stitutions. One of your early steps as commissioner was to dispense
with any analysis of the mortgage lending statistics.

Here is what the speaker of the Michigan House of Representa-
tives said about your action:

I am very disappointed, therefore, to learn that the Financial Institutions Bureau
does not intend to comply with legislative intent regarding section 8 provisions of
the act concerning the Anti-Redlining Annual Report for 1979 due the Governor and
the Legislature. I am informed that while FIB will prepare some kind of report,
there will be no disclosure data analysis; thus, the single most important consumer
information piece FIB has been asked for has been scrapped, at least for the time
being. It is not consoling to recall that the 1978 Annual Report was not issued until
November 1980 and that one of the assurances Commissioner Martha Seger gave
the Senate during her confirmation hearings was that the next report would be
timely and inclusive.

He goes on to say—

This decision was reached by FIB without benefit of discussion with any legisla-
tors or persons who were involved with the original negotiations of the bill (that is,
Statewide Coalition on Redlining) or with the recently appointed FIB advisory com-
mittee. It is my understanding that the Advisory Committee was informed after the
fact, giving them an opportunity to express frustration and concern, but no opportu-
nity to participate in the process of reaching that decision.

The Annual Report was envisioned as a valuable tool for consumers, who negoti-
ated this legislation in good faith with financial institutions, your office, the Legisla-
ture, and FIB. Now the hard-won protective provisions are being usurped.

Another member of the Michigan House said, “You are, in effect,
tak}ilng the law into your own hands—and taking away consumer
rights.”

gI‘he Detroit Free Press wondered whether you showed “too much
zeal” in cutting back on the redlining studies.

What are we to conclude from this controversy? )

Dr. SeGer. First of all, if you want the facts on this, the report
did get out. The issue was the timing of it. Again, I don’t want to
take an hour to bore you with the details, but the FIB was part of
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Commerce. They switched from one computer system to another
and everything had to be reprogrammed, so that put us off sched-
ule.

We had, because of the Michigan budgetary crunch and I think
Senator Riegle will confirm this—a terrible situation with dramatic
cuts; the number of our employees was reduced about every other
month. Before I went there, they would take some of the examiners
and assign them for a couple of months to work on this report. As
the whole staff got squeezed dramatically, and as the problems of
the financial institutions worsened, we couldn’t reallocate those
people. That was a management decision and neither the Governor
nor the legislature seemed to be willing to give me more money or
to give me more help to work on this.

b The report did get out. I don’t know what the Free Press said,
uf——

Senator Proxmire. Well, my time is up. I understand you al-
ready had the money for it.

Dr. Secer. Pardon me?

Senator PROXMIRE. I understand you already had the money for
it. It was included in the budget.

Dr. SEGER. That is not the case.

Senator PRoXMIRE. All right. My time is up.

The CHAIRMAN. Senator Riegle.

Senator RikGLE. Let me say at the outset that I am going to try
to get all the issues out on the table so that we have a complete
and full committee record, so I know you will be responsive to
questions that I raise.

I must say that I am surprised that you didn’t elect to make an
opening statement today. Let me sort of reflect on that because if
we reconvened at another point I think it might be a constructive
thing to do, so I make the suggestion in that vein.

LACK OF INFORMATION FOR COMMITTEE REVIEW

I say that for the reason that your views are not generally
known. For some of us from Michigan we have a sense of them, but
the committee as a whole does not. You are a new person for them
and on a matter of such enormity in terms of the importance of the
Federal Reserve Board, your views count. They are important.
People here need to know what they are. I think it would be useful
perhaps if you made an assertion as to what some of those basic
views are as they relate to monetary policy, fiscal policy, Fed prac-
tice, and the independence of the Fed and things of that kind. I
don’t mean a lengthy doctoral thesis, but I mean in terms of pre-
senting your ideas and, in a sense, yourself to the committee when
there is no such written record. I think it’s good to give the com-
mittee something of a starting point in terms of your views on
some of the key monetary and financial policy issues. Of course,
there are a great number of issues—the deficits, monetary aggre-
gates, the trade deficit, foreign debts by less developed countries
and so forth.

I think you see what I'm driving at, a starting point as to your
general outlook on sort of the major topical issues that relate to
Fed policy. Yet when that is not present, either in the form of
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speeches or written materials or articles or in an opening state-
ment or what have, then it’s like an absolute blank slate and it’s
very difficult in terms of these 10-minute time periods to be able to
learn enough about you that there’s a basis for that kind of evalua-
tion. So I think your views would be a useful thing for the commit-

tee to have and I know you have views and I think it would be well

if those could be presented in a form of your choosing.

By the way, just let me ask, were you counseled one way or other
by the White House on the statement?

Dr. SegEr. No.

Senator RieGLE. That was solely your decision?

Dr. SeceRr. I looked at a couple of copies of hearings in the past;
the two I looked at were Nancy Teeter’s and Preston Martin’s. Nei-
ther of them had an opening statement and I assumed that was the
way the hearings went.

Senator RIEGLE. I take it in both their cases their views would
have been much more fully known because they would have been
in print and they would have been available to the committee be-
forehand. So I think that may account for the difference.

Who set up the interview with Preston Martin?

Dr. SEGeR. The White House personnel office.

Senator RIEGLE. Do you know why they would have set it up
with him rather than with Volcker?

Dr. SEGER. I don’t know.

Senator RIEGLE. You were never interviewed by Volcker; that's
the bottom line?

Dr. Secer. That’s correct.

Senator RIEGLE. I'm sort of surprised at that because he is the
Chairman and I would think—I would agree with what someone
earlier said—he’s probably the most respected financial figure in
the country, although he’s controversial and a lot of people who
would like to oust him from the job, but I think it’s surprising that
there was not an interview with the Chairman and it just doesn’t
quite fit in terms of what the normal practice would seem to be.

Let me go to one article that I have been able to obtain. There
were two that I mentioned, one on economic and policy issues, the
other on a totally unrelated field which I want to get into later be-
cause I think that it is not important so much in the substance as
it is in terms of other things which are appropriate.

I want to refer to this article that was in the Detroiter magazine
of November 1983. I'm sure you're familiar with this.

Dr. SEGER. As you know, we have the Economic Club of Detroit
and every fall they have an economic outlook panel. I was on that
panel, and when your staff member wanted something published 1
said that that was the one thing that I could give them because
they had published the remarks of the whole panel.

Senator RIEGLE. Right. I think you mentioned that to me in our
meeting that you thought you recalled that and I appreciate you
finding it and sending it to me because I think it’s a useful piece
for us to start with.

[The following article was subsequently submitted for the record:]
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Senator RieGLE. I notice that you say here—this has a dateline of
November 1983, so it was late in the year 1983 that these would
have been your views—and you say here—you're talking about
fiscal policy—

In this coming fiscal year, I expect a much lower deficit, say, $125 billion, because
faster economic growth, higher personal incomes, larger capital gains and surge of
profits for corporations will provide larger than expected tax revenues. Though I
would have preferred much less red ink, I don't think it will cause the disaster that
alarmists are suggesting.

DIFFERENCE ON BUDGET FORECAST

Now the latest forecast I'm aware of shows the deficit coming in
well above the $125 billion that you saw not all that long ago. How
do you account for the difference? What do you now see as the defi-
cit is for the fiscal year in which you made the $§125 billion fore-
cast? What do you now think it will be?

Dr. SEGeRr. First of all, I think that that was $155 billion. That
was the number I had.

Senator RieGcLE. Well, the article says $125 billion. You think it
may be a misprint?

Dr. SeGcer. Yes, but I'll still answer your question about the cur-
rent deficit. In fiscal 1984, somewhere between $175 and $180 bil-
lion, something like that.

Senator RieGLE. $175 to $180 billion is your current estimate of
the current fiscal year 1984 deficit?

Dr. SEGER. Yes.

S‘;enator RIEGLE. So you're saying that that is what you now fore-
see!’

Dr. SeGer. This talk was actually given last September. It was
published in November.

Senator RiEGLE. Well, let's say it’s the low figure. Let's say it's
going to be $175 billion. You said you think there’s a misprint here
;{nd that you think you said $155 billion and they printed $125 bil-

ion.

Dr. SEGeR. Yes.

Senator RiEGLE. In any event, that’s a substantial underforecast,
if you will. How do you account for that? Why were you so far off?

Dr. SeGer. I think that budgets are very difficult to forecast. I
have been following this for some time and even people in the Con-
gressional Budget Office have difficulty. As you go through the
year, expenditure items get changed, revenue collections are influ-
enced by how the economy is doing, and——

Senator RiecLE. What were the main things? Obviously, your
policy assumptions were wrong. You thought there would be one
set—you made one set of policy assumptions and things turned out
quit?d;iifferently. What didn't turn out the way you thought it
would?

Dr. SEGer. Looking at the revenue side, I think that the things I
pointed out are in fact happening, that the corporate profits are
coming back strongly and this is producing more revenue than was
initially expected, and, that, again, there are more people at work.
We're having additional collections from individual income taxes.

Senator RieGLeE. That would have closed the gap. That would
have caused the deficit to be lower, but in fact it's higher than
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what you thought. What were the things that worked against your
forecast? What didn’t turn out the way you thought it would?

Dr. SEGer. OK. I said I think those things are coming along
p_rc-letty much as I expected. I was probably off on the expenditure
side.

Senator RIEGLE. On the expenditure side. So where on the ex-
penditure side were the miscalculations made?

Dr. SEGER. I don’t know the particulars.

Senator RieGLE. The reason I ask this—and if you prepare a
statement you may want to deal with this because the whole ques-
tion is sort of how realistic a forecaster are you or what goes into
the basis for your judgment here to make these kinds of forecasts.

If, for example, you were on the Board and you thought that
next year’s deficit was going to be $100 billion and everybody else
thought it was going to be $200 billion and you, in turn, then made
monetary policy recommendations on that kind of judgment, I'm
afraid that could take us way off course. I mean, that'’s a very im-
portant consideration around here. It’s not a partisan issue, it's a
fully nonpartisan issue. People are very concerned about how real-
istic are the forecasts that these policies are based on because it is
significant if there’s a miscalculation by $25 billion or $50 billion—
and this is a fairly close-in forecast, you weren’t forecasting out 4
or 5 years. You were forecasting for the coming fiscal year and you
say it’s $155 billion and let’s accept that even though it was print-
ed in the article as $125 billion. Even so, it seems to me that would
be one of the lowest estimates that I think anybody made that I
would be aware of in that time period.

I can’t think of another economist that late in the year 1983
would have been forecasting the deficit in the fiscal year upcoming
as low as $155 billion. So that would have put you way out I think
on the edge of the forecasting ranges.

My time is up, but I'm going to want to come back to this be-
cause I think one of the things we’ve got to try to assess here is
how your economic thinking works and how you build your fore-
casts, how accurate have they have been, how accurate they are
likely to be in the future, and this is a critically important area. 1
just want to stress that to you before yielding back, Mr. Chairman.

The CHAIRMAN. Senator Sasser.

Senator Sassgr. Thank you, Mr, Chairman.

I'd like to pursue this economic line of questioning, Dr. Seger, if I
could, and just ask you this. Specifically, do you think that infla-
tioq? remains a significant risk as the economic expansion contin-
ues?’

Dr. SeGeRr. Do I think it will be——

Senator Sasser. Do you think it remains a significant risk as the
economy continues to expand? If you do, what policies are needed
to counter this inflation? ;

Dr. SeGeRr. If you look at the economy and see where we are now
and then view where we are relative to the capacity of the econo-
my to improve, it is true that as you narrow the gap between
present output and potential capacity that the risk of getting into
inflationary problems increases. I don’t think that’s very controver-
sial. That seems to be pretty standard economic thinking.
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QUESTION OF MONETARY RESTRAINT

Senator Sasser. Well, we have the tension now between the Fed-
eral Reserve Board, where some say Chairman Volcker wants to
exercise monetary restraint as a means of fighting a threatening
resurgence of inflation; and on the other hand, we have others
who oppose this monetary restraint, saying that inflation is no
problem. So we have Chairman Volcker on one side of this issue, if
the popular press is to be believed, and on the other side we have
indiﬁ£1als such as the Secretary of the Treasury, Mr. Regan.

My question is: Which side would you come down on? Do we need
to exercise, in your judgment, increased monetary restraint as the
result of threatening inflation or is that simply something we
should not be concerned about?

Dr. SEcer. I think you always have to be concerned about infla-
tion. I think the economy is doing far better in a noninflationary
environment. But there is a lot of room for differences in judgment
about, first of all, what the capacity of the economy actually is.
This isn’t a nice, concrete number. Second, there is a difference of
opinion about how quickly we can approach that before we trigger
a new outburst of inflation.

I think, as I understand Chairman Volcker's views, that he's
trying to say we want to gradually squeeze things down so that we
will prevent another outburst of inflation. The Fed is not doing 90-
degree turns, but they are gradually working on slowing monetary
growth in order to achieve that end.

Senator Sasser. Well, am I to gather from what you say then
that you would agree with the Chairman of the Federal Reserve
Board if his views are being accurately reported—and I can’t say
whether they are or not—that we do need to pursue increased
monetary restraint to combat inflation?

Dr. SeGer. I think this is what has gone on, a gradual, modest
tightening as we have gone along.

Senator Sasser. This has become one of the big questions of the
day, as you well know, and there have been a lot of disagreements
between the Federal Reserve Board on the one hand, as reported in
the popular press, and then, of course, the Secretary of the Treas-
ury, who has had his own statements to make, and I presume he’s
been speaking for the administration. So it's a matter of, I think,
some considerable urgency for at least one member of this commit-
tee to know what your views are on this particular matter.

Now on the question of fighting inflation, would you put a
stronger emphasis on reducing the Federal deficit or would you put
a stronger emphasis on monetary restraint if you had to come
down on one side or the other?

Dr. SeGer. I think this is part of the problem in this country,
that we’'ve got two basic economic stabilization tools, fiscal policy
and monetary policy, and I think the country is better off or best
off when you utilize your whole set of tools and not use just one or
just the other. I think if you're fighting inflation, if the economy
calls for that stance, then you want to use some of each, some
fiscal and some nonfiscal policies.

Senator Sasser. Well, I couldn’t agree with you more and I
think, Dr. Seger, one of our problems at the present time is that
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fiscal policy and monetary policy have been operating at cross pur-
poses in this country for about 3 years and we have gone through a
period of great monetary restraint while at the same time we were
going through a period of almost no restraint on the fiscal side.

Now you indicated at the White House press conference where
your nomination was announced that you supported—if you were
quoted correctly—that you supported everything the President was
doing. I'm sure the President welcomed your words of support, but
my question to you is, do you support, for example, the very deep
tax cuts that were made in 1981, which was a very expansive mon-
etary policy being pursued by the administration, as opposed to the
monetary restraint that the Federal Reserve Board was pursuing
at the same time or shortly thereafter?

Dr. Seger. As I think back——

Senator Sasser. We can’t have it both ways. We can’t say that
we believe that fiscal and monetary policy ought to be coordinated
and at the same time say we support everything this administra-
tion does when one of the keystones of this economic policy appears
to me has been very expansive fiscal policy.

Dr. SEcER. If you think back to the summer of 1981, we were just
starting into a recession that went from the middle of 1981 through
the rest of the year and all through 1982. Yes, I did support the tax
cuts at that time. I think we needed some additional incentives to
be given to the people of this country, and I think we needed the
incentives given to businesses that were in that bill that Congress

. Again, there are times in the business cycle when you want
to stimulate the economy and there are other times when obviously
you want to restrain it. But looking back to 1981 and certainly
1982, the economy was in a very deep slump, and I think some
stimulus was appropriate.

Now again, there could be arguments about the particulars or
the exact dollar amount of stimulus and the exact form it took, but
I think stimulus was appropriate.

IMPORTANCE OF DEFICIT REDUCTION

Senator Sasser. Well, do you regard deficit reduction as the most
important economic priority that we presently face in this country
and, if so, how should the deficit reduction be achieved?

Dr. SEGER. I guess I'm a little cautious about using superlatives,
but reducing the deficit is definitely a very important matter. If for
no other reason it's become a very important matter because the
financial markets find this a critical factor and they have a lot to
do with how that's viewed and, in turn, its impact on financial
markets and the stock and bond prices. Obviously, it's very impor-
tant.

Senator Sassgr. Well, we don't have any disagreement that the
deficit reduction is very important. The next question is, how do we
go about deficit reduction? Do you, for example, agree with the
Chairman of the Federal Reserve Board that in the event it be-
comes impossible to reduce spending to a sufficiently large degree,
then substantial further tax increases would be needed to bring
deficits and interest rates down?
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Dr. SEGER. When you look at a budget, you've got two things you
can work with. You can work with the revenue side, which means
tinkering with taxes, or you can work with the expenditure side.

Senator Sasser. Well, that’s very apparent and I know that, Dr.
Seger. But my question to you is, how would you go about reducing
the deficit? We've had the Chairman of the Federal Reserve Board
up here and he has testified that the deficit must be reduced. If for
some reason we cannot reduce spending enough, then he's recom-
mended that in that event there be a substantial further tax increase
to bring the deficit down so interest rates will come down.

My question to you is: How would you get the deficit down and
would you agree with the Chairman that in the final analysis we
might have to have some substantial further tax increases?

Dr. SeGcer. I wasn’t trying to be flippant on the comments about
the budget. I'm just saying that you've got three choices. You can
address the expenditure side; you can do something with taxes; or
you can do a combination of the two.

Senator Sasser. Well, what would you do? What would you rec-
ommend to this committee? You're going to sit on the Board which
has great economic impact and helps determine the economic
polé?cy of this country. What would you recommend to this commit-
tee’
Dr. SeceRr. Is the Congress going to take its cue as to what to do
with the budget from the Federal Reserve Board?

Senator Sasser. Well, Dr. Seger, the Senators ask the questions
here and the witnesses respond and what I'm trying to determine
today is what your economic views are and how you would react on
the Board of Governors. Now if I were on the other side of the
table, I would answer those questions.

Now they tell me that my time is up. So I will be back again.

The CHAIRMAN. Senator Sarbanes.

Senator SARBANES. Thank you, Mr. Chairman.

Dr. Seger, what I would like to do in my opening round of ques-
tions is to get a clearer idea of what it is you have done in your
career. I think the statement submitted to us in that regard is
somewhat sketchy and I'm particularly interested in the last 10
years.

I take it that in the summer of 1974 you left the Detroit Bank &
Trust Co. and went over to the Bank of the Commonwealth in De-

troit. Is that correct?

Dr. SEGER. Yes.

Senator SArBanNEs. Now did those two banks later merge? Were
they competitors of one another?

Dr. Secer. Yes, they merged in 1983 and they were both in the
Detroit market. The Bank of the Commonwealth had been a prob-
lem bank since the late 1960’s. The FDIC gave them assistance a
few years later and a new management team was put in place. The
new president from Boston asked me in the summer of 1974 to give
him a hand by working on their investment problems.

Senator SARBANES. What kind of problems did the Bank of the
Commonwealth have? .

Dr. SEGER. Going back to the 1960’s, which is when this big prob-
lem developed, they had put on a very heavy load of long-term mu-
nicipal bonds. This was back in the mid-1960’s, 1965-67, somewhere
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along in there. They had also made a lot of loans that didn't turn
out to be terribly high quality. I guess if I had to pick a single prob-
lem that was the key one they faced, it was making an investment
mistake and acquiring too many long-term obligations such that
when interest rates rose the values of these changed dramatically.
Senator SArRBANES. Well, now you stayed with them for just 2
ears?
y Dr. SeGer. Right. As I indicated, I really wanted to get on to
teaching and some lecturing.

Senator SARBANES. Did you contribute to bringing the bank out
of its difficulties, or did it continue to have those problems?

Dr. SEGER. I certainly worked on the problems. It helped me un-
derstand how difficult it is to take a bank that is already having
tremendous difficulties and in fact turn it around.

Senator SARBANES. They subsequently merged into another bank;
is that correct?

Dr. SEGER. They continued to have tremendous problems through
this whole period. I left in 1976, but when I was a regulator in
Michigan in 1981 and 1982 it was still a big problem, and at the
end of 1983—I've forgotten the exact month—it was merged out of
existence and Comerica Bank-Detroit acquired it.

Senator SARBANES. Would it be accurate to describe it as a shaky
financial institution?

Dr. Secer. That’s what I meant by problems; yes.

Senator SARBANES. When you left in September-October 1976,
leaving aside the not quite 2 years when you were the commission-
er of financial institutions in Michigan—that was from January
1981 to December 1982—I'm not altogether clear on what you were
doing over the last 8 years. It would be helpful if you could run
through what you were doing during that period.

TEACHER AND LECTURER

Dr. SEGER. I have done, as I said, some teaching.

Senator SARBANES. Let’s take it seriatim. I just want to get an
understanding of exactly what your career has been. When you left
the bank in September 1976, then what did you do?

Dr. SEGeR. I worked on some consulting jobs. I prepared individ-
ual lectures. I gave various talks. Then in the fall of 1977, I was
asked to teach at the University of Michigan to cover for Professor
McCracken who was going to be away, so I started preparing my
lectures and started teaching at the University of Michigan in
1978. As I said, I hadn’t taught business conditions before, so——

Senator SARBANES. Between September 1976 and January 1978 in
effect you were free lancing. I don't know if that is the right ex-
pression to use, but you were in that status? You did some lectur-
ing, I gather, and some consulting from your home?

Dr. SEGER. Yes.

Senator SARBANES. I take it you didn’t have an established con-
sulting office or anything of that sort; is that correct?

Dr. SEGER. That’s correct.

Senator SArRBANES. How extensive was that activity during that
not quite 18-month period?
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Dr. SEGER. I did some work for a bank in Alabama. I did some
work for a bank consulting company. I helped them set up a data
base. And, as I said, I gave lectures.

Senator SARBANES. The lectures that began in January 1978 or
other lectures?

Dr. SeGER. Individual lectures.

Senator SArRBANES. How many of those, just roughly, did you give
anlii how often did you do that? This was your source of income, I
take 1t.

Dr. Secer. The consulting jobs I was doing and——

Senator SARBANES. How often would you give a lecture?

Dr. SEGER. I don’t know if I can remember the exact number.

Senator SARBANES. Once every couple of months, once every 3 or
4 months, more often than that?

Dr. SeGer. I would say an average of a talk a month; that's a
very loose estimate.

Senator SARBANES. Now in January 1978 you undertook to teach
these courses at the University of Michigan in the business school?

Dr. SEGER. Yes, sir.

Senator SArRBANES. How many courses did you handle?

Dr. SEGeR. I handled an undergrad business conditions course,
which was a business economics course, and a graduate course; the
total was 9 hours, which was full time.

Senator SARBANES. So you were not a full-time teacher?

Dr. SeGger. Yes, I was full time.

" E'é??nator SarBaNEs. What was the nature of the appointment you
ad?

Dr. SEGER. You mean my title?

Senator SArBaNEs. Well, were you a lecturer in the school or
simply an outside consultant? You must have had some faculty
status.

Dr. SEGER. I was an associate professor.

Senator SARBANES. You were an associate professor?

Dr. SEGER. Yes.

Senator SARBANES. Does an associate professorship carry tenure
with it at the University of Michigan?

Dr. SEGeR. Not for a couple of years, no. You have to have been
an associate professor for a number of years. I think it’s 3 years.

Senator SARBANES. Is that the category just below full professor?

Dr. SEGER. Yes, it is.

Senator SarBanEs. All right. Now you did that for a semester. I
gather when you were taken on it was on the understanding——

Dr. SEGer. No; I did it for 1% years, 1978 and 1979.

Senator SArRBANES. All right. All on this basis of filling in for a
professor who was on leave?

Dr. SEGER. Yes.

Senator SArBaNES. Then he returned, I take it—he or she re-
turned and then that was the end of that?

Dr. SEGER. Yes. :

Senator SARBANES. Then what? .

Dr. SEGer. Then I went back to doing individual lecturing. I also
talked to some schools elsewhere about a full-time, permanent
teaching job, because I did like teaching and I did want to do more
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of it. Eventually I was hired by Oakland University. That’s where 1
was teaching——

Senator SARBANES. Had you explored while you were at the Uni-
versity of Michigan any possibility of a more permanent job there?

Dr. SEcer. They talked to me about it. I'm a graduate of the Uni-
versity of Michigan and they have a very strong “‘publish or
perish” approach and, as I indicated to Senator Riegle, the thing I
like about academia is the teaching per se. I am not a philosopher.
I am not a theoretician; and I don’t enjoy just sitting and doing re-
search. I was looking for a school where I could be given credit
teaching.

Senator SARBANES. So when you left there you went back, in
effect, to the same status that you had after you left the bank and
before this 18-month teaching stint at the University of Michigan;
is that correct?

Dr. SEGER. Yes.

Senator SARBANES. And more or less in the same terms you were
describing earlier?

Dr. SEGER. Yes. As I said, when I talked to Oakland back in early
1980 and knew what I was going to be doing there, I-started pre-
paring material for those courses.

Senator SARBANES. So you went to Oakland in the fall of 1980?

Dr. Secer. I actually started teaching in August, but again I
started working on the course, back in the spring.

Senator SARBANES. Then left them rather promptly to take this
position—or did you take a leave of absence?

Dr. SeGer. I had no idea that the Governor was going to ask me
to be a commissioner. I signed a 3-year contract with Oakland and
had every intention of living with that.

Senator SARBANES. Then you went back to them after your stint
as commissioner?

Dr. SEGER. Yes.

Senator SARBANES. Then what happened that you did not contin-
ue along with Oakland?

FULL PROFESSOR AT CENTRAL MICHIGAN UNIVERSITY

Dr. Seger. I was made offers by several schools besides Oakland.
At Oakland I was associate professor. I looked at all the different
offers that I had and chose Central Michigan University, which of-
fered me a full professorship and also would allow me to teach the
finance courses that 1 wanted to teach. At Oakland, courses were
given out more on a seniority basis and I was the most junior
person in that department.

Senator SARBANES. Did you go to Central Michigan University as
a full professor?

Dr. SEGER. Yes, I did.

Senator SARBANES. And as a tenured member of the faculty?

Dr. Secer. Not as tenured. If I go back this coming year, the
tenure decision would be made some time during this year.

Senator SArBANES. I see. So at none of these academic appoint-
ments have you been there long enough to have been considered
for tenure; is that correct?
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Dr. SEGER. Yes. Again, university policies vary. I hate to general-
ize, but it’s always a couple of years before they vote on it.

Senator SARBANES. I understand that, but your response to the
fact that you had not gained tenure anywhere is that you were not
anywhere long enough to meet the time requirements to be consid-
ered for tenure; is that correct?

Dr. SEGER. Yes.

Senator SARBANES. I see my time has expired. I want to make
one point. I share some of the concern that’s been expressed this
morning about the paucity of anything in writing that reflects your
views and positions on substantive matters. And, of course, you
come as an academic; you don’t come as a business person, where
we can look at the company and make some judgment on the basis
of your responsibilities there and the conduct of the company. In
other words, you come from an activity in which what you think
and how you express it orally and in writing is important. I notice,
for instance, that in your financial statement there’s a number of
lectures. Apparently just last month you gave almost 15 hours of
lectures at the New Mexico School of Banking; is that correct?

Dr. SEGeR. | have done that, sir, every year for the last 6 or 7
years. It's a banking school run by the University of New Mexico
and they have these all over the country.

Senator SARBANES. Are those lectures available?

Dr. SEGeR. No, I don’t prepare verbatim scripts. I don’t have a
big staff, I do them myself. I could give you the outline of what I
covered in the course.

Senator SARBANES. Now you gave three lectures to the Michigan
Bankers Association in the course of this last year; is that correct?

Dr. SEGER. Yes, sir.

Se?nator SArBANES. Were they published in the bankers’ maga-
zine?

Dr. SEGer. No, they weren't.

Senator SARBANES. What were they about‘?

Dr. SEGER. One of them was a lecture on women in banking. One
was on improving the education of bank directors, getting them
more tuned in to what’s going on in banking institutions of which
they are directors. The third was a lecture to the mortgage lending
portion of the Michigan Bankers Association.

Senator SARBANES. And of the lectures at the University of New
Mb?)xic‘;a Banking School, the one you just gave, what was that
about?

Dr. SEGeR. It was on regulation of banks.

Senator SARBANES. On regulation of banks?

Dr. SeGer. Yes; then there were some on what I would call
money and banking—banking and the economy.

Senator SArBANES. Have some of the groups or institutions to
which you have given lectures subsequently published them in
their own trade journals or their own internal communications to
their membership?

Dr. SeGeRr. Not that I know of.

Senator SARBANES. Well, I'm not sure I understand that answer.
They have not or——

Dr. SEGER. I have never seen any of them published.
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Senator SARBANES. Or lengthy reports about what you had to say
to their membership? I'm now distinguishing from some publica-
tion in an academic journal. It seems to me that you have appeared
before a number of groups. Have they in effect talked about what
you had to say to them or summarized it or provided excerpts from
it that you know about?

Dr. SeGger. Not that I know about.

Senator SARBANES. Would it serve a purpose to try to check that
out? I'd be very interested in seeing what you have been saying.
You come to us, it is asserted by some, with a significant record;
and yet when we try to find anything that we can examine and
read and consider to find out what your views have been or what
you have said or what you thought, there seems to be just a blank
tablet. It seems to me tKat we ought to try to fill that in if possible.

Would you be averse to trying to go back to some of these places
to see whether there are some reports available? Or perhaps our
staff could work with you in fact in trying to do that?

Dr. SEGER. For example, at a banking school, you run your class-
es just like you run your classes in college. I'm sure that those are
not——

Senator SARBANES. You speak to the Michigan bankers. I take it
they paid you a fee for doing that. Was there was nothing subse-
quently in their monthly journal, or whatever the newsletter or
publication of the Michigan bankers is, that reported your speech
or at least excerpted or summarized what you had to say?

Dr. SEGeR. Not that I have seen.

Senator SARBANES. But there may have been?

Dr. SEGeRr. I don’t get——

Senator SArRBANES. You're suggesting that there may have been
but you just don’t know about them.

Dr. SEGER, I'm just saying I don’t get all the publications, so I
haven’t seen them published.

Senator SARBANES. I think we probably ought to look at some of
the lectures you have been giving and see whether such reports or
publications in fact appeared so we can have some idea of what you
were saying.

Mr. Chairman, could we ask the staff to undertake some effort in
that regard?

The CaairMAN. Of course, the Senator can ask the staff anything
he would like to do. I would like to ask the Senator if we could
move on and he would wait another turn. The committee under
Chairman Proxmire and I have always been 10 minutes and I will
stay as long 10-minute periods as you want, but the Senator has
gone 20 minutes and I wish he would abide by the time schedule
for the convenience of other Senators. I have given up each of my
turns to allow my colleagues. I have asked no questions except at
the beginning, and I will be happy to stay here as long as you want
as many 10-minute periods, but {wish we could stick to the time
that has been the policy under two different chairmen.

Senator SArBANES. Mr. Chairman, I think that point is well
taken and I will endeavor to stick to the time. Could we have the
staff undertake the effort with regard to my inquiries?

[Théa] following material was subsequently submitted for the
record:

36-314 0 - 84 - 3
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ECONOMICS & REGULATION
FRESHMEN CLASS

INSTRUCTOR-MARTHA SEGER

Section enm HOMNEY

1.

I1.

Nature and Hiatory of Money

A,
B.

Kinds of Momey
What is "The Momey Supply"

Function and Importance of Money

A.
B.
C.
D.
E.

Specialization, Exchange and Money
Does Money Matter?

The Quantity Theory of Money

The Keynesian View

Supply-Side Economics

Section on The U.S5. Money and Banking Systes

I.

IrI.

American Commercial Banking

A.
B.

Function of banks a3 financial intermediaries
Bank reserves and facters affecting ther

Credit Creation

A,
B.
c.
D.
E.

How deposits and credit are created

Individual bank creation and destruction of deposits--limits
Banking asystem vs. individual bank

Weekly Fed Statement

Weekly reporting member banks and NYC

Section on Central Banking

II.

Structure and Operatiom of the Federal Reserve Syatem a3 &
Central Bank

A
B.
c.

Function of a central bank

Structure of the Federal Reserve

Operations of the Federal Reserve--service vs. Monetary
Control

Instruments of Monetary Policy

A.
B.
C.
D,
E.

Open Market Operations
Reserve Requirements
Discount mechaniam

Reg Q

Other--selective
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111, Goala of Monetary Policy

A. Stable Prices

B. "Full™ Employment

C. Economic growth

D. Balance of Payments equilibrium
E. Other Objectives

F. Problem of conflicting goals

IV. Implementation of Monetary Policy
A. FOMC Directive

B. Monetary Aggregate Growth Targets
C. October 1979 change in emphasis

V. Tight Money--What is it? How i3 it measured?

A. Discriminating Effects

B, Disimtermediation

C. Impact on stock prices

D. Political and Sccial Comstraints

Section on Hqul:tlon
1. Regulation of banks and banking

A. Micro vs. macre
11, The Bank Regulatory Agencies

A. State
B, Federal

I1I, Major banking regulationa

IV, Regulation of other depository inatitutions

Section on Derqulat:ou and L.illlttlbl‘l
I. Major legislation--pre 1980

A. McFadden Act of 1927
B, Glass-Steagall Act of 1933

C, Bank Holding Co. Act of 1956 {and amendments)

II. Major legislation--1980 to Present

A. DIDMCA of 1980
B. Gran-5t. Germain of 1982

Sc;tlon on Structural Changes

I. Holding Companies

1I. Mergers and Consolidationms .
III. Interstate Banking
"1V, Intermational

V. Electronic payments systems
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The CHAIRMAN. I have no objection to any inquiries the Senator
wishes to make.

May I just take a questioning period at this time. I would like to
insert for the record a letter from the National Association of
Women Business Owners which states that the National Associa-
tion of Women Business Owners supports the nomination of
Martha Seger to be a member of the Federal Reserve Board.

[The following letter was subsequently submitted for the record:]
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NATIONAL ASSOCIATION OF WOMEN BUSINESS OWNERS
CAPITAL AREA CHAPTER

June 19, 1984

The Honorable Jake Garn,

Chairman

Committee on Banking, Housing
and Urban Affairs

United States Senate

Washington, D.C. 20510

Dear Chairman Garn:

The National Association of Women Business Owners
supports the nomination of Martha Seger to become a member
of the Federal Reserve Board. NAWBO is a national member-
ship organization with chapters across the country which
is devoted to increasing opportunities for women entrepre-
neurs, As such, it recognizes the fundamental importance
of the Pederal Reserve Board and believes that this quali-
fied woman should join its ranks. Accordingly, we urge
the Committee to vote favorably on this nomination and
send it promptly to the Senate floor.

Sincerely,

ia Li ttle;o%
Pregjdent

Nat¥onal Association of
Women Business Owners

Hir

VL/al
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The CHaIrMAN. I would also just note, getting back to the collo-
quy that Senator Riegle and I were having at the opening, once
again I want to emphasize so there’s no misunderstanding, the
members of this committee as long as I'm chairing it, will have the
opportunity to ask as many substantive questions as they wish; cer-
tal;::lly that is their right and nominees should be carefully consid-
ered.

OPENING STATEMENT PROBLEM

But I would just note for the record that in reviewing just a few
of the past nominees, there was no opening statement from Chair-
man Volcker, no opening statement from Nancy Teeters, no open-
ing statement from Preston Martin, no opening statement from
Frederick Shultz, no opening statement from Emmett Rice. I would
conclude from the record of each of the hearings I have here, all of
which are very brief, with the exception of Chairman Volcker’s ini-
tial one, that it is not uncommon not to have an opening state-
ment.

Also, in just reviewing these brief ones, Chairman Volcker, Lyle
Gramley, Emmett Rice, Mr. Shultz, and Mr. Martin also answered
that they would serve the full term. Chairman Volcker in his re-
confirmation did not commit to serve a full term. So I think at
least on those two questions, it’s not unusual, as shown by the
record of at least five of the last nominees.

Senator RIEGLE. Mr. Chairman, might I just ask one question
with respect to the points you made? It would seem to me in the
instance I think of all the ones that you mentioned that their views
on the basic monetary and economic and financial policy issues
were generally quite well known because they in themselves were
quite well known. Their views were quite well known.

The CaairMmAN. I would think that would be true of Chairman
Volcker and Preston Martin. Preston Martin had served previously
on the Federal Home Loan Bank Board. I would not think that was
true of Lyle Gramley, Emmett Rice, or Mr. Shultz, who was a busi-
nessman down in Florida.

Senator RieGLE. Well, if I just may, I remember Shultz because
he ran a forecasting service and so he——

The CHAIRMAN. I personally had never heard of him until he was
nominated. Maybe that’s my own ignorance.

Senator RIEGLE. My point is that there was material in writing
as to his views and so what we had an opportunity to do as a com-
mittee was to gather those materials before the hearing and basi-
cally understand more about what their views were, their ideas,
their attitudes and so forth. And that’s what’s missing here. That's
the only point I make.

The CrairMAN. I don’t want to prolong this, but with each of
them, even Preston Martin, who was a Ph.D. and had been a teach-
er and so on, has a list of only about five published works. So, vir-
tually all of them, with the exception of one or two, have not had
an extensive background of writing in those areas. It's an academic
point. I just felt that it was unfair to use these against Dr. Seger
when it was common practice not to have an opening statement or
published writings. Again, Emmett Rice had none to take credit for
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at all, and we approved him in eight and a half pages, with no ex-
tensive review of his background at all. He’s turned out to be a fine
Governor, but if we were judging him by the same criteria we're
apparently using today, he certainly didn’t look very good on
paper, but he's turned out to be a very fine Governor. I certainly
have appreciated his work since 1979 when he was approved.

One other point, the Congressional Budget Office currently esti-
mates the 1984 fiscal deficit will be $175 to $180 billion. Senator
Riegle noted before that you estimated last September the 1984 def-
icit at $155 billion. Last September the CBO’s estimate was $198
billion. Thus, your estimate is about as accurate as the CBO’s. You
were $20 billion under and they were $18 billion over their current
estimate.

I would also note, in response to a question from Chairman Prox-
mire about the length of the term, that in 1979 he received a letter
from Henry Wallach and here are some of the facts: The last eight
members all resigned before the end of their term except Steve
Gardner who passed away, he left before his term as well, and
George Mitchel, who served out his entire term. He gives some ex-
amples here of years served. Years served: 3 years, 7T months; 3
years, 5 months; 8 years, 5 months; 3 years, 11 months. When you
get into the list of how long people served, there are very few that
served over 3 or 4 years until you get way back in history. There
are some that scored for 10 or 11 years when you get back to the
oné-riler Chairman of the Fed of 14 years from Utah, Mariner

cles.

So a 14-year term seems to be very, very academic in looking at
the record and rather meaningless as to how long people stay.

Senator RieGLE. Mr. Chairman, on that point, we've talked about
it and I mentioned it. There is a question on the form and the wit-
ness has answered it in the affirmative. Why don’t we ask her if
it’s her intention to serve the 14-year term? She’s here. Is it your
intention to serve the 14-year term as you said in your statement?

Dr. SEGeER. To my knowledge at this minute. I don’t know what
will happen to my health.

Senator RIEGLE. Assuming good health, but it’s your intention to
serve the full term; is that right?

Dr. SEGER. Or, as I said, some family catastrophe or——

Senator RieGLE. But barring that, barring some extraordinary
event, it is your intent to serve 14 years?

Dr. Seger nods head.]

nator RIEGLE. You're shaking your head yes.

Dr. SEGER. Yes.

The CHAIRMAN. But again, I would only say that Volcker, Gram-
ley, Rice, Shultz and Martin, as far as I went back, said exactly the
same thing.

Senator RieGLE. I don’t know if the question was asked them in
the same way. We've got the witness here and she’s just answered
that it’s her intention.

14-YEAR TERM IS ACADEMIC

The CHAIRMAN. It’s very direct in the disclosure. I'm sure they
all or most of them expect to. Volcker did not. He’s the one excep-
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tion recently. In his renomination he said he would not. The rest of
them answered exactly the same way, whether it was verbal or it
was in writing. I'm just trying to make the point that I think the
14-year term is academic as proven by a list of every Federal Re-
serve Board Governor that has ever served since 1913-82. Mariner
Eccles was the only one that served term after term.

Senator ProxMIre. William McChesney Martin.

Senator SARBANES. Mr. Chairman, that happened because some
of the earlier appointees weren’'t appointed for a 14-year term.
Nancy Teeters, whose term just expired did not get a 14-term. She
got only the balance of what remained of a 14-year term. Usually,
when they come before us, the nominees are not being put into a
spot on the Fed for the 14-year term just beginning.

The CHAIRMAN. Those of them I cited, Senator, were. Volcker,
Gramley, Rice were 14-year terms. Gramley is still there, but we're
arguing about something I think—there’s a factual record here
that is indicative of the point I am trying to make. If my colleagues
want to argue with the record, fine, be my guest. Again, I will
repeat, all of the substantive questions on her philosophy are fair
game and should be asked. We will stay as long as necessary until
my colleagues have asked all the questions they wish to ask.

I'm just trying to indicate as best I can, without prolonging this
over and over again, that I felt it was only fair to point out in the
record, on the points of a 14-year term, published articles which
are rather meager in most of the ones I have had an opportunity
look at, and the issue of whether an opening statement is detri-
mental or not, when Chairman Volcker, Preston Martin, Frederick
Shultz, Emmett Rice also had no opening statements. So, maybe we
should reconsider their nominations on that very important point.

Senator Sasser. Could we reconsider some of those in actuality,
Mr. Chairman, I wouldn’t mind doing that.

The CHAIRMAN. Senator Proxmire.

Senator PrRoxMIRE. Mr. Chairman, I might just point out that
Henry Wallach has served for 10 years and is still going strong and
will serve another 4. Charles Partee has served for 8 years and he’s
going strong and there’s no indication he’s going to quit. Emmett
Rice has been in there for more than 5 years and he's likely to con-
tinue. Lyle Gramley shows no signs of giving up. He’s been in there
for 4 years.

So I think there’s an indication that at least the present Board
likes their job and is likely to stick around for a while.

I'd like to ask you, Dr. Seger, your judgment about what respon-
sibility you believe the Federal Reserve has to prevent a sharp in-
crease In interest rates. Suppose the economy and business loan
demand show strong growth and interest rates continue their
upward rise. Should the Fed accommodate this demand by relaxing
its grip on its monetary targets or should it stick to those targets
irrespective of what happens to interest rates?

Dr. SEGer. The Fed, in my judgment, does not target interest
rates and——

Senator ProxMIRE. Should not target interest rates?

Dr. SEGer. Does not and should not target interest rates.

Senator ProxMIRE. All right.
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JOB OF THE FEDERAL RESERVE

Dr. SEGer. What they basically do is try to implement a mone-
tary policy that meets their overall goals of encouraging the nonin-
flationary rate of growth in the economy and generating many job
opportunities. If, in the process of curbing inflation, which they
think is a desirable goal, this tends to put the squeeze on the avail-
ability of money and credit, in combination with all the other fac-
tors that influence interest rates, that would drive up interest
rates.

Senator PrROXMIRE. So as far as you're concerned, if interest rates
go up, then so be it. They went up not long ago—as you know, the
prime rate was 20 percent, the mortgage rate was 17 percent—
these were extraordinarily painful and difficult for many people in
the economy. You think we just have to take that punishment and
take that pain in the interest of achieving price stability and in the
interest of the long-run health of the economy?

Dr. SEGER. I remember those high interest rates very well. It was
in 1981 and 1982 when I was in my regulating job and it was very
painful, there’s no doubt about it. But at that time they were
trying to get that runaway inflation under control. Now today I
think in fact, I believe you referred to this earlier—that we have
made very good progress in bringing down the rate of inflation
from where it was in the late 1970’s. It’s about a third of what it
was. Inflation itself is an influence on the level of interest rates
and having these lower levels of inflation, I think, is, again, going
to help keep interest rates down, regardless of what the Fed does.

Senator PrRoxXMIRE. I don’t want you to take too much time on
this, maybe just a sentence or two on these would be very helpful.
I'd like to get a notion of your idea of the kind of Federal Reserve
Governor you'd like to be and the kind of job the Federal Reserve
Governor should do. So give us a brief critique that is your opinion
of the wisdom and success or failure of the monetary policy of the
Fed under each of the last four Chairmen. First, William McChes-
ney Martin. He was Chairman, as you know for 20 years, perhaps
the most famous Chairman of this century—I should say, ever
since the Federal Reserve has only been here since 1915.

Dr. Secer. William McChesney Martin was Chairman of the Fed
when I was a low-level staff economist there in the mid-1960’s.

Senator PROXMIRE. You were at the Fed then?

Dr. SeGer. Yes, sir. I was a financial economist in the capital
markets section.

Senator Proxmire. What is your judgment of the kind of job
Martin did?

Dr. Secir. He was very well respected. I thought he did a very
good job. He was well regarded in the business community, as
Chairman Volcker is.

Senator PrRoxMIRE. What was the heart of his approach and his
policies in your view?

Dr. SEGeR. The expression that I recall most vividly was “leaning
against the wind"’—I believe that was the way he said it.

Senator ProxMIRE. You think that’s a pretty good philosophy for
the Fed to follow?
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Dr. SEcer. What that basically says is if the economy is whip-
ping ahead the Fed leans on it to keep it from expanding too rapid-
ly; if it’s slowing excessively, then the Fed would lean against that
movement.

MSenator ProxMirRe. How about Arthur Burns? He followed
artin.

Dr. SeceR. I do not know Arthur Burns.

Senator PrRoxMIRE. Well, you were very interested at that time, I
presume. He was the Chairman for 8 years during a period when
you E;ad left the Fed. What is your judgment of his period as Chair-
man?

Dr. SEGER. Again, he was very highly regarded as a business con-
ditions economist. He was very knowledgeable on why business
cycles occur and had done a lot of work and research on that. To
my knowledge, he was well regarded in the business community
and in the banking community.

Senator PRoxXMIRE. Do you have any feeling about the allegations
that in 1972 he deliberately increased the money supply to ease
economic conditions and bring down interest rates and help reelect
President Nixon? Do you have an opinion on that?

Dr. SeGer. I have no idea, but I certainly have never heard any-
thing about Arthur Burns that would make me suspect that.

Senator PrRoxMIRE. There was a lot of talk about that in the elec-
tion. As a matter of fact, during that year, there was an extraordi-
nary increase in the money supply compared to what had hap-
pened before and after.

How about William Miller? He served 4 years recently.

" Dr. SEGeR. I met William Miller once when he was at Textron;
that’s my personal exposure to William Miller. It seems to me he
was in and out as Chairman rather quickly.

Senator ProxMIRE. Well, 4 years.

Dr. SEGER. I can’t be exact on his tenure.

Senator PROXMIRE. All right. Finally, how about Paul Volcker?
What's your judgment of his chairmanship? Do you think his poli-
cies generally have been right or wrong?

Dr. Seger. I think Mr. Volcker came in at a very tough time
back in 1979, that he needed to do some things to restore confi-
dence in America, confidence in our public policies. From what I
have gathered, he’s a take-charge type. He's willing to make the
tough decisions. He's willing to take strong stands and, certainly in
the financial community where I have a lot of contacts he has been
well regarded and still seems to be.

Senator PRoXMIRE. Dr. Seger, you were right and I was wrong
when I referred to William Miller. He was there only 15 months,
not 4 years. I was wrong about that. He then became Secretary of
Treasury.

Let me ask you some other questions that seem technical but I
think they're very important because of the options the Federal Re-
serve Board has.

FED'S POWER TO CHANGE RESERVE REQUIREMENTS

How useful is the power to change reserve requirements been as
monetary tool of the Federal Reserve Board?
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Dr. Secer. We went through a period when it lost its usefulness
because of the fact that only banks who were members of the Fed-
eral Reserve System were subject to the Fed’'s reserve uire-
ments; there was a shrinking family, and this is one of the things
that you corrected in the Monetary Control Act.
salSenator ProxMIRE. Now we've made them pretty much univer-

Dr. SEGER. Yes; but I'm talking about the period up to 1980.

Senator ProxMIReE. Under present circumstances, do you think
this is a good option, that we should use change in reserve require-
ments to affect the money supply?

Dr. SEGER. It's certainly one of the available tools, yes.

Senator ProxMIRE. Banks always tend to oppose that. Of course,
if we try to increase reserve requirements, it means it affects their
profitability. You think it’s a tool we should use. We haven’t used
it much for many years, as you know.

Dr. SEGer. As I said, I think the reason it wasn’t used for a long
time was this problem of withdrawal of banks from the Federal Re-
serve System.

Senator ProxMIRE. This committee will have to work on a very
controversial issue which is whether or not we should pay interest
on required reserves. Do you think the Federal Reserve should pay
interest on required reserves?

Dr. SeGer. I think we should.

Senator Proxmire. That would be $1% billion, according to the
staff, subsidy to the banks at a time when we're cutting everybody
else such as food stamps and nutrition programs. We should pay
$1.5 billion subsidy to the banks in your view. Why?

Dr. SEGER. I guess I don’t really view it as a subsidy.

Senator ProxMIRE. You what?

Dr. SEGeR. I guess I don’t view that payment as a subsidy. I
think it’s more a matter of equitable treatment. When banks are
forced to keep reserves at the Fed while other kinds of institutions
that compete with banks do not have to—are not subject——

Senator PROXMIRE. They never paid them before and banks pay
between 2 and 3 percent of their income in taxes to the Federal
Government because of various provisions in the tax laws. But you
think on top of that we ought to give them a $1.5 billion interest
paﬁment on their required reserves?

r. SEGER. What | was getting at was the matter of equitable
treatment, comparing banks to other institutions that compete
with banks that do not have to leave reserves in place.

Senator Proxmire. Of course, as I say, we have made reserve re-
quirements—we’ve required now that the banks that didn’t use to
have reserve requirements have them—credit unions, S&L’'s—so we
have changed the law in that respect.

Dr. SEGeR. I was thinking more of money market mutual funds
which are competitive but, to my knowledge, are not reservable.

Senator PROXMIRE. My time is up, Mr. Chairman.

The CHAIRMAN. Senator Riegle.

Senator RieGLE. Mr. Chairman, I want to go into a subject here
that will take probably all my time, so I'm going to go as quickly as
I can so I'm able to finish it and if I run over I'm going to ask my
colleagues to yield to me briefly so I can finish it.
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I'm having the clerk bring down to you, Dr. Seger, a copy of an
op-ed feature that ran in the Record-Eagle paper in Traverse City
on June 6 of this year which I'm sure you’re familiar with because
it’s a piece that you wrote to the paper and which they published
on that date. So I'll give you a minute to take a look at it. I'm sure
you’re familiar with this. As I say, this is hot off the press because
of the June 6, 1984 date.

And I would ask, Mr. Chairman, that a copy of this be made a
part of the record.

The CuHAIRMAN. It will be made a part of the record.

[The article follows:]
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PUBLISHED ARTICLE OF JUNE 6, 1984

Senator RieGLE. Now, I assume you wrote this piece.

Dr. SEGER. I sent a letter to the editor of several papers back in
early May. Apparently they just ran it in Traverse City in June,
but the letter went out in early May.

Senator RieGLE. But you wrote it, I take it?

Dr. SEGeR. Yes, I did.

Senator RIEGLE. And you stand by what it says? You wrote this
piece. These are your views; is that correct?

Dr. SEGER. Yes, it is.

Senator RieGLE. I understand this also appeared in other papers
in Michigan. I understand it was distributed more broadly than
just to the Traverse City paper.

Dr. SEGER. I sent a letter to the editor of a number of papers in
Michigan. I don’t know which day the papers chose to run it.

Senator RiEGLE. But in any event, these are your views and this
is accurate and this is what you submitted for publication and they
published it; is that correct?

Dr. SEGER. It looks a little truncated, but it’s basically——

h Se‘l;lator RIEGLE. You think there may be more than what is
ere’

Dr. SeceRr. I think they squeezed down some of the sentences.

Senator RieGLE. I assume they have not added anything that you
didn’t say because they present it as directly from you.

Now I want to remind you that you are under oath, as I'm sure
you will recall, and I want to know whether you stand by what you
have said here word for word.

Dr. SEGER. I was going back to the 1982 election.

Senator RieGLE. If I may, let me get into that in a second.

Dr. Seger. OK.

Senator RiecrLE. And I will give you plenty of time to respond,
but I just want to know whether you stand by what you have writ-
ten here today in terms of your appearance before this committee.

Dr. Secer. This is generally it. I don’t have my original with me
to see if they did change some of the exact——

Senator RieGLE. Well, we'll check that out. As far as you know,
as you scan it, these are your views and you sent these views in for
publication and they have been published; is that correct?

Dr. SEGeR. Yes.

Senator RiecLE. OK. Now I want to file a very important dis-
claimer here and I want to make clear to the record, to you, to my
Senate colleagues, and to the press that's present that I have no
particular desire or any desire at all to focus on the content of the
issues that are raised in this piece. That is not why I raise this. I
want that made very clear because I don’t think that those issues
per se necessarily have any relevance to the question of someone’s
suitability to serve on the Fed. I just want that to be an ironclad
disclaimer at the outset.

My concern lies elsewhere, and that’s with the whole question of
the accuracy of what was said and the reasonableness of the repre-
sentations that appear. There are a couple reasons this is impor-
tant. One of the reasons is that, as I said at the outset, I only have
in my possession two documents that contain your views as they
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have been presented publicly, the one that we talked about earlier
on economics and this one, which is in fact this month. This one is
current, a different subject, but that’s all I have to work with at
the moment until I have something else added to it.

Now it’s been indicated to me that there are a number of things
in this particular story that are not accurate, so I just want to go
through two or three of them because I want to know whether you
stand by the assertions in light of the fact that it’s been said to me
that they are not accurate.

For example, the first one that I'd like to cover with you indicate
that Helen Milliken, a former First Lady of Michigan, supported
Democrat James Blanchard.

Now it’s been asserted that that is not true, that she did not sup-
port him. Do you stand by the notion that she did and what do you
mean by support? Did she endorse him? Did she act on his behalf
as a candidate. What do you base that on?

Dr. SeGer. Two things basically. One is she was at a meeting; I
was told by someone who was at a meeting in downtown Detroit, a
big women’s rally for Jim Blanchard, that Helen Milliken was
there and was with these other women who were supporting Blan-
chard. That’s one thing.

The second piece of information that I used to base that on is
that Randy Riecker, who was the vice chair of the Republican
Party of Michigan, at a testimonial dinner for her because she was
retiring, indicated that she was the only Republican woman in an
official position who backed Headlee in the 1982 campaign.

Senator RIEGLE. So on the basis of what you just said, you feel
comfortable making the assertion that Helen Milliken supported
Democrat James Blanchard?

Dr. SEGeRr. The third point I would make is she came out in
many, many articles with strong critical statements of Headlee and
his staff.

Senator RiEGLE. Isn’t that quite different?

Dr. SEGER. Oh, yes, and——

Senator RIEGLE. It's one thing to criticize another candidate and
it’s something else to support a candidate. That seems to me to re-
quire an affirmative act, a statement, an appearance together.

Dr. SEGeR. The first two may have fallen in that category.

Senator RIEGLE. So based on what this person told you in terms
of the first thing you mentioned that she apparently was with a
group of people who——

Dr. SEGER. A big women’s rally.

Senator RiEGLE. You've drawn the conclusion you think you have
enough evidence then to make the direct assertion which you make
here that she supported Democrat James Blanchard; is that right?

Dr. Seger. That, and the Randy Riecker comments.

Senator RieGLE. But those three items are the basis for which
you have drawn the conclusion and you make the positive assertion
under your name that she supported Blanchard; is that correct?

Dr. Seger nods head.]

nator RIEGLE. Would you say yes so the stenographer can
record your response.

Dr. SEGER. Yes.
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Senator RiecLE. Now the second item I would raise—and you’ve
got a copy of this in front of you, so let’s go down now to the para-
graph that says, “According to the news release issued by the
Women's Assembly” et cetera. Did you see that news release or do
you have it now? Would you have it in your files?

Dr. SEGer. | have it in my files, yes.

Senator RieGLE. I think it would be helpful if you gave us that.

Dr. SEceRr. In fact, a copy of that was attached to the letter to
the editor, sir.

Senator RIEGLE. I think it would be important that we receive
that as well because it gets to the question of the accuracy in your
representations and your thoughts here.

Now I notice in the end of that paragraph you quote from this
news release—and you're certain, by the way, that it was issued by
the Women's Assembly?

Dr. SEcer. That’s what it’s called, Women’'s Assembly.

Senator RieGLE. But it was issued by them in their name as an
official document?

Dr. SEGER. Yes.

Senator RiEGLE. You're certain of that. And that’s on the docu-
ment that you have that you're going to provide to me and the
committee?

Dr. SEGER. Yes, sir.

Senator RIEGLE. I notice at the end of that paragraph you quote
all the way through except down to the end of the paragraph the
last two words, “including marriage” are not included in the
quotes. What’s the significance of the fact that those words are
there outside the quotation marks?

Dr. SEGER. As I recall, it was not the same sentence.

Senator RIEGLE. Are you adding that then in terms of your inter-
pretation or do you mean that to be as well in quotation marks?

Dr. Secer. The way I understand quotation marks is you use
them if you are quoting exactly, word by word.

Senator RieGLE. That's my question. Are you editorializing here
or is this a direct quote.

“INCLUDING MARRIAGE''—DIRECT QUOTE

Dr. Secer. Well, the “including marriage” came from another
part of the same——

Senator RIEGLE. So in other words, when you send me this docu-
ment I will be able to find those words located in the equivalent
context elsewhere; is that correct?

Dr. SEGER. Yes, as I recall.

Senator RIEGLE. So, in other words, although there might be a
dot-dot-dot here showing a separation, your assertion to the com-
mittee is that the words “including marriage” would also be found
as a quotation off this pamphlet that you referred to and so proper-
ly that might also then include a quotation mark here and that is
not an editorial addition by yourself; is that correct?

[Dr. Seger nods head.}

Senator RieGLE. Your answer is yes?

Dr. SEGeR. As I remember the piece, that’s correct.

Senator SARBANES. Would the Senator yield?
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Senator RIEGLE. Yes.

Senator SARBANES. Dr. Seger, the reason for this is the stenogra-
pher can’t take down nods of the head and she has to have some
oral statement from you. If you're going to nod your head, if you
could also say yes, it would be very helpful to the orderly proce-
dure of the committee. Then Senator Riegle doesn’t have to keep
saying, “I take it your answer is yes,” because you've simply been
nodding your head and it would be helpful if you could answer
orally. If you shake it the other way, say no.

Dr. SeGer. OK.

Senator RiEGLE. Finally, I'm not trying to rush you but the time
is late and both caucuses are meeting and I've got a number of
other things I want to get into here——

The CHAIRMAN. You know how boring those caucuses are.

Senator RiIEGLE. Well, sometimes they are, although it’s very im-
portant in this instance.

You go on to say two paragraphs down, ‘“Helen Milliken, and
Elly Peterson made their views known at that convention,” and
you made the assertion here that they were in some fashion active-
ly involved conveying attitudes at the Republican Platform Com-
mittee. Do you know that to be the truth firsthand, or is this hear-
say?

Dr. SEGeR. I was not on the platform committee, but I was told
that.

Senator RIEGLE. So you made that assertion based on the fact
that somebody else made that representation to you and you feel
comfortable on that basis making the assertion in your own name,
because that’s what you're doing here—you’re not saying here, “I
was told by someone such and such,” you're making it as an asser-
tion in your own name and so, in a sense, you're adding your credi-
bility to the assertion and you mean to do that; is that correct?

Dr. SeEger. This was covered by the media at that time.

Senator RIEGLE. But you're telling me something different here.
This is something that is published under your name and this is
your choice of language and words and you're making the asser-
tions and I want to know whether I can understand the fact that
you believe this to be the case and you are making the assertion.
And you are, I take it?

Dr. SEGER. Yes, I am.

Senator RiecLE. OK. Now I want to say again I am not interested
in rehashing the consequences or even the substance of what is
being talked about here. I am concerned about the accuracy of your
representations and your sense of confidence in making those kinds
of assertions.

So I checked it out in terms of what the recollection would be if
Mrs. Milliken and Elly Peterson, who are referred to here by name
with respect to these items, to find out if in fact what you said is
true, at least as they would see it, and I have gotten a very strong
response to the contrary. As a matter of fact, it was given to me
o}\lrer the phone today and in writing which is being sent to me in
the mail.

36-314 0 - 84 - 4
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RESPONSE TO ARTICLE

Let me just send some copies around here so my colleagues will
have it as well. This is what they say in response to that. It’s ad-
dressed to me on behalf of my questions to them so it can be pre-
sented to the committee.

It reads as follows:

Concerning your inquiry about the letter being sent by Ms. Seger to various
Michigan newspapers we would like to be on record concerning the inaccuracies her
letter contains:

1. Helen Milliken did not support the gubernatorial candidacy of James Blan-
chard.

2. The Womens Assembly, made up of 28 statewide Michigan organizations such
as the YWCA, the League of Women Voters, the American Association of Universi-
ty Women, the Business and Professional Women, did not issue a “plan to under-
mine the family structure in Michigan”—the goal of the groups participating in
Womens Assembly was to strengthen and improve the quality of family life through
the more than 75 issues with which it dealt, such as education, employment, family
relations, health care, community concerns, and international relations.

I should say, by the way, that this letter that was sent to me was
sent over the names of both Helen Milliken and Elly Peterson.

Continuing now—

The plank which Ms. Seger so outrageously distorts (deals with private consentual

adult activity and) reflects one adopted by the American Law Institute and Ameri-
can Bar Association. Twenty-five States have already enacted it into law.

I further understand from the conversations that there’s a ques-
tion as to whether or not such a statement as you described earlier
in your piece was released by the Womens Assembly, but I guess
we can clear that up if you've got what you purport to be the docu-
ment that you say is that. So we will take a look at it and see
who’s right in that respect.

Point 3 covers this point and that is:

There was no press release as alleged by Ms. Seger in paragraph 3. That para-
graph contains her own interpretation of the plank described in the paragraph im-
mediately above.

4. Neither Helen Milliken or Elly Peterson testified before the platform commit-
tee at the Republican National Convention in Detroit or attempted to influence any
of its members on a one-on-one basis. Our only activity at the convention was to
participate in the Equal Rights Amendment march and thereby express our concern
over the removal of support from the platform of the Equal Rights Amendment
which had been a part of the Republican platform since 1940.

Thank you for your inquiry.

Sincerely,
HEeLEN MILLIKEN AND ELLY PETERSON.

[The following letter was subsequently submitted for the record:]
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HELEN MILLIKEN
6103 Peninsula Drive
Traverse City, Michigan 49684

June 19, 1984

Honorable Donald W. Riegle
United States Senate
Washington, D. C. 205l0

Dear Senator Riegle:

Concerning your inquiry about the letter being sent by Ms. Segar to
various Michigan newspapers recently, we would like to be on record
concerning the inaccuracies her letter contains:

I. Helen Milliken did not support the gubernatorial
candidacy of James Blanchard.

2, The Women's Assembly, made up of 28 statewide Michigan
organizations such as the Y.W.C.A., the League of Women
Voters, the American Association of University Women, the
Business and Professional Women, did not issue "a plan to
undermine the family structure in Michigan" -- the goal of
the groups participating in Women's Assembly was to strengthen
and improve the quality of family life through the more than
75 issues with which it dealt, such as education, employment,
family relations, health care, community concerns and inter-
national relations.

The plank which Ms. Segar so outrageously distorts deals
with private consentual adult activity and reflects one recom-
mended by the American Law Institute and the American Bar
Association. Twenty-five states have already enacted it into
iaw in their criminal codes.

There was no press release as alleged by Ms. Segar In
paragraph 3. That paragraph contains her own interpre-
tation of the plank described in the paragraph Immediately
above.

3. Neither Helen Milliken nor Elly Peterson testified before the
Platform Committee at the Republican National Convention in
Detroit or attempted to influence any of its members on a
one-on-one basis. Our only activity at the Convention was
to participate in the ERA march to express our concern over
the removal of support from the Platform of the Equal Rights
Amendment which had been a part of the Republican Platform
since 1940,

Thank you for your inquiry.

Helen Mill |ken Peterson
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Senator RiEGLE. As I said, this was dictated over the phone. The
letter has been sent today.

Now in light of this assertion by them, which is now also an offi-
cial part of the committee record, is there any part of your asser-
tion in your letter that you stood behind earlier here in your testi-
mony that you would like now to either withdraw, change, modify,
file a request to say that you would like to maybe have that set
aside until you have had a chance to look further?

Dr. SeGer. As I said, I would like to pull out the couple-page doc-
ument from the Women’s Assembly. I do not have it with me and
that was the way I read it, but I would certainly be willing to
reread it. I will give you a copy.

Senator RIEGLE. I'm wondermg about all the different items here.
In light of the fact that you've had an assertion here from Mrs.
Milliken that she did not support the candidacy of Blanchard,
would you like to change that?

Dr. Secer. That may be semantics, a difference in what she
means by support and what I think of supporting his candidacy.

Senator RIEGLE. So ] guess what you're saying is then that you
stan;i by each and every assertion that you have made; is that cor-
rect!

Dr. SEGER. As I said, I will reread the Women’s Assembly sheet,
but, yes, based on how I remember it. i

Senator RIEGLE. You have her letter in front of you now?

Dr. SEGER. Yes.

Senator RiEGLE. And as I read through it, I assume you had a
chance to read along and follow it.

Dr. SEGER. Yes.

Senator RIEGLE. So I take it then, based on having this in front
of you and their assertions to the contrary, that this does not
prompt you to want to change in any respect your assertions that
are contained in your letter that was published on June 6?

ASSERTIONS STILL ACCURATE

Dr. Secer. As I said, as far as I'm concerned, both of those
women did support Governor Blanchard in that campaign. I re-
member their innumerable statements. Maybe their understanding
of the word “support” and mine are different; I don’t know. The
Women’s Assembly did put out a couple sheets of paper on what
their positions were, and this task force did adopt that. That’s accu-
rate.

Senator RIEGLE. So again, I just want to conclude here, because
my time is up and I want to come back because others I think may
want to cover it too—but in light of the fact that you now have
from them an assertion that is directly in conflict with the assertions
that you made about them, that despite having that in front of you,
you still hold absolutely to the assertions that you have made? You
are asserting that what you are saying is accurate and correct and

. that notwithstanding this statement by them that you have misrep-
resented the facts and misrepresented where they stand on these
things?

Dr. SEGer. As I said, when I think back to 1982—which is the
period we are talking about, the fall of 1982—this is the way I re-
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member what went on and this is the way I remember what was
said in that assembly, and I do have sheets of paper on that. I was
told that they went to the 1980 platform committee and made their
pitch.

Senator RieGLE. ] want to repeat it one more time because this is
very important. You now have from them an assertion that the
facts are different from what you have said and so I want to know,
in light of the fact that now has been said to you and you have
that in front of you, whether you still feel that what you have said pre-
wviously is accurate, that you stand by it, you don’t wish to modify
it, and in a sense, then, you are not prepared to accept these repre-
sentations that are made by them that are at odds with the
charges that you have made or the assertions that you have made?

Dr. SEGER. As I said, as these matters were explained to me and
as I remember their comments from 1982—and that wasn’t based
on anybody else’s comments—this is the way it stands. If what I
was told about the platform activities was wrong, then obviously I
would certainly apologize to them. But this was the way it was told
to me. :

Senator RIEGLE. Are you surprised that you now have from them
an assertion that is as blunt and direct and refutes what you allege
about them? It seems to me it’s a pretty blunt rebuttal of what you
have asserted.

Dr. SeGer. Again, thinking back, they were somewhat disap-
pointed that I openly supported Dick Headlee—who was the Repub-
lican candidate, by the way, in 1982—and these women disagreed
with his stand on the equal rights amendment and were soundly
critical of him on some other issues.

Senator RiIEGLE. So basically, you are not prepared to accept
what they are asserting to be their views and what they did and so
forth. You stand by your opposing view? In other words, you're re-
jecting what they are saying; is that correct?

Dr. Seger. I am saying this is not consistent with the way I
recall it.

Senator RiecLe. Well, I think you have a little different obliga-
tion than that. I think you have the obligation when someone
makes an assertion that you have misrepresented something they
have done and they have said that that is not right, I think you
either then have to stand by your original assertions or I think you
have to be prepared to change your assertions. And I gather you
are saying that your intention right now at this minute in this
committee is to stand by your assertions.

Dr. SEGER. Maybe I didn’t make this clear. I said that if someone
proved to me that what I was told about the platform thing was
wrong, I would be willing to apologize to them. I just said that.

Senator RiecLE. You're misunderstanding me and I think you
ought to be more direct, and that is, you have them now before you
an assertion from them directly and personally that what you have
said is not correct, and I take it that you are not prepared to accept
that. I'm asking you to do one or the other. In other words, either
indicate now that you stand by what you said before, or in fact you
are prepared to modify what you have just said because you have
in front of you assertions by them that it’s inaccurate. I want to
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know which—do you still stand by what you said in print just a
short time ago?

Dr. SEceRr. I wasn’t there, so if these women said they didn’t and
someone else said they did, if what I was told was wrong, then obvi-
ously I would be willing to apologize to them. But I wasn’t there.

Senator RiecLE. Well, my time is up. I will come back to that. I
appreciate the patience of the chairman.

The CuAlRMAN. Well, you've gotten even with Senator Sarbanes.

Senator RieGLE. Well, I think you understand it’s the sort of situ-
ation that’s awfully hard.

The CHAIRMAN. Well, again, I will not take my questioning time
again this time, but I do feel compelled to wonder about this line of
questioning and I fail to see what it has to do with qualifications
for the Federal Reserve. It isn’t fiscal policy and it isn't monetary
policy and, in my 10 years in the Senate, it is the very first time I
have ever seen a local political dispute brought into a hearing, par-
ticularly from the State. If it is an attempt to discredit your credi-
bility, somehow you were misrepresenting, I also find that also
rather hollow. . E

CREDIBILITY OF DIFFERENT VIEWS

All of us represent our views as we see them, particularly politi-
cians. I have listened to debate for 10 years on the floor of the
Senate. I have listened to it on this committee. Senator Riegle and
I have had sharp differences of opinion, but I didn’t question his
credibility because he disagreed with me. We've had the same set
of facts. We have interpreted them differently. I have never been
accused by him of misrepresenting an issue when I believed what I
was saying, nor has it worked the other way.

Last night on the floor on the debate on Nicaragua, we heard as
opposing a viewpoint as you could possibly hear and I don’t dispute
the sincerity of either side of that argument last night—totally dif-
ferent situations. They could take the same testimony, the same
situation, and view it differently in impassioned speeches until 1
o'clock this morning—totally different viewpoints with one side
saying, “You're wrong” and the other side saying, “You're wrong.”
- So I don’t know the situation. I am not a resident of Michigan. I
wasn’t involved in that campaign. All I'm trying to say is that it
seems to me that whatever you said, you undoubtedly believed, and
they have a right to say they believe differently, that they did not
do it. I don’t think that’s an issue of credibility because, apparent-
ly, the Senator is willing to accept their assertions on the other
side and I don’t know how it's possible really to prove either one on
either side.

From the evidence you had, you believed this to be true. They
are saying no. Good Lord, we look at the paper every day and any
paper in this country and any news media, and we see opposing
viewpoints on exactly the same thing. We have seen charges. You
can go back to any campaign you want to be involved in. We saw
Ronald Reagan accusing Gerald Ford of all sorts of things and he
said, “No, it’s not true.” We've seen Fritz Mondale and we’ve seen
Gary Hart making all kinds of charges back and forth and “No, I
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didn’t do that,” “Yes, I did.” It’s not peculiar to one political party
- or one set of politicians.

I think we are really stretching here to prove I don’t know what
kind of a point with a local situation in which you may be wrong. I
don’t know. But to attack your credibility for saying what you be-
lieve and they have their right to deny it. I think we’re once again
trying to pull something out that is rather common practice of
people saying what they believe.

You know, I have actually said things in my life, that I sincerely
believed at the time, that turned out to be wrong later on. I really
have. I challenge any human being on the face of this earth not to
have done the same thing, particularly politicians.

Dr. SEGer. This is the first I had seen this article. I did not write
an article. This is dishonest journalism. I sent a letter to the editor,
and they set this up as a signed article by me with my picture.
That’s not even honest journalism, to send a letter to the editor
and have it run as an article.

The CHAIRMAN. Let me say to my good friends on the other side,
as far as the time constraints, where only your side is here, I will
interject and take time if I feel I should, but with no other Republi-
can members here, however you want to divide up your time, it’s
all right with me. If you want to take more than 10 minutes, you're
here all by yourselves, and I have no one here to switch back and
forth with. However, it's Senator Sasser’s turn next by order of
coming or Senator Sarbanes, it's entirely up to you how you want
to do it, being as there are no Republicans here.

Senator SArRBANES. Will you yield to me?

Senator Sasser. Yes, I will yield.

The CHAIRMAN. Let me just say then, don't worry about time
constraints among yourselves.

Senator SARBANES. I asked Senator Sasser to yield in order to
take very sharp exceptions to the statement which you just made. I
think the line of questioning is very relevant because I think it
goes to some sort of very basic questions about Dr. Seger and the
way she approaches issues and therefore the question about her
credibility.

Now, the thing that I found very disturbing was your assertion
that if someone came along and proved to you that the charges you
had made against these women were not correct, you would with-
draw them. You made the charges in the first instance. The people
against whom they were made have denied and rejected them, and
it seems to me that places an obligation upon you to substantiate
the charges, not upon them to disprove them.

I appreciate what the Chairman said about sharp differences
over issues. We had a sharp debate last night on the floor of the
Senate with respect to Central America policy, and that’s part and
parcel of an exchange in a democratic society.

But allegation, against individuals, which they assert are factual-
ly inaccurate, do not come under the rubric of the normal discourse
over policy issues. Certainly, as I understand the way our system
works and my view of fairness, it’s not incumbent upon persons
against whom allegations have been made, persons who deny their
factual accuracy, to have the task of proving factual inaccuracy.
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It’s the responsibility of the person who makes the charges in the
first instance.

I find your response unacceptable. It seems to me the response
you-should have made, in light of the letter read to you by Senator
Riegle is that you would—go back and look at the situation and
seet to provide further substantiation for the position which you
took.

That is not what you said at the table, and, I think, Mr. Chair-
man, it was a very significant response. It made the line of ques-
tioning pursued by Senator Riegle particularly pertinent to the
nomination before us.

I thank the Senator for yielding.

The CHAIRMAN. Senator Sasser.

Senator Sasser. Thank you, Mr. Chairman.

Chairman Volcker has recently expressed his view that—and I
quote—"a cautionary note” needs to be sounded regarding the
wave of bank-financed leveraged buyouts which has swept through
the financial system in recent months.

Now from what little I know of your view, Dr. Seger—and that’s
what I'm trying to do today is find out what your views are—you
are represented in the case to be an aggressive advocate of free
markets in the financial system.

Do you believe that bank-financed leverage buyouts are poten-
tially dangerous to the soundness of the financial system?

POTENTIAL DANGER OF LEVERAGE BUYOUTS

2 Dr. SeGer. That would be my position, that there is potential
anger.

Senator Sasser. Do you think it's appropriate then for the Chair-
man of the Federal Reserve Board or a member of the Board of
Governors to jawbone the banks against such lending or even for
the Government to take steps to discourage it, or for us to consider
legislation that could emerge from this committee to discourage it?

Dr. SEGER. I think Chairman Volcker is doing some of this al-
ready in talking about what happens when companies that have
had strong balance sheets suddenly take on a lot of debt which in-
creases the leverage. Later on this can be a weakening factor, and I
think he’s already pointed that out.

I don’t know if that’s what you mean by “jawboning,” but I think
it is under discussion right now.

Senator Sasser. Well, Dr. Seger, do you believe that in the realm
of economic and monetary policy that the actions taken to produce
the recession of 1981-82, specifically, a very tight monetary policy
which went into effect in the spring of 1981, the tightest monetary
policy that I can remember in many years—do you think that the
actions taken to produce that recession were justified under the cir-
cumstances? Was the high rate of unemployment that was experi-
enced, 11 percent by the end of 1982—and you come from a State
where it was much higher, Michigan—was this worth the gains
that were made against inflation, in your judgment?

Dr. Seger. As I think back to the 1981 period, I think the Fed
probably had very few options and that they had to deal strongly
with the severe inflation problem. There’s no question that if we
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have a severe inflation problem the solution involves pain. You're

absolutely right. In Michigan, 11 percent would have sounded like

a low-unemployment rate. We had some cities, statewide, where it

was 17 percent and some cities such as Senator Riegle’s city of

Flint, where it was above 20 percent. I'm very aware of that side. It

Zlvas very painful and we're still working at getting unemployment
own.

But I really think at that point the Fed was between a rock and
a hard place.

Senator Sassgr. Well, would it be fair to characterize your
answer as saying that you did think the Fed was justified under
the c%)rcumstances and that the pain in the long run was worth the
gains?

Dr. SEcer. That gets into a value judgment, whether the pain
was worth it, but I really think in the context of that time, 1981,
and what was going on, that the Fed—I wasn’t down here—prob-
abéy had to act that waly

enator Sasser. Well, do you agree that the tax cuts that came
then in 1981 were just contrary and in opposition to what the Fed
was trying to do at that time and that is to cool off the economy
and slacken demand?

Dr. SEGER. I said earlier, I did support the tax cuts. I think we
did need incentives to be given and I think business needed the tax
cuts they got, the accelerated depreciation and those types of
things, in order again to give them incentives to invest in more
modern equipment and building.

Senator Sasser. Well, if we all had 20-20 hindsight, as some
claim to, looking back on it now, would you have supported re-
straint of monetary policy in 1981 and simultaneously have sup-
ported the expansionary fiscal policy of that year characterized by
very, very substantial tax cuts?

Dr. SEcer. As I said, I definitely did support the tax cut. I think
most of it didn't take effect until 1982 when we were 6 months into
the recession by the time that a big chunk of it actually took effect.
Then it was the middle of 1982 when another part of it took effect,
which coincided quite nicely, I think, with the severe slack, it was
supplying some stimulus that was badly needed at that time and
some incentives that were needed.

Now the big squeeze from monetary policy, as I look back, came
in early 1981 and through 1981; and then some time in June—July
1982 as I recall, the Fed dropped the discount rate, and this was
the il'ilrst obvious signal that they were adjusting their policy that I
recall.

CYCLES OF HIGH UNEMPLOYMENT

Senator Sasser. Well, do you know of any alternative policies
that could have been recommended in 1981 to achieve the disinfla-
tion at a lower cost in unemployment? I am very troubled by these

cles of very, very high unemployment, some of them brought

ut in this case by what I viewed at that time as an overly re-
strictive monetary policy, and we find that these recessions are
coming closer together., The wave gets closer or the trough gets
closer after each one of these recessions and the unemployment
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that's left over after the recession, after each recession, is higher
than the preceding one.

Now do you know of any alternative policy that you could recom-
mend or would have recommended that would achieve disinflation
at a lower cost than unemployment?

Dr. SeGer. I don’t know of another.

Senator SAsser. Pardon?

Dr. SEGER. I don’t know of another.

Senator Sasser. And you believe, then, I presume, that higher

rates of unemployment are n to fight inflation, that it's an
eithel.-?/m- proposition or at least it been for the last 10 or 15
years?

Dr. SEGer. Looking at the record when there has been a severe
inflation problem and drastic actions are taken to slow the econo-
my, there’s no doubt about it, sales decline, production declines,
and when that happens people are laid off. As I said, I have seen it
firsthand in the State in which I live.

Longer term, I think you can argue that bringing inflation under
control and giving business confidence in our desire to keep it
under control could actually help the employment situation, be-
cause then they will feel confident about expanding.

Senator Sasser. Do you believe there’s such a thing as a natural
rate of unemployment. That’s defined as the rate of unemployment
below which 1nflation will tend to accelerate without limit.

Dr. SEGer. Yes. Back when I was first studying economics, we
used to think that number was down in the neighborhood of 2 per-
cent. In fact, I think in the Humphrey-Hawkins bill, even as re-
cently as 1978, they were talking about shooting for a 3-percent un-
employment rate for adults and 4 percent for an overall unemploy-
ment rate. As we've had more structural-type unemployment, this
figure has gotten bounced up. Again, different economists I believe
have different exact numbers.

Senator Sasser. What would be your estimate of the actual level
of the natural rate of unemployment, given the existing structure
of this economy?

Dr. Secer. We don’t have exact statistics. If you look at the un-
employment numbers, we don’t have exact statistics on which por-
tion is seasonal, which portion is cyclical, which portion is long-
term structural. People can make guesses about how it’s stacked
up, but we do not have hard, fast numbers. The number I've seen
most often mentioned for this trigger rate is somewhere between 6
and 6% percent.

Senator Sasser. All right. Well, what would be your posture with
regard to monetary policy when the economy approaches the natu-
ral unemployment rate? How would you react?

Dr. Secer. As I think I suggested earlier when monetary policy
was discussed, when you are trying to come up with a reasonable
policy that is going to be implemented, you look at many, many dif-
ferent factors. We don’t have, to my knowledge, a particular
number or a particular factor that overrides all others in the for-
mulation of monetary policy.

Senator SASSER. at I'm getting at is that if Dr. Seger thinks
the natural rate of unemployment is 6% percent, when we start
approaching 6% percent, how are you going to react as a member
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of the Board of Governors? Are you going say let’s put on the mon-
etary brakes here? Would that be your reaction? I'd like to know
for the record how you would react to that.

Dr. SeGer. I think I mentioned earlier you look at the capacity of
the economy and at where the economy is presently operating and
the amount of slack in it. One of the things you look at in terms of
slack is the labor market. It’s not the only one. You look at manu-
facturing capacity and the portion of manufacturing capacity that’s
being utilized. You look at the labor market. There are various as-
pects of capacity that you look at.

S?;le&:ltor Sasser. Well, I've got a note here saying my time has
expired.

nator SARBANES. Mr. Chairman, I'd like to inquire what you
foresee as the schedule.

The CHAiRMAN. Well, I intended to accommodate anybody who
wanted to ask questions as long as they wanted to ask them.

Senator SARBANES. You don’t intend to take a break for lunch
here for the caucuses?

The CHAIRMAN. Well, it seems to me that if this nomination is
that important, it’s always very difficult to reconvene with sched-
ules later. We have an Export Administration Act, a continuing
conference, this afternoon in this room at 4 o’clock. So I would
prefer to have you ask all the questions that you would like. If we

reschedule it, you're also going to have conflicts. So it would be my
preference to continue as long as you wish to ask questions.

Senator RiegLE. Mr. Chairman, if I may, I am willing to stay
here, although I don’t recall an equivalent instance where we sort
of put everybody, including the witness, through an endurance test
right through the lunch hour on into the late afternoon possibly up
until 4 o’clock.

The CuAalrMAN. Oh, yes, we have.

Senator RieGLE. The chairman may be familiar with those cases,
but they are quite rare. I don’t recall any right now. But whether
he does or doesn’t is beside the point. It seems to me I think what
might make more sense—and I suggest it—I offer this as an idea—
and that is at some point here—we still are in caucus and there
are some important matters being taken up in our caucus that
some of us have a particular interest in and should be having some
participation with. Apart from that, it seems to me that we ought
to at some point here recess for a brief period for lunch so that the
witness has a chance to escape from the table at least for a half
hour, or 40 minutes, or whatever.

We're going to be here probably until midnight anyway and I'm
willing to come back into session, just speaking as one Senator here
in this committee, at any hour today, and I realize it's difficult to
rearrange. We did start, I might say, at an unusual hour today. We
don’t normally start at 11 o’clock. We normally start earlier than
that, so that's pushed us into the lunch hour and into the caucus
period in a way that is not normal. That’s nobody’s fault. That’s
just the way things happened today.

So I would suggest that maybe what we ought to do here at some
gint is have a brief recess. If you want to continue today and come

ck in here, we will do it. Otherwise, it seems to me that we may
very well find ourselves in a situation where we will go right down
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to 4 o'clock, and I'm not sure what we prove by doing that, quite
frankly. I think that can actually work against what we are trying
to accomplish.
The CHAIRMAN. The committee will stand in recess until 3 p.m.
[Whereupon, at 1:40 p.m., the hearing was recessed, to be recon-
vened at 3 p.m., this same day.]

AFTERNOON SESSION

The CHAIRMAN. The committee will come to order.

To continue my unblemished record at never having the commit-
tee start late, and we do not have a witness yet, therefore, we will
temporarily be quiet until she arrives. But we did start on time.

Senator RIEGLE. Let me just say to the chairman that the bur-
dens of being chairman are never easy ones, and there are days
when I'd like to have them back, and then there are days when I
am not so sure.

The CHAIRMAN. There are days when I'd like to give it back to
you.

Senator RieGLE. I'll say to the chairman, for whom I have great
personal regard, as he knows, that sometimes these matters that
arise in scheduling and circumstances can be very frustrating, but
I always find the chairman to be a great person to work with and
despite whatever frustrations he may be dealing with as a chairman
normally would, he has always been thoughtful and reasonable—or
at least almost always.

The CHAIrRMAN. Well, actually it worked out rather well. It gave
me an excuse to cancel something at 3 o’clock that I didn’t want to
go to.

Senator RiecLE. Well, sometimes those things work that way.

The CHairMAN. It turned out to be a responsible excuse.

Senator RIEGLE. Well, you know, I must say too, it’'s my 18th
year in the Congress, and I have been through lots and lots of hear-
ings and seen a lot of witnesses in a lot of situations, and I think
sometimes the witnesses are put through an ordeal that just testi-
fying tends to be, and that sometimes having a break is perhaps as
helpful to them as anybody else.

The CHAIRMAN. If you are ready to continue, we are, I hope.

Dr. SEGer. We had to get a ride back.

The CHAIRMAN. I hope your blood sugar is up. I, unfortunately,
didn’t get time to grab anything. I made the mistake of going to
my office and my staff pounced on me for a dozen different issues
that had nothing to do with anything here or on the floor.

So we will turn to Senator Riegle for additional questions he
wishes to ask you.

Senator RieGLE. Thank you, Mr. Chairman. I know my other col-
leagues also have things they want to pursue, and presumably,
they will do so when they can. We are under some pressures. As
you may know, we’ve got a defense bill on the floor, which Senator
Tower is trying ardently to complete, and we have been in session
until midnight the last 3—or 3 out of the 4 most recent legislative
evenings, and so we are in a bit of a marathon on the floor. And
there is great pressure for people to be there and in the committee
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on this and that, and so I am sure you will understand why people
come and go and can’t necessarily be here all the time.

I want to go back to the economic policy issues where I began
discussing earlier today, but I want to wrap up one loose end before
I do, because I want there not to be any misunderstanding about it.

REHASH OF LETTER

With respect to the letter to the editor that was printed in the
Traverse City paper, I gather that you sent that out some weeks
ago, and it appears now in the Traverse City. When would you
imagine you sent that to the city?

Dr. SEGER. I sent it out the first week of May.

Senator RiEGLE. The first week in May?

Dr. SeGer. As I said, it was just a letter to the editor; the
paper—which to me is slightly dishonest journalism—set it into a
column. It’s just a letter to the editor.

Senator RieGLE. Right. I have been through that too. So I am fa-
miliar with that. I notice at the bottom of the piece, they say——

The CHAIRMAN. I never even get my letters to the editor printed,
let alone a column.

Senator RieGLE. Well, you're not as good a writer. But I gather
what they say at the bottom of this column is “the Forum is a peri-
odic column of opinion written by Record-Eagle readers in their
areas of interest or expertise,” et cetera. But it is correct that you
did send the letter in, intending it to be printed, and they, of
course printed it.

Dr. SEGER. It’s just a letter to the editor.

Senator RieGLE. Right. And they printed it in this form, which
you had nothing to do with?

Dr. SEcer. Which looks like a signed column.

Senator RiecLE. Right. It does, nevertheless, represent the views
that you held then and you hold now?

Dr. SEGer. As I said, I haven’t had a chance to check the letter
word by word against what I sent in.

Senator RiecLE. We're going to do that. You're going to do that
and send that to me.

Dr. SEGER. Yes.

[Dr. Seger subsequently inserted for the record the letter to the
editor; the document from Women’s Assembly III; and several arti-
cles from the Detroit Free Press regarding the 1982 campaign for
Governor of Michigan:]
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Martha R. Seger, Ph.D.

Professor of Finance
Central Michigan University
Mt. Pleasant, Ml 48859

May 4, 1984
LETTER TO THE EDITOR:

Several stories recently have attempted to recreate the 1982
Blanchard/Headlee race for Governor as being decided on Dick
Headlee's lack of support for abortion, lesbian adoptien rights,
ete, along with Helen Milliken, Elly Peterson and other formerly
prominent Republican women, It was not the factual case.

I am proud to say that I supported Dick Headlee for Governor
because he knew how to create jobs by cutting taxes and reducing
state spending. Helen Milliken, Elly Peterson and other
Republicans who comprised the Michigan Republican Women's Task
Force supported Democrat James Blanchard because he endorsed the
platform of the Women's Assembly "consisting of 28 feminist
organizations.” Job creation and lower taxes were not among the
resolutions adopted by Co-chair Helen Milliken which included such
organizations as the United Auto Workers, National Organization of
Women (NOW), the Michigan Education Association Women's Caucus and
the League of Women Voters,

You will note from the attached news release issued by the
Women's Assembly just before the 1982 Gubernatorial election that
the "feminists™ called for legalizing "lesbian and gay consensual
sexual activity"; proposed child custody and adoption rights for
homosexuals and resolved to "provide lesbians and gay men the same
protections now provided to others®™ including marriage.

Such deviation from normal family life in Michigan wasa
supported by Candidate Blanchard., It should not have been a
surprise that Richard Headlee opposed the platform of the Women's
Assembly because such anti-family legal changes were considered by
the Platform Committee of the Republican National Committee
meeting in Detroit during the 1980 Republican National Convention
AND REJECTED.

Helen Milliken and Elly Peterson made their views known at
that convention and found no support from the Republican women
participating in the Republican Platform Committee., To this day,
I do not believe Helen Milliken, Elly Peterson or the handful of
other "feminist agenda™ advocates have rejected the Women's
Assembly plan to undermine the family structure in Michigan.

Nor have they expressed their support for the 1980 Republican
National Platform which will probably be adopted in total as the
1984 Republican National Platform by Republican delegates from
Michigan and from every other State in the Union this summer in
Dallas.
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It is not accurate to suggest that Dick Headlee's views on
abortion, homosexual marriage and other family issues are any
different from President Reagan's or the majority of other
Republicans in Michigan or the United States. It is further
inaccurate to report that Michigan Republicans had different views
in 1982 on the feminist agenda than did Dick Headlee. We did not,

The greater guestion for the "Republican™ feminists should
be whether they still give single issue top priority to the
Governor Blanchard they voted for because of his support of the
feminist agenda now that all eitizens of Michigan are paying
higher taxes to support an increased Total State Budget in a state
that has led the nation in unemployment for over three years.

Further, as a woman ecconomist, I'm personally insulted by
attention to "feminist issues™ that suggest women don't have the
intellectual capacity to understand "real economic issues.®

Sincerely,

M/ézz— /{/Af—’fn -~

Martha R. Seger, Ph.D,
Professor of Finance
Central Michigan University
Mt, Pleasant, MI 48859
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'1ﬂ. ' Women's Assembly III, consisting of 28 feminist <__

Chair, l"ﬁﬁ'ﬂlﬂ' Women's Commission  ©Organizations representing over 100,000 individuals
Halon Milliken throughout Michigan, was created with the charge to

National Co-Chair, ERAmerica develop a unified platform of women's issues, to convey

the established placform to candidates and officials,
AAUW. and to work as a coalition for the implementation of
oorson- SO the adopted platform at all levels of government.
DSA Famunas) hns t
""“";“::_‘_‘f“"“ Women's Assecbly III is part of an oagoing educational

Mw«umuumwm and political process which has involved women since
LARGUS . FiOmas. ¥ Dierd 1975. Women's Assembly I was the initial political
MEA Women's Cavcus P
Mverngan Cadiruan ol Liser aracns Women skill-building conference to increase the political
Mbckgus COGN 31 100 Bl Wolhien avareness of women. In 1977, "Management for Women"
MICTugan Counce 1o Yeomen i was the format for Women's Assembly II.

Eucation Agmemati shon
Mictwgan Feowanion of Businass

lﬁmm:’m;:!n "All lssues are Women's Issues" was the theme of Womea's
“‘H'W“m";,_”m Force Assembly III. Each participating organization had one
nthnmvunuy:CNmuzz;Wﬂ representative to the organizing comnittee and six
WhEhgian Women s Pollical Cavcus delegates chosen by their organization at the Assembly.

~

ﬂ"ﬂ:ﬂ:mm;‘;:;mw —=-Organizations were accepted for participation by g.’::her
Sociely lor Wonen in Transoonation being a member of ERAmerica or a multi-issue wvomen's
Protess:onal Sacrelanes lnlemational organization that does not actively oppose ERA or
Unsiad Aulo Workers
Women Lawyers A3aocialion of Mxchigan reproductive choice and has existed prior to December 31,
Women i Slate Government 1981.

¥W C.AsMatio Deniest
Zonte Inlernalonat Duinct 15

At the conference itself, each organization delegate was assigned to one of the six
major issue areas which were Employment and the Economy, Education, Power and Ibage,
Family Relations and Health Care, Community Concerns, and International Relations.

The delegates spent the day hearing testimony by the expert witnesses in their field
of discussion and were then responsible for issue resclutions which would be presented
the following day at the general assembly. Over B0 resolutions were presented and
passed such as support of a continuation of a Federal ERA, investigation and utilization
of alternative work schedules, implementation of recommendations on comparable worth,
continuing support of displaced homemaker programs, strengthen social security for
spouses, increase awareness and education of plight of women in poverty and support for
a mutually verifiable nuclear freeze.

After the Assembly, each group of delegates returned to their organization to present
the resolutions for ratification. Women's Assembly has continued its charge by mailing
candidate questionnaires to those individuals running in the Gubermateorial, U.S. Senate,
and State Senate and House non-incumbent and swing seats. They have also distributed
over 50,000 "Get Out the Vote" postcards in addition to members. On November 3rd,
Women's Assembly will be presenting to the Covernor-Elect a compiled list of women for
appointmencs to boards and commissions.
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WHEREAS, the Michigan Women's Asseably is committed to the principle that
all persons have an absolute right to full equality under the law, and every
voman possesses the right to her own person, including the right to define and
express her own sexuality without government interference; and

WHEREAS, lesbians and gay men have been denied the right to privacy and
their basic civil liberties have been abridged, and women perceive that to
tolerate the abridgement of the civil rights of one group of citizens will ulei-
mately result in the ability of government to abridge the rights of any group of
citizens, including women {both heter 1 and h 1), and sets a
d ous pr dent in a d acy which must be founded upon a respect for
diversity; and

WHEREAS, the American Law Institute and the Americasn Bar Associlation have
recommanded that private, sdult, consensual sexual activity be exlucded from
criminal law and such activity is, in fact, excluded in the criminal codes of
twenty-five states without detriment to the public good; and

WHEREAS, both the American Psychiatric Associstion and the American
Psycholcgical Association have concluded that homoseaxuality should ne longer be
1listed as a "mental disorder,” and homosexuality, per se, implies no impairment
of judgment, stability or general social or vocational capabilities; and

WHEREAS, many organizations have gone on record as favoring reform of the
laws governing homosexuality including the American Medical Assoclation, the
Wational Education Associaticn, the American Civil Liberties Union, the U.S.
Civil Rights Commission, the National Council of Churches, the National Women's
Political Caucus, the National Organization for Women, the American Jewish
Committee, the American Personnel and Guidance Association, the National
Federation of Priests' Councils, the Arerican Association for the Advancenmeat of
Science, the National Association of Social Workers and the National Associaticn
of YWCAs; and

WHEREAS, many in power positions and in the media have sought to fan homo—
phobla (fear of howosexuality) In an attempt to discredit the women's movement
and until distorted stereotypes cencerning homosexvals are confronted, all woren
in the women's movement run the risk of being inaccurately characterized; be it

RESOLVED, that the Michigan Women's Assembly IIT opposes all discrimination
againet lesbians and gay males in such areas as employment, licenaing, housing,
credit, public accommodaticons, health services, child custody, adoption rights, 7/
military service, immigration and naturalization, and declares that no burden of _;'
proof of character shall be placed upon such persons which is greater than or ;
different from that placed upon other persons;

RESOLVED: that the Michigan Women's Assembly supports the enactment of
civil rights legislation at the local, state arnd federal levels which would pro- =
vide to lesbians and gay men the same protections now provided to others ard to \
this end, pports the d t of Article 1, Sec. 102 of the Ellfott~Larsen \
Civil Rights Act (Michigan Act No. 453, 1976) to include the term "sexual pre-
fefem:e," and supports the veform or repcal of Michigan laws which restrict
private, consensual, adult sexu d T T . onfoTecne
has largely been directed at ho:\(])s:::::‘l':?r' dhd Wnioso wulentive OAESPeCRgEL /'

36-314 0 - 84 - 5



Reproductive Freedom Fanily Relations/Health Care #8

WHEREAS, the United States Supreme Court in its historlcsl 1973 decislons
(Roe v. Wade and Doe v. Bolton) upheld the rights of women to choose abortions,
rullng that during rhe first 6 months of pregnancy, abortion should be a deci-
sion between a woman and her doctor, and that a woman could have an abortion
during the last trimester if her health were endengered; and

WHEREAS, in 1977, the Court in reviewing 3 cases (Beal v. Doe, Maher v. Roe
and Poelker v. Doe), ruled chat its earlier decisions did not entitle wozen to
public funding of non—therapeutic abortions, leaving that matter to the states;
and

WHEREAS, Michigen — through repeated vetces by a courageous Governor — is
one of only a few states wnich continues to protect the right of poor women to
choose Medicald funded-szhcrzions; and

WHEREAS, choice opponents seeking to ban virtually all abortions have
introduced over 17 different versions of a Human Life Amendaent to the United
States Constituticn during the 97th Congress, and action by the United States
Senate on one such amendment which would declare fertilized eggs and fetuses
“persons” is imminent; and

WHEREAS, despite the fact that a minor's right to privacy and contracep—
tives has been decided in Doe v. Irwin, 615 F.2d 1162 (6th Cir. 1980) and upheld
by the United States Supreae Court, cpponents of free choice have also sought by
adainistrative rule to deny younz woaea birth coatrol and family planniagz ser-
vices by requirlng parental norification within 10 days when anyone under age 13
recelves prescription birth control devices from federally funded clinics; be it

RESOLVED, that all organizations sponsoring Women's Assembly III support a
woman's right to reproductive freedom, including the right to choose abortiona,
and that Women's Assembly 1II strongly cpposes all efforts to limit that right
and will actively work to defeat the Hudan Life Amendment and statutes; and

RESOLVED, that Women's Asseably IIT supports continued Medicaid funding of
abortions for poor women in Michigan; and

RESOLVED, that Wozen's Assembly III lauds the Planned Parenthood Federacion
of Azerics and others who have vowed to challenge in court any administracive
action which viclates a minor woman's Tight to privacy and which limits
access to birth control services. Z
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KATHLEEN TEAGUE

Voters will reject
the feminist agenda

WASHINGTON — The
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since the rrimearw,”

But 2 tot bf this talk seems calculating, if not
disingenuous. These womens including Helen Milliken: have been
fiving and breathing feminist issives for several sears now. For
most of thems pessade of & nalional ERA end preservation of
freedom of choice on abortion are critical issues for the 1780s.
And an unsumezthetic Michigen governor simely won'’i do.

It arpears theyw have ne intention of voting for Dick Headlee.
If sor it’s time thew seid s0 . . . or said nothindg.

KEYHORDSt column '
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DATE: THUR3DAY Sertember 14, 1982

En: METRO FIMAL

FPAGE: Ia SECTION: HWS LENGTH: MEDIUM.
H.LusT:

BYLINE : #HUGH#McDIARMIDn

DATELINE!:

MEMD: politics
DEBATE’S OUTCOME: HEADLEF BY A HFAD
So who won Mondau’s vaunted Dick Headlee-Jdim Blanchard
debzie?
Answer! Headlee.
Ohs surer on matters of substance —— whet lititle there were
== it was probably a draw. But on forme Republitan Headiee took

it hands down.

He's auicker on his feel, smoother, nastier ands ses,
considerably more €lib than Democrat Rlanchard,

The zudience helred: too.

It was made upr of 700 or so wel! -serubbed business peorle
from the Dzklend County Council of Chambers of Commerce
== gquintessentially subuvrban z2nd wvery Republican -~ cvrammed
into Tros’s Szn HMarino Club for lunch . . . &nd rooting ike
danwhusters for Headlipe.

Of courses it was no trar.

Blanchard knew odds
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rersonal lozns to the cemraign of $240,000.

Ruppe =zaus he is fosth to sink more of his own moned into
the campaigns bhut i1 &1 else fails o . .

Pocr ol”? Phil, indeed,
getting it straisght
A column on Paede IZA Tuesdas should have szid & fundraiser
for the Riegle for Senzle czmeraign &t the Detroil Club will he

Sert. 27,

®it
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MEMOD: rolitics

IT'S TIME FEMINTSTS SPOKE OUT ON READLEE

Helen Milliken and the other Republicen feminists probabiv
oughl Lo auit plasing gzmes with Dick Hesdlew.

If they cen’t stomasch hims which seems obvious . . . well,
they ought to look him in the eye znd ssy so.

Headlae, despite his disclaimars, arpears to have serious
roliticat problems with 2 lot of women . . . ors 2t lezsty in
recndnizing what alienastes them. He reminds audiences vrepealediy
of his lardge family (2 picture of the Hezdlees plus nine
children and 16 drandchildren adorns his campaidgn literature)
2nd that Godr not men:s crezsted dender differences -- reminders
that, vishtiy or wrongly, condure up for some women {(and men)
ocld, largely discredited "barefoot end eprednant” imsges.

Headliee also seeraks earnestis about esual orportunities for
work ing women and equzl rpay for equzl work: but somehow slill
leaves the impression that he would be happrier if most of ‘em
Just orted for home and hezrth . . . snd babies.

And, of rcourse: he is anti-sbortion and orrposed to the ERA.

This is not Lo susgdest that Hesdlee is  sltodether asnti-
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feminist or to imply that all women are feminists,

Still, given the retentliess and unmistakable movement of
American women Lowsrd eauzlity, Hezdlee arpears Lo have a2
rroblemn.

Pressing the sdvantade

His Democvatic orponent, Jim Biancherd, is noisily
rressing the advantader flaunting his pro- choice on abortion
and ero—-ERA pPositions, arccusing Headlee of 8 “"horse-and-budsy
social philosorhy” znd Ltouting Mavrtha Griffiths: the 70-yezr-old
Democratic feminist running for [ ieutenant dgovernor, as though
she were 2 direct descend=ant of Joan of Are . . . or maube
Honder HWomzan,

Hezdiee has Isbeled charges that he is weask or old-fashioned
on women’s issues a3t “the big lie.” But the feeling rersists,

Helen Milliken has not helred. She is one of the officers of
ERAmBY iCas DRe of three co-chairs of the state’s HWomen’s
Assembly IIT a2nd, slmost certzinly, the stzte’s best-knouwn
Rerublican feminist., In public, a3t lrast » she has been
unwilling to sz where she stands on Headleer but she sure draws
blood.
last ronth LhaL £

She _told ruportprs

lot of feminists.,
L

Rerub ic
ticket bgggpsg_nF Har' 4 and zdded, “"1'm
not including or excluding muself.””’

. ——
And 2 week adns she was auoted in the Lansindg State Journzl
as S3yingt! "There’s a8 lot of soul --searching going on
« + + Those of vus who worked very hard in Michigan for ERA zre
not doindg to suddenly walk away from thouse issues and vote
gdzinst them. Momen are #pnind to vole Lheir consciences.”

She’s not alone.
Dthers zlso disturbed

Eariier this month, Eily Peterson, the well-known former
Hichigan Rerublican chairwoman, said she was “vers much
disturbed” by Headlee’s positions and predicted Lthat, unless
those positions chendger meny Repubdican women would Jume ship.
Hould she? Too esarly to tell: she said.

And lzst week:r the Republican Women’s Task Force issuved a3
finder-wadding statement pledsing "to vigorously suveport those
Republican caendidates who suprort our statement of purrose
Cinctuding liberalized abortion laws and passade of a
netional ERAY.," But on Headlees it was silent,

One of two women who head the task forces, Denise Alexander)
s3id? "He hore thal he (Hezdlee) will change . . . AL the
rresent timer, T don’t know what I’m #ping to do in November.
It’s & gut —wrenchind auestion and one 1’ve been wreslling with



66

82 HUGH & HMCDIARMID & €D 82/%7 70 82/10
DETROIT FREE PRESS
DATE: THURSDAY October 7, 1782

ED: METRD FINAL

PAGE: 3A SECTION: NHS ILEMGTH: MEDIUM
TLLUST:

BYLTINE t #HUGH#Hc DIARMID#

DATEL INE @

HEMO: politics

SEE ELLY BACK JIM - SEE DICK GO NUTS

The "women’s” issue is one of the more durable themes of
Michigan’s 1982 campzign for Zgovernor . . . and it must be
driving Dick Headlee nuts.

The lztest erisode was 2 Homen--for-Blanchard/Griffiths
funcheon in DBetvoit Tuesday featuring, 35 honored duests, Elly
Petersons the retirved-but-still-formidable GOP rolitical
matriarch, and a8 grour of about 25 |ike-minded Republican women
mnoderates,

Dh, thew weren’t czlled honored guests,» and they didn’t sit
at the head table with Jim Blanchard’s wife,; Paula: and his
lievtenant fovernor candidate, Martha Griffiths . . . but they
ware what it was a1l about.

Strictiy 2 setur Jjob

In fact, the luncheon was strictliy 2 setur, orchestrated
down to the last teacur by Dempcrats from the Blanchard for
Governcy Committee. Blenchard met privatels for 30 minutes or
so with the Peterson grour beforehand, and then, after eversone
else (about 500 others, mostly Democratic women) was serated, the
Republicans were raraded in |like show-biz celebrities on
orepning night.

And the eparede wes cerizinly no surprise. Pro-ERA znd pro-
choice Rerublican women: incliuding Petevson: have been plotting
their defection ever since Hezdlee’s ursel win in the GOP
Frimary back in early Audust,

Stitl, it was effeclive.

The luncheon re-enforced the widesprazd suspicion that
Heszdlewr whose orrosition to zbortion and to zdortion of =
federal Equal Rights Amendment is deer and unwavering, makes
him unusuzlly vulnerable this sezar smong women volers.

Headiee and his maenaders: of courser call such talk nonsense
znd s=y the women’s issue is 2 phons that wes hatched by
Demncrats to divert attention fvom the real issues of Jobs»
taxes and leadership.

Thes also point to the Headlee endorsement by the 2,000
member Michigan Rerublican HWomen’s Federation and sugdest that
the number of disaffected Rerublicsn women is minute,
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Headlee, in fact, was suoted last month by the Lansing State
Jouvrnzl &6 sayind! “"There ave only nine women in the state who
don’t {ike me , Thes're wmembers of the Republican Homen’s Task
Force {(which is pro-ERA snd epro-choice on zbortion) . . . These
women are irerational . . . sv pbsessed with this that theu’ve
become havrdened., Theyw don’t  even smile. Thes'’re unharpy.”

And on Tuesdaw, Headiwe kissed off the GOP defectors at the
Blanchard luncheon as pro-choice diehards who orrose him beczuse
he’s enti-abortion,

"Unfortunately, they hsve mzde this sindle issue the litmus
test of this cempraivn:” he sazid.

She beds to differ
Elly Peterson, for oner besded to differ.

"Tt’s ridiculous. He Just cen’t think of znuthind else:”™ she
said. "He’ve 211 for Phil Rupre (the anti-abortion GOP candidate
for the U.5. Senzle) and we were 2il for Jim Brickles (the anti-
gbortion |ieputenant governor whom Headliee uvpset in the GOP
primery for governor). He Just doesn’t understand.”

Peterson saus 2 primary source of her disaffection with
Hesdlee -—- one having little to do with so-caslled women’s issues
== is what she calls the "polavization of Michigan.™ She
stcuses Headlee of &n "unconscionzble™ zttemet Lo pit Detroit
adainst outstate Michigans 8 move she feels would dismantie much
of the hzse of the MichiZan Rerublican Party that she, smong
othersy heiped build,

And FPetersons 68, is no Johnny-come-lztely to the GOP.

She is a former sssistant chairrerson of the GOP National
Committee. She was Michigen’s Republican candidate for the U.S.
Senate in 1764. And she served 2s state GOP chairperson from
1965 until ezrly in 19492 under former Gov. George Fomnes.

"He were extremely close)” saws Peterson of her rolitical
relstionshir with Romnes,

But that miay have chanded now,

Romnes who is smond Hezdlee’s most prassionate supporters
these dawsy has wet to call Peterson in Headlee’s behalf.

Nor hss Hesdlee called her in his own behalf.
But Blenchard calted . . . over 2 month ado.
fAnd took whiat harrened.

it

KEYHORDA: columni biog-Elly Pelerson
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There was mcre.

On the mornind of the rrec<identiz! azeling, Gurpts 5 T
the wrong was by GOP advisers durias 2 skul!l session for some
FRerpublican concgressionzs! challenzse: s from sround Lhe countrs.

“"They kert telling us thst we should saw {in the carraidEns)
that everything sond in the countru is hecrsuse of Rervhlicens
and that eversthing bad s berause of Desmcrats:” recsllied Guets
- “And T szid thst ween't good enoughs Lhet we hed Lo
ma intain cur credibilits . . . °

Anywzyr Guriza hed rFlenned Lo comrlzin Lo Lthe prec:ent zhoul
mimelistic canpaidgr a2dv as well es the “beérane repubiic”
business when the grour asl «ilth him lzLe:r Lhet morning,

But fellow candidate Gary Arnold of Serta Cruzr 0% his !liche

in {irst, And when the rrecident Lold Acncld Lo “ehol o "™

« = « well 5 that pretty much ccoled “hinss £y Gupteyr teo. Zco
she kert auviet.

A close call, My, President . . . very close.

KEYHORDS: coluen
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ALL PATL ST. IAC2CUA, THE POLITICCS® CTHOIEE

It fisures.

Lee Isctocre end Chrysler Core. - " Lba wam &r
- Eve now 2rong the aqualified deities of the 735
governc: of Michigan.

SERlE 5B
cerpain for

And oh, my, how the two poan S Lpr
« « « &nd 2t ezch stlher. Teke ! .

Jim Blanchard, the Je-r-ormzb, e &
gubernatoria! debsle 1n Trend i E R

unfair of his Perublican orpcrer
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the errand bow of |abor bosses.

He hossted of his success in Congress in 1979 in putting
todether a coalition of business and labor interests needed to
win the Chruysler lozn gusrantees. And he named Iacocear the
Chrusler chairman, as amons the bidg shooters from business who
Ssupport” his cendidacwu.

*1’m sick and tirvred . . . 7’
Hezdlee fired back after the debate.

"I’m sick and tired of (Plianchard’s) running around sasing he
turned Chrusler around,” he told rerorters. "Lee lacoccz turned
Chrusler around, and for Jim Blanchard to in any way diminish
thzt doesn’t meke sny sense a2t all.”

Headlee z2i(<so complained shout Rlanchard’s claim of lacocea
"support,”

"Mr. lzcocca’s not supporting Blanchard in the race. Mr.
Iacoceza’s neuwtval in the races” Headlse said,

Rleanchards in turn, ssid: “"0Of course, he (Iacoccs) surports
me, He’s made commevcials for me/ he’s reaised mones for me
. « «» He mey be neubtrzl in some official » corrorzte sense» but
he’s raised a2 lot of mones and been a lot of hele.,” (Actually
Tzcocce has not "made” commerciszls for Blanchard, but during the
primary campaign he auvthorized the vse of film clirs  in which
he rrzised Blanchard.)

'Officialtiy neutral”’

Headlee, in turn, ssid: “Mr, lacocce is officially neutral
in the race. He has told us that . . . He have 2 letter (to that
effect) " he said

Hell:, 2lmost.

There is & three-peradrerh public statement on the issve from
Tacneeca., It’7s dated Aud, 10 and saust .

"Jim Blanchard provided leadershir in the collective effort
to secure congressional  approval of the Chrusler loan suerantee
act.

"1 stend by staztements I made then zbout his efforts and his
carabilities. Thew are 2 matter of rublic record. My
zrpreciestion has nol waned. -

"However » I have not endorsed any rcandidate for goveror nor
do T exrect to do so. The interests of Chrysler Core. are
paramount, and we must orerazte in 2 birartissn fashion and
recognize our friends in both rarties .

Clerar enoush? Like mud.
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HEADLEE HAS HIS POLLS, BUT NOT MUCH ELSE

Reprublicen Dick Hezdlee trotted out his two pollsters Monday
in Detroid ends wilh their blessingsy clzimed thal big mo
(momentum) wes 2i! in his favor in the waning dauws of the
1982 race for severnor

Uh, Dick . . .

The clzim spperently wes bzsed on private rolls showing
Headlee much closer to Democrat Jdim Blanchard than is deneralily
melieved -- only shout si¥ roints behind with 15 rercent
undec ided, according to Headiee’s raople.

The Blznchard ceme nesturslly hes ils own privele polls with
numbers showing 2 far wider dgar (Blanchard by 18) and no Headlee
momentum 2l 211,

2esides his own poll figures: however: aimost nothing ceems
to be going Headliee’s way these daws, Hitness, for example!

# THE RUPPE FACTOR -- MWord lezked oul this week of further
dissension between the Headiee cempz2idn and the Phil Ruppe
Senate camnrazisn. Seems the Headlee peorle) zlreasdy miffed zt
fellow Rerublican Ruppe for tziking pointedly about differences
tetwa2en himself and Hezdlee on women and blacks » 2lso @gre mad
a2t Ruppe for cutting them out of fundraisers.

Fepublicen sources say Heazdlee's reorle very much wanted 2
rirce of the bi% Georde Bush fundrziser for Ruppre in Detroit
Oet, 12 (&5 well &% olhers scheduled next week) but were turned
doun flat,

The zorimony wes such that GOP nationz! committeewoman Renng
Rinckers who was helping Ruppe with the Bush dinners had to warn
the Hezdlee came thet if Headlee srrived lete 25 he originslly
#lanned, he wouldn’t even be introduced, (He was on time.)

Fer the record, Headlee seid 2t 2 press conference Mondzy he
doesn’t believe there’s any truth to rerorts that Ruepe is
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trying to pot "distence” betupen Ltheir cemeaidnsy bot he Ltook o
swire 24 Rurrer seringd "There’s slresdy qoite 2 bil of distance
at the epolts (& refevence to rolls  showing Headliee doing betier
o hiz rzee then Ruppe in hind.,

#  "THE MITLLIKEN FACT e Bow, Milliken was ssated-pert—to
HeegdTre 2t the Ercoeopic Clob of Metroit luncheon Mondsy (Lhe

club == not Milliken - avranded the seating) and, afterwards,
hed this dicsledor wilh rerorters:

Auestiond Do wou plan to vote for Dick Headlee?

Miltiken! Mhat do wou think?

uestiont I’'m asking sou. Do you

P Y
Mittikent T think the ansusr is auile obvious.

Duestiont Ts that a yes?
Hittiken! Goodbs, eversbods (ducking into his limousined,

Hezdliee told reporters Monday that Milliken had made it
clear to him that "the magnitude of the rroblems in Lthis state™
would preciude any heavy camraidning on Headiee’s behalf. Put
dHednesdaxy Milliken seent much of the daw csmrzidgning in Detroid
with Ruprpe., And it is not lost on GOP insiders thet Helen
Hiltltiken remzins silent on support for Headleer but hae zdgreed
to be honorary co-chzirmen of a2 Ruppre fundraiser next week,

#  UNDERDOG FACTOR -- Hezdlee's campreign commercizls took on =
sharper eddge this week (some might say more nedgative)r a8 tactic
senerally vsed by underdod candidates. One ad rereztedls
criticized Blanchard 25 the tnol of big labor bosses and big
city bosses (end named Mauor Yound a5 an examelie). Anolher
implied that Blanchavrd’s lievtensnt Hovernoy running mates

21 ths Griffithsy was enti-consumer beczuse she is on the
Consumers Fower (o, board,

Hezdtee’s own rhetoric zlso Look & shareer: more personal
ediEr, too. Several times this week, he accused Blanchard, who
come teined zshout Headlee’s commercialsy of "whimrering™ (he
lebeled it "the whimpesr factors” an a2prarent taskeoff on "Lhe
wimp Fzclor” that hezs bedeviled Adizi Stevenson 111, the
Demprcratic wubernastorial candidate in Illinois).,

He zlso sccused RBiznchard of having been "2 professionzl
student most of his (ife” and noted Tuesdaw that RBlsnchard had
been & professionst student "during the Vietnam war.” Asked §if
he meanl to imply that Blenchard’s record was lackindg because
of &n shsence of militery services Hezdlee replied: "1 wouldn’t
mind it if a2tl the veterans found out.”

Thet’s momentum -=- Hezadlee stule.

k.2
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HEADLEE STUMBLES OVER A ?HON-ISSUE!

Hhat 2 mess,

Dick Hezdlee:r the Republicen candidste for dgovernor: szus Lhe
women’s issue is @ phony, He saws his orpronent, Democrat Jim
Blaznchard, raises it to divert sttention from rezl issues: such
as Jobs and who cen best lead the state. He sauws thaet "Elly
Felerson (the former staste GOP lezder who is pro-Blanchard) znd
a8 fow militants® have been unfazivly dominating the hpadlines
with L. MNe =szgue the izsue is & non-issue,

And then he dives in -~ head {first,

As L. Brooks Patterson: who is running for sttornes general
on Headlaee’s GOP Action Teams, remarked informailuy Fridau,
Hezdlee comes up with "the damnedest thing 1 ever heard
v« o« It?s like shooting wour toes off.”

Khat Hezdlee szid wes this!

?’Thosie raorle that sronsor the ERA (E=susl Rishts Amendment)
== znd it doesn’t mention women enswhere in the FRAr il doesn’t
mention women’s rights answhere in ity it talks aboul sex
== theu sre proronents of leshien marvisger homosexus!
marviadge, things of that nature, which 1 catedgorically resist
and cateforically redecl 2s part of & bzsis for & sound
society., "

Here’s some chronolouwy!?

Tuesdaw, Oct, 17

WRomen’e  Assenbly TIT -- & loose-knit, largely liberal bul
oo gEREn B ASEEmRE 4l g i
Bipart T roup purpcrling to represent thousands of Hichidan

feministe (and bozsting Pelen Milliken 2e 2 co-~chaitwoman)
= relepases its 1782 cendidale vatir

The relinge T2l shert of endor sementss ands: bevause FRA znd
“choice” (on abortion) are raramount factorss the vutcome is
entirely predictoble. Blancherds who favors boths wins. Hezdlee
» who fevors neither) loses. Ho-hum,

Put Hezdlee iz gshed sboul Lthe Women’s Assemble 2l &
subsequent peess conference. And he wakes everubody ue.

"Hever hesrd of fepr” he szes Lertlyy z=nd then  he sttacks
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the Nationzl Ore¢enization for Homen (MOWY ., whose Michigen
chapter is rart of the Assembly.,

"These reorle (HOH member o) zre Lools of & liberal,
Demociratic element:”™ he saws. And he adds unflatiering remarks
ebout tuwo of the nationzs! EFRA’s best known dosennes - the GOP's
Peterson and the Democrats’ Marthe Griffithsy who is running for
lievtenant fovernor en Blancherd’s Licket,

Hednesday » Oct. 20

In the evening, Hezdlee &nd Blanchard debzle esch olher at
the Detroit Press Club, The women’s issue does not come ue
during the debzter, but efterward, while Lzlking to rerorters.
Headlee brpaches it.

"This:s tonight, didn’t focus on the women’s thing,” he saus.
"But it spems I hardly wake uver end pick up 8 newsprarer untif
someone from the (rress) is obsessed wilth Lhe women'’s issve
« + « Thew compietely distort my track record with redard to
gauzl righis for women . . .

"I thousht it (the women’s issuve in the campaidgn) was so
shallow that obviousiy T trested it with humor st first. That
was my mistake . ., . "

Thursdew, Oct. 21

Earls in the afternoon, Headlee phones 300-watt HMHH--FH at
Centrzl Michigan Universiiy in Mt. Plessant to tare 2 radio
interview,

The auestions are ssked by an 18-uear-old freshmans Mike
Haturen, and thes’re mostly routines including this one! “"You’ve
been sawing wou do nol oprrose women’s rights, yset at the same
time wou are orrosed to the ERA . Could ywou clarify this?"

Uh-oh.

Rick Lerhkowski» the stztion’s news dirvector and 2 Central
Michigan seniovs picks up the storud

“He thought he was talking to 2 buffoonish collede radio
station . He Just was very careless . . . 1 was sitting in the

rroduction room with 2 friend (during the interview): a2nd when
Headlee szid that (the ERA remarks)s we Inoked at each other and
seids ’'Mzh, he didn’t szu that, did he?? ~

Leprkowski and Maturen elay the tere of Headlee’s ERA remarks
for professor Jerry Henderson: the station’s brozsdczsl manzder.

Henderson suddests that thes call the Associsted Press., Thew do

The rest is historw,

B
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MICHIGAM’S GOP: HOW SHEET IT ISN’T

"He are tudgether.”

== Peter Secchiar Michigaen’s Rerublicen nationel

ommitteenan, responding via newsletter (?/2/782) to Democratic
clzims of 2 split in the state GOF.

Tom Brennan dave it to Bil! Milliken last Friday
+ + o Tight between the eses.

It was an astonishing and unexerrcted diseplay of political
gnimus: and it simely demolished Lhe election-sear muth zbout
how sweet it is = or shortiy will be - this wear within the
Michigan GOP.

Brennan, of courser is Dick Hezdlee’s hand-picked candidate
for lieuvtensnt sovernor on the so-czlied GOP "Action Team. " And
what Brennen ssids clezrlv, was what Dick Mezdlee and & lot of
other Michigan conservatives feel . . . but have been either too
czutious or too civil to sy on their oun,

Brennan» on Fridas, wa2s not civil.

He lzbeled Hilliken “monsrchiasl” and "ineffective” snd
chavacterized his administration as "overburdened with the
bzrnacles of 14 yezrs of hobnobbing with self-stuled business
and labor (paders,”

He sz2id that Milliken’s office hes
“motley crew of union bosses) radical feminists and political
hacks” and thet Democrsts, by nominsling Jim Blanchaerd for
dgovarnor s are seeking to emulaste jt.

been conlrolled by @
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He seid Milliken’s 14-year tenuve hes oeen tno long - fare
too leng - and thet citizens sre “"tired of oczimez! mush.”

And much  mere.

The outburet, which cemz in Orand Repideas provided furiher
evidence of the election-year ranror between GOP moderastes swuch
g Mitliken and BOP conservaelives such ss Mesdlee sndy in this
raser hisz teammate Brennan,

Rencor wunreined

The rancor hes been inflamed by Milliken’s stubborn refuss!
to endovrse Headlee, who was not Mitliken’s first choice for
governor, Unti! teet week, Milliken had strzdddled the fence,
saving he would "support the ticket” 2nd refusing to be more
srpecifTic. But on Thursdzy in Delreit: scknowledding that he’d
a2liready c2st an ebsentee ballot, he pointediys refused to sas fFor
whon he hed voled.

Foe Brennan, 2 53-upar-old former chief Justice of the
Michigan Surreme Courilsr this wss Lhe last straw.

"1 have kert my mouth shut out of veseect for him or his
rpositions) but this . . . this was it," he szid by phone after
release of his remavks.

"Here I zmy & former chief Jjustice vunning for lievlenant
Fovaernor - which I consider trench duty -~ trying to hele the
ticket, snd I think the least he (Milliken) could have done was
swa2llow whatever pride he had and get in the Za2me with us, but
he didn’t,”

Andy Brennen saids eny rezsonzhble rerszon would have to
infer that Milliken had voted "for the other Huy.”

He sezid it celmly and deiiberaﬁvly.
Y1t shocked me’

But GOF M:ztiona! Committeemzn Peter Secchizs 2 Grend Rarids
busiinessmen who wa2s present when Brennaegn sroke his piece to
reporters egrtier Fridew, said Brennan was plenty worked uve.

"It shocked me:" Secchis ssid, "I heard him reading it, and,
when he wes doney I Jjust went » ’wow!? 1 ss3id to him, ’Don’t wou
think it’s & little stvond$?’ And he saidy 'I’m Just tired of
this bullshit.,? He seid he <ot furiouvs when Milliken turned ue
down Lthere with Coleman Youndg (in Detvoit Thursdaus) end not
szuing who he’d voted for. He said that Jjust drove him ur the
wall.,"”

Secchigr zsked whether the outburst would help or hurt the
tickety resrondeds "I dunnos I honestis don’t .

Brennan szid he didn’t know either. But he said he wasn’t
about to take HMilliken’s indifference luing down,
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"Nice guys don’t win ball <games,” he said.

Excertr of courser in 1970 and 1974 2nd 1978 &and . . .

1€ 3
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HHAT ISSUES? THIS CAMPAIGN BECAME A MORALITY PLAY

Incredible . . . but true.

The critical fina! daws of the 1782 election, with & strong
boost from Dick Headlee, zrpresved st Limes last week to have
been redured to 2 wacky moraslity elay involving lesbiens,
homosexuzles end,» of &1 thinds, teenade sex,

Oh: surer there were other: more cosmic issuves beindg plaved

out on TV ads snd in frantics 1lth-hour electioneering - the
miserable state of the Michidgn economy, the rading problem of
zuto imrorts: lesdersnip auzlities, etc. -— but those issues

lacked passion and defied suick and pagy answers,

So they were eclirsed in camnrsign rhetoric end in many news
accounts by more temroral subdects that Headlieer the Republican
cendidzte for governor seemed ecspreciclls anxious to exelore.

IN FACT, Headlee: an enthusiastic S2-upar-old
businessmen with 2 pietistic manner and & facile but
unpredictable tondue, seems to have stolen an uncommonly farde
piece of this year’s electoral show.

In notorviety, his cempaien for <overnor has surpassed that
of his Democratic orponent, Jim Blanchard, and reduced the
contest for the U.S. Senater, which by all vights should have won
eauzl billing, to somewhat of an afterthousht.

Headire may not be the most porular Michidgan politician
(indeedr most polls ssy he will lose Tuesdaw) but he is

36-314 0 - 84 - 6
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undenisbly ltively -- and controversial.

In his primary campaign, Headlee made 2ll sorts of waves,
criticizing what he said were the excessive srending and taxing
fedacies of Gov. Milliken’s 13 uyrars in office and predicting
that Milliken’s chosen suvccessors Lt., Gov., Jim Brickleys, would,
if elected, beconme a3 Hilliken clone. Headlee wrarered himself in
free enterprise rhetorics, in scripture and in the willing
pmbrace of ex-governor and fellow Mormon Georde Romnew, In
gpnersl, he %thumbed his nose at big, bad Detroit and its black
voters, ignored disaffected GOP moderates and courted the GOP
right . . . And, in & noisy and exciting urset, he won the
nomination.

IT HAS 2!l most unorthodox.

After a2lls, wmodern Republican history in Michidan was written
by Bill Milliken, Detroit’s goond friend and 2 moderate’s
moderate, and, before that, by Georde Romneu, whor in his
ezrlier incarnations was known to GOP resulars ss an “urban
porulist,”

But Hezdlee never waivered.

Hhen BRianchavd: who by then had destrosed his Democratic
challenders and quiells but impressively united bidg labor and
other elements of his party behind hims made reference in late
summer to Hezdlee’s “horse-znd-bugdgu” social philosorhy and to
his presumed vulnevability on women’s issues . . . well

+ Headlee zccerted the challende with gusto.

He wasn’t anti-woman: he insisteds but he wses anti-ERA and
anti-choice on zbortion,» and proud of it.

And when Blanchard, a3 Unitarian: contrasted their relidious
stuyles, Heasdlee z2ttacked his orpronent’s remasrks 2s “anti-
Christian.” —_—

and when & hendful of |iberzs! GOP women: led by former rarts

bidgwig Elly Peterson, took a2 walk and said Blanchard was their
cendidaleér Hezdled went into hish sear.

It was that act -~ plus unfavorable candidate ratings by
Hichigan’s liberzl but hardly radical Homen’s Assembly IIT (with
Hedgn Milljken as co-chair) -~ that |ed Headleu, during 8 radio
interview 10 dius 2dor to denounce ERA sponsors 2s “"proronents
of leshian marviade, homosexuval marvisger things of that nature
which T cetedorically resist and categorically redect as rart
of @ basis for 8 sound societu,”

LAST WEEK: he s&id his remarks had been zimed not so much
at the ERA as at Homen’s Assembly ITI, whose platforms he said,
advoceated nol only homosexus! and lesbian marriade but also
"ctustodial and adoprtion rights for those marviadges” and the
right of dovernment “"Lo come into mu family without my knowledde
and counsel my children to use birth control devices: birth
control pills and to have zshortions without the parents’
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knowledze, "

The harshest of these clezims were distortions of Assembly
IT1I’s positions, but Headiee end Romnes and Towm Brennan » the
GOP candidzte for lieuvtenant sovernor, rereated them in separatle
appearances last Mondas and Tuesdaw and then in unison at a
Wednesday press conference in Detroit.

Romney called the issue "swcondarus™ but carried on at lendgth
zbout it, referring to the women’s platform as “shockindg and
disdgusting, "

Hezadlee cz2lled the issue "diversionars™ and “"ancillary” but
saids "Frankls, we think it’s resronsible -+ now that it has
become an issue -~ to develor it in depth.”

And he dids even adding this twist! "The reason the women’s
ssue has been so prominent is becazuse so much mones is seent on
sex education and so littie money is sepent on wconomic
educastion . . . "

AT THAT PDINT, Heazdlee lemented the lack of campaisn
focus on what he said were the erinciral issues -— "Jjobs, taxes
znd srending, and lezdershir.”

“Hhen you start talking sbout pconomic eplans . . . it’s
chloroform on the elecltronic media and it doesn’t sell
newsparers:” he said,

And then, barely rpausin~® for breath: he zdded ' “As T said
before, if we would eliminate sex educstion and rerlace it with
economic educstion, we’d heve Jobs in this state.”

Blanchard, meanwhile, was keerindg 3 |ow profile.

"1 2m not soing to allow myself to be distracted by his
{Headliee’s) pruoblems,” he said.

The remzrk seemed unnecessarily cavalier from the person who
raised the issuve in the first rlace, But if:, indeed, the whole
issue of women’s rishts: including the stuff asbout day marriade
and teenage sexr turns out Tuesdsy to have hurt Headlee
. « « welly it mey have exeplzined & critical difference betueen
the two campaivns

)

Hae
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ROMNFY 'S FIERY TALK BRINGS UP MEMORIES
Republican Dick Headlee unlieashed Michiden’s ading but still
hureractive srocelurser Georde Romnewr on Lhe 1992 cemrzign for
governor s29a2in this week., And, at times, it was like vriding down

Hemory Lane . o . on & Tire Lruck.

O0ld Gerardge’s princirz! tardet naturaliy was Nempovrat Jdim
Blanchard.

And he 1et him have it:

"Blanchard’s prodram of Job crestion is decertive and

destructive . . . It’s & shony . . . " "Thure’s no way
Blancherd can do whit he hes seid he will do without & massive
tax increase . . . " "The election of Jim Blanchard (as

Hichigan’s governor) will serve notice on the investment
commun ity that Michiden’s economic envivonment is Zoing to be

WOTSE . . . ete.r elc.

But there wes mevser and some of it was mixed with nostaldgia
== gspecially &t & rress conference  Tuesdzy in Lansins For
gxemp el

fin old ERA fler

Romney said the women’s issue - especiaslliy the ERA - which
hee bedeviled Hesdlee in the 1982 cempaidn is "secondaru,”
"diversionars™ and "2 politicas! math.” And he said he’d been
through one Just tike it in 1979 when he uwas sprrointed to &
vizcaney on the Haune State University Board of Governors,

"T hed mu rosition misrepresented clesr across the countru,”
he said) referring Lo @ vousing flep idgnited by an interview in
which he ssid the ERA crusade had sttrezcted "the leshiznss the
homosexuals and the moral porverts, ™

Civil rights bheljever

Romney sieid the Mormon isswe (he and Headlee shere sctive
membership in the Church of Jeszus Christ of Latter-Das Sszints)
bedeviled bim when he fivrst ren for governor in 1782,

"When 1 wes & cendidsate for the governeorshis of this stste
v e the big, overpowering isswe socially was civil rights for
leckz . . . Peorle thowghl beceuse 1 was & member of that fzith
I didn’t believe in civil rights for blacks, Blacks then
couldn?t hold priesthocd in my churchy so peorle s2idr irso
fartor ynuv’ee opposed Lo bBlacks.,”
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Romnes voluntesred some thoudhts about Sen. Barry Goldwater,
R-Ariz.: who: when he ran for president in 1944, had been
perceived as weak on civil rights by Romnes and others.

“1 believed (so0 much) in civil rights for blacks . . . 1
fought so hard agsinst Golduster in the Cow Pzlare (site of the
1944 Rerublicen Mztional Convention in San Francisco) that, as 1
rode down Pennssivanis Avenue in (President) Johnson’s inzugursl
parade (in Jaznuary 19465), thaet the little black children on
both sides of Pennsulvenia called out, 'Did wou strezishten Bavew
outy George?’ . . . That’s why 1 didn’t endorse Barry Goldwster.
I accepted him but I didn’t endorse him, "

A tot of old stuff
Romney raised the 1748 "brainwashing” issuve as an examele of
rolitical "muths” that bedevil caendidales. The issue involved
Romnew’s forthrisht but politicaliy unorthodox sdmission that he
had been "brzinwsshed” by generzls on an eaviier fact-finding
trir to Vietnam - an admission that fed to Romneu’s undoing ss
z presidential cendidzte.

"We (Romneus and his advisers) believed whet Johnson and
(Defense secretasry) MeNemars and (Secretary of State) Rusk
and everuone else was telling vs about Vietnam . . . and 1 was
brave enouzh (after he chanded his position) to call & crade &
sprade » and I’ve tvied to do it atl my life.”

Anuwsy s Romnedr who is 75 bul stkill a3s tireless) touzh znd
evandel istic as everr srent three Jaus this week barnstorming
Michigen to praise Headlees, raise hell with Blancherd and
fecture anvone who would [isten on realrolitik - z2ctording to
Geor 2 Romnes.

A lot of it wes old stuff. And some of it was . . . wells
stiretching 2 bit.,

But it was #reszt thezter . And sgood politics.

And Headlee knew it

He took nole Hednesdzy in Detlroit of the "phenomenal imrsct”
that Romnes’s campzidning had on the primary election outcome,
find he ssid he’tl be counting on il eggein next week.

“Lerme tell sowy GrorZe Romney Firves me up,” said Headlee.

Understand:zbluy,

it
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zmendment) is bull==e=1"

The House broke ur in laughter.
The zmendment was redected,

fnd Power was admonished by Speaker Pro Tem Hatthew McMNeelu.,
D-Detroit: to clean ur his act.

The House wse still laushing 2s it voted to kill Runco’s
emendment.

% LA L]
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' BOF’S MODERATES CAUSE A FAINT STIR

The corrsie of “moderate” Resublicanism winked in Lansing last
Seturday, but Just barely.

Stilly it cavsed 3 stir.,

The occesion was the Michigan Moderate Rerublican Conferences
ordganized by a2 handful of rparty irregulars struddling to
mezintzin the liberz! (they would cezll it “prodgressive”™) GOP
gpark for the post--Readan araz - probablus 1788,

Not eversone sprroved.

For exampies Chuck Yob, 2 party redular and GOP chairman in
the Sth Districts which includes Grand Rarids, most of Kent
County etc.s» fired off 2 critical letter two weeks ado to
Seencer Abrzhaems the state Republcian chairmen, suddesting that
the ronference would prove counter-rroductive,

"1 am rezl unharry to even hesr of the Michigan Moderate
Rerublicen Conference,” Yob wrote. "All we need in the State of
Michigan in the Rerublicen Pariy zre more and more
fragmentations end parts of our partuy pulling sway so that we
c&n be sure to loose the governor’s election the next so
around,
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Thet wazn’t the end of it.

GOP ’dogmalism’

Yob senil cories to other Rerublicensy including Jean Laugr an
outsroken Otteaws County commissioner who helred organized the
conference.

Lzug wrote Yob back: noting that "dogmatism™ by
conservatives who have teken over the Michidgan GOP has led to
"gn elarming number of moderztes . . . auvielly drorrindg their
rhusical and finsncial support of the Michigan GOP. "

"In my views" Laug wroter "the center core of the GOP has
always been the majority but hes become the siflent madority

-
. = »

That stilf didn’t end it.

Peter Seccvhiaz, Michigzn’s GOP National Committeeman who had
received cories of the Yob and Laws letters, sided with Yob end
sent Lauz’s letter back to her with comments criticz! of

moderates sceibbled in the margins., He notedr for examries that
“the finencizsl suprort hzs been wezk from Lhe Millikens™ and
adding the cruptic eauation! "Millikens = 0 . And he wrote

that “the nasty stuff, the bad comments have come mostly from
moderates,” sindgling put as examprles Peter Fletcher, his
rredecessor s committeemzn, 2nd Maxine Swansons former GOP
chair in the 10th District who lost the office after endorsing
Democrat Jim Flanchard for sovernor in 1982,

The conference itse!f - which drew sbout 100 Republicans:
including candidstess party functionaries and curious

conservatives -- was comparatively free of such rancor: but many
particirants walked 2 fine line. Horkshor tezders such as Helen
Milliken complained sbout a national Republiran adgenda that

includes school praser but leaves out the equsl rightis
amendment. And sereakers such as U.S5. Ree. Jim Leach, R-Iowa,
nede references to rerty leaders "who look for simelistic
answers”™ and to "12-figure deficits that refiect neither
compression nor prudence.”

Ho Readgan attack

But nobods bezt ur on Ronesld Resdan by name or launched
frontal attacks on the state partu’s news conservative
leadershipr.

Stilts there were buttons like "I am @ Rerublican woman and I
wznt my prarty back.” And in the hallwsys there was lots of
sotto voce asbout how lons the moderstes would heve to wait.

John Field Reichardt, & moderste from Grand Haven, summarized
the feelindgs of many in the audience during his conference
remarks, savind moderetes who have been critical of
conservatives for not sureporting moderate cendidates in the
razst, should not mzke the ssme mistzke this vear with resrect to
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Fonzld Resdan.

“Me have & rresident of the United Steles who some reorle in
this room don’t {ike very much:” he sizid, "but we cennot stay
out of the fraw. He have dot to stay behind the president this
wear, "

Leter in the hallusys, he wss more direct.

"Some peorler” he said, "mas heve to bite their tonguves and
vomit in their sleeves zs they vole for Readan,”

But he szid thew should do it.

A
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GOFP SENATOR STANDS HIS MIDDLE GROUND

Stete Sen. Paul Henry, R-Grend Rarids, who soon will be
running for Condgress, deserves & medal.

He wes the keunote speaker Seturday in Lansing 2t something
called the "Michidgen Modeirste Rerublicen Conference.”

The, zhy what?
Thet’s right - & conference of modeiete Republicens,

Moderetes: of courser are vers much on the outs these davs in
the Michigen GOF) and theic numbers end enerdies hsve duwindled
to the point wherer on Fridaw, the dey before the conference.
John Field Reichardl, one of its parlicierantsr confessed only
half-humsrousiy that "we’re busy polling peorle out from under
rocks, "

Gttendance -~ 100 or so @t Long’s Convention Center south of
Lansing - waan’t so baedy bul it mey have been misleading,
Thet’s hecsuse Lhe sudience wee srrinkled with conservetives
Like Mark Koldusy cheivman of the Michidgan Conservative Unions
and Pzul Gadols, cheirmen of President Rezgen's Michigan re-
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HERE’S ELLY AGATN, FOR THE GOF WOMEN

Uh:s oh.

How comes the Michigen GOP’'s version of Terhoid Maru, a.k.a.
the Rerpublicen Women’s Task Forces, planning 2 June ? tribute to
perty matriarch Elly Peterson whor it will be recslledr endorsed
Jim Bianchard for Zovernor Lhe last time out.

Party unity will hbe sorely tested.

The liberal Homen’s Task Force is scovned by GOP
conservastives znd has no formal party stending, and Peterson.
who served 23 stete GOP chairman (that’s what thew czalled her
then) from 1945 to 1949, has been londg relirved from sctive party
service, But Elly, who was known s "mother” to co-workers
during her heuday, is venersted by Rerublicen moderztess, and
the tribute dinner at MSU’s Kello$g Center is sure to tuern ‘em
out.

Alreads, for exampler organizxers have lined ur Bil! and Helen
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Milliken 2nd Bob and Marge OGriffin as honorary co-chairs for
the evening, and Bill McLsuzhlin, who sucreeded Elluy 3s state

chairman: will be the emcee.

And it’s likely that other erstwhile party redulars who
served with Elly - Keith Molin, Bitl Ballendger, Bob Teeter,
Jowece Braithwasiter masube even Geordge and Lenore Romnew etc.
== will show uvp: toor» Joining members of the task force’s so-
called network thet includes, amond others:, Maxine Swansons
Mareie Cooks Pet Short, Connie Murrzu-0'Nes| and Pegdus Frazier.

Uhs who are these network rpeoopie?
GOF credentizls

Hell:, for openers, thew a1l have in common respectable
credentials in and out of the party. For examplel

Max ine Swanson of Alma heads the Rerublican Homen’s Task
Force a&nd the Grend Valles Stzte Collede Board and is & former
10th Congressional District GOP chairwoman,

Hzrgie Cook of Ezst Lensing is & longtime party workers now
director of the Michigan Homen’s Commission.

Fzt Short of Jesckson is & teacher from Jsckson and former
chairwoman of the state GOP teachers’ caucus.

Connie Murray-0’Heszl is & former vice-chzirwoman of the
Ingham County Republican Party now serving as @ Pesce Corrs
executive in Africs.

Fessy Frazier of Marquette is @ former Herauette Countu
Rerublican chezirwomeny former co-chdivwoman of Milliken for
Hichigan in 1?78 and chairwoman of the Ferris State College
Board. )

Thes &lso have somethindg else in common.

On Oct. 5, 1782, they were amons the Republican women who
Joined Elly Peterson in endorsing the Democratic casndidate for

governory Jim Blianchard,

Ther did so publicly, showing up zmid fanfare at 2 “Homen
for Blanchard-Griffiths funcheon” in Detroit.

They offered &1l soris of reesons for their defecltion: but
the princiral one was that, in their collective orinion:, Dick
Hezdleer the Rerubliceny was lousy on women’s issues:
especially the Equal Rishts Amendment,

'Don’t even smile’

Headliee, who knew the defections were coming, had sttempted 2
pre-emptive strike or twosr ssvindg in Sertember, for exzmele:
that "there are only nine women in the state who don’t |ike me.
Thes’re members of the Reepublicen Women’s Task Force . . . These
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women zre irrationsz! . . . s0 obsessed with this that theu’ve
become hardened. Thew don’t even smife. Theu’re unharpu.”

It didn’t work. Hezdlee losts and, ar<usblys it was because
of defections by normaliys GOP women.

The losss however: did not prevent the stzte eparty teheover
by Headlee l(owalists early in 1783, And in the ensuing 15
months: little has been doune to diminish Lhe rancor between the
new leaders who remsined lowal to the party and the grour  of
the teek force women: led by Elly Peterson, who did not.

Now comes Elly agains turning 70 on Jdune 35 and, still with
tots of GOP friends» returning for 2 tribute dinner at Michigan
State Universituy’s Kellodd Center on June 7.

Tickets at $35 (%125 for ratrons) will be available in Mau.
Proceeds will be earmarked for the Republican Homen’s Task
Force.

Spencer? Peter? John Engler? Dick Hezdlee?

Don’t hold your breath, ftedies,

®¥n
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EX-GOVERNOR’S LEGEND NEEDS NO GARNTSHIMG

Chese Szlmon Osborn, governor of Michigan in 1711 and 1912,
is one of those larser-than-1life historical fidures who prompt
latter—~day cliches about how "theus don’t make “em like thew used
- i

Indired, thew probably don’t.
Compar isuns across decsdes» esrecislly by amateur historians,
can be treascherous) but some peorle -~ like Osborn -- stand tall
with or without embellizhment from sdoring friends znd

relatives or rasual Journalists.

Osborn lived Lo the rire old zge of 8%, so» in 2 senser he
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Senator RIeEGLE. So, roughly around May 1 then, you sent this
letter off. Did you send it to some other papers too? Do you recall
what other papers it would have been sent to?

Dr. SEGer. Yes. Again, I don’t have the whole list. I sent it to
different papers around the State. I know I hit the two Detroit
ones.

Senator RieGLE. The two Detroit papers and some sprinkling of
other papers around the State?

Dr. SEGER. Yes.

Senator RieGLE. So I guess what you decided to do, you wanted to
state these views, and so you wrote the letter and you sent it to
sevgral papers simultaneously and some printed it and some have
not?

Dr. Secer. Right. There were several articles that ran back in,
like, April, rehashing the 1983 election, and that's what triggered
this whole thing.

Senator RiecLE. OK. Well, I think for now we can leave that. I
think we've discussed that, and now I want to go into some eco-
nomic policy areas that are complicated ones, but I want to talk
them out with you and get your views on the record and let you
have a chance to discourse on them.

IMPACT OF DEFICITS ON INTEREST RATES

What do you see as the relationship between the deficits of the
size that we now have and interest rates? In other words, what is
the degree, in your mind, that deficits at the $185, the $200 billion
level, in that range, what impact do they have in terms of interest
rates, as you see it? Is there a connection? I mean, do you think
there’s a connection between the deficits and interest rates? And if
so, what would that connection be, in your mind, when the deficits
reach this kind of level?

Dr. SeGer. Two ways, basically. One is that when we engage in
deficit spending, whatever the amount, it is stimulative to the
economy, and so you have the impact on the aggregate demand in
the economy, which presumably will drive the economy toward a
more rapid rate of growth and that will often generate more credit
demands. Just having the economy grow faster would be one way it
would have influence.

In fact, there are three ways. The second way would be the con-
nection between financing the deficits and interest rates which
means, as | see it anyway, that the Government has to issue new -
securities in the amount of the deficit, whether they be T-bills, or
notes, or bonds, and when that happens, then there is a direct
market impact. You're just in the market for 1 month or 2 months
issuing these new obligations, which does absorb dollars, and it
does represent an increase in the overall demand for funds.

Thinking back to the capital markets course I just taught last se-
mester, one of the things I pointed out to the students is that if you
look at interest rates as prices of loanable funds, which to me is
the easiest way to understand them, then any factor that contrib-
utes to increasing the demand for those funds will have the effect
of putting upward pressure on interest rates.
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Senator RiecLE. Let me ask you this. In terms of deficits of this
size and having now run as long as they have and sort of caused a
spurt in growth in the economy, driving up the GNP, to what
extent do you think there is now, in the sense an interest rate pre-
mium, that interest rates have risen, as a result of either or both of
the factors that you mentioned? Are rates higher today because of
the deficits, in your view? And if so, how much higher than what
they might otherwise be?

Dr. SEGER. May I just mention the third factor that I think con-
nec:;1 them, because I think it will tie into the question you just
asked.

Senator RIEGLE. I understand.

Dr. Secer. The third connection involves what I would call
market psychology. The professionals on Wall Street and in some
of the big banks have been very, very alert to the so-called deficit
problem, and their reaction to the deficit has influenced their judg-
ment of where interest rates are going in the future. It has influ-
enced how they forecast interest rate movements in the future. In
that way, there is sort of a feedback into current interest rate
levels, because, again, if you expect certain things to happen in the
future, you can sometimes, through anticipation, get those effects.

Senator RieGLE. Right. )

Dr. SEGER. Moved up to the immediate term. _

Getting back to your second question then, in terms of tying the
size of the deficit to rates or looking at how much higher rates are
now, because of the deficits than they would have been, I honestly
don’t know an exact number. I have not seen an exact number.
Again, there probably is some differential.

Senator RieGLE. But you have been in the economics business
and forecasting business a long time, and this is partly a judgmen-
tal matter.

Dr. SeGer. Oh, yes.

Senator RieGLE. And different economists will differ on it, and so
forth. But what would be your judgment? What’s your intuition?
What is your sense for it? What would you think in your mind is
the interest rate premium that we may be paying today for the size
of the deficits?

Dr. SEcer. As I said, I don’t have a nice handy-dandy single
number, but the combination of the deficit and the future inflation
concerns, which might be tied to the deficit might add—I don’t
know—between 1 and 1% percentage points, something like that. I
underline that this is strictly a very, very rough guess.

Senator RiEGLE. Right.

Dr. SEGeR. A rough estimate.

ECONOMIC DOWNTURN COULD RAISE DEFICIT

Senator RieGLE. Now some people said if we don’t solve the struc-
tural deficit problem, and if we stay at a deficit level that’s in the
$200 billion range, maybe $185 billion, in that range, suddenly we
have an economic downturn, which no one wants, but the business
cycle does tend to assert itself at certain points. And if we have an
economic downturn, we might find that what would happen is that
a new cyclical deficit will come piling in on top of the structural
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deficit, and maybe we would end up going from $185-$200 billion
_structural deficit, and suddenly we might have another $100 billion
cyclical deficit added on to it, and then maybe a $300 billion deficit
problem, rather than a $200 billion deficit problem.

And as I talk to people in the financial markets, this sort of falls
in the expectation area to the point you made a minute ago, and
people get very nervous about that, because they wonder whether
the system can take it, manage it, what does it do to interest rates.

How would tyou evaluate the ability of the economy at this stage
of the game, if those sequence of events were to happen, to manage
and to tolerate a deficit that ballooned up to, say, $300 billion? .

What do you think the consequences would be? And is that man-
ageable, in your view, to handle that, if we had to?

Dr. SeGer. If I go back to the original points you made about the
developments that would Ig:lroduce this—that is, slipping into a re-
cession—typically, when the economy goes into a recession, the de-
mands for credit by various parts of the private sector diminish. It
could be consumer demands for installment credit; it could be de-
mands for mortgage loans; it could be demands by corporations for
short-term business loans; those kinds of things.

In a recession, or as you go into it and are into it, I would typi-
cally expect those kinds of demands to back off, because that has
been the pattern in the past.

To some extent, using your numbers, which I think was to run
up the deficit in about a 100 in round numbers——

Senator RieGLE. Right.

Dr. SeGer. Probably some of that, $100 billion plus, would be
offset by a diminishing of these demands in various parts of the
Erix;{ateﬂsector and maybe even State and local governments would

ack off.

It probably would not represent a net increase in the demand for
funds of $100 billion. It would be something less than that. In
terms of the impact that might have, we have not experienced this
exact event. We're sort of sailing in uncharted waters.

Senator RIEGLE. Let’s ho?e we don’t.

Dr. SEGEr. Yes. So I don’t think any economist can say emphati-
cally what the $300 billion deficit would do or would mean, be-
cause, as I said, none of us has really lived with it. We can specu-
late about it, but just looking at the impact on the demand for
funds, as I said, I really think a part of that would be offset, an-
other part probably would not be and would represent a net in-
crease. :

Senator RIEGLE. My time is up.

- The CHAIRMAN. Your time is not up other than we have a vote.

Senator RIEGLE. I was just handed a little note.

The CuairmMAN. Well, all I was saying was all your time is up
temporarily. We got a vote.

Senator %ROXMIRE. Could I question her until it’s time to go?

The CHAIRMAN. Sure.

Senator RIEGLE. Before you do, may I just make one point. I will
be very brief and say the reason I asked the question is that if the
view is we shouldn’t really test the outer bounds of $300 billion def-
icit, it would mean mayge we should take policy actions now to
forestall that. If a person thought the $300 billion deficit was man-
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ageable—then a person might necessarily conclude that there
wasn’'t much that had to be done right now to forestall it—and
that’s the point I want to get to when my chance comes back
around.

Senator PRoxMIRE. Dr. Seger, you are replacing Nancy Teeters as
a Federal Reserve Board member. Dr. Teeters served, among other
things, as the Feds expert on the Truth in Lending Act. How im-
portant do you regard the Truth in Lending Act as a matter of con-
sumer protecting?

Dr. SEGER. May I just make a comment about Nancy Teeters, be-.
cause she is a long time friend of mine. We both went to the Uni-
versity of Michigan. I was a couple of years behind her. She was a
graduate student when I was finishing up my undergrad work. We
both worked together at the Fed in the 1960’s and she went on to
other things in Government and I went on into banking. She has
handled all these consumer issues and they probably will be as-
signed to me, assuming I get on the Board.

Truth in lending is one of those activities. I think that making
sure that individuals who are applyuﬁ for credit of any kind have
information on which to make rati decisions is very important.
I am told by some people who are making the loans—I have never
been a loan officer; even though I had 10 year’s banking experi-
ence, I wasn’t making loans—that the specifics of the Truth-in-
Lending Act, particularly the rules and regs, could be sorted out a
little bit and made a little more clear, a little more simple, just to
do the job better. But I do think that providing the information,
gettmg the material to prospective borrowers, is very, very impor-

The CHAIRMAN. Senator Proxmire, I've been trying to simply do
that for years. We have failed so far. T

STIPULATION OF SENATE RESOLUTION

Senator PROXMIRE. A few months ago the Senate passed a sense
of the Senate resolution declaring that the next nominee—I guess
it was a couple of years K, March of this year—a resolution
that the next nominee of the Federal Reserve Board should be a
person with substantial small business or agricultural experience.
The author of that amendment, in introducing his amendment, em-
phasized the special and peculiar vulnerability of both small busi-
nessmen and farmers to high-interest rates. Both live and die on
borrowed money. When interest rates rise thousands of small busi-
nessmen and farmers literally go through the wall and fail.

That resolution designed to commit the Senate to a small busi-
ness or farmer nominee passed the Senate decisively after the last
Federal Reserve Governor was approved. Frankly, {voted against
it. But this committee is accountable to the Senate on this score.
What experience have you had as a small business person or as a
farmer?

Dr. SEGER. Starting with the farmer, first. I am not a farmer. My
mother was born on a farm in Ohio. Our family homesteaded down
there. My father’s family owned a couple of farms in southeastern
Michigan. He himself lived in town but he ran a dairy which is a
farm-related activity. It's also a small business.
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As [ said, as for my own experience, I was born in a small town
called Adrian.

Senator ProxMIRE. But you have no specific small business or
farming experience yourself?

Dr. SEGeR. That is what I said.

Senator ProxMIRE. You see, that’s a problem because that was -
the decision of the Senate very recentlg(.’

Well, I see that's our 5-minute bell. So, we'll have to come back. I
hope I can come back.

e CHAIRMAN. I would just say, I also opposed that on the
floor, as you remember. However, this nomination process was well
under way before that occurred. As a matter of fact, I stated on the
floor that I had already blocked one nominee in the process for
Nancy Teeter’s position because of not complying with the geo-
graphical function of the law and so the Senate did a nonbind-
ing sense of the Senate. But your name was already one of those
being considered before that was passed.

Senator RIEGLE. Mr. Chairman, just as you are leaving I want to
say the letter I took over the phone was transcribed over the phone
earlier from Helen Milliken and Elly Peterson. It contained one
mistake and one word was wrong down in the second paragraph on
point No. 2, the word “adopted” was in that paragraph and the
word should have been “recommended,” rather than adopted. I
have crossed it out, corrected the copy and I just wanted to make
that statement now and as a matter of fact, let me also give one to
you so you have it. it's not a major change, but nevertheless that
change needs to be made.

The CHAIRMAN. The committee will recess long enough for us to
go vote and then we will return.

LIiR}?cess.]

- 1e CHAIRMAN. The committee will come to order. Senator
iegle.

Senator RiegLE. Thank you, Mr. Chairman. The number of the
people that are visiting Washington and using the subway cars is
just extraordinary, so getting back from the Capitol is not as
simple as it may seem. Thanks for the patience of the chairman.

When we were discussing earlier, we were talking about the
effect of a big increase in the deficit coming from a downturn in
the business cycle and what happens if the interest—I should say if
the deficit widened out to $300 billion, which is unprecedenteg. I
would like to ask you a slightly different question about that, and
that is rather than try to make an estimate as to what might
happen to the interest rates under that condition, I think they
probably will go higher and that’s a very worrisome situation.

I'm wondering at what point you think deficits at the $200, $300,
$400, and $500 billion level start to take us over the edge in terms
of areas that we should not test and should not go beyond. What do
you set as sort of the outer bound in your own mind? I realize this
1s an impression, but it is an important impression because you
have been in this business a long time and I'd be interes in
knowing how you see that?

Dr. SEGER. As you said, I have been in this business a long time
but I remember when a $50 billion deficit was a big one, so our ref-
erence points change. There probably is some outer limit. I really
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don’t know what the exact number is. Obviously if you can cut off
at a $300 maximum, it's better than $400 for the economy, and
$400 would be less troublesome than $500. I can go through aﬁ that,
but in terms of the exact point at which chaos takes place—

Senator RIEGLE. Where do you start to get very nervous as an
economist?

Dr. Secer. Getting back to my three points about the impact, I
guess what has made me very nervous is to see how magic the $200
billion was. The deficit has been growing for some time, certainly. I
think in my working career we have had about 2 years in which
there were surpluses—I believe 1960 and 1969 are the two—and so
obviously these deficits are not new. But what seemed to be news-
worthy to the Time magazines of this world was the $200 billion
mark, and that seems to have triggered a lot of concern on the part
of other people. Once it becomes newsworthy in the general press
rather than in just the Wall Street Journal or the Journal of Fi-
nance whatever, it triggers a lot of concern.

$200 BILLION DEFICIT STARTING TREMORS

In a way, we have made this $200 billion mark a very critical point
gnd it certainly, as I said earlier, has sent tremors through Wall

treet.

Senator RIEGLE. Are you nervous about it then, as you factor in
all of those things, including how the market does? This leads you
to the conclusion then that you’re nervous about it, that you
become very uneasy about a $200 billion deficit?

Dr. SEGeR. As I thought I said earlier, I would rather have small-
er than bigger deficits.

Senator RIEGLE. Everyone would, but the question we are trying
to get to is of a more qualitative measure. In other words, when
they get to the point where they are now, is this something that
really alarms you? Are you really concerned and worried about
deficits at this level? I mean, what sense of urgency do you attach
to doi somethmg about deficits that are this size?

EGER. It's alarming me 'in a sort of a one-stage-removed
phase Because I have a lot of friends who are in the big New York
banks or working for U.S. Government securities dealers, when I
see their concern then that makes me concerned. as I said, sort of
one-step away, because I know the impact that their concern can
have on the financial markets simply ‘because they advise people
and control a lot of dollars.

I can just sit back as a private citizen or teacher in a small
school and be concerned, and yet it’s not going to rattle and shake
the financial market. But when they find the current level—and
also, I think we discussed this in your office, more importantly
what they see as extrapolated numbers going out to 3, 4, or 5
years—I think it's a combination of the current number and what
they see as sort of a steadily upward creep unless something is
done that causes their concern. That’s what makes me concerned: 1
see their concern and I know what they are able to do.

Senator RIEGLE. So, let me make sure I understand you correctly.
You are saying that as you talk to people in the financial markets
in Wall Street that are in the center of this thing and they express
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their sense of alarm, their great anxiety about deficits at this level
and projected deficits, that causes you now to hold the same view
that you are alarmed and that you are nervous about these things
because other people whose opinions you respect may have come to
be alarmed. Is that a fair summary?

Dr. SEGER. It's not strictly a matter of respecting their opinions,
although as I said, I have known many of tﬂec people for a long
time and do respect them as professionals, but it'’s more a matter of
knowing the impact that their views have. They put out these let~
ters, they hold meetings with major institutional investors. Their
em ployers are often big investors themselves. I don’t have the clout

e a number important, but I think they do, and if they do,
then obviously, it’s a significant level.

Senator RiEGLE. Yes, but I think I hear a nuance here. I think I
hear you saying that it becomes important and it is a problem be-
cause they think it’s a problem. I hear you saying that, you know,
deep inside in your heart of hearts are not necessarily convinced in
the first instance that it is that big a problem, although if they
think it is and they do things in response to that it may be like a
self-fulfilling prophecy. I hear you saying by omission or by the
way you are phrasing it that you are not necessarily convinced
yourself that the deficit at this level should alarm them.

Dr. SEGeR. No, no, no.

Senator RieGLE. That's what I want to draw out.

Dr. Secer. I thought what we were talking about is a critical
point; how high can they go?

Senator RieGcLE. Well, we left that and now we are coming back
to the current level, the $200 billion level, and so forth.

Dr. SEcer. What I'm saying is that I think deficits do have im-
pacts in several ways; that I personally don’t know, based on m

analysis what size deficit we can live with today, whether it’s
$190 or $195, or $200 billion, or what. Based on the communications 1
have—personal conversations—there is so much concern among
these professional advisers, the major investors, that based on their
assessments, there is a problem. They can make it a problem. I'm
not saying it’s not a problem.

Senator RiEGLE. But have they convinced you, and are you now
coiwincg?d that it is a major problem and deficit reduction is a criti-
cal item?

SUPPORT DEFICIT REDUCTION

Dr. SeGeRr. I have supported deficit reduction right along.

Senator RieGLE. Where do you think we have to take it down to,
roughly to where? What do you think is the path we should be
shooting for or setting for ourselves in terms of deficit reduction?

Dr. SeGer. I don’t have any nice, neat, exact numbers. But I
think what would register with the folks I am telling you are so
influential, what wou% 1mpress them, would be an effort to reduce
the deficit and one that didn’t just involve a particular year, but
rather one that seemed to address it as a long-range problem, that
said, “OK, we're going to get this thing on the right track out here
someplace.” We have been worried about the deficit soaring this
way from where we are now, and it's going to be worse. They
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would like to say, “OK, here we are now, and we, based on what
we hear from Congress and the White House, we think that instead
of that, we're going to see a consistent, persistent effort to take
these down” I'm not saying that overnight you can go from a lot of
red ink to black ink; they don’t expect that.

Senator RieGLE. But what can the Fed do to help lower the defi-
cits, in your view?

Dr. SEGER. Obviously, they don’t have direct control over deficits.
The Congress does.

Senator RiEGLE. Do you see anything at all the Fed can do con-
structively to help get the deficit down? Any ideas you have in
mind for that?

Dr. SeEGer. Tying the Fed into my group on Wall Street, to the
extent, let's say, that Congress got something started, it would con-
vince them that we were heading in the right direction, narrowing
the deficit, ultimately making an effect on the budget. To the
extent that Wall Street believed that that was really going to
happen—and I think they can be convinced, by the way—to the
extent that that happened, then the expectation would change, and
I think that in and of itself would have a favorable impact on inter-
est rates.

i Se‘!’lat.or RieGLE. Is there anything the Fed can do along that line
ere’

Dr. SEGer. To the extent that those people acted that way, that
they also tied it into a less terrible inflation problem in the future,
then I think this might give the Fed some more latitude to also
back off a bit on their monetary restraints, and the combination of
Fed action and the conviction of my friends in Wall Street would
have a favorable impact on interest rates.

Obviously, the direct way the Fed impacts the budget is that, to
the extent that they influence interest rates, as long as we have
got the debt outstanding of $1.5 trillion, if you can finance that at 1
percentage point below where it's now being financed, that’s a big
number per year.

Senator RiEGLE. It sure is. I will try to come back to that. My
time is up.

Dr. SEGer. I didn’t mean to go on so long.

Senator RieGLE. No, no; it is complicated, and I don’t want you to
feel hurried. I wanted to take it on through to its conclusion.

Dr. Secer. OK.

Senator Sasser. Thank you, Mr. Chairman.

Dr. Seger, as you know, the Federal Open Market Committee
[FOMC] directives are now kept secret from the Congress and from
the public until the adoption of a subsequent directive. That is
what current practice dictates.

Generally, do you agree with that policy of the Open Market
Committee’'s directives being kept secret from the Congress and
from the public? :

Dr. SEGER. I know that the policy has been to withhold the re-
lease of the minutes of one meeting until a couple of days after the
next Open Market Committee meeting and then release them. It
takes a little while just to get the minutes put together and get
them released, but let’s say they’re announced the next day or 2



94

days after a meeting, there is concern that just having, bang, an
announcement of change, might be destabilizing in the market.

We haven't done this, so I guess we can’t prove it would or
wouldn’t be, but that is a concern.

Another concern is that the people I was just referring to in talk-
ing with Senator Riegle, the very influential Wall Street econo-
mists who advise major banks and major Government bondholders
in New York, even if we announced or released these way earlier
than we now do, would probably still try to predict what had gone
on that day, even though they knew the minutes were going to
come out, because they want to get a jump on everybody else for
purposes of positioning their own securities. This is the way some
of these people make money, by getting ahead of the pack. It
wouldn’t give a great advantage to the typical Tom, Dick, or Harry
that some of the professional Fedwatchers might have.

Senator Sasser. In other words, what you are saying is the pro-
fessional Fedwatchers now have the advantage by virtue of their
being able to interpret events and what happens, and if the open
market directives were made public, then the general public could
take advantage of what might be coming in the way of monetary
policy—those who didn’t have the expertise to sort out intuitively
what was coming?

Dr. Secer. I was saying the pros would still try to get a jump. I
mean it would be an advantage to the others, that's true. But I am
saying the pros, the very shrewd Fedwatchers, would still try to get
a jump by not waiting rf{:r the report to come out, but rather trying
to speculate about what the Fed was doing and what was going to
be in the report when it came out tomorrow or the next day.

Senator Sasser. But they would just be speculating. They would
have no objective evidence on which to act?

Dr. SEGeRr. Right.

Senator Sasser. And as many say, given the present circum-
stances, the very skilled Fedwatc{ers can read signals that John Q.
Public out there could not read as to what is going to occur with
monetary policy, money supply, et cetera.

In general, do you believe that the Federal Reserve should adopt
a policy of advising Congress of major changes in the direction of
monetary policy as they occur and when they occur, in a timely
fashion?

Dr. SEGER. Are you still talking about the FOMC, or do you
mean more appearances such as Chairman Volcker makes?

CONGRESS’ NEED TO BE ADVISED BY FED POLICY

Senator Sasser. I want to know—it’s usually in the Federal Open
Market Committee meetings that many of these policies are dis-
cussed and decisions are taken. And my question to you is: Should
Congress be advised if there are major changes in the direction of
monetary policy? You know, we talk to the Chairman, Mr. Volcker,
quite often up here, and sometimes it's very difficult to find out
Erecisely what direction he intends to go, from our questions and

is statements.

Do you think it would be useful if Congress were advised of
major changes in the direction of monetary policy when and as
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they occur? For example, do you think in the spring of 1981, when
we embarked on very substantial tightening of the monetary
policy, do ?you think Con should have been advised of that at
t(,lhat ?tlme Would that have been helpful? Should it have been
one:!
Dr. Seger. I would have to go back and see what he actually told
ﬁ)u in that February presentation that he always makes under
umphrey—Hawkms To be honest, I have not reviewed that back

Senator Sasser. Well, do you have an opinion as to whether or
not it would be a good pOll for the Fed to advise Congress if there
are major changes in the cﬂrectmn of monetary policy coming up,
to advise Congress in a timely fashion?

Dr. SEGer. On an ongoing basis you mean, not scoop you over the
market, but simply give you the more needed information in the
same way we're talking about getting the information out sooner
or closer to the date of FOMC meeting? Or are you saying you
would like to be clued in in advance, 2 weeks before?

Senator Sasser. No; what I am talking about is, if a determina-
tion is made that the Federal Reserve is going to make a substan-
tial or a major change in the direction of monetary policy, do you
think it's adwsable for the Congress to be advised in a timely fash-
ion about that change in direction of monetary policy?

Dr. Secer. I think it's very important to have this communica-
tion between the Congress and the Fed right along. As I said, I sup-
ported the move under Humphrey-Hawkins to have the Chairman
come up and present, in general terms, what they plan for mone-
tary growth in the year ahead and then, in July, to review what
they told you back in February and give you any revised targets,
plus a tentative monetary growth target for the coming year.

I support dealing honestly with you, frankly, with you, putting
the cards on the table.

If the issue is that you would also like more interim kinds of
cornmumques so that you would be more current on what the Fed
is doing, particularly any 45-degree changes or somethmg like that,
I have not thought about it particularly, but maybe it's somethmg
that could be worked on.

Senator Sasser. Well, you do understand, Dr. Seger, that Con-
gress established the Federal Reserve to be independent of the ex-
ecutive branch and to act as really a creature of Congress. And as
a member of the Federal Reserve Board of Governors, would
agree to be guided by the general pohc?' mandates that ma be laid
down from time to time? I won’t say “will be laid down,” but may
be laid down from time to time by the Congress?

Dr. SeGeRr. I don’t know what you mean by “general policy man-
dates.” You mean——

Senator Sasser. Well, we occasionally pass resolutions here in
the Congress dealing with monetary policy. There were some reso-
lutions that were passed in 1981 and 1982, as I recall, and the Con-
gress reacting at that time to the very severe economic conditions
around the country. And the relationship between the Congress
and the Federal Reserve Board of Governors deteriorated to the
point that there were serious conversations about restructuring the
entire Federal Reserve Act here.
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Dr. SEGER. Yes.

Senator Sasser. And there was developing a bipartisan approach
to that. And that was a result of the fact that the Fed did not
appear to be responding to the general policy mandates that were
emanating from the legislative branch of Government.

And my question to you is, Would you be guided by general
policy mandates that might be laid down from time to time by the
Congress?

For example, if the Congress should pass a resolution mandating
a coordination between fiscal policy and monetary policy, and man-
date that they no longer act at cross purposes to each other, Would
you feel obliged to be guided by that general policy mandate on the
Board of Governors, acting in your official capacity on the Board of
Governors?

Dr. SeGer. I will certainly pay attention to what you have said. 1
didn’t understand you to mean—and this is why I asked the ques-
tion clarified a little bit—sending a directive up saying; “By the
way, we think the M1 growth target for 1984 shouldn’t range from
4 to 8 percent but it should be from 5 to 9.5,” just pulling numbers
out of a hat. I didn’t know you were talking about what I consider
to be very specific ways in which monetaﬁl policy is carried out.

You have answered by saying you are talking about more gener-
al kinds of directives and more general concerns.

Senator Sasser. Very broad mandates. Do you understand really,
Dr. Seger, what it is for the Fed to be a creature of Congress?

Dr. SEcer. Certainly.

Senator Sasser. It was created by this——

Dr. SeGer. Congress passed a law in 1913.

Senator Sasser. By this legislative body here. And in your judg-
ment, could you form your own opinions and judgments on the
execution of monetary policy independent of any influence, political
or otherwise, from the administration?

Dr. SEGER. Yes, I certainly could.

Senator Sasser. Well, my time is up, they tell me.

HOW NOMINATION CAME ABOUT

Senator SARBANES. Dr. Seger, I'm interested in how these nomi-
nations come about. In your instance, ] would be interested to
know how the possibility of going on the Federal Reserve Board
first arose.

Dr. SEGer. I can’t remember whether you were sitting in here
when I mentioned a little bit of this or not. While I was a regulator
in the State of Michigan in 1981 and 1982, I regulated commercial
banks, savings and loans, credit unions, and small loan companies.
In late 1982, as I was leaving, the Michigan savings and loans said
that they felt I had done a very effective job dealing with them,
that I was very evenhanded and I worked hard to help t.hem solve
their problems.

Senator SARBANES. This is the Home Loan Bank Board,_ right?
Nothing ever came of that, as I recall your testimony.

Dr. SEGer. That's right. Believe it or not, that's what triggered
this; that’s how they got my name down here. I came down and I
was interviewed several times for that job. So I'm just saying—
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Senator SARBANES. For the Home Loan Bank Board?

Dr. SEGeRr. Right.

Senator SARBANES. Nothing came of that, and you then took the
appointment at Central Michigan; right?

Dr. Secer. Right.

Senator SARBANES. That was in August 1983?

Dr. SeGer. Right. I'm saying that’s how they got my name down
here in Washington.

Senator SaArBaNES. To start with.

Dr. Secer. That’s right. And then late last year, some econo-
mists—you know I am an economist—some colleagues of mine were
down in Washmgon at a meeting and apparently they were told
that Nancy Teeters’ seat on the Board was going to be opening u
They were asked if they knew any names of potential people to ﬁll
her seat, and were told that the White House was interested in
getting some names. I know of at least one person who then threw
my name in the hopper for the Federal Reserve Board.

Senator SarBaNEs. Did lyu:ou know this at the time?

Dr. SEGER. A friend called me somewhat later; I don’t know, per-
haps in late November, around Thanksgiving, I would say, and said
that he had been there and he hoped it was OK that he dropped
my name in the hat for this.

And I said, “Well, I'm not holding my breath. I'm teaching, I
enjoy teachmg. but OK ” and that was that.

Then I went on my vacation in December and when I got back in
January I was called by the White House Personnel Office which I
had dealt with in connection with the Home Loan Bank Board;
they wanted to talk to me. And that's how it came about.

Sinator SArRBANES. Who was it that wanted to talk to you?

Dr. SEGER. The White House Personnel Office.

Senator SARBANES. | mean——

Dr. SEGeR. Do you mean the name George Armstrong?

Senator SARBANES. Yes. He wanted you to come to Washington
to ﬁlg?cuss the possibility of going on the Federal Reserve; is that
right?

Dr. SEGeRr. Yes.

Senator SARBANES. How did it follow from there? Did you discuss
it with other people in the White House?

Dr. SEGER. I was interviewed by several people in the Personnel
Office, in their setup.

Senator SARBANES. Do you recall who that was?

Dr. SeGER. There was a woman who works for George Arm-
strong, and then there was a woman named Becky Dunlop, I think.
None of these are pals of mine. I'm just trying to——

Senator SARBANES. Then what happened?

Dr. Secer. Eventually I talked to John Harrington, who heads
the White House Personnel Office.

Senator SARBANES. All on the same trip?

INTERVIEWED AT THE TREASURY

Dr. Secer. No; I think that was on two different trips. Then I
was asked if I could come down sometime to be interviewed by a
couple of people in the Treasury.
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Senator SARBANES. Interviewed by whom?

Dr. SeGer. A couple of people in the Treasury. Tim McNamar
and Secretary Regan.

Senator SArBANES. I see. You were interviewed by Secretary
Regan?

Dr. SEGeR. Yes.

Senator SARBANES. Aha!

Dr. SeGeR. You're asking for the facts.

Senator SARBANES. Yes. Indeed, I am asking for the facts, yes.

When were Ivou interviewed by Secretary Regan?

Dr. SEGer. I don’t have my calendar with me. I don’t know the
exact date, but it was sometime in February.

Senator SARBANES. Sometime in February? And by McNamar at
the same time?

Dr. SeGer. Yes, sir.

Senator SARBANES. Together or separately?

Dr. Secer. No, I went in to see McNamar and then——

Senator SARBANES. He took you over to see Regan?

Dr. SEGER. Yes, sir.

Senator SArRBaNES. How long did you and Secretary Regan meet?

Dr. SEGER. I guess I don’t have the kind of mind that keeps all
these details. I spoke with him for a few minutes.

Senator SArBANES. Half an hour? An hour?

Dr. SEGER. Oh, less than 1 hour.

Senator SARBANES. More like a half hour?

Dr. SEGER. A few minutes.

Senator SArBANES. Did he indicate to you at the time, that you
were the nominee to go on the Fed?

Dr. SEger. No, he didn’t. I was one of a couple of the so-called
finalists. I didn’t know who the others were. Also I mentioned
when I talked about teaching at the University of Michigan, that
the one I subbed for was Professor McCracken, who used to head
the Council of Economic Advisers here. So he had recommended
me to the President and to Secretary Regan, so he had heard about
me through McCracken, but he had not met me before.

Senator SARBANES. So the White House personnel people talked
with you first, and they then arranged for you to go and met with
the Secretary of the Treasury?

Dr. SEGER. Yes.

Senator SARBANES. And then what happened?

Dr. SeGer. Then, on another trip, I was asked to meet with Pres-
ton Martin, which I have already mentioned.

Senator SARBANES. That was subsequent; is that correct?

Dr. SEGER. Yes.

Senator SARBANES. And the White House personnel people asked
you to do that?

Dr. SEGER. Yes, sir.

Senator SARBANES. And then what happened?

Dr. Seger. Then I was back at teaching, and I think it was—
again, I don't have a calendar here—something like March 1. I was
teaching a night course, and I looked up at the door, and the Dean
of the gusiness School was standing in the doorway of the class,
and he said, “the New York Times is trying to reac’l{l you.” And I
said, “what are they trying to reach some person up in Central
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Michigan for?” And he said, “Well, the word leaked that you're
%%mfd to be President Reagan’s choice for the Federal Reserve
ard.

Senator SarBaNEs. Did he indicate to you when you met, that
you ought to go on the Federal Reserve Board?

Dr. SeGgr. Did he say what?

Senator SARBANES. Did Martin indicate to you when he met you,
that he thought you ought to go on the Federal Reserve Board?

Dr. Secer. He was exploring my views on things, my back-
ground. It was like a job interview in corporate America where
they talk about what the job is, whether or not you would fit in,
what you like to do. It was an exchange of that sort. He didn’t
twist my arm. That isn't how I got my broken arm.

Senator SarBaNES. Did Regan or McNamar explore the same
questions?

Dr. SEGER. Yes.

Senator SArBaNES. What your views were, what position you
would take?

Dr. SeEGer. No, that’s not what I'm talking about. I'm talking
about my occupational views and what I wanted to do, and more
general things, not whether or not I think M1 is growing too fast
or too slow. It was more general things: What do you like to do, do
you think this type of assignment would appeal to you? I have been
to a lot of job interviews in banking and business, and it was com-
parable to that.

Senator SArRBANES. Did they discuss with you any of your views
about policy and economic matters? Any of the sorts of questions
that have been addressed to you here today?

Dr. SEGer. We were mainly discussing the business recovery.
Again, because they knew I came from the Midwest, that had its
major problems with the recession. We were talking about recov-
ery, and how it was benefiting those of us out in that area. It was
more in that tenor.

Senator SArRBANES. Now about this letter, the subject of the ques-
tioning this morning that appeared in the newspaper—I didn’t
quite get the distinction you made, because while they published it
as an article, I take it you would have had no objection had they
published it as a letter over your name. B

Dr. Secer. As I say, it should have been handled as a straight
something in as a letter to the editor and having it appear as a
signed column, which is the way this was presented. It makes me
wonder about their motivation. They put a picture in—

Senator SARBANES. If they had published it as a letter with your
name at the bottom of it, you would have had no problem? )

Dr. SEGeR. As I say, it should have heen handled as a straight
letter to the editor, because that’s what it was.

Senator SARBANES. It was a statement of your views, though, and
continues to be a statement of your views? )

The stenographer is not going to be able to get a nodding of the
b s Y

. SEGER. Yes. ;

Senator SARBANES. Now, when did you send that letter to the

papers? .
. SEGER. Sometime the first week in May.
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Senator SArBanEs. The first week in May? And you knew the
first week in March, I take it, that you were going to be nominated
to go on the Federal Reserve Board?

Dr. SEGer. I was told that I was—I'm trying to think of the
term—a prospective nominee for the Federal Reserve Board.

Senator SARBANES. When did they start asking for your papers,
and so forth? The White House personnel people?

Dr. SEGeR. A couple of weeks into March.

Senator SARBANES. A couple of weeks into March?

Dr. SEGER. Yes.

Senator SARBANES. For this nomination?

Dr. SEGeR. Yes.

DELICATE TIMING OF LETTER

Senator SARBANES. Do you think, as a member of the Federal Re-
serve Board—let me just go down the road a little bit—do you
think that as a member of the Federal Reserve you ought to
engage in the kind of polemics in the letter that was the subject of
discussion this morning?

Dr. SEGER. I was not a member of the Federal Reserve Board.

Senator SARBANES. No. No. I understand that.

Dr. Secer. I was a private citizen.

Senator SARBANES. I'l]l get back to that in a minute.

As a member of the Federal Reserve, as a hypothetical question.

Dr. SeGer. If I were a member, no, I wouldn’t have been sending
letters to the editor.

Senator SARBANES. Why not?

Dr. SeGer. Because I think it is different when you're a private
citizen, which I was and still am, than when you have an official
capacity.

Senator SARBANES. What is the difference?

Dr. SEGeR. The big difference is, we don’t have censorship in this
country, and I think as an individual citizen, sending letters to the
editor of a paper is satisfactory.

Senator SArRBANES. Assuming I agree with that, why shouldn’t
that continue to apply after you go on the Board?

Dr. Seger. Once you are identified as a member of the Board,
then I wouldn’t want people to think. “Well, she’s speaking for the
Board,” because I don’t think that would be the proper conclusion
to draw.

Senator SArBANES. No one would think you’re speaking for the
Board. Why wouldn’t they think you’re speaking for the university
when you sent this letter?

Dr. SeGer. I think people at universities traditionally have had a
lot ?1{ freedom to express themselves. That’s why a lot of people
teach.

Senator SARBANES. So you think that as a member of the Board,
you should not send letters of this sort?

Dr. SEGer. That's what I indicated.

Senator SARBANES. Do you think members of the Board ought to
involve themselves in political matters, speak out politically?
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Dr. SEGER. No, I would say it is a nonpartisan job, and you ought
to behave in a nonpartisan way, which lpaould if and when I put a
different hat on.

Senator SARBANES. Why wouldn't that apply to you as a nominee
to the Board? If this letter had been sent, say, on January 1 or on
December 1, then I think the question pertaining to it would have
been of the sort that Senator Riegle raised this morning. But at the
time you sent this letter you were, for all intents and purposes,
going to be the nominee to the Federal Reserve Board?

Dr. SeGer. That’s not the way it was explained to me. They said
I wouldn’'t be the nominee until the President formally sent my
papers to the Senate. That’s the way it was explained to me.

nator SARBANES. But you were not only under consideration,
you were the one they were preparlng to nominate.

e CHAIRMAN. Senator, if you would yield? At that time there
were three different names, including hers, that had been sent up to
me as prospective nominees.

Senator SARBANES. Mr. Chairman, she knew she was in the run-
ning and I think if her reasoning on the need for a Board member
to be objective and nonpartisan and not to engage in political ac-
tivities has any validity of the Board, it also has some validity at
the very time that she is one of the leading candidates to be a
member of the Board. I'm trying to get this nominee’s judgment
with respect to engaging in this kind of polemics.

The CHAIRMAN. Senator, I was only making the distinction be-
tween—you asked the question if she was a nominee and knew she
was a nominee, and all I was saying, if you want to further stretch
it, indicate that, as a potential nominee she should not, but that’s
your choice to make. All I'm saying is that at the time, as chair-
man of this committee, and being advised by the White House per-
sonnel, after I had personally rejected two potential nominees as
unacceptable for geographical reasons, they sent me a list of three
names, all of whom they were checking on and she was in a round
of three but she was not the nominee at that point. That came
sometime later.

I don’t remember exactly when but when I got the notification
that they had sorted the three, it was sometime in May. So you can
make that distinction and I appreciate your yielding, but she was a

tential Federal Reserve Board nominee at that time but certain-
y not a nominee in March.

Senator SArBaNES. Well, what sensitivities do you think a poten-
tial nominee ought to reﬂect‘? None on the line of answers Ive
been getting to my questions; is that correct?

Dr. Skcer. As I said, maybe it’s because of being on a college
campus, but I guess I dldnt feel that it was inappropriate for an
individual to talk about the campaign of 1982, which was ancient
history. I wasn’t getting involved in anything in 1984; I was com-
menting on a past campaign, one in which I supported the Republi-
can candidate for Governor; I was looking back over my shoulder.

The letter was prompted by a couple of articles that ran in the
newspapers in April that rehashed the 1982 campaign. I guess I
didn’t think that, as a college professor, I had a muzzle on me.

Senator SARBANES. But you do think as a member of the Board
you would have a muzzle on you; is that correct?
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NEED TO BE SENSITIVE OF POSITION

Dr. SeEcer. I would not use that word “muzzle,” but I think you
have to be sensitive to speaking out when it might be made to look
as if you were speaking out for the whole Board.

Senator SARBANES. But you don’t think you have to be sensitive
to that when you are clearly one of the leading candidates to go on
the Board?

Dr. SEGER. I didn’t feel—

Senator SARBANES. I'm trying to get some sense of your judg-
ment. I in fact am very much in favor of people participating politi-
cally, wherever they participate on the spectrum. I think too many
people just stay out of the political process. In that sense I have no
difficulty with a lot of your political involvement that took place
earlier in your career, and I gather that has been fairly extensive
and fairly intense; is that correct?

Dr. SEGER. I have done some.

Senator SARBANES. All right. Well, my question is a matter of
judgment. Now, as a matter of judgment you recognize that if you
are on the Board you ought not to be engaged in this kind of politi-
cal polemic. At least that’s how I understood your answer—you
said because, as a member of the Board, you felt that you would
need to be seen as being objective and nonpartisan, concerned with
the substance of the issue and not with the political matters; is
that correct? The difficulty I have is your failure to recognize that
the same kind of reasoning would apply to that period subsequent
when it was already clear that you were a leading candidate to go
on the Board. In your mind I think you anticipated you were going
to be the nominee; did you not?

Dr. SEGer. I knew I had to have all the various checks done on
me. :

Senator SARBANES. Security checks?

Dr. SEGER. I knew I was the nominee on May 31, when the White
House called me that morning and asked me to come to Washing-
ton, because the President wanted to announce it.

Senator SArRBANES. Did you have any apprehension you wouldn’t
clear the security check?

Dr. Secer. Not particularly.

Senator SARBANES. And were you familiar with the various arti-
cles that appeared in the press, not only in your own State but
across the country, you know, the American Banker, the Bond
Buyer, Financial Times, and so forth? In fact, the American
Banker says you agreed to accept the post after your meeting with
the Treasury Secretary Donald Regan.

I gather from the questions——

Dr. Secer. I don’t know where they got that. Not from me.

Senator SARBANES. I gather from the question you don’t regard
that as accurate. But you are familiar with those articles that were
suggesting that you were the person who was going to be the nomi-
nee. Was that the purpose of the New York Times call that you
mentioned to us?

Dr. SEGER. As I said, it never reached me. It was 10 at night and,
as I said, he talked to the dean and the dean said that he got word,
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or the word leaked in Washington that I was going to be the one. I
did not talk to the fellow myself.

Senator SARBANES. Upon reflection here today, do you think it
was ill-advised to engage in this kind of politcal polemic at a time
when you were under very serious consideration to go on the Board
of the Federal Reserve?

Dr. Secer. I guess I didn't associate it directly with this because
it just seemed to me, as I said, to be a historical thing.

Senator SArRBANES. That's you explanation of your thinking then.
I'm inquiring as to your thinking now, whether you continue to
feel the same way or whether upon reflection you feel ——

Dr. Secer. Now that I see your reaction, I guess if you can live
life over, obviously you make some changes, but——

Senator SArBANES. I wouldn’t want you to change your view just
because of my reaction. If you are going to change your view it
ought to be because of a deepening of your own perception about
the appearances that are involved, and the recognition that the
questions which would arise, if in fact you were on the Board,
would also apply in that period leading up to your nomination.

My own assertion would be that 11,;0u were the leading contender
and, for all intents and purposes, the nominee. Now the chairman
says he had a list of three, but I would apply the same reasoning to
any one on the list of three. So it's not only you. Even if you
assume a list of three, I don’t think any of the three during that
period of time should have been engaging in activities which they
mize they ought not to be engaging in if they were on the

ard.

I take it you don’t perceive that here today.

Dr. SEGeR. As I said, obviously if you allowed me to do it over,
knowing what the reaction is, I wouldn’t have said it.

Senator SARBANES. My time has expired on this round, Mr.
Chairman.

The CHAIRMAN. Senator Proxmire.

POWER TO ISSUE AND REGULATE MONEY

Senator PRoxMIRE. Dr. Seger, are you acquainted with the money
power provision of the Constitution that specifies that the Con-
gress, not the Executive and not the courts, but the Congress has
the power to coin money and regulate the value thereof?

Dr. SEGER. Yes, sir.

Senator PROXMIRE. In your view, is the constitutional source of
the monetary power exercised by the Fed?

SeGER. I thought that the Fed got its authority from the pas-
sagz of the Federal Reserve Act in 1913.
nator PROXMIRE. I'm talking about the constitutional author-
ity, not the statutory authority.

Dr. SEGER. I'm not sure. I don’t know that.

Senator PrRoxMIRE. You see the distinction?

Dr. SEGeR. Yes.

Senator PrRoXMIRE. The fact that the Congress has that money
power and does not allocate it to the Executive gives the Congress
in the view of some people—and I'll indicate in a minute who—a
special authority with respect to the Fed.
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Years ago, Senator Paul Douglas, a former member of this com-
mittee and, in my judgment, the only truly great economist ever to
serve in the U.S. Senate and president of the American Economic
Association——

Dr. SEGER. Professor from Illinois, I think.

Senator ProxMIRE. You recall him—told Chairman William
McChesney Martin to write on his bathroom mirror so he would
see it every morning when he shaved these words, “I am a creature
of the Congress.” How do you react to this conception by Senator
Douglas of the relationship between the Congress and the Federal
Reserve?

Dr. SeGeRr. I agree. I said that.

Senator PrRoxMIRE. You agree with that. What should be the re-
lationship between the Federal Reserve and the President?

Dr. SeGer. The Federal Reserve is in my judgment an independ-
ent agency.

Senator ProxMIRE. So the Fed is independent of the President
but it is a creature of Congress. We have the authority to pass reso-
lutions or to take whatever action we would take and we have that
power?

Dr. SEGER. Yes, sir.

Senator Proxmire. Dr. Seger, you have a long academic back-
ground. You have taught and you have served many years in the
Government but you have written almost nothing. You have left no
paper trail that might be convenient——

Dr. SeGer. Because I'm too lazy to write everything down verba-
tim. I just use little short outlines.

Senator ProxmIRE. Well, it's just in this one area you have not
offered reasoned expressions and opinions that could be evaluated,
judged, and challenged by other scholars and experts. It also sug-
gests that you have not contributed as someone with your back-
ground would be expected to contribute to our understanding of
monetary and banking problems.

How do you explain that shortfall in your record? In the years I
have been on this committee and the Congress the people who have
come before us with backgrounds like yours have some body of
work that they have done that we can look at and evaluate if we
want to.

Dr. Secer. First of all, in the 10 years I spent in commercial
banking I was dealing with managerial problems within the organi-
zations, as a bank economist.

Senator ProxMIRE. You have a Ph.D. from Michigan?

Dr. SEGER. Yes, I do.

Senator ProxMIre. Did you have to write a dissertation for that?

Dr. SEGER. Yes.

Senator ProxMIRE. What was the subject of the dissertation?

Dr. SeGer. Bank mergers in Michigan. But it was not published
in a book.

Senator PrROXMIRE. It is available for——

Dr. SEGER. Yes, it is.

Senator ProxmIRE. Have you written anything else besides that?

Dr. Secer. I was a coauthor of a study on small loan companies,
which I listed for you some place.
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FED AS A LENDER OF LAST RESORT

Senator PrRoxMIRE. Just one other area I would like to ask you
about. The Federal Reserve Board has had a crucial role to play as
a lender of last resort to our banks. It saved the Franklin National
Bank some years ago. Recently, they have bailed out the Continen-
tal Illinois Bank. Yet it has not done this for small banks they
have allowed to fail.

Do you favor the Federal Reserve Board rescuing big banks in
trouble or not?

Dr. SEGer. Starting first with the matter of being lender of last
resort, this is one of the most important provisions, as I see it, of
the Federal Reserve Act. As I recall the history of why the Fed was
set up, it was an outcome of these recurring financial crises, when
there was no lender of last resort, and you would get a couple of
bank failures which would then trigger a chain reaction; other
banks would fail, and others, and pretty soon you had a full-fledged
economic debacle and a major depression.

Senator PrROXMIRE. Are you bothered by the discrimination in-
volved here where the Federal Reserve bails out the big banks but
lets the smaller banks fail if they’re not competent?

Dr. SEGER. I was just going to tie this in to that. They have been
the lender of last resort for other kinds of institutions. The most
recent, and certainly the most highly publicized one, has been Con-
tinental in Chicago.

If you're talking about using the lender-of-last-resort power to
curtail any sort of financial crisis or prevent it, then the facts are
that a $40 billion bank, when it goes under or if it were to fail,
would create a much bigger splash than, say, a $20 million bank
which might fail.

In terms of monetary stability, in terms of the impact on the
overall economy, I think that’s the way that you can——

Senator ProxMIgre. But don't you perceive an inequity here? In
other words, you have a situation where you're big, you're saved; if
you're small, you're allowed to go down. Does that bother you?

Dr. SEGER. Again in the context of monetary stability—-—

Senator Proxmire. Well, no, in the context of simple equity.
You’re a stockholder in a big bank; you can take all kinds of risks
because you’ll be bailed out if necessary. But if you're a small
bank, you can’t do that; you're at a disadvantage competitively,
and it seems that you're not treated justly or fairly, equally.

Dr. SEGER. It might look unjust, just as it did back in the State of
Michigan when Chrysler was bailed out. I knew people who had
fairly small businesses, drycleaning establishments, and so on, who
said, “How can the U.S. Government justify bailing out Chrysler
when we are failing, too?” The argument, as I recall, involved the
fact that Chrysler operated big in about five States, one of them
being my own——

Senator ProxMiRe. I sure didn’t buy that argument. In fact, I
was one of those who opposed it, as did the distinguished chairman
of that subcommittee. And the man on my left was the principal
person fighting for it, and he won.

Senator Sasser. And he sold me on it, too, I might say, Senator
Proxmire.
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Dr. SEGer. I am not getting into whether or not it was a good
idea. I am just saying there are times when being big does bring
your problem to the attention of the——

Senator ProxMIRE. It gives you political clout, it gives you influ-
ence with the Federal Reserve if you're a big bank. It gives you in-
fluence with the Congress if you are a huge automobile company in
an election year.

Dr. SEcERr. Also I think it was a matter of arithmetic that there
are a lot of jobs tied to a big company, and in the case of——

Senator ProxMIRE. You see, I can’t win on that one.

Senator RiEGLE. Before you leave, can I ask a question?

Senator PROXMIRE. Sure.

Senator RieGLE. I thank you for yielding. I don’t think the analo-
gies necessarily work very well, because we're talking about the
bank regulatory system and we’re talking about the deposit insur-
ance protection.

Dr. SEGER. I just meant lender of last resort. I was taking that
narrowly.

Senator RieGgLE. Well, perhaps he was. But my concern would be
this: If the regulators come in and insure the deposits of just the
big banks above $100,000, if they tell the small banks, whether
they be in Wisconsin, or Michigan, or elsewhere, that any depositor
that keeps over $100,000 there is not going to have the amount
over $100,000 protected, then that person is not going to keep their
assets in a small bank because they're not going to have the same
protection. It's unequal, and so they're going to move that excessive
amount of money into the big bank where you know there’s com-
plete protection.

Now, that is a fundamental inequity between large banks and
small banks, and it doesn’t have anything to do with anything
e;cegt their size. Do you accept that? Are you comfortable with
that?

Dr. SEGer. I misunderstood the question. I thought he was talk-
ing about lender of last resort, and lender of last resort refers, as I
recall it, to allowing banks that get into trouble to come into the
Fed and use the discount window and to deal with the liquidity
problem.

Senator ProxMIRE. Right. I was talking about it in two ways. I
was talking about it in that way, but I was also talking about the
consequences.

Dr. SEGer. I am sorry, I didn’t hear “insurance.”

Senator PrRoxMIRE. The dimensions of the big banks having ad-
vantage, and I wondered what you thought about that and thought
about what we might do to make this more fair.

The CHAIRMAN. If the chairman, former chairman, would yield
for a moment. After 4 years, I still have respect for you as chair-
man.

BAILOUT OF CONTINENTAL CAUSED HUE AND CRY

Believe me, as soon as Continental had problems, I started hear-
ing it. There are no big banks in Utah. They're all small. I started
to hear a hue and cry. But really, it’s not very fair to make that.
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First of all, you can make the argument, which I think is valid,
that a bank like Continental, the ripple effect—the next week, we
had problems with MNHA when nothing was wrong, just because
of rumors. So the implications weren't just a matter of Continental
Hlinois and their stockholders and their depositors. It could
have created a run; it could have caused incredibly serious conse-
quences not only in domestic banking but international banking as
well had the faint heart, pulled out $3-$4 billion a day in hot
money.

Mogt of the banks of this country are not dealing in hot money.
Most of them are in checking accounts and NOW accounts, mort-
gage loans and things of that nature. But if you go back to the
1981-82 period, more that 75 percent of all the problem banks
were little and were handled with assisted mergers. So to say that
this is one just being guaranteed over $100,000, that's the way the
vast majority of them were handled. It was an advantage to those
small institutions, and particularly thrift institutions, in 1982.

But it also saved the FDIC and the FSLIC a great deal of money,
as it did with Continental. If you simply made a decision that we
are going to go in and pay off everybody that counted up to
$100,000, you wouldn’t have an FDIC fund left. And the net cost
was s0 much lower that the FDIC fund since 1981-84 has increased
from $11-$16 billion, even handling all those assisted mergers.

So there are some that have not and should not. But when you
find poor management, mismanagement, fraud in some cases, then
I think you do need to just let them go. But more than 75 percent
have been handled in a similar manner. I think you have to consid-
er them on a case-by-case basis, and that’s what I think has been
done by the insurance fund.

Senator PRoOXMIRE. Let me move on to my last question because I
understand the chairman is going to have a proposition for us very
quickly.

The last question is this. The Federal Reserve Board is a major
factor in international financial stability; it can encourage or dis-
courage banks in lending abroad and the terms the banks provide.
It can urge a cap on the interest rates banks charge foreign-coun-
try borrowers. It can rescue banks that have gotten into trouble
lending to foreign countries that default on their obligations.

What role do you feel the Federal Reserve should play in foreign
loans by American banks in assisting friendly foreign countries
that are in financial difficulties?

Dr. SEGER. I think the Fed’s role should be one of communicator,
of keeping the parties speaking with each other, encouraging pa-
tience, encouraging reasonable behavior, because I think, myself, a
lot of these pr?:%llems can be worked out if given some compromise,
adequate time.

I think that maybe the Fed is in a good position to be the one
that sort of keeps things——

Senator PRoXMIRE. But again you have a conflict. I am not going
to get back into an argument on this, but you have a situation
where by making it possible for our banks to loan to Argentina, for
example, or some other country, reducing our interest rates and so
on, don’t you see that there may be an inequity, an unfairness to
domestic borrowers? They don’t get that advantage. They have to

36-314 0 - 84 - 8
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meet whatever the market requires, whereas we put a cap on the
loan to foreign countries. They have that advantage, plus the fact
that they have the assurance that there is less risk because the Fe-
derals step in and maybe bail out Argentma, bail out Mexico.

Dr. SeGer. I misled you. I didn’t mean the Fed should come in
and set the terms. I am just saying their role should be one of
keeping the negotiations going between the lenders and the bor-
rowers; they should not, in fact, set the terms on the loans.

Senator ProxMIRE. Except this actually does develop, unfortu-
nately, where you have a country like Argentina that’s in such se-
rious straits that unless the Fed steps in with the capital or some
assurance to the lending institution, it can’t continue. It's not a
matter of negotiation or being a little patient.

CAP ON INTEREST RATES

At any rate, this is the only other question I have—how do you
feel about a cap on interest rates? Do you think that that’s wise, or
do you think that it's a wash, or do you think that interferes with
the marketplace and is oouuterproductive for foreign loans?

Dr. SEGer. My preference would be to see the lender just make
straight fixed-rate loans, because to me a cap could result in nega-
tive amortization, the same way as some mortgages are set up with
negative amortization. And when that happens, if interest rates
rise, then the principal builds up, which, as I see it, does not lead
to a solution of the problem but could as a matter of fact worsen
the problem later on.

My own preference would be to encourage the lenders—I don’t
mean set the rates—but just encourage them to go to some sort of
a fixed rate.

I just saw some numbers yesterday which indicate—I think of
Mexico as one example—they have made some progress in the last
1% years getting their house in order; they have gone from a big
trade deficit to a trade surplus. The lenders feel more comfortable
with the loans that are outstanding and so they are cutting back
on the size of the fees that they charge. They are cutting back on
the width of the spread or whatever it is that they're tying them
to, because the risk as they view it is diminishing.

So I think we have passed the peak of this problem, and that
again given some time, and maybe a little dose of good luck, that
we can get through this.

Senator Proxmire. Thank you very much, Mr. Chairman.

The CHAIRMAN. First of alf, Senator Riegle has some closing re-
marks he wishes to make, and I do too. However, we are not going
to be able to complete the hearing today, and 1 would ask you if it
is possible for you to come back at $:30 in the morning.

Dr. SEGER. Yes, sir.

The CHAlRMAN. We are in technical violation of the Senate Rules.
We are meeting without unanimous consent 2 hours after the
Senate has convened, and the minority has been good enough to let
us continue this long, and although there is nothing they can
really do to us except charge me as chairman for the cost of the
committee record, we are not taking any action or any votes that
could be challenged. Nevertheless, it has been by mutual agree-
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ment that we continue this long. But after these closing remarks, I
will close the hearing for today and reconvene at 9:30 in the morn-
ing in Senate Russell 485. This committee room is being used by
one of the subcommittees of the Banking Committee, and extensive
preparations have been made for that hearing. Apparently, they
have. some witnesses that must be hooded and have to have the
room inspected for bombs and all sorts of things, so it is necessary
forhthe full committee to move out and have the hooded witnesses
in here.

So we will reconvene at 9:30 in the morning in Russell 485.

Senator Riegle.

Senator RieGLE. Thank you, Mr. Chairman. Just one final thing
today, and that is this—that earlier today you had the opportunity
to receive and read the letter from Mrs. Milliken and Elly Peterson
that was sent to the committee in response to your published letter
to the editor which we have talked about off and on today, and you
have had some time to think about it since, because of the inter-
ruption in the committee hearing and so forth. I'm wondering now
in light of having received the letter and having some time to
think about it, if you want to modify or withdraw today any of the
assertions that are in your letter to the editor.

Dr. SeGer. I have not had a chance, as I imagine you would
know, running to lunch and back, to check up further on what I
heard about the appearance before the platform committee. I'm
perfectly willing to accept the fact that what they’re saying is accu-
rate, but I would like to have a chance to check back. If what I said
about it this morning is inaccurate, I certainly will retract it.

On the question of whether it was a press release or a news re-
lease, I think that is semantic. I'll give you a copy of the release
tomorrow; I'll trP' to get it. It is on the letterhead of the Women’s
Assembly. It isn’t anything I made up. In terms of indicating that
Helen l\{llhken supported Jim B]anchard maybe there is a differ-
ence between what she thinks the word * support” means and what
I think it Based on, again, the press coverage that followed this
whole thing, or her activities and those of Elly Peterson, I view
that as support.

Senator RIEGLE. So I guess that leaves us this evening at this
point, at least as I listened to what you just said, and you correct
me if you disagree—but I gather that you are saying that you basi-
cally stand by what was in your letter to the editor.

Dr. SEGER. Subject to a finding of other information.

Senator RIEGLE. But based on what you have here, in terms of
this letter that’s come today, it hasn’t changed your thinking on
this, and you would stand by your original assertions, is what I
gather you're saying to me.

STANDING FIRM

Dr. SEGER. As I said, and Senator Garn said, many people look at
the same facts and see different things. But I was in Lansing in the
fall of 1982 and this was, you know, a front-page news item all the
time.

As I said, if I find out I’'m wrong, I'm willing to retract the whole
thing.
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Senator RIEGLE. But you haven’t found anything today?

Dr. SeGeRr. I haven't had a chance to go and look.

Senator RieGLE. No; but you have the assertions of the people
you have addressed, and you're not prepared to accept those on
their face, because you're still of the mind that your original views
are correct?

Dr. Secer. Certainly; as I said, on the question of support, I
think that’s probably semantic, of what she’s saying support means
and what I'm saying support means. On this press release thing,
I've got a 2- or 3-page 82 x 11 document that came from the
Womens Assembly and has Mrs. Milliken's name on it as cochair,

as a matter of fact. I have that.

Whether or not, technically, it’s a press release or news release, I
don’t know the fine distinction. I have already commented on the
platform thing. As I said, I'm willing to retract the whole thing, if
someone——

Senator RiecLE. Well, I don’t think that’s really the issue. The
issue is, you have written a letter to the editor and it contains as-
sertions that you have made.

Dr. SEcer. That’s right.

Senator RiecLe. That you believed at the time. It addresses itself
to these individuals. They have responded in a letter in their own
behalf, asserting that what you have said about them and their po-
sition is not correct, and so we have this difference of opinion, and
I gather as we bring down the curtain tonight, we still have a dif-
ference of opinion. In other words, your view is what you have said
before is what you still believe now, notwithstanding this letter.

Is that a fair summary?

Dr. SEGER. Yes.

Senator RieGLE. I think that’s straightforward. I guess we’ll be
back, Mr. Chairman, at 9:30 in the morning.

The CHAIRMAN. Yes. I have a few closing comments, and. I hope
you cgn stay, because I don’t want to talk without you being repre-
sented.

Let me go back to the beginning of the hearing, and say I agree
with what Senator Riegle has said and other members of this com-
mittee, that we should examine nominees thoroughly. Often, we do
not. And Senator Proxmire has not been one of those. Normally, he
has been very thorough over the years with nominees for anything
from either party, and sometimes we go through them in a very
clt:rsory manner, so I don’t want to be misunderstood. I agree with
that.

Certainly, any line of questioning, in my opinion, that deals with
subject matter of the Federal Reserve, monetary policy, your opin-
ion on fiscal policy and so on are fair game. We need to ask tough
questions and try and find out what your views are, so we can try
and determine how you think you will perform on the Board. But I
do feel and want to repeat at the closing of the hearing, that I
think the evidence on some of the questions that you are asked—
and not in a hostile way, but a 14-year term situation, as I have
looked through more—and I am not going to take the time to go
through more hearing records—really it’s overwhelming that the
average is far, far less than 14 years; far, far less than 10 years and
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recently has been even less than that, if you look at the last few
nominees. _

It is also true that those I read before talk about serving a full
term, most of which have not done so, but I don’'t question their
credibility. They meant it at the time. Things come up. I committed
to serve a full term in the Senate and I intend to do so, but some-
thing could come up that would alter that. Something nearly did,
the first part of my first term. When my wife was killed in an auto-
mobile accident, I very nearly resigned at that time.

So, I don't think there’s any insincerity there. Also, the comment
about paper trail—and Senator Proxmire made it once again in his
last round of questioning. There’s no paper trail. With the excep-
tion of people like Paul Volcker and most of these, there is very
little paper trail either, as you go back into it.

I look at the nomination of Emmett J. Rice, who I said before,
served very well, and I have been very pleased with his perform-
ance on the Board, but his background isn’t very much different
than yours. Eight years at a commercial bank, staff of the New
York Federal Reserve, and so on. If you remove names and places,
it isn’t too much difference. And he also gave no opening state-
ment, and his paper trail, again, from his own disclosure, lists
titles published, dates, books, articles, and so on, only contributions
to institutional publications, articles, annual reports, commission
reports, of which he could not claim full credit, even full credit for
those institutional publications. No paper trail at all. That doesn’t
disturb me with him, or with you, or most of these others that
don't have a long list of published articles. Maybe they have good
ghost writers. Some of them do. I don’t.

Senators have a paper trail, most of which none of us have writ-
ten. A bright, bright staff have written for us. Hell, I've got a paper
trial after 10 years in the Senate, you wouldn’t believe. I didn’t
write it all. Some day my grandkids will say “Isn’t that wonderful
what my grandfather said? Isn't that wonderful, that article he
wrote for this publication?”’

But in any event, there is a little difference here in the nomina-
tion of Emmett Rice who, again, did not make an opening state-
ment and the chairman, Senator Proxmire.

You have a remarkably fine background. I'm very impressed. It is good to have a
nominee for the F‘er.lem]y Reserve Board with the kind of qualifications you have.

You have been an academic economist. You have doctorate in economics?
Dr. Rick. Yes, sir.

And he asked about what his dissertation was.

Andairou have been an adviser to the Central Bank of Nigeria and on the staff of
the Federal Reserve Board, the Federal Reserve Bank of New York for 2 years, 2
years as adviser over at Treasury, 2 years at the World Bank, and 8 years as a com-
mercial banker.

And Dr. Rice explains his 8 years employment in two para-
graphs, the National Bank of Washington, and now we’re into not
quite a full range of testimony.

The Chairman says:

As I say, I'm very impressed. I wonder where you've been all these years. We

should have appointed you years ago to the Federal Reserve Board with the remark-
able background you have. All the years I have been on the Banking Committee—
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and I've been on the committee for more than 20 years—I can't recall a better quali-
fied candidate. I really can’t.

Well, I don’t doubt Senator Proxmire’s sincerity at all. There's
no closer friend I have or anybody I worked with as close, not a
single Senator, even in my own party. We sat here together on one
side or the other for 10 years. I don’t doubt his sincerity at all. I
just say there is no paper trail. There's eight and a half pages of
testimony, similar background. Somehow, some things that weren’t
there, now are important in your case, whether you have a paper
trail or not.

You're here to answer the questions, and you should answer
them as forthrightly and directly as you can. But I hope, as we con-
tinue tomorrow that we will discuss issues pertaining—I also am
not persuaded that the letter to the editor has a great deal to do
with this.

I would also agree with you that it would not be appropriate for
you to engage in any type of partisan politics as a member of the
Federal Reserve Board. I think that would be entirely inappropri-
ate, but I cannot agree with Senator Sarbanes that the minute you
are being considered, as one of three potential nominees, that at
that point, you should start to observe standards that ought to be
observed by a member of the Federal Reserve Board. I think that is
different. I may not have been good judgment on your part to write
a}l;;hat point, but as far as any lack of credibility, I just don’t see
that.

DIFFERENCES OF OPINION

I think what I said earlier is appropriate in talking about differ-
ences of opinion, whether it’s on the Senate floor, whether it's out
on the campaign trail, whether it’s people of good faith in business
who make statements that they are absolutely sincere about and
believe at the time. I certainly, over the years, have been very
strong, and have had opinions on something and found out many
times years later that I was wrong. But it wasn’t a question of my
credibility at the time. I believed sincerely what I was saying. I'm
sure that the two ladies who have challenged your testimony be-
lieve that they did not support—they believe that they did—differ-
ences of issues of very fundamental issues which, as Senator Riegle
knows, whose side I was on in that race. It was Dick Headlee, and
on those sorts issues, Dick and I would agree overwhelmingly. I
know Governor Blanchard well from when he was in Congress, and
I have great respect for him. We disagree on some of those issues.

So I just wanted, in closing, to say that I don’t think some of
these side issues—at least that is my opinion and my assertion
today—difference of opinion. But because my colleague feels differ-
ently, I don’t question his credibility for bringing them up, and
even though I may feel it does not pertain to this hearing or your
qualifications, because you wrote a letter to the editors as a Repub-
lican who supported the candidate in the 1982 election.

It is Senator Riegle's right as a member of this committee and a
Member of the Senate to ask any questions he wants to. It doesn’t
make any difference what I think, and I will defend his right to do
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S0 a;lt the same time I tell him that I don’t know what it has to do
with it.

So when we continue tomorrow, we will allow whatever time is
needed by my colleagues to ask you additional questions.

Senator RIEGLE. Mr. Chairman, if I may, before you finish here,
just two or three quick thoughts. First of all, just as an aside, the
controversy here is not across her party line. Certainly not between
her and I. This in terms of the other issues that have come up
today is between people who are on the same side of the party
fence. I'm on different sides of the party fence.

The CHAIRMAN. I understand.

Senator RieGLE. I have, just quickly, a couple of points to add to
what the chairman has said—and I have great respect for the
chairman and I think there is a lot of meaning to some of the
points that he has made here. I think it’s important to note that
the witness today has indicated clearly and forcefully her intention
to serve for the full 14-year term, some act of God notwithstanding.

I mean you are here to take the term and to serve the term all
the way through to the end. I think it's significant that in the
course of the interviews that you have had in leading up to this
job, being interviewed by Preston Martin and others but not inter-
viewed by Paul Volcker, I think there is a question that has arisen
g.nd it's worthy of examination for whatever conclusions people

raw.

Both the Evans and Novak piece which is a wriling team that’s
pretty well plugged into the Reagan White House as you know, and
they have asserted that there is a meaning to why you were inter-
viewed by Preston Martin and Don Regan and not Paul
Volcker——

Dr. SEGer. May I just add, I have talked to Paul Volcker since
that article.

Senator RIEGLE. Yes, I understand you have. But this was before-
hand, before the decision was made. '

I;lr1 SEGER. I just didn’t want you think I hadn’t spoken with him
at all.

Senator RieEGLE. Right. We haven't discussed it at all today.
There are also stories floating around that Paul Volcker had rec-
ommended others. There were other names that had been floating
around that he thought were nominees that he would favor and
{;hey, for whatever the reasons, were not selected and you were se-

So there is in your case more of a suggestion of some kind of an
ideological component to the decision as has been true in other
cases that I remember. I mean this may be true or may not be
true, but nevertheless these things are being written, they are
being said and there is a pattern of activity and events here that
would give some weight to that. And then, of course, when you ap-
peared with the President at the announcement you said, “with re-
spect to economics I support everything he's doing.”

Well, that'’s a pretty broad support to give someone——

Dr. SeGer. They didn’t go on to the rest of the comments. You
are just getting it out of the paper.

Senator RIEGLE. Pardon?
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Dr. SEGer. I said you are just getting it out of the paper. They
didn’t go on to the rest of the comments. '

Senator RiegLE. Well, then we should get into that tomorrow.
There are two quotes that I have that you made and you tell me if
these are inaccurate and you can add tomorrow whatever you wish.
But you were quoted as saying “I support everything he is doing.”
That’s one quote and second, you are reported as having then ac-
cepted the nomination with a vow to “uphold the President’s eco-
nomic policies.”

So, maybe we ought to get a transcript of what you said if it goes
beyond that because I don’t want it to be mischaracterized any
more than you do. I want it to be just exactly.

Dr. SeGEr. It's out of context.

Senator RieGLE. But I take it you did make these two comments
in whatever the context was or are these misquotes?

Dr. SEGER. I referred to supporting his policies to keep the Amer-
ican economy strong and healthy, which I think is a very general
statement.

Senator RiEGLE. You did just limit it to economics?

Dr. Secer. No, but I wasn’t talking about minutia on policy.
Maybe my language is different than is used in Washington, but to
me policies are a big overall approach and not involved with the
specifics.

Senator RieGLE. Well, I guess my point is when you make a
statement to the effect that you support everything he is doing in
the broadest vein as you now say that also raises a question of in-
dependence which is a fair question and I don’t think the chairman
would disagree with that. I mean that is an issue that we need to
take a look at and determine for ourselves if in fact, although you
have those views, you also at the same time have the ability to be
independent, to disagree from time to time. I mean you don’t have
any disagreements now but you might in the future and you should
be capable of asserting those disagreements.

VIEWS ARE BASICALLY UNKNOWN

And the reason all of this comes up is because basically your
views are not known. You yourself were sort of surprised by the
nomination and I think it’'s a great honor that you received the
nomination. Everybody here is getting really acquainted with you
for the first time and so that is the reason for interest in not only
the responses today but anything you might have written, any
other information about your background. We want to fill in what
otherwise is not known. So I think that’s the vein we are moving in
and hopefully we can add more to it tomorrow morning.

The CuairMAN. Thank you for your patience today and I'll repeat
for everyone concerned that the committee will reconvene at 9:30
a.m. tomorrow morning, Wednesday, in room SR 485. That is the
Russell Building. The committee is adjourned.

. [Whereupon, at 5:10 p.m., the committee adjourned.]
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The committee met at 9:30 a.m., in room SR-485, Russell Senate
Office Building, Senator Jake Garn (chairman of the committee)
presiding.

Present: Senators Garn, Proxmire, Cranston, Riegle, Sarbanes,
and Sasser.

OPENING STATEMENT OF CHAIRMAN GARN

The CHAIRMAN. The Banking Committee will come to order. We
will begin the hearing, although my colleagues who wish to ques-
tion are not yet here, so we will temporarily recess until they do
arrive.

[Recess.]

The CHAIRMAN. Why don’t we start.

Dr. Seger, we appreciate your patience and willingness to return
today. Hopefully, you're a little bit better perpared for your arm. It
looks like you are.

Let me ask you a few questions. Over the course of the hearings
yesterday you were askeﬂ several questions that did not relate di-
rectly to the types of decisions you will be asked to make as a
member of the Federal Reserve Board, and I feel that we ought to
explore some of those areas that relate directly to that position. As
was mentioned yesterday, you did serve as a commissioner of finan-
cial institutions for the State of Michigan for several years, so I'd
like to get your views and your ideas on some of the issues you
dealt with there, that will apply to your position on the Federal Re-
serve.

I am sure you are well aware, over the last several years I have
urged that we grant banks and depository institutions additional

wers. Do you think that depository institutions, particularly

anks, should have additional powers, and if so, what criteria
should Congress be using in making those decisions?

BANKS SHOULD BE GIVEN ADDITIONAL POWERS

Dr. SEGER. A brief answer: yes; I do think they should be given
additional powers. As a regulator, dealing with State-chartered

“(115)
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banks and savings and loans and credit unions and small loan com-
panies, I had a broad range of activities. What I observed in con-
nection with this powers issue is that institutions can get into trou-
ble with the existing powers. The first bank that I ever saw fail,
which was back in the 1960’s, as a matter of fact, put toco many
home improvement loans on its books and they were of low quality,
and the bank eventually failed because of big loan losses.

Most people would not say that was a power that was wrong for
banks to have, but it is possible for an institution to misuse or to
use poor judgment with existing powers. In terms of adding to the
powers, one that occurs to me right off the bat is to give banks the
power to underwrite municipal revenue bonds.

When I was in banking, I was a bank economist and I worked with
bank investment decisions. We had people in bank investment who
underwrote GO’s, and the expertise that you have to have to do
that is easily transferable to underwriting revenue bonds. And I
think that that’s one power that I would put at the top of my list.

Another one—because it is so closely related to what they are al-
ready doing—I would allow is underwriting commercial paper.
Again, I think that’s very close to some of the other investment ac-
tivities, particularly that big banks participate in.

A third power that I think it makes sense for banks to have is
discount brokerage, and particularly the bigger banks that do have
expertise in the area of investment. In many cases, they have big
trust investment departments or bank investment departments,
and I believe that they have the kind of management and the
kinds of staff people who are knowledgeable and can handle those
powers well.

I would start with those. In terms of the criteria to use in evalu-

ating which ones should be given and which ones should not, the
first point I would make is, again, how close the new powers are to
existing ones, so that you can make the case that, in fact, they
have demonstrated ability to handle similar kinds of activities.
Second, is whether or not the powers could jeopardize the safety
and soundness of the institution. And, if they are very, very far re-
moved, then that could certainly be a concern.
. But the three powers I mentioned to you, I don't think would fall
into that category. Another criterion I believe has to be used is the
sort of big issue of separating banking activities from general com-
merce, which has been talked about a lot for at least 50 years, and
the additional consideration of separating commercial banking ac-
tivities from true investment banking. Those have to be looked at
and considered.

The final criterion I would use is the whole question of equitable
treatment. In other words, are our banks allowed to do things that
are similar to what other institutions that are competing with
them are already allowed to do? I think that’s just the equity con-
sideration.

The CHAIRMAN. As a former State regulator, how—well, let me
back up. I'm sure you are very well aware of the so-called South
Dakota loophole.

Dr. SEGER. Yes.

The CHalRMAN. And we will have a provision in the Senate bill
that would prohibit State-chartered—well, not State chartered but
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a State legislature from granting any powers outside their State
boundaries not allowed by the Bank Holding Company Act current-
ly. So the effect of that would simply be to say you cannot export
services or powers beyond your State borders. But with a State
chartered institution operating solely within your State, if you
decide you want to grant State powers or insurance powers, real
gstate, that is your business as long as it is confined solely to that
tate.

The House of Representatives is going much further than that
and their proposal seeks prohibiting State-chartered institutions.
To me that is.an issue of State’s rights which we have no business
to get involved in and I would assume as a former State regulator,
you would agree with that.

Dr. SEGER. I certajnly agree with the position that you can draw
a line between what you do within your State and what you export.
As you say, yes, the State should be making those decisions and
should, therefore, be held accountable for them. Within their own
State obviously they are going to have to have their own regulators
Lookjng at safety and soundness issues. I think it can be their job to

o it.

The CHAIRMAN. Well, that’s interesting. I'm a former independ-
ent insurance agent. That is the way I made my living before I was
silly enough to get involved in politics and the insurance industry
is one that loves McCarren-Ferguson because it does not allow
them to have Federal regulation. They totally enjoy working with
50 State insurance commissioners and don’t want Federal regula-
tion. It bothers me in this particular instance.

I think they have gone far beyond what it is their business to go.
They are lobbying for that position and for independent insurance
agents. I was an independent agent. They talk so much about the
free enterprise system and free market and competition. They take
the double standard by saying we want to maintain McCarran-Fer-
guson, but don’t do anything to us. Then they come back here beg-
ging, screaming, yelling and shouting that they are for the Federal
Government to eliminate competition within State government. I'm
not just asking a question, I'm sending a message because I'm irri-
tated about it and I think I can say it probably better than anyone
having been a member of the National Association of Life Under-
writers. That simply is not going to be part of the bill.

CLOSE THE SOUTH DAKOTA LOOPHOLE

We will close the South Dakota loophole. It is not right for a
State legislature to make decisions outside their boundaries. That
is not within their jurisdiction and the insurance agents of this
country are correct in asking us to close that loophole. To go
beyond that, to be so greedy and want the Government to solve its
comparative problems solely within State is out of the question. I
would suggest that they back off that one because it's not going to
become law and it doesn’t make a former member of their associa-
tion very happy with that kind of greed. They want to go beyond
closing the South Dakota loophole to totally running roughshod
over State’s rights and the right of the legislatures within this
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country to make decisions on what goes on solely within the bound-
aries of their State.

In light of the large number of bank failures that we have had
over the last couple of years, do you have any recommendations on
how the supervision or regulation of banks could be improved?

Dr. SeGer. I think I have some. Again, I was in my regulatory
job in what to me was the toughest period since the Great Depres-
sion; namely, 1981 and 1982 when we had, first of all, an economy
that was falling apart in Michigan, and a budget crises, and then a
financial crisis on top of that. We had to deal with these problems
of very weak financial institutions, a combination of banks, savings
and loans and also credit unions that were getting into trouble.

Limiting my comments now to dealing with failing banks, I think
we can improve the whole supervisory process. By that I mean I
think that examiners can be better trained. I think that we can try
to get on top of the problems earlier. You shouldn’t wait until they
are 3 minutes from the graveyard before you start paying attention
to their problems.

Also—and this may be fairly controversial—I think we should
get the directors of these individual institutions involved earlier on.
They are usually met with very late in the game and at that point,
when it really becomes clear to them how severe the problems are,
it's also a little late to do anything about it, other than decide what
kind of a funeral you want to have. I would really encourage the
education of directors as to what their responsibilities are, their
legal liabilities, make sure they are aware of the kinds of informa-
tion that they should be asking for as directors on the performance
of the institution on an on-going basis. I would encourage that the
Fed and other institutions or States should be actually meeting
with directors, even of the healthy banks, and showing them the
kinds of data that are available, giving them copies of the uniform
bank performance reports so they can look at their own institution
and see how it stacks up against its peers..

I know there are some technical problems with these reports, but
so many bank directors are from completely nonfinancial areas.
Maybe the director will own a chain of women’s dress shops, or
maybe be a furniture retailer or a used car dealer or an undertak-
er, in small towns particularly. These are very good people. I'm not
suggesting that they’re not. When times were great they didn’t
have to look carefully over the shoulder of management, but when
times get tough they have to pay more attention, but they don’t
always know how to do it and if I get to the Fed, that's something I
would really hope to work on with the supervisory people: improv-
ing the whole process, doing it better, getting involved earlier—pre-
ventive medicine, in other words, rather than just dealing with the
corpses.

’li‘pl:e CHAIRMAN. Thank you. Senator Proxmire.

Senator ProxMIRE. Thank you, Mr. Chairman. ’

Dr. Seger, I don’t have any interest in your position on the equal
rights amendment, pro or con, although { happened to favor it en-
thusiastically.

Judging from your letter to the editor about Mrs. Milliken and
Peterson, it seems to be a big issue with you. Since ERA is largely
irrelevant to your work as a Federal Reserve Governor, I'm not
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going to ask you about it, but your apparent strong opposition to
the equal rights amendment—perhaps I'm unfair in saying that,
but it is suggested we should inquire about other rights issues over
which the Fed does have important jurisdiction.

The Fed, for instance, administers the Equal Credit Opportunity
Act, and one of the principal reasons for that act was that some of
us perceived a discrimination against women in borrowing. As I
understand it, you, as a new Governor, would be in a position of
administering that act, and therefore, I ask you how you will feel
about the necessity of having a law that provides for equal credit
opportunity? Do you think it is necessary, or do you think it is not?

Dr. SEGER. Can I get back to the comment on the ERA?

Senator ProxMIRE. Yes, indeed.

Dr. Secer. 1 have never been a strong opponent of ERA. Based
on over 25 years of working in various kinds of jobs—I have been a
professional career woman—I felt that ERA was being overempha-
sized as an answer to all women's problems. I'm just basing that on
my own experience in the workplace.

I have never been out picketing for it or against it. I just think
that it’s been overblown as a single solution. That's my feeling on
it.

EQUAL CREDIT OPPORTUNITY

In terms of equal credit opportunity, again, I am a woman. I am
very sensitive to this. When my sister went to buy her condo 20
years ago, she had a hard time getting financing: I ran around,
trying to tell her the names of institutions that she might go to. I
have seen some discrimination in the past, and I have never op-
posed that legislation. Assuming I get on the Fed, I don’t know
what my assignment will be. It has been suggested, as you said,
that since Nancy had these consumer assignments, they would
probably give them to me. It’s not, obviously, decided until I get
there. But I certainly believe in equal credit opportunity.

Senator ProxMIRE. At the last, I think Dr. Teeters was the Fed-
eral Reserve Governor who handled that, and you might or might
not be, but I think it's a good prospect you would be, and it’s very
important.

Dr. SEGER. As I said, I definitely support it.

Senator PrROXMIRE. It has to be administered very vigorously, be-
cause of the evidence that I've seen, and perhaps you have seen it
too, of discrimination against women in credit. They have to get
the approval of their husband and the husband never gets the ap-
proval of his wife, or rarely, and it seems to me that there’s inequi-
ty that we should pursue.

Dr. Seger. We are on the same side on that, and as I mentioned
on truth in lending, which you brought up yesterday, I'm in favor
gg full disclosure. I just would hope that maybe we could do it

tter.

Senator ProxMIRE. Yesterday, I asked you whether it was your
perception that the Reagan administration has a different econom-
ic growth strategy. You replied you felt both the Fed and the ad-
ministration have the same goal. The implication of your answer is
that there may be different ways of reaching these goals.
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Do you perceive a difference in the way in which the administra-
tion is pursuing its goals compared to the Fed in economic growth?
Dr. SEGER. Based on press commentary over the last couple of
months, it seems to me the media has tried to point out differences.
: Secretary Regan, for one, has indicated maybe at times the Fed
was stepping on the brakes too hard, and he would like less. But as
I indicated, I think there is room for differences of opinion and a
difference in judgment on how you reach certain goals.

Senator ProxMIRe. Well, the testimony of Chairman Volcker of
the Federal Reserve Board before this committee has indicated his
great concern about the deficit, feeling that that stands in the way,
not only of a monetary policy that could bring interest rates down,
but also in the way of the kind of economic growth that we pursue.
That’s his position. It’s the position expressed by Treasury Secre-
tary Regan that the deficit is not that important.

Where do you come down?

Dr. SEGER. I believe I said yesterday that my view is that deficits
do matter, and I think I pointed out——

Senator ProxMIRE. Matter? How important are they? Are they
the most important element now, in your view, in keeping interest
rates high and threatening a healthy recovery or not?

Dr. SEGER. I feel uncomfortable just singling out any one factor
that control everything.

Senator PrRoxMIRE. What's more important than the deficit?

Dr. SEGeR. I just think there are a lot of things that influence
interest rates.

Senator Proxmire. Well, name one or two that you think are
more important than the deficit is.

Dr. SEceR. I'm not saying they are more important. I am saying I
think there are a whole bunch of factors that influence interest
rates. The deficit certainly is inﬂuencmg it directly because of the
problems of financing the deficit. That's a direct market impact.
The psychological effect on Wall Street people of the deficit is
also—

Senator ProxMiIRre. I take it—I don’t mean to interrupt, but I

- take it you feel that the deficit is no more important than some
other issues are. If so, what are they?

Dr. SEGer. The general concern about a resurgence of inflation.
Whether that’s a concern a touch above the deficit or about level
with it, or a touch below, I think they're really tied in together.

Senator ProxmMiIRe. Don’t you think the size of the deficit is one
of the elements—one of the most important elements in provoking
a public concern about inflation?

Dr. Secer. That's why I said I think that these are two factors,
but they are tied together.

Senator ProxMIRE. I am curious about your interview with Secre-
tary Regan. As you know, Secretary Regan has been critical of the
Fed’s monetary policy from time to time. Did he bring up any of
these criticisms and ask you how you felt about them?

Dr. SEGeR. No, he didn’t.

Senator ProxmIRE. He did not. Did you discuss the Federal Re-
serve’s monetary policies at all with Secretary Regan?

Dr. SEGER. No. He was mainly talking about the kinds of things I
did as a regulator. Professer McCracken, who is a former professor
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of mine at the University of Michigan—I was his research assist-
ant, and I have been in contact with him over the years—followed
my career in Lansing as a State regulator also. Secretary of the
Treasury Regan had talked with McCracken about some of the
things I had done careerwise. We discussed that and the fact that
McCracken thought I had performed those chores well. It was not a
lengthy meeting, as I indicated yesterday.

CREDIT LIFE INSURANCE

Senator ProxMIRE. On credit life insurance, as one of the most
unconscionable ripoffs perpetrated by creditors on their customers,
when the banking commissioners in Michigan—when you were
banking commissioner, you wanted to remove the cost of credit life
from the State usury ceiling. Why did you want to do that?

Dr. SeGger. I don’t know where your research people get the in-
formation, but I'll tell you what the facts are. This had been done a
certain way for a long time, not just while I was in Lansing in 1981
and 1982; usury applied to interest rates, to direct interest charges.
All of a sudden, the Attorney General of Michigan issued an opin-
ion saying that you would have to factor in the cost of credit life
and that, plus the true interest, would have to be below the usury
ceiling. It isn’t anything I did; there was a change of view on how
this was to be treated.

Senator ProxMIRE. But you wanted to remove the cost of credit
life, as I understand it. Is that correct or not? The usury ceiling.

Dr. SEGER. After his decision on this. Usury ceilings, even with-
out the credit life issue, were very, very onerous in Michigan in
1981 and 1982, when interest rates were at these historic highs.

Senator PrRoxMIRE. Now maybe you can answer this charge that
aggzeared in the “Detroit Free Press” on Tuesday, February 16,
1982.

It said the following:

Martha Seger, Commissioner of the State financial institutions bureau, is a strong
backer of the measure to remove the cost of credit life insurance from usury ceil-
ings. It disappoints us to report Dr. Seger is more often found on the side of the
lenders lately than the consumers. In pursuit of what she believes to be her man-
date, she has vowed to lift this limitation from everything, and is even now encour-
aging lending institutions to defy State law and the attorney general, on credit in-
surance.

Is that accurate or inaccurate?

Dr. SEGer. I wasn’t encouraging them to defy them. As I said,
after this decision came out, the attorney on my staff and I—and
we worked with someone in the attorney general’s office about how
to adjust, based on that recent opinion. I have forgotten the exact
date, but it was sometime in 1981 or 1982; it was when I was in
Lansing. As I indicated, the usury laws were a big issue then, even
without that complication, because the lenders were being asked to
make loans at rates that were below what they were paying for
their funds. When you are dealing with a very sad case of weak
institutions and problem institutions, the way to get them well is
to not force them to lose money on every loan transaction.

Senator ProxMIRE. Well, my time is up. Let me just point out,
Dr. Seger, something that really concerns me.
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The Detroit Free Press has a reputation as a fair and reasona-
ble newspaper, and they say that you are more often found on the
side of the lenders rather than the consumers.

In view of the fact you would have the position in the Federal
Reserve as the Governor more responsible for consumer protection
than any other Governor, I think that’s a matter that does concern
us, and I hope you can dissuade me from the view that this may be
a serious mark against you.

Dr. SeGER. I would like to comment on that without throwing
you way off schedule. When you take these jobs as commissioner or
banking supervisor, you take an oath to regulate these institutions,
and the main concern in our banking code is that you deal with
the safety and soundness of the institutions you are supervising. I
took that very seriously. As I said, we were dealing in a crisis envi-
ronment, and I did work on usury legislation. We did work on
trying to get the usury ceilings first removed, and then, when that
didn’t work, we worked on getting them to float with market rates
of interest.

This issue of credit life insurance came along as a side issue, but
I did not consider myself aligned with lenders or aligned with any
one group. As I said, I was trying to deal with keeping the financial
system afloat.

Senator PROXMIRE. I see my time is up, but I just don't see the
connection between safety and soundness on the one hand and the
;:]onsumer interest on the other. It seems to me they are not in con-

ict.

The CuairMAN. Well, I would point out to the Senator from Wis-
consin—during the same period of time that we are talking about
here—this committee and the Senate continually passed State over-
ride laws because of the very problems she is talking about, par-
ticularly at the uest of the two Senators—Senators Bumpers
and Pryor from Arkansas—where Arkansas had a constitutional
provision of 10-percent usury.

SAFETY AND SOUNDNESS LAWS

This committee continually supported, particularly during that
period of time, because we had savings and loans. It was an issue of
safety and soundness because they simply could not make loans at
losing rates. I suppose we could have been accused in saying we are
taking the side of the institutions over the consumers. ;i‘lhat would
be an accurate description. We did so because we had a savings and
loan industry with more than 1,000 institutions on the trouble list
down at the Federal Home Loan Bank Board.

We passed two titles of Garn-St Germain that were totally and
completely industry oriented. Their capital maintenance section
and the new regulators bill—totally in the interest of those institu-
tions—attempted to save them and cut down their problem. So 1
really do think Senator there is a connection and maybe I'm
wrong, but as I understand your description of it, it had not been
included before.

Dr. Secer. That’s right.

The CHAIRMAN. So your intent was not to remove it but to keep
it as a practice——
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Dr. SEGer. Exactly.

The CHAIRMAN [continuing]. That had been. The attorney gener-
al put a further squeeze on a usury which this committee over and
over again hasn’t passed because Congressman Annunzio in the
House felt quite differently even on a business and agriculture
credit. That was a severe problem. We had Senators from various
States literally begging to offer amendments on the floor of the
Senate to relieve their States and institutions from that squeeze
which was placing them in 50 to 60 percent rates in the market-
place when prime was at 20 to 21 percent. So I guess we could all
be accused of the same thing during that timeframe.

Senator ProxMirg. If the Senator would yield and I'll just take
one more position here. I'm not complaining about lifting the usury
ceiling. As the Senator knows I have consistently, from the very be-
ginning, been opposed to usury statutes. I think they are wrong,
they are a mistake. But at the same time I think the credit life is a
ripoff and it seems to me exceptions to credit life was what con-
cerned me.

The CuAalrMAN. Well, I agree with my colleague and he knows I

. As a former insurance person I thought credit life was a
ripoff. It still is. It is unusually high priced and so on. That'’s a sep-
arate issue from if you have a usury ceiling.

What Dr. Seger is telling us—and I agree with her—you’ve got a
usury ceiling which you and I have never supported. I thought it
should have been taken off, when suddenly at a period of time in
1981 or 1982, whenever it was, that the attorney general’s decision
plugged in another factor that had to be included under that ceil-
ing, which compounded the problem. If there had been no usury
ceiling, then I would agree with your position. I would have no ob-
jection to it being included in the disclosure. It has compounded
that problem of having a usury ceiling. If our way had been held,
wherein there was no usury ceiling, then it would not have been a
problem having the attorney general change his opinion.

Senator SARBANES. Dr. Seger, what was the interest ceiling in
Michigan?

Dr. SEGer. It took 22 pages, 812 by 11, to describe the usury ceil-
ingg It’s very complex. It's based on the type of loan, the type of

ender.

Senator SArRBANES. Well, maybe I can get an answer. Recognizing
all of that, what was the general figure that was understood to be
the interest ceiling under the usury law?

Dr. SEGer. Let me give you one example. On a new car loan
made by a bank it was 16.5 percent. I wasn’t in charge of credit
life, sir. That wasn't the issue.

Senator SARBANES. Do you agree with the chairman and Senator
Proxmire that credit life is a ripoff?

Dr. SEGer. I'm not an expert on insurance but I certainly have
heard it characterized as that.

Senator SARBANES. It has been characterized as that by two Sen-
ators here this morning. I didn't ask whether it had been so char-
acterized. I asked what you thought. Do you think it’s a ripoff?

Dr. SeGER. I don’t think I would use that term myself.

Senator SARBANES. What term would you use?

36-314 0 - 84 - 9
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Dr. Secer. I'd say it’s probably a very expensive type insurance,
but for some people it’s the only kind they can get when they
borrow and want to have some sort of coverage to pay the loan off
if they expire during that period.

Senator SArRBANES. So I take it you don’t think something should
be done about it; is that right?

Dr. SEGERr. You mean eliminated? I certainly believe in making
the disclosure of how much it costs. I don’t think I would support
just issuing an ultimatum that there couldn’t be such a thing.

Senator SARBANES. Well, let’s not cast it in terms of ultimatum.
Will you support any effort to control credit life?

Dr. SEGer. In Michigan they are already controlled. I don’t know
about other States, but there already are controls on credit life.
That was done in the insurance bureau, not by me, but there were
controls on credit life.

Senator SARBANES. I was asking for your view, not a description
of the situation, but your own position on it. And I must say, when
I get to my own questions I'm going to pursue this distinction. As I
reviewed your earlier testimony the answers are generally a de-
scription of the situation or a reference to how it’s been character-
ized, but not an expression of your own position with respect to it.
Now, what is your own position on this issue?

Dr. SEGER. I would——

Senator SArBanEs. Both of these distinguished Senators here
characterized credit life as a ripoff. I'm being led by your responses
to the conclusion that you disagree with that. Do you think credit
life has a role to play? I take it your only approach to it would be
disclosure; is that correct?

Dr. SEGER. I said I certainly believe in disclosure and I believe in
the kind of regulation we have of it in Michigan.

The CHAIRMAN. It is Senator Riegle’s turn. I would say once
again, credit life is now before this committee. It is not an issue. It
is a State issue. It is not controlled by the Federal Government and
I think it should be further controlled and regulated as to rates,
but that is a function of State legislatures, unless we decide to
make some changes in McCarran-Ferguson.

. Senator Riegle.

The CHAIRMAN. Senator Riegle.

Senator RieGLE. Thank you, Mr. Chairman. I want to clarify in
my mind a response that you made to Senator Proxmire earlier. I
don’t ask this because I want to get into this issue, but I just want
to understand what your answer was.

EQUAL RIGHTS AMENDMENT

Senator Proxmire asked whether you were a strong opponent of
the ERA to which you responded, no, you were not. Do I take it to
mean, then, that you favor the ERA?

Dr. SeGer. I said that I have never been deeply involved in the
ERA issue because, as a career woman, working all my life, I never
felt that there was a single answer to helping women make it in
the business world.

Senator RiegLE. What I would like to clear up is what I feel is an
inaccuracy on the record because when you simply leave it by
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saying you're not a strong opponent that could leave the inference
that, in fact, you are a supporter. You're not a supporter, are you?

Dr. SEGER. I'm just saying I'm neutral. I am neutral on the issue
in terms of what ERA would accomplish. '

Senator RIEGLE. I want you to understand that what I'm interest-
ed in is an accurate and an honest answer. You are entitled to your
position, wherever it happens to be. Are you saying you have not
taken a public position on that issue? You're not known or per-
ceived of as having stated a position in opposition to the equal
rights amendment?

Dr. Seger. That's right. As I say, I haven't been out carrying
picket signs for it or against it.

Senator RIEGLE. So you're absolutely neutral; you have no posi-
tion on that issue?

Dr. SEGER. I'm in favor of equal rights for women and equal pay
for equal work. As I said, I lived with those issues. But in terms of
supporting or disagreeing with a single way to go to get it, based on
my own personal experience, ERA is not the single solution. _

Senator SARBANES. This goes again to the question I was putting
to Dr. Seger. I take it, then, that you have a position on support of
or opposition to the ERA?

Dr. SEcer. What I thought I indicated was——

Senator SARBANES. I understood what you indicated. You are con-
cerned. But on the amendment itself, do you support or oppose it?

Dr. SEGER. I said I'm personally neutral on it.

Se;;ator SarBaNES. And you have not taken any public position
on it?

Dr. SeGer. I haven't as I said——

Senator SARBANES. If I found a report somewhere that you had
taken a public position on the ERA, would I then be justified in
feeling that you had not been candid with the committee this
morning in responding to these questions, since you have indicated
you have no position on it? Is that correct?

Dr. SeGer. That’s right. I said that I don’t think that ERA will
solve all of women’s problems.

Senator RieGLE. When I went through your background state-
ment I noticed that you had not served on any corporate boards. I
gather you do not serve on any corporate boards?

Dr. SEGeRr. No; I put down a bank board.
thge;mtor RieGLE. You serve on a bank board now? Which bank is

t?

Dr. SEGER. It's Comerica.

Senator RiegLE. Have you ever served on any other board of di-
rectors at any time?

Dr. SeGeR. Yes, before I went to Lansing. Obviously, I gave up
everything in 1981-82. Once I got off, in late January 1983, I went
on the board of Comerica, which used to be the joint bank and
trust; that’s the bank I was employed at some time ago as an econ-
omist. Before I went to Lansing, for a couple of months I was on
the board of a small bank named Pontiac State Bank. I resigned
from it as soon as Governor Milliken appointed me to Lansing.

I was on the board of Blue Cross/Blue Shield, which is a nonprof-
it health group, back in the early 1970’s.
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Senator RiecLE. Were you ever offered a position on any corpo-
rate boards that you turned down?
Dr. SeGer. No, I haven’t.

MEETING WITH TREASURY SECRETARY

Senator RieGLE. I want to be very careful about going through
the discussion. I want to clarify in my own mind what you said to
Senator Proxmire on your meeting with the Treasury Secretary
Donald Regan. I assume the witness is under oath today as she was
yesterday, Mr. Chairman. I assume that just continues.

The CHAIRMAN. Yes.

Senator RiEGLE. I want you to be very careful about thinking
about your responses, because I want them to be accurate, and it’s
in your interest that they be accurate.

You indicated that he did not ask your views on monetary policy,
is that correct?

Dr. SEGeRr. If you mean whether what the Fed is doing now is
right or wrong or if we had a discussion on monetary policy; no, we
did not. We talked about my training in college, was I a Keynesian,
was I a monetarist. The kinds of things I've been asked by other
people in interviews. In fact, I remember saying to him: “I'm a gar-
bage collector,” meaning I pick up various pieces from various
theories, and I try to look at a broad number of factors. I have
never felt comfortable being labeled as from any one school of
thought. :

Senator RiecLE. Did he ask your reaction, for example, to any
Fed policies in the last few years or recently?

Dr. SEGer. No.

ngngt,or RieGLE. Did he offer any of his views on Fed monetary
policy?

Dr. SEGeR. Not that I recall.

Senator RieGLE. I want you to think carefully about it just for a
second. There was no point in the conversation where he indicated
to you how he felt about how the Fed was proceeding in terms of
monetary management?

Dr. SEGER. I remember we talked about the tremendous respect
that Wall Street had for Chairman Volcker, and I remember he
said something about a towering 6-foot-7-inch person smoking
cigars, who really makes quite an impression. I remember that
coming up. But again, I didn’t take notes, and I don’t have—

Senator RieGLE. But your response, then, in thinking about it is
that there was no point in the conversation where he discoursed on
his views on Fed policy and would have given you an insight as to
his thinking, or his concerns, or his reservations, and it was all
general and all generic; it was just a very broad gauge?

Dr. SEGer. That’s the way I remember it. As I said, it was not
something that went on for hours.

Senator RiecLE. How long were you together, would you say?

Dr. SEGER. As I said, I went in and saw Tim McNamar first, and
then went in to Regan. The whole interview, McNamar and Regan
together, I don’t think was even an hour. I honestly didn't take
exact notes on what the split of time with each was.

Senator RIEGLE. But maybe an hour total with the two?

o
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Dr. SEGER. Yes; it was a little less than an hour for the total.

Senator RiecLE. Now I want to move into an entirely different
area, and I want to move to the question of the auto industry
today, which, as we both know, is the principal industry in our
State. You grew up in Michigan, as I have, and so we have seen it
over our lifetimes.

Bill Brock, the Trade Representative, recently said, in effect, the
auto industry was out of the woods—high sales, profits, bonuses, et
cetera—and therefore sort of clear sailing ahead. He said there was
no need, necessarily, for continuing restraint on Japanese imports.
But generally, a very upbeat assessment of the auto industry.

What is your assessment of the auto industry at the moment and
what do its prospects seem to be as you try to look forward?

Dr. SEGeR. As I said when we chatted in your office a week or so
ago, I'm obviously very concerned about the auto industry, being a
Michigander and from the Detroit area. I happen to have gone to a
retirement dinner a couple of weeks ago for a market research
person at Cadillac; at that social event, we were talking about its
fact that people were smiling again, not like a couple of years ago.

BIG IMPROVEMENT IN AUTO INDUSTRY

I do sense from my friends a big improvement over the terrible
times of 1979-82, and I don't think I'm being extreme or far out
when I say that. Auto sales definitely have come back. The auto
companies themselves, based on these conversations, have taken
tremendous steps internally to try to tighten things up. They have
really gone after productivity hammer and tongs. They have
stripped out—I hear various numbers—millions and millions of dol-
lars of overhead, so that they can make money or break even at a
lower production level than they used to.

All that is true, and I think all that is positive. In terms of
saying that they’'re out of the woods, I guess I don’t want to get in
a semantic fight.

Senator RieGLE. I guess the question here, as you look at the in-
dustry, having gone through these changes, and as it faces future
prospects on all levels—interest rates, strength of the economy,
trade, competition, and so forth and so on—what is your sense? Do
you have a feeling of concern—deep concern, mild concern, about
what the automobile industry will be facing, say, in the next year,
or the next 2 years? What do you foresee? What is your sense as an
economist, for where the auto industry seems to be heading and
what level of concern do you have about that?

Dr. Secer. What I see—and I have not done a thorough study—
but what I tend to see is that they are trying desperately to take
fundamental steps to redo manufacturing plants, to address the
productivity problems, so that they can compete successfully, pri-
marily with the Japanese. I think they have identified them as
very tough competitors. That is the way I read the sales statistics,
by the way, that they are, and that they have very high-quality
cars, and that'’s their reputation, and that appeals to a lot of Amer-
icans. The auto companies realize that if they are going to survive
long term, they've got to meet these standards, basically, and to
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p;:t out cars that have good fits and finish, hold together, and all
that.

They are doing more, I understand, with robots and——

Senator RiEGLE. But you're really not addressing my question, if
I may say so. That’s right, all that is going on, but in looking
ahead, what is your level of concern about the whole mixture of
circumstances facing the auto industry? Do you have a deep degree
of concern about what their prospects look like for the next 2 or 3
years? Do you have mild concern? Basically, no concern? Do you
think the problems are basically squared away?

In other words, you’re an economist, and you live in Michigan. I
would like to have a sense of what you see happening, because
until I understand something about that, it is awfully hard for me
to gauge how you might view monetary policy and how you might
act on monetary policy, in terms of one of the basic industries that
presumably you would know best, you're right in it, right in the
center of it. You're an economist. So I want to know what your per-
sonal sense is, as an economist, for what you see for the auto indus-
try out over the next 1, 2, 3 years, and how apprehensive you are
about that, if you are at all.

Dr. SEGeR. On the fundamentals, which I call the production, on
those I'm very optimistic, because I think they are addressing the
basic problem. Then there is a second layer, which would be consid-
ered environmental things that might give them some problems;
that could be another oil embargo; it could be another shot of high
interest rates. As I said, I lived through 1981 and 1982; it hurt the
auto dealers and made it more difficult for individual consumers to
buy cars. I saw that every day.

If that were to happen again, then obviously the auto industry
would feel it. Another environmental thing that—will come up, as
a matter of fact, in a matter of months—is a major labor negotia-
tion this year. I don't have a good feel for whether there is going to
be a strike, if there is one, a major strike. If a couple of the Big
Three are struck, that will not only damage some of the companies,
but will also have fallout in the areas where the production is.

Senator RIEGLE. Let me try to finish, because my time is up, and
I don’t want to stop right in the middle of it, until we've got a con-
clusion from you.

But if you add up all these second tier effects—all these outside
or environmental factors, as you say—if you take them all together
as a batch and come to a bottom line, you see all of these things
working in combination, does this bottom line give you reason to be
concerned about the future of the auto industry, deeply concerned?
Do you think those packages of outside forces are of an aggregate
size significant enough to cause you, as a person from Michigan, to
really feel that the auto industry is in some very considerable jeop-
ardy from these things? Or that basically these are things the in-
dustry can take in stride, and that it’s no big deal, and not some-
thing that we really have to get all that concerned about?

I mean, that’s sort of the view that Bill Brock takes, and I want
to know what your view is.

Dr. Secer. I do have concerns, but it's not to the point of, let’s
say, nail biting; I'm not lying awake at nights.
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I am very concerned about their health. Believe me I would like
to see them continue to get back to the old days.

Senator RieGLE. I take it then—

Dr. SEGER. But I'm not saying that it's a rose garden, that all the
problems are behind them. I have never felt that.

Senator RieGLE. But I take it, then, you're not, as you said, biting
your nails about it or lying awake at night. I take it from that—
and I'd rather you say it than me try to say it for you—but I take
it from that that you're saying you think the auto industry is going
to be able to manage through this period ahead, and that there’s
no reason for us to really stop now and devise new strategies or
weapons to try to help them in this period for the next, say, 1, 2, 3
years.

Dr. Secer. Based on what I see right up to today, as I said, I
have some concerns, but they’re not violent concerns. I really think
that management themselves have positioned their companies to
go through a period of economic turbulence—not as bad as what we
have been through, but some type of turbulence, and to survive in
better shape than they would have before, just because they have
worked on their own operations.

Senator RiEGLE. All right. I'll come back to that.

My time is up.

Senator SArRBANES. Before I pursue a subject that I wanted to
take up in my opening round here, I want to follow up on some of
the earlier questions.

Do you believe that the States affected should repeal the various
usury statutes?

SUPPORT STATE DEREGULATION

Dr. SeGER. I supported State action to deregulate. A lot of States
have either deregulated entirely or have raised their rates or have
made them float. Michigan has not addressed this problem yet.

Senator SARBANES. Do you think they should repeal them alto-
gether? Is that essentially your position?

Dr. SEGER. I worked on the deregulation of usury ceilings.

Senator SARBANES. Does deregulation mean that you think they
should repeal the usury statute?

Dr. Secer. The deregulation I supported was to repeal usury
statutes except criminal usury.

Senator SARBANES. Is that your position, that the States should
repeal the usury statutes except for criminal usury; is that correct?

Dr. SEGER. I am not telling other States how to do it. As I said, in
Michigan that was my advice.

Senator SarBanNEs. What is your view on that? It is asserted on
your behalf that you are a respected economist and that you are an
experienced regulator and, therefore, your views are supposed to
have some weight to them. Now, what is your view on the repeal
by the States of their usury statutes?

Dr. SEGeER. I'm saying each State makes up its own mind, and
being in Michigan——

Senator SaArBanEs. If the State does make up its own mind
what——
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Dr. SEGER. That’s what I said. In Michigan, for Michigan, I rec-
ommended removing the usury ceilings, except criminal usury.

Senator SARBANES. What do you recommend to other States?

Dr. SEGER. I'm opposed to usury ceilings. I have not been asked
to recommend but I would recommend if they asked me, that they
remove usury ceilings.

Senator SArRBANES. All right. Good. That’s a direct answer to the
question. I thank you. I had to work a little bit to get it.

Now, what is your position on whether the Federal Government
should in effect preempt States’ decisionmaking and eliminate the
usury statutes?

Dr. SeEGer. As a philosophical matter, I should think that the
States should handle that, each in its own way. The financial insti-
tutions are right in the middle because the Federal Government
did step in through the DIDMCA legislation to deregulate financial
institutions gradually on the cost of funds side and yet did not on
the asset side so that there are limits on how much lenders can
charge for different kinds of loans. This was a real problem. As a
last resort, if the States do not deal with this issue, then I think, if
the Federal Government is going to deregulate on one side, then it
is going to have to step in and override those States or preempt the
usury ceilings in those States that have not addressed the problem
themselves.

Senator SARBANES. So, in other words, you believe the Federal
Government should come in and override the State government?

Dr. SEGER. If the States don’t deal with the problems themselves,

yes.

Senator SARBANES. What do you mean, “if the States don’t deal
with the problem themselves?”’

Dr. SEGER. A lot of States did back in 1981 and 1982 change their
usury ceilings. They did——

Senator SARBANES. Are you saying that you would give the
States the leeway if they make a decision to repeal the usury stat-
utes, but if they do not that the Federal Government should then
come in and repeal them for them. Is that correct?

Dr. SEGER. Preempt them.

Senator SARBANES. The answer is yes to that question?

Dr. SEGER. Yes, it is.

Senator SArRBANES. Now, Senator Riegle pursued some question-
ing about the nature of your exchange with Secretary Regan and I
wanted to put the same questions with respect to your exchange
with Mr. McNamar. Did you all discuss monetary policy?

Dr. Secer. No, we didn't.

Senator SARBANES. Or the various roles the Fed had played? Did
he indicate any views to you about monetary or fiscal policy?

Dr. Secer. He basically was just chatting with me before I went
in to see the Secretary. He showed me a TV screen behind his
desk. He knew I was interested in numbers on interest rates, and
he showed me how they could bring up different information on
computer, page by page. We talked about a mutual friend we have
from California who used to work with him; it was that kind of dis-
cussion.

Senator SARBANES. Now, you had an hour’s conversation with
McNamar and Regan put together; is that correct?
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Dr. SEGER. I said I didn’t time it exactly, but it wasn’t over an
hour for the two combined, yes, sir.

Senator SARBANES. As I understand the response now, and the
earlier responses, you only talked a few minutes to Regan and that
was generally about your past experience; and with McNamar you
chati?ted while you were waiting to go in to see Regan. Is that cor-
rect?

Dr. SeGer. Yes. I was waiting out in McNamar’s office.

Senator SArRBANES. And you just chatted? You had not substan-
tive discussions with either of them in the course of an hour?

Dr. Secer. I didn't say I didn’t have any substantive discussion
with Secretary Regan. I said we were talking about my back-
ground, how being a regulator ties in to the Fed’s regulatory activi-
ties. The Fed does things other than monetary policy; they do a lot
with regulation and supervision. As I said, ?e was talking about
my background.

Senator SArBaNES. What aspects of the Fed’s work with respect
to regulation and supervision were the subjects of your discussions
with either McNamar or Regan?

Dr. Seger. The whole process of supervising banks, the whole
process of dealing with problems, dealing with failures, what my
exggrlences were, what my experiences with thrifts were.

nator SARBANES. Did the issues of deregulation come up?
Dr. SEcER. Not that I recall.

DISTINCTION BETWEEN COMMERCIAL AND INVESTMENT BANKING

Senator SARBANES. Do you support the distinction that’s been in
the Federal law between commercial and investment banking? Do
you think that distinction makes sense?

Dr. Skger. I think in general it makes a lot of sense to draw a
line between commercial banking and investment banking. There
are certain activities that are on the fringes of investment banking
:,l;afi(: think I can make a case for making available to commercial

nKs.

I think I mentioned one earlier, the underwriting of commercial
paper. Some people would say it’s strictly investment bankmg,
therefore, it’s a “no-no” for commercial banks. I think it’s very
closely related to some other things the commercial banks do. It is
not underwriting corporate bonds; it’s not underwriting corporate
stocks, those kinds of things I think are clearly over that line. But
some of the more closerly related things—again, underwriting mu-
nicipal revenue bonds—I think while you could put that in an in-
vestment banking category, you can also make the case that when
Glass-Steagall was passed 50 years ago the only reason that this
underwriting of municipal revenue bonds was not dealt with was
that they really didn’t have municipal revenue bonds then. I don’t
think the law was intended to be a direct prohibition. I think it
was just not discussed or not handled in the act. The general obli-
gation bonds were, because that was the typical way that munici-
palities financed at that time. Banks obviously can underwrite
those. In fact, when I worked in Washington in the 1960’s at the
Fed, I remember a lot of articles at that time; some academic
economists were arguing in the midsixties for banks to do the un-
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derwriting of revenue bonds because they said that it would help
governmental units to get a better deal on their financing and
would mean more competition and more bids for those various
issues and the governmental units would benefit.

Senator SArBaNES. I take it you said in your conversation with
Secretary Regan that he asked you whether you were a Keynesian;
is that correct?

Dr. SEGER. Yes. We were——

Sen;ator SarBaNEs. He also asked you whether you were a mone-
tarist?

Dr. Secer. What brought this up was, as I said, a former profes-
sor of mipe, Professor McCracken, had seen Secretary Regan and
had recommended me as a former professor. He used to be here at
the Council of Economic Advisers. Secretary Regan considers
McCracken sort of an eclectic, and so he said to me, “As a former
student of his, basically do you consider yourself a Keynesian, or a
monetarist, or something else?”’

Senator SARBANES. What was the something else that Regan
asked you about, besides Keynesian and monetarist?

Dr. SeGeRr. I guess ‘‘supply sider” would have been the third pos-
sible niche, and I remember exactly, in this case, what my response
was. I said, “No, I call myself a garbage collector, because I think I
have picked up bits and pieces from all of these areas.” As I indi-
cated yesterday, the economy that I see out there is very complex,
very big, very fast moving, and I have not been able to find a single
theory that adequately describes what’s going on out there. There-
fore, I prefer to say there are many, many things that influence
the economy, including the Keynesian approach of Government
spending, taxes, and that money matters. And, I think that looking
at the supply side arguments, Art Laffer and some of those people’s
arguments, that you have to consider the matter of providing in-
centives for the economy.

Senator SarBaNES. All right. But essentially the Secretary asked
you, “Are you a Keynesian, a monetarist, or a supply sider?”’ Was
there any other category?

Dr. SEGer. Not that I recall.

Senator SArBanNES. Not that you recall. Your response to that
was not to put yourself in any of those categories and to say you
were a “‘garbage collector” in a sense?

Dr. Secer. That I subscribe to different parts of difference theo-
ries.

Senator SARBANES. My time is up.

The CHAIRMAN. Senator Sasser.

Senator Sasser. Dr. Seger, you have been queried this morning
as to whether or not you are a monetarist and whether or not you
are a supply sider.

Let me ask you this question. Did you believe in 1981 that the
tax cuts that were passed that year would unleash such a surge of
savings and investment and work effort and increase in productivi-
ty that there would not be a sharp rise in the deficit, as the result
of t];gge cuts? It obviously hasn’t happened, but did you believe it
would?
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SUPPORTED TAX CUTS IN 1981

Dr. SEGER. I said yesterday, I did support cutting taxes in 1981. I
did think we needed some incentives. As to the second part of your
- question, I did not say and never believed that the incentives un-
leashed would immediately cover the revenue decline and that
there would be no adverse impact. That never came from me.

Senator Sasser. If it would not immediately cover the revenue
declines, did you think it would, at some juncture in the future—2,
3, 4 years out—feel that the tax cuts in the outyears would gener-
ate such a vigorous economy that we would not suffer from a large
deficit?

Dr. SEGER. I expected the tax cuts to have a favorable impact on
the economy. In fact, I think we're seeing it right now. We're
seeing——

Senator Sasser. We're not talking about a favorable impact on
the economy. My question to you is, did you think that these tax
cuts would generate such a vigorous economy that we wouldn’t
suffer from the revenue losses and that we would not have to have
these large budget deficits? That’s the question. Certainly, we know
tax cuts will stimulate an economy. That's an old Keynesian theory
that’s been around a long time.

Dr. SEGER. Because of that, though, I think we are seeing addi-
tional tax collections; now it has not been adequate to make up to
cover the deficit.

Senator Sasser. Well, did you think in 1981, when these cuts
went into effect, that they would be generating enough economic
activity that we wouldn’t have a problem with deficits, that there
would not be a sharp rise in the deficit as a result of them?

Dr. SEGER. In the summer of 1981, I did not expect the kind of
terrific recession that we ended up going into, and that would run
through 1982. I did not have the impact of a severe recession fac-
tored into that equation, and I don’t think a lot of people did.

Senator Sasser. Well, had it not been for the recession, do you
think the tax cuts would have generated enough economic activity
that there would have been no sharp decline in revenues and been
no enormous increase in the deficit?

Dr. SEGer. I think without a recession, that's probably fair to
say.

Senator Sasser. Well, that puts you more on the supply side, I
would say, than on the monetarist side; is that a fair statement?

Dr. SEGER. I didn’t say I disagreed with everybody on the supply
gide. I just said I didn’t like to be labelled, because I am not in a
single category. I think each group, each category, each school, has
something to say that 1 agree with or something to say that I
happen to support, and I think that there are parts of the suppl’y
side argument that have some merit. I just don’t think that that’s
the only thing going.

Senator Sasser. But you do buy enough of the supply side theory
that you thought the tax cuts would stimulate enough economic ac-
tivity that this would generate enough revenues to cover the tax
cuts and the deficit would not soar, as it did, absent a recession, as
I understand your statement?

Dr. SEGER. Yes. With “absent the recession” underlined.
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Senator Sasser. Well, now we'’re in a recovery situation, and we
have no recession, but we have a structural deficit, we are told, in
excess of $100 billion. That is, if we get to a full employment econo-
my, and you get to the natural rate of unemployment, which yes-
terday you defined roughly as somewhere between 6 and 6% per-
cent, we're still going to have a structural deficit, according to
what I read and see in my calculations, in the neighborhood of
$100 billion. Do you disagree with that?

Dr. SeGer. I'm sure there is a structural deficit: Again, I don’t
know the exact number.

Senator Sasser. So even though supply side is going full blast
here and we're experiencing a very substantial recovery, and
“America is back again,” as we see in the TV commercials, we still
have this nasty old deficit of $100 billion hanging around—well,
$200 billion, as a matter of fact, $180 billion projection hanging
around this year.

Dr. SeGer. Yes. But the point is, we did go through a recession,
and we went through a very severe recession, and you cannot just
wipe that impact off the books. It set the economy back for prob-
ably almost 2 years. It added a lot to the expenditure side, with the
usual kinds of programs that are triggered by the recession. We
had a lot of them in Michigan that were triggered—unemployment
compensation, things like that—which is fine, but we got those
larger expenditures.

At the same time, because we did experience the recession, cor-
porate profits slumped, many corporations lost a lot of money, indi-
viduals were laid off, their incomes dropped, they didn't get bo-
nuses. Personal tax collections dropped as well as taxes based on
corporate profits.

History is cumulative, and what we see today is based on this
whole past experience. Maybe we can theorize the recession out of
existence, but what we see today is based on the fact that it did, in
fact, happen.

Senator SAsseEr. Let me move on to something else, Dr. Seger.

DO DEFICITS AFFECT INTEREST RATES?

In recent months, the Chairman of the Council of Economic Ad-
visers, Dr. Feldstein, and the Treasury Secretary, Mr. Donald
Regan, have engaged in a running battle in the press, and I sup-
pose in the councils of the administration, over whether deficits
really matter, and particularly whether deficits affect interest
rates.

Now Secretary Regan has maintained that there is no associa-
tion between deficits and interest rates and demanded that those
who allege that fact should come forward with proof; and he was
criticized by some of his colleagues at a recent meeting of the Euro-
pean nations economic meeting in Western Europe for those views.
Now yet you testify that in your view, deficits do affect interest
rates and you gave a seat of the pants estimate, which I thought
was accurate—fairly accurate—that present and projected deficits
are adding, perhaps, 2 percentage points to the interest rates at the
present time.
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Now would it be fair to say then that you subscribe to the Feld-
stein position in this argument as opposed to that of Secretary
Regan?

Dr. Secer. I don’t think I really heard the argument. I don’t
think I want to get in the middle of it.

Senator Sasser. Well, if you have been reading the newspapers,
Dr. Seger, over the last 2 or 3 months, you could not have missed
it, particularly someone who is interested in economic matters.

Dr. SEGER. I did read accounts of it, but I wasn’t there to hear it.
I don’t know the whole discussion. As I said yesterday, I do think
that deficits are having an impact. In fact, I think I gave Senator
Riegle three ways that I could think of in which they were, in fact,
influencing interest rates; I didn’t change my mind overnight.

Senator Sasser. Well, it appears to me, Dr. Seger, to be a simple
matter here, to indicate whether you would agree with Dr. Feld-
stein’s position or the Secretary of the Treasury’s position, and
judging by your testimony yesterday, you agree wlth the Council of
Econormc Advisers, as do most economists, but you're saying today
you can’t take a position on that, you don't know.

Dr. SEGER. I'm just saying I don’t know if Secretary Regan reall
said that deficits don’t matter; I don’t know if that's what he said.

Senator Sasser. Well, I don’t mean to quibble with you or argue
with you, but this seems to be so apparent that I would like very
much to get an answer from you on this question.

Are you telling us you don’t know whether you agree with Dr.
Feldstein that deficits do, indeed, drive up interest rates or not?

Dr. SeGer. I said yesterday and I have said again today, that
deficits do, in my judgment, influence interest rates.

Senator Sasser. Right. And you said yesterday that in your judg-
ment, the present deficits are probably pushing interest rates up
approximately 2 points.

Dr. SEGer. One and one-half to two points.

Senator Sassgr. Right. And so my question to you is simply,
don’t you agree with Dr. Feldstein’s position, as opposed to Secre-
tary of the Treasury, who is indicating that there is no linkage be-
tween deficits and interest rates? That appears to me to be fairly
straightforward and fairly apparent.

[Pause.]

Senator Sasser. Well, I think the answer is obvious. And Mr.
Chairman, they tell me my time is up, so I'll yield back.

The CHAIRMAN. Dr. Seger, I do have some additional questions
for you. My colleagues don’t have to listen, because they have
heard my opinions so many times over the years, that they can
give them to you for me and save me the time of speaking.

Senator Sasser. Mr. Chairman, we always enjoy your views rein-
forced by your own statements.

The CHAIRMAN. Well, 'm a supply sider, an unashamed, un-
abashed supply sider, and I also agree with Marty Feldstein. I also
disagree that Secretary Regan totally thmks, as is characterized,
that deficits are not important. He does. It's a matter of degree be-
tween the two. I choose and have publicly many times stated Mr.
Feldstein’s view of the nature of deficits. I happen to feel that defi-
cits are the No. 1 cause, overwhelmingly the No. 1 cause of our
problems. I happen to think you can’t carry a §1.5 trillion national
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debt. You can’t have a $125 billion interest on the national debt,
more than $100 billion of it on past debt that was created before a
good part of us were even here. Certainly, before this administra-
tion was here.

It’s also a matter of record that the President’s recommendations
for tax cuts were delayed. I happen to think the recession would
have been much softer had the original recommendation of 10 per-
cent retroactive to January 1, 1981, rather than being cut in half
and delayed until October 5, might have had a stimulating impact
on the economy. I believe that. That is a personal opinion. I also
happen to believe that the cause of deficits is primarily overspend-
ing, not undertaxation. For those tax cuts, we were being taxed at
a higher percentage of the Gross National Product than was neces-
sary to finance World War II.

TAXES AT RECORD HIGH LEVEL

Even after the so-called Reagan two big tax cuts, we are still
being taxed at a record high level as a percentage of gross national
product compared to other years. We continue to spend like a
former friend of mine, who it didn’t matter how much he made.
When he made $10,000, he spent $15,000; when he made $25,000 he
spent $35,000; when he made $50,000, he spent $75,000. And now
he makes a quarter of a million and he’s broker than ever, because
he spends $300,000.

If you get an old-fashioned accountant who has never heard of
partisan politics, Republicans, Democrats, liberals, or conservatives,
and he wears green eyeshades and has the black arm band, and
you say, “Analyze the Federal budget for us, would you, please,
and tell us where you think the problem is.” We would get an ob-
jective opinion of the budget. That kind of an analysis without
regard to politics would simply indicate that the problem is in the
entitlements programs, and overspending, also the automatic in-
dexing programs that the Appropriations Committee has no control
over, cannot touch, increase the deficit and rob the discretionary
programs that in many cases have been cut too much. It happens
in my subcommittee—veterans’ programs. I'm a card-carrying
member of the VFW, the American Legion, and the whole bit.

And I get a budget allocation, a 302(b) budget allocation from the
Appropriations Committee and the Budget Committee. What do
you do when you get a $1.5 billion increase for veterans? Where
does that come from, when you've got a ceiling that you're bump-
ing up against? I'll tell you where it comes from. It comes from
housing; it comes from EPA; it comes from the other discretionary
programs in my subcommittee. The entitlements get theirs first.
Congress doesn’t have the courage to attack those.

So we say the problem is loss of revenue. Revenue has gone up
dramatically this year over last and the deficit increases. If reve-
nues are going up at record rates over the past year, then obviously
spending is going up fast, or isn't it? I think the facts are rather
clear on this particular argument. I voted TEFRA. I voted for
TEFRA, because 2 years ago I was convinced deficits were really a
problem—really a problem—and although I didn't like the tax cuts,
my philosophy was as I have outlined to you, I figured the $98 bil-
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lion tax increase was worth it to reduce the deficit by $98 billion, I
would swallow withholding at source, which, as chairman of the
Banking Committee, I had unholy hell in voting for withholding at
source on interest and dividends. It was worth it, because the defi-
cit was such a big problem.

You know what Congress did? We spent the whole $98 billion
and more. There was no deficit reduction. That's why we're trying
to hold the package together again. Tax increases will not solve a
deficit problem, unless you restrain spending at the same time. The
spending cuts that were recommended, along with tax decreases
have not been enacted, for the most part. Spending decreases to go
with tax increases as a combination have not been enacted, In the
conference, we have not been able to accomplish that yet. Yet the
tax increase is fine, that’s easy. Take more money away from
people, but don’t have the spending cuts to go with them.

We can increase taxes forever, and until there is a combination
of restraint on spending, the budget will never balance. It will get
bigger and that has been the history of the decade I have been in
this body. We have had several tax increases, all in the name of
reducing deficits, for 10 years. But if you take the entire tax in-
crease and then spend that and more, deficits get bigger.

In answer to my colleague’s questions, which he has heard 1 mil-
lion times and Senator Riegle has heard 1% millions, at least,
maybe 2 million, I'm an unreconstructed, unreprentant supply
sider, who happens to believe if you let the American people keep
gome of their money, they will spend it a lot more wisely than we

0.

I'm willing to vote for another tax increase, if spending reduc-
tions go with it, so we actually get reductions in the deficit. To
those who advocate tax increases, alone, without spending re-
straint, you'll take more money away from the people and the defi-
cits will continue to grow.

For whatever time I have left, I would only say that, don’t be
hesitant to say, if you lean one way or another. For instance supply
sider. A majority of this committee, who has to confirm you, are
supply siders. There is honest dissent and disagreement by my col-
leagues with that opinion, at least -on this point and, hopefully, in
the near future, a majority of this committee will believe the phi-
losophy that I have described to you.

Dr. SEGeR. As I said, I accept the incentive arguments from the
supply side, but I am saying. You can’t look at that exclusively.

e CHAIRMAN. I understand that you're a “garbage collector.”

Dr. SEGer. I am a garbage collector.

The CHAIRMAN. There’s your answer.

Chairman Volcker says that monetary policy is directed at
achieving a sustained growth in the economy, consistent with price
stability. According to GNP numbers released by the Commerce
Department this morning, growth in the second quarter has slowed
markedly from that of the first. In your view, is the economy ex-
panding at a rate of growth consistent with the Fed’s targets?
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FIVE-PERCENT GROWTH RATE ON TARGET

Dr. SEger. The growth in the first quarter was a little above 9
percent, I believe, based on revised numbers and came down to a
little over 5 percent in the second quarter at an annual rate, I
think that if we go along at around 5 percent or so, that that would
be consistent with the Fed's growth targets. As I indicated yester-
day, the objective is to have a moderate rate of growth and to
maintain it at a noninflationary pace. I think that the Fed’s
present targets of 6 to 9 percent on M2 and M3 are consistent with
that kind of noninflationary growth.

The CHAIRMAN. As you mentioned yesterday, and we all know,
the Fed is required twice annually to report to Congress on their
monetary aggregate, you feel that these targets are an appropriate
guide for monetary policy?

Dr. SeGer. I think they really are appropriate, because it does
give a way to quantify some objectives or some targets. It provides
a way to communicate with people in the investment community,
with the Congress, with the world at large, about what your gener-
al approach is going to be, whether you will tamper with bank re-
serves, financial institutions reserves to the extent that it is needed
to produce that kind of monetary growth.

The problem is that you can come up with what you think are
good monetary growth targets and yet, all of a sudden, for some
technolo%xcal reason Oor some innovation that’s going on in the
real world, velocity will be impacted and, therefore, this amount of
monetary growth that you thought was going to have the right
impact on the economy does not materialize.

There are other problems involved, and these have to do with the
lags—that when the Fed influences reserves and monetary growth
we don’t know exactly when that is going to impa¢t on the real
economy.

The CHAIRMAN. What do you think about the addiction of people
to the weekly release of M data? I happen to feel that it is inaccu-
rate, misleading.

Do you feel the publication of weekly data is useful in the
market, or would a monthly release be better?

Dr. SEGER. Going back to my days in banking, when people
would hang around the ticker every Friday waiting for this great
number to come out, I think it is vastly overemphasized. There are
sentences on the release saying, “Do not emphasize or do not pay a
lot of attention to a single week’s statistics.” Nevertheless, a lot of
attention is paid to them, and I agree with you, they are not that
meaningful. They are not that accurate. They’re often revised the
next week and there are very major revisions in all the money
sup ly series each year. I just think it’s too bad that we are

ng this available and that the investment community is pick-
mg it up, using it in an unwise way, and providing extra volatility
to the financial markets with it.

The CHAIRMAN. So you feel it would be better .to do it on a
monthly basis?

Dr. SEGER. 1 do.

The CHAIRMAN. Have you made any commitments to anyone in
the administration with regard to the positions you would take on
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?&n‘?etary policy as a member of the Board of Governors of the

Dr. SEGER. No, I haven’t.

The CHAIRMAN. I personally feel very strongly about the inde-
pendence of the Fed and the lack of politicizing it. So I hope, if you
are confirmed, that you will stick to that and make independent
judgments and not be forced or feel committed in any way to this
administration, or another one, or to Congress. I think that is
highly important that the Fed exercise independent judgment with-
out regard to political pressure from any direction.

Senator Riegle.

Senator RieGLE. Thank you, Mr. Chairman.

Dr. SEGER, I want to pick up where we were before on the auto
industry, since the auto industry is sort of a proxy for industrial
base problems.

As you know, one of the reasons that you have been selected is to
provide the proper geographic representation on the Board, and so
you are here as a representative of the upper Midwest and of our
region, therefore, presumably would take with you on to the Board
a keen sense of the nature of the problems in our region of the
country, and it's very important I think that those special prob-
lems of the upper Midwest, the industrial base, be understood, be
factored into Fed decisions, be thought of in terms of what the
impact of sharp monetary policy changes might be and so forth.

at is really what undergirds my line of questioning the last
round on this, if you will again, this time. Now, from the general
discussion we had about your view of the auto industry at this
point, the internal factors, the drive for efficiency, the external fac-
tors that sort of bear in on the industry, I would conclude and 1
want you to adjust this if you think this isn’t right—I would con-
clude from your answer that if we were to take a scale of 1 to 10,
with 10 being a real instance of jeopardy and concern and sort of
crisis state of the industry and a 1 being basically clear sailing,
that you have some problems there but as you say you are not
biting your nails over them. I would sort of say, based on the way
you described your view of it, that you would see the auto industry
at about maybe a 3% or a 3 or a 4 on a 10 scale.

Dr. SEGeR. I'm at about a 5, I'd say.

Senator RieGLE. About a 5.

Dr. SEGeR. About a 5.

FINANCIAL MARKETS ASSESSMENT OF AUTO INDUSTRY

Senator RIEGLE. You and I agree on something, I think very
strongly, and that is the free market system and what markets tell
us. What would be your sense as to how the financial markets are
judging the future problems of the auto industry, and how do you
think the financial markets would be answering that same ques-
tion of their sense of the uncertainties on a scale from 1 to 10?
Would you say the financial markets are at about a 5, what is your
view on this?

Dr. SeGeR. Obviously this is a guess because I haven'’t talked to
any auto analysts lately, but I would say their immediate assess-
ment is probably around 5.

36-314 0 - 84 - 10
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Senator RiecLE. OK. Now——

Dr. SEGER. May I just elaborate on that?

Senator RIEGLE. Yes, please do.

Dr. Seger. I think what is influencing the P/E ratio on stocks of
the Big Three, which is sort of the next step, is that, again, people
are looking out further. Analysts have a bad habit—or maybe it's a
good habit—of looking into the future and they try to predict what
the impact will be on these companies, these industries in the
future. And therefore the opportunity to make money in those
stocks. I think they are looking down the road apiece, and maybe
they’re not as convinced as I am, based on some of these personal
contacts, that the companies have taken the steps internally to get
their products in better position to compete with the Japanese.

Maybe I'm overestimating.

Senator RieGLE. This is a very important distinction here. You
are saying you think in general the financial markets, as they look
at the auto industry, probably come out at about a 5 which is about
where you put yourself. Is that correct?

Dr. gEGER. In terms of today. But I think the reason the auto
stocks are selling at relatively low P/E’s is that the auto analysts
don’t see this nice profit recovery that we have seen at GM, Ford,
and even Chrysler lasting on into the future. They say, yes, a tre-
mendous rebound now.

Senator RIEGLE. Do you see it lasting on into the future?

Dr. SeGer. Not at this rate of improvement. Obviously when you
go from practically zero to a big profit number just the arithmetic
gives you a very tremendous rate of earnings growth. I don’t expect
that same number to be maintained into the future. But I do
expect, barring a disaster of some sort, the auto earnings to contin-
ue to tip up.

Senator RieGLE. OK. Now this is very important and I want you
and I to make sure we really have an understanding as to this
issue, and as to where we are and what your views are and that
they are on the record. I think this is a key issue and I want to tell
you that now so that you will know we are going to take some time
on it. And I want to make sure in the end that what you are saying
is exactly what you believe.

Now in terms of the financial markets today, the financial mar-
kets are looking at the auto industry and the auto stocks, and they
are obviously not betting on what’s happened in the past. They are
betting on what they think is going to happen in the future and so
they take a look at it in the future, today, tomorrow, the next day,
the next 2, 3, 4 years, and so forth, and their sense of the future is
reflected in the prices they are willing to pay today. Now I want to
be sure that I understand your answer of a moment ago, when you
talk about the financial markets. I'm not talking about analysts
who do auto stocks and who are buried somewhere in a brokerage
firm. I'm talking about people that are paying money to buy auto
stocks. I'm talking about the financial markets.

I understood you to say before that you thought the financial
markets, assessing the future of the auto industry, would rank
their sense of the future prospects of the industry at about a 5 on a
scale of 1 to 10.

Dr. SeGer. Then you misunderstood my comment.
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Senator RieGLE. That’s what I want to get clear.

Dr. SEGer. What I thought I said was that I felt that a 5 would
be about the right number to use to describe how they felt about
the industry today. There is a distinction, though, between their
feeling about the present and their view way out in the future, and
that is the view that is producing what we discussed as the tiny P/
E ratios.

Senator RiIeGLE. That’s what I would like to compare. I would
like to compare your sense of the future prospects with the finan-
cial markets sense of the future prospects. So, what I'd like you to
do if you can, is give me the bottom line and then the basis for the
bottom line, because I think we can get there quicker. What I'm
wondering is, I understood your earlier comment when I asked in
the last round about your assessment of the future prospects of the
;Laglustry, that you responded now by saying about a 5on a 1 to 10

e.

Dr. Secer. Right.

Senator RiEGLE. And I'm asking you the same question about the
financial markets. Do you think they are at about a 5on a 1 to 10
scale, or are they at a different point on a 1 to 10 scale?

Dr. SeGer. No. Looking way into the future I'd say they are
down—again, this is a rough guess—a 7, something like that.

Senator RiecLE. Well, it would be the other way around. So there
is a T alarm level.

Dr. SeGER. Yes. I thought you said 1 was the least.

Senator RieGLE. Oh, you are exactly right. They are at a 7 and
you are at a 5 and this is what I wanted to pursue because this is
an important question. It's an imPortant question that will be a re-
flection of your judgment, and it's a reflection of how I think you
might participate in decisions on the Board. I look at what the fi-
nancial markets are telling us and I put a lot of weight in it, not
absolute weight, but a lot of weight. And I take a look at other
Michigan entities that we are both familiar with. K-Mart selling at
8 times earnings; Kellog selling at 9 times earnings; Dow at the
moment selling at 16 times earnings; Burroughs selling at 11 times
earnings; Upjohn, 11 times earnings; Detroit Edison which is in a
tough industry that’s got its problems right now with variable mul-
tiples in the utility business and especially in regions like ours,
only 6 times earnings.

EXTRAORDINARY SITUATION WITH AUTO INDUSTRY

But then I move to the auto industry and I find what I consider
to be a remarkable situation, an extraordinary situation, especially
in light of the recent sales levels of the industry, the underlying
strength of the economy, the surge that the economy is in, and

rofits in the industry. I find that in the auto industry companies
in our State, General Motors, the premier company, account-
ing for half the domestic industry—is selling at four times earn-
ings. This is substantially below even the lowest of the low in a
broad range of other Michigan companies and industries that have
their own problems. But GM looks good in comparison to Ford and
Chrysler. They are selling at three times earnings and actually
closer to two times earnings in one of those cases.
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I must tell you that I don’t know, nor can I find or recall a
contemporary example of this contradiction, this anamoly, where
the auto companies with this strong current performance have
been valued so low in terms of the market’s assessment of their
future prospects as it shows up in the price. And I say to myself
the markets are telling us something.

The financial markets are flashing a great big danger sign and
you say that you are in accord with what they are saying as maybe
expressing an alarm level at a 7 on a 1 to 10 scale. I think it’s prob-
ably higher than a 7. I mean, we just would have a difference on
that. I think it’s probably an 8 or an 8'.. But when you start to get
up into that high range and close to a 10, there’s a very, very pow-
erful message in that.

Now, maybe the financial markets are wrong—and I hope they
are—but my experience has been that more often than not they
tend to be more often right than wrong because they are betting
their own resources and, therefore, they are pretty cold and calcu-
lating in how they make these judgments and it seems to me I
want to understand—and its difficult during these 10-minute time
segments—why the markets see this differently than you see it and
I want to understand better why I also see it differently than you
see it because I'm going to really need to understand that. I want
to track through the relationship as to how your judgment about
this is likely to affect decisions that you will be called upon to
make on monetary policy. I'll make it just crystal clear in terms of
what I'm driving at here. And that is that we are moving into kind
of a credit crunch at the moment.

Interest rates have gone up. There is a tremendous pressure on
the supply of available credit. Interest rates would be even higher
if we weren'’t getting an influx of foreign money. And so in a sense
that's artificially keeping interest rates lower than they might oth-
erwise be.

They could even be higher than that but for all that foreign
money flowing in here. I see a situation here where the auto indus-
try is beset by a number of very serious challenges in terms of its
future prospects. A very important one is interest rates and what
the monetary policy is likely to be and what I don’t want to see
happen and what I'm not prepared to see happen to the extent I
can prevent it is I don't want to see the Fed miscalculate with
monetary policy decisions at some point along the line here that
really crunch the auto industry and crunch the housing industry as
they have done before and which we have seen just in the recent
past because I'm not convinced that the industry can take it
again—not this soon in conjunction with other factors.

You can talk about the eternal efficiencies and you know I
spent as much time working on that as anybody, and we had made
considerable progress, but we haven’t made nearly the progress in
the aggregate sense that we need to make, and that's why the fi-
nancial markets don’t want to buy the auto stocks today. That's
why they are cheaper than they have ever been in terms of their
price earnings ratio in relationship to their current performance
and so I see sort of red warning light flashing all around here and
so far, at least in terms of what you said to me, I don’t sense that
you see it the same way. Not that you have to.



143

I mean you are entitled to your view and that’s what I wanted to
get on the record. But in terms of drawing whatever difference of
opinion there is, I want it clear cut in terms of what you see that is
likely to be the basis for your judgment if you are there making
these decisions. Because we can’t afford to miscalculate because
our State I don’t think, can go back through the grinder again of
the kinds of situation that we were in the last time the roller
coaster went down and expect to come through the same way we
have come through this time. We are in our 52d consecutive month
of unemployment, above 10 percent in Michigan, as you well know.

We have been battered, so when we get back into this I want to
pick it right up again. I'd rather not do it in 10-minute segments,
but I want to take it right out to the absolute end of the discussion
with respect to the auto industry and the factors that bear on it at
this point, and I hope that helps illuminate where 1 am going be-
cause I want you to see the line of discussion so that you can think
about it in those terms so it isn’t a question of my trying to not
give you a clear sense of what I'm driving at.

Mr. Chairman, my time is up.

The CHAIRMAN. Senator Cranston.

Senator CraNsTON. I'm glad to have a chance to see you and ask
you a few questions. I'm sorry I wasn't able to be here at earlier
stages of this.

Yesterday you testified you supported the 1981 tax cuts at that
time. In retrospect, given the size of the deficit, do you now think
that a smaller tax cut, foregoing, for example, the third install-
ment of Kemp-Roth would have been wiser?

DIDN’T ANTICIPATE SEVERE RECESSION

Dr. SEGer. I still think that the 1981 tax cut was a good idea. I
certainly didn’t anticipate, in the summer of 1981, that we would
have this very, very severe recession, and I think that that was
what caused the deficit to explode as it did, more so than the fact
of the tax cut Senator Garn argued a few minutes ago that if the
tax cut had been bigger and had been legislated earlier, that we
might even have avoided part of the recession. That wasn’t my ar-
gument, but it is sort of an interesting one. I did support the tax
cut and today I still think it was a good idea.

Senator CRaNSTON. Do you think that a tax increase now, given
the strength of the recovery is needed to reduce the deficits?

Dr. SEGER. I think that the deficit has to be reduced and I guess
my proposal would be for a combination of tax hikes and expendi-
ture cuts.

Senator CRaNsTON. You referred to an unexpected recession. Do
you think that the money policies of the Fed were a major factor in
producing that recession?

Dr. SeGer. Yes, I do.

Senator CransToN. What policy do you think the Fed should
have followed then at that time to avoid that recession?

Dr. SEGER. I said I thought the tight money policies had a lot to
do with it, but at the same time, I would add, I don’t think they
had a lot of choice about what to do because of the tremendous in-
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flation problems of the late 1970’s, 1979 and 1980, when inflation
was running at a rate in excess of 12 percent per year.

Senator CransToN. Would you have followed that tight money
policy as a Fed Board Member despite the fact it would predictably
produce a recession?

Dr. SeGEeR. I would have. As I think back to what was going on,
the chaos in the credit markets, the concern overseas about our
economy, the lack of faith in our dollar. These are tradeoffs, I un-
derstand, but it seems to me the inflation issue had to be dealt
with. It was a painful way to deal with it, but I don’t know of any
alternative.

Senator CRANSTON. It seems to me there are many alternatives
in long-range terms in ways of dealing with the lack of productivity
in our economy that would get workers and plants in a position
where they would be more competitive and more productive and I
don’t think we’re going to deal with inflation in any long-range
term by turning on and turning off the money supply.

That may deal with immediate problems but it doesn’t deal with
the long range problem. Are interest rates too high at the present
time, in your judgment?

Dr. SEGeR. Interest rates have risen since the beginning of the
year, but they are not back up to their peak. I believe in market
forces determining interest rates and, having said that, I'd say they
are about right.

Senator CRANSTON. You think they are likely to go up or down
during the course of the remainder of this year?

Dr. SEGER. Again, there are a lot of forces that influence interest
rates that I don’t have control over. I'm not sure how they are
going to work out, including what steps will be taken in the
remainder of the year on the budget. But my best estimate would be
that there will be a modest upward rise in interest rates for the rest
of the year.

Senator CraNnsTON. I expect, too, some increase. Under present
conditions, would you rule out any easing of monetary policy in-
tended to lower interest rates, assuming there’s no action in Con-
gress to reduce deficits other than the so-called downpayment?
Should the Fed, in other words, ease up somewhat in order to pre-
vent interest rates going up which could produce another modest
or conceivably a strong recession?

Dr. SEGeR. As I indicated earlier—probably before you arrived—I
think the Fed is interested in pursuing a monetary policy that pro-
vides a continuation of this economic recovery, and furthermore
maintains it at some sort of a moderate, noninflationary rate. I
think that’s the real goal and the real desire.

If you look at where the economy stands today, we have had a
nice recovery for about 1'% years if you look at where business
activity is now relative to the capacity of our economy to produce,
then I think that you have to be looking at the total economic
policy picture. If the deficit is dealt with by Congress, if there is
this cut and if the cut materializes soon, then I think that, again, if
you look at the overall economic policy picture, a little more fiscal
tightness would allow for some sort of adjustment in monetary
policy in the other direction, toward somewhat more ease. But I
think you have to look at it, too, as part of a package.
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Senator CRANSTON. Do you believe that the Fed can have signifi-
cant impact on interest rates?

Dr. Seger. I think they can, short run. But we've got very smart
people in the financial markets. Senator Riegle and I have just
agreed, these people are following everything that the Federal Re-
serve does. They are following everything that goes on in Washing-
ton in terms of fiscal policy. If they saw the Fed taking some steps,
short term, to tamper with interst rates, to push them down,
when the basics didn’t call for it, then I think the response in the
financial market very quickly would be to get all riled up about in-
flation—about very severe inflation—and that concern in itself—
sort of anticipating what the impact of the Fed efforts to lower in-
terest rates would have on the economy—that that anticipation
itself would have the effect of pushing interest rates right
back up. The Fed could do something immediately, but I don’t
think they would have long-term control over that.

Senator CransTON. Do you think the deficits are the principal
factor or at least a principal factor in our high interest rates?

Dr. Secsr. I have indicated, yes. I'm not willing to cite any one
factor as the only or the most important one, but I think the deficit
is certainly a very important factor.

HIGH EMPLOYMENT/LOW RATE OF INFLATION POSSIBLE

Senator CransToN. Do tyou believe it's possible to have hxgh em-
ployment and low rates of inflation?

Dr. SeGer. I think that’s what we are all aiming for right now.
In fact, as I read the numbers, I think in the last 1% years that’s
exactly what we have gotten. The employment rise has been very
dramatic; the unenl;Ployment decline, even in States like Michigan,
has been very signifl

As Senator Riegle and I both agree, it's not down to the absolute
levels we’d like to see, but in the last year or 1% years, the drops
in the unemployment rate in our various industrial cities in Michi-
gan has been very dramatic and it's dramatic nationwide. It’s over
3 percentage points. Yet we have managed to bring the rate of in-
flation down from above 12 percent in 1979-80 to a little below 4
percent in 1982 and 1983 and in the last 12 months, inflation, as
measured by the Consumer Price Index, is probably running a
touch above 4 percent; and the producer price index, in the last 2
months has shown no change at all.

I think what we are seeing right now does demonstrate that it
may not be possible forever, but there are times when in fact you
can accomplish both. If business people and the individuals who
are making the hiring judgments have confidence in the long-term
future of the American economy, and if they have confidence that
we are going to really keep inflation under control, I think that
they, in turn, will be willing to make those decisions to expand, to
enter new ventures, and to create still more jobs.

Senator CRANsTON. Unemployment has come down, but it's still
unpleasantly high for a great many people. In your judgment, if we
didn’t change any policies, but just followed the present course,
would we be able to arrive in a reasonable time to a reasonably low
unemployment, or full employment, with inflation still checked?
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Dr. Secer. People have different views about how much slack
there is in the economy and whether the slack is at the manufac-
turing end of the economy or whether the slack is in the labor
markets. In my own judgment, there is still some room to maneu-
ver and we can, in fact, get the overall unemployment rate down
still further before we run into this sort of “hard core” at the
bottom, which is basically structural unemployment.

To deal with that problem, we've got to do things like getting
people retrained, taking individuals who are in industries that
have been technologically outmoded and getting them geared up
for other kinds of jobs. I happen to have been talking to someone
last week who was laid off from a tire plant in Jackson, MI, and
now he is learning to be a manager for a Domino’s Pizza. This is
the kind of thing that we have to do, get people moved out of the
industries that are declining or having trouble and get them
trained and get them willing to move into those areas where the
opportunities are, and, you know, that isn’t done over night.

nator Sasser. Would the Senator yield for just a moment in
order that I might make an inquiry of the chairman?

Senator CRANSTON. Sure.

Senator Sassgr. Mr. Chairman, I have an engagement at 11:30
which I very badly need to keep and I would like to inquire what
the chairman’s plans are for the remainder of the day or the re-
mainder of the afternoon. I say that in the context of some addi-
tional questions I'd like to ask Dr. Seger.

The CHAIRMAN. The committee will not be able to meet beyond
noon. We do not have access to this room beyond noon so we’ll
close this morning at noon and we will reconvene in the Senate
Banking Committee hearing room at 9:30 in the morning.

Senator SAsser. I thank the chairman.

The CHAIRMAN. And we will meet each and every day—Monday,
Tuesday, Wednesday, Thursday, and until my colleagues are satis-
fied with their questions. So, however long you wish to ask ques-
tions, I will accommodate you, but we will meet each day.

Senator Sasser. Well, I don’t think my additional questions
would be that extensive I'll say to the chairman. Another 30 or 40
minutes probably will wind me up.

The CHAIRMAN. I have just been talking to Senator Cranston and
mentioned to him we would accommodate any members of the com-
mittee who wish to ask questions. In response to your questions for
the outline, we will hold hearings as long as necessary to accommo-
date you or anyone else who wishes to ask questions.

Senator Sarbanes.

Senator SArBaNEs. Thank you, Mr. Chairman, and also thank
you for outlining the procedure we will be following.

I have three or four subject areas additionally that I want to
cover and will possibly complete my questioning.

FED POLICY IN 1981 AND 1982

Dr. Seger, I understood your answer to Senator Cranston to be
that you thought the policy that the Fed followed in 1981 and 1982
was the proper policy, in the sense that you felt that that was the
only choice that they had.

e g e g
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Did I understand that answer correctly?

Dr. Seger. That’s also what I said yesterday when I indicated
they were between a rock and a hard place, that they were run-
ning out of options.

Senator SARBANES. I have here a UPI report of July 1981, and
I'm just quoting it.

It says:

In an interview to be shown on WXYZ TV, the head of the State Financial Insti-
tutions Bureau
Which was you—

Also said the Federal Reserve Board must loosen its tight monetary policies in
order for the auto and construction industries to recover.

How do you square that statement of your position on the appro-
priate policies for the Fed with your responses that you have just
givez‘; to the question posed to you by my colleague, Senator Cran-
ston”

Dr. Secer. I wasn’t on the Fed. I thought Senator Cranston’s
point was what would I have done as a Fed member at that time.

Senator SARBANES. In other words, you had one position as a
head of a financial institutions bureau than if you had been on the
Fed?

Dr. Secer. It would have made our life easier in 1981 to have
had somewhat easier money. I don't remember this interview that
he’s referring to. I don’t have a perfect memory. But I'm saying
that I think for the people that had the decision to make—which
was the Federal Reserve Board—that they probably had to look at
the tremendous inflation that they had to deal with.

Senator SARBANES. But you said this money you thought they
pursued the right policy.

Dr. SEGER. As a Board.

Senator SARBANES. And yet you're quoted here at the very time,
as saying that that was not the right policy for them to be pursu-
ing.

Dr. SEGER. As I said, I don’t even remember that interview.

Senator SARBANES. Are you denying that this was your position
at the time?

Dr. SEGer. I said that I was sure that in Michigan in the
summer, whatever the month was that you indicated——

Senator SArRBANES. July 31, 1981.

Dr. SEGER. In the summer?

Senator SARBANES. The UPI ticker, “In an interview to be shown
on WXYZ TV, the head of the State Financial Institutions Bureau
akio smd the Federal Reserve Board must loosen its tight monetary
polic

Dry SEGER. As I said, I don’t even remember this interview. But
as I indicated, in Mlchlgan in that summer, I am sure that with
high interest rates and the severe problems with financial insitutu-
tions, and the unwillingness of the State to deal with our usury
problem, that probably, at the time, it would have seemed nice if
monetary policy had been somewhat easier.

Senator SARBANES. In other words, you're saying that is the posi-
tion you took at that time?



148

Dr. SeGer. I'm saying I don’t remember exactly what I said in
July of 1981.

Senator SARBANES. Were you surprised after you had interviews
with McNamar and the Secretary of the Treasury and with the
Federal Board member Martin, that you did not have an interview
with Chairman Volcker—did not meet with Chairman Volcker?

Dr. SEGER. I've never been considered for this kind of job before.
I have no idea to whom one normally speaks and by whom one is
interviewed.

Senator SArBaNES. Well, let's proceed on the assumption that
you're not an unintelligent person. Operating on that assumption
for the purposes of this question, didn't you find it somewhat amiss
that you talked to virtually everybody except the Chairman of the
Federal Reserve Board?

Dr. SEGER. As I indicated yesterday, I didn't call the shots. I
didn’t ask to be seen by certain people and not by others. I had no
idea what the usual procedure is. I had no idea if Chairman
Volcker was away. I honestly didn’t know.

Senator SArRBANES. You didn’t wonder to yourself why you were
seeing everybody but Volcker?

Dr. SeGer. I didn’t. In fact, you know, maybe it would have been
presumptuous.

Senator SARBANES. Did it occur to you, that there might be some
reason for that? Did you have any idea in your own mind what that
reason might be, why you weren’t meeting with Volcker?

Dr. SEGeER. Maybe being in the real world for 10 years did some-
thing to my judgment, but I know a lot of people who are hired—
including executives at big banks—who are not interviewed by the
chairman of the board. I guess it occurred to me that what they
want to do is to have various people look you over when you're
being considered for any job. They don’t just want it based on the
judgment of one person in the personnel office; therefore, they ask
various people to talk with you.

As I said, I hadn’t gone through this before.

Senator SArRBANES. No, I wasn’t asking whether it was appropri-
ate that you be seen by others, as well. I was just wondering,
asking, did it not seem somewhat strange to you that you were not
seeing the Chairman of the Federal Reserve Board when you were
being considered for appointment as a member of the Federal Re-
serve Board?

Dr. SeEGer. That's what I'm saying. I guess it didn’t seem that
strange, because when I have been hired by a couple of different
banks I wasn’t interviewed by the chairman of the board or the
president. I was interviewed by high-level people, but not the top
banana. And so——

Senator SArRBANES. On the theory, the top banana may be too
busy and too involved?

Dr. SEGER. Or maybe I wasn’t important enough or he was out of
town. But I just know——

Senator SARBANES. Assuming the Chairman of the Fed is a
pretty busy person, what about the Secretary of the Treasury? How
come that top banana was not too busy and the Chairman of the
Fed, I guess on your assumption, was? Do you have any idea?
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Dr. SeGERr. I didn’t say that the chairman was too busy. I said I
didn’t know.

Senator SARBANES. And it didn’t seem strange to you?

Dr. SEGER. No, it didn’t.

Senator SArBaNES. No, what is your view of the independent role
of the Federal Reserve Board in the making of economic policy in
this country?

FED IS A CREATURE OF CONGRESS

Dr. SEGER. As I was discussing with Senator Proxmire yesterday,
obviously, the Fed is a creature of Congress. Your predecessors
passed the law in 1913 creating the Federal Reserve System, so, ob-
viously, the Federal Reserve is ultimately yours to structure. It's
structured now under a certain law and other laws obviously can
be passed to change the structure. There’s no doubt about it.

As I read the history of the Fed, it seemed that they took steps
when they did structure the original system to select seven Gover-
nors, first of all, and to have their terms end in alternate years and
to give them long enough terms to supposedly remove the Federal
Reserve from everyday political pressures. But that doesn’t mean,
as I see it, that they are or should be completely immune to Con-
gress, because, as I said, ultimately the Fed is your creature.

Senator SARBANES. Leaving aside the relationship of the Fed
with the Congress and your observation that it should not be com-
pletely immune to Congress, what is your view of what the rela-
tionship should be between the Federal Reserve Board and the
other departments in the executive branch?

Dr. SEGer. Again, I believe in an independent Federal Reserve
System and, as I understand it, the deliberations at the Fed are
based on analyses that their staff members prepare. When I was a
low-level staff member in the 1960’s, I could see what was going on
then, but I have not been involved with it recently in person.

There is independent judgment there of economic developments.
They do their own forecasting, look into the future and try to
decide what the appropriate moves are to take. At the same time,
we do, in this country, have certain general economic objectives, as
I recall them from the Employment Act of 1946, which indicate
that all of our economic policy—at least, ideally—should be direct-
ed toward having the economy move at or increase at a sustainable
rate, that we should have high levels of employment, and that we
should have price stability. I think that goes back to that piece of
legislation that an earlier Congress passed. I think that, again, the
financial community would be much more satisfied if they thought
that everybody in Government was shooting toward the same
goals, and that even though they have differences of opinion about
the exact way to get there and the exact amount of tinkering to do
to hit those goals, that everybody was in the same ballpark and
playing the same game.

I think that we do need to have some communication, let’s say,
between, the Council of Economic Advisers we should hear what
their concerns are and, have the Fed aware of what the CEA’s con-
cerns are. Not that they're bossing the Fed, but that you are com-
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municating with each other. I don’t think that necessarily damages
the independence of the Fed. The CEA's not calling the shots.

Senator SARBANES. Mr. Chairman, my time is up.

I don’t know if you have some questions, but if Senator Riegle,
perhaps, would defer while I'm on this subject, I'd like to pursue it
further.

The CHAIRMAN. Well, if the Senator would not mind yielding for
today, I do have a conference with the House Banking Committee
on an issue with Congressman St Germain and the only time we
could find was to start at noon with the Conference, and we lose
the room at noon as well.

I would come back and would again repeat, that we will recon-
vene at 9:30 in the Senate Banking Committee chambers.

Senator Riegle has indicated he cannot be here until 10 am. If
you could be here at the beginning, you could certainly be first to
pick up your line of questioning at the beginning of the hearing.

Senator SARBANES. I don’t know my schedule, but I'll make every
effort to be there. Fine. Thank you.

The CHAIRMAN. Also let me just ask unanimous consent. For the
record, I do have a large number of letters of support from various
individuals in Michigan in support of your nomination, including
ime from Paul McCracken. I'll just quote one paragraph out of that

etter.

In my judgment, Dr. Seger would be a natural for the position. She has intellectu-
al ability, tough mindedness and experience in the realities of banking during her
period as commissioner of banking here in Michigan. She could hit the ground run-
ning in the Federal Reserve Board.

I would ask unanimous consent that all of these letters of sup-
port be included in the record at this point.

[Letters in support of Dr. Seger’s nomination can be found in the
appendix.]

The CHAIRMAN. We do appreciate your patience, and I have ne-
glected to ask one thing, as I have announced arbitrarily here the
time. I suppose it would be nice and kind if I would just ask you if
you could come back at 9:30 in the morning?

Dr. Secer. I'll be here.

The CHairMAN. All right. We'll look forward to seeing you in the
morning. Thank you very much.

The committee is adjourned.

[Whereupon, at 11:50 a.m., the hearing was adjourned, to recon-
vene at 9:30 a.m., Thursday, June 21, 1984.]
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NOMINATION OF MARTHA ROMAYNE SEGER TO
BE A MEMBER OF THE BOARD OF GOVERNORS
OF THE FEDERAL RESERVE SYSTEM

THURSDAY, JUNE 21, 1984

U.S. SENATE,
ComMMITTEE ON BANKING, HoUSING, AND URBAN AFFAIRS,
Washington, DC.
The committee met, at 11 a.m., in room SD-538, Dirksen Senate
Office Building, Senator Jake Garn (chairman of the committee)
presiding.
Present: Senators Garn, Riegle, and Sarbanes.

OPENING STATEMENT OF CHAIRMAN GARN

The CHAIRMAN. The Banking Committee will come to order.

Dr. Seger, I appreciate your patience. Once again, without even
consulting you, we changed the hearing time from 9:30 to 11. The
Senate was in session until 4:13 a.m. I remember very precisely we
were in until 4:13 this morning, so if I fall asleep in the middle of
the questioning I want you to know it is not personal. At 20, it
didn’t bother me to go to bed at 4 and get up at 8, but at 51, it
does. There’s no doubt about it.

We do appreciate your patience and willingness to accommodate
your schedule with tﬁat of the Banking Committee.

Let me start off by once again saying that as we start this ses-
sion today, I believe the issue before this committee is simply your
qualifications to serve on the Federal Reserve Board; there are
some other extraneous issues, that I tried to point out in other ses-
sions, I do not think bear one way or the other on whether you are
qualified to serve on the Board.

But, the issue does include, in my mind, maintaining the inde-
pendence of the Board from a partisan point of view, not only from
a partisan point of view, but simply Congress and the administra-
tion—whether it is this administration or any other. :

I feel very strongly that even though the Fed is a creature of the
Congress, nevertheless, it is fundamentally important to maintain
its independence. I think anyone who objectively views the Federal
Reserve Act can see that the intent at a 14-year term was to main-
tain the independence of the Fed and avoid politicizing the proc-
ess—I am not talking about partisan politics at this point—the
intent was to avoid politicizing the process, so that Presidents,
Congressmen, and Senators were not able to dictate monetary policy.

We obviously control fiscal policy. I don’t think that anyone
would agree that we have a very good job with that. I have often
used the example in speeches and here in the committee, that
when I was mayor of Salt Lake City and needed a fire chief, I did
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not go to the Utah State Prison and interview the arsonists out
there to find out who should be the new fire chief.

When I look at the record, through not only the 10 years I have
been here but a long time before that in Congress with both Repub-
licans and Democrats serving, the record is self-evident that we
have done a terrible job with fiscal policy.

We have $1.5 trillion national debt. We have interest on the na-
tional debt in excess of $125 billion.

I would hate to have the same people that have been managing
that fiscal policy being able to dictate the monetary policy of this
country. We have some specific examples of that; 10 years ago,
when I first arrived here, Congress was trying to mandate legisla-
tively the monetary targets at various high levels, far, far beyond
what Arthur Burns at that time wished to do.

So, it is not really a question as much as a statement that when
you are confirmed, I certainly hope you understand my attitude
about the independence. I may yell and scream at you as I do with
Volcker at times, and I won’t be hesitant to express my viewpoint.

The point I'm making is that, as a member of the Federal Re-
serve Board, any member of the Federal Reserve Board ought to be
able to say “I disagree.”

I certainly would not want to put controls on anyone expressing
their views, but the independent nature of the Fed is very impor-
tant to me.

I think one of the things that is very important in your back-
ground and qualifications for this job is the fact that you have been
a bank regulator in a very large and important industrial State. A
State, which, as my friend from Michigan has outlined very well,
over the last few years has had much more difficulty than a lot of
others—certainly more than mine. Higher rates of unemployment,
being one of the older industrial States, being hit very, very hard
by the recession.,

And so I think your experience in that kind of environment in
Michigan will be very helpful with some of the difficulties we have
with institutions all over the country. And I believe your experi-
ence would give you some insight, as a member of the Fed into the
supervision and regulation of financial institutions all over the
country.

If you can explain briefly, while you were in Michigan, in that
position, what experience did you have with failing banks?

STATEMENT OF MARTHA ROMAYNE SEGER

Dr. SEGer. During the 2 years 1981 and 1982, which as you indi-
cated, were extremely tougﬁ ones for the economy and also for the
financial institutions, bank savings and loans, and all other tyFea,
we actually managed to contain the damage. We had one bank fail-
ure. That was a small bank, a little under $20 million, in a small
town near Ann Arbor, MI. We worked .very diligently—obviously,
we had other problems—we worked very diligently to get.another
bank to acquire it before it actually went the full route toward fail-
ure.

Various banks backed out of the deals or the regulators decided
that the bank that had shown an interest really should not acquire
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this bank, because it might have some problems of its own; the
Federal regulators were concerned that adding these problems on
top of the acquiring bank’s own problems might be the straw that
would break their back.

Consequently, we ran out of all of our options and had to end up
getting this bank declared insolvent and placed into receivership.
The FDIC, of course, was made the receiver.

We had a number of others that were in very bad shape, but we
were able to arrange “shotgun marriages” for them, we were able
to get them acquired by holding companies, and therefore prevent-
ed the newspaper impact of showing a failure. I think when you
are already depressed and the psychology in the entire State is
very negative, you don’t want to add insult to injury by having still
more emphasis put on our problems.

What impressed me though, at the time, was how very difficult it
is to contain these problems. Once a bank gets into trouble and
these problems stack up, there is a cumulative effect; and it is like
the momentum that builds, I guess, in many other aspects of life.
The momentum is positive as you go forward. If it is a negative mo-
mentum, it is always hard to stop that. It took a lot of hard work.
It took a tremendous amount of telephone calls, personal contact,
running around trying to get the various people involved so as to
contain the damage.

That was the basic experience that I had.

NEED DUAL BANKING SYSTEM

The CHAIRMAN. As a former State regulator, I would assume that
you would strongly support the dual banking system. From that ex-
perience, what role do you think that the Federal Government
should play in the supervision and regulation of State-chartered in-
stitutions?

Dr. SEGer. You are right that, as a former State regulator, I do
have views about this philosophy; we certainly need a dual system
and we need to have more input to regulation than that coming
just from the Federal Government.

The Federal role at the moment for State banks is, of course,
that if you are a State bank and a member of the Federal Reserve
System, then you have two sets of regulators to deal with. You
have the individual State and then you also have, of course, the
Federal Reserve examiners to deal with.

If you are State chartered, but are not a member of the Federal
Reserve System, then you deal again, with two sets of regulators,
those at the State level and with the FDIC. That is the current ar-
rangement.

If the bank is a part of a holding company, then even though it
is not a member, the holding company has to deal with the Fed.

In terms of my attitude toward changing this and toward im-
proving it, I certainly support the recommendations of the Bush
task group report, which would take the FDIC out of the business,
basically, of regulating and supervising banks. It would leave them
primarily as the insurance agency for commercial banking. It
seems to me that there is a lot to do just right there.
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The Federal Reserve’s role would be changed, in that they would
take on the State banks that are being given up by the FDIC, and I
certainly think that is OK.

Ultimately, though, the individual States would be given more
authority and more responsibility than they now have—at least
that is the way I read this recommendation—and the amount of re-
sponsibility that would be given to them to regulate and supervise
would be based on certain criteria that are set up, and they would
have to be certified.

In other words, you don’t want to turn this over for straight phil-
osophical reasons, and then find, in fact, they don’t have the neces-
sary staff, or they don’t have the dollars allocated to them, appro-
priated to them, by the various State legislatures to do their job.

I think that there is a role for the Federal Government in regu-
lating State-chartered banks. I think it is basically one of coopera-
tion, one of support—again, having the Federal Reserve perhaps
work more closely with the States in getting examiners trained, or
in suggesting improved ways of doing things.

In a State such as Michigan, in 1981 and 1982, we had terrific
budget crunches. One year we had our budget cut 25 percent, and
it was very difficult to live with that kind of a cut in a crisis envi-
ronment. Possibly there would be a way for the Federal Govern-
ment to inject some dollars in such a crisis to support the system
and keep it operating well.

That is my philosophical approach of getting things done well, of
havin% the supervisory process work better.

As [ indicated yesterday and the day before, I think we really
have to do this in order to get to the bottom of the problems.

The CaairMAN. To follow along on that, that general sense, what
should we be doing—when I say “we,” I mean the Congress, the
Fed, the other regulators, State and Federal—what should we be
doing to strengthen the banking system?

We are right now in a period when virtually every day we are
hearing about the weakness of the system. Continental Illinois has
certainly brought that to the forefront. The rumors are far worse
than their actuality. But nevertheless, there are some real prob-
lems out there.

Generally, what would you recommend to strengthen the
system?

Dr. SEGeR. I am going to back into that by commenting just a
second on what contributed to some of the big problems that we
have had in the system the last few years, and that have weakened
the system in the last few years, and I think these were basically
economic problems.

In the 1970’s, going back to about 1973, we had a tremendous
amount of economic turbulence and several very severe recessions.
We had numerous business failures. The oil embargo was a tremen-
dous shock to the U.S. economy.

Later, in the 1970's, we had this tremendous outburst of infla-
tion. We had interest rates going to unprecedented high levels in
the late 1970’s, and very early 19%0’3, and this was an environment
in which banks and other financial institutions, as a matter of fact,
found it very difficult to operate. They are out there and they oper-
ate in a certain environment, in a certain economy, and they
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cannot isolate themselves or insulate themselves from all those eco-
nomic tensions and pressures. '

CONCENTRATE ON FUNDAMENTAL ECONOMY

Using that to answer your question about improving the banking
system and the stability of the financial system, I think we have to
concentrate, No. 1, on the fundamental economy and to make sure
that our economy does run in a noninflationary fashion. If that is
the case, then presumably, we would not see interest rates go
through the roof once again, which would put these institutions in
a very severe bind once again.

Another way that I think we can improve the system is, through
supervisory actions, to urge the management of these various insti-
tutions to get on top of things, to get the management thinking in
terms of asset-liability management, to get them conscious of the
need to match the liability side with the asset side. Interest rate
deregulation, going back to 1980, made this more urgent.

Although I still think dereg was a good idea, a number of banks
were sort of caught by surprise by that; all of a sudden the interest
rate ceilings were being pried off on their liability side, on their
cost of funds, and yet they had made these commitments in prior
years on the loan and investment side. To the extent those commit-
ments were very long, if they were made at fixed rates, then these
institutions were put in a tremendous squeeze.

I think there is such a thing as preventive medicine—by encour-
aging them to pay more attention now and in the future, in terms
of new commitments, and to make sure that they don’t continue
with this mismatch,

I think, as a matter of fact, some of this is going on, and we are
educating bank management to the need to manage in a different
way than they used to back in the 1950’s and 1960’s, when times
wereedmuch less turbulent, and also when deregulation had not oc-
curred.

There are, I think, some other ways to strengthen the system
which involve, for example, revisions in deposit insurance and the
way that is handled.

Putting the emphasis on market discipline will feed back pre-
sumably to the directors and the active management of these insti-
tutions, to do things in a way that will allow the institutions to be
profitable but will not be so risky; that will at least stabilize the
system.

That is a long-winded answer.

The CHAIRMAN. Thank you. Senator Riegle.

Senator RieGLE. Thank you, Mr. Chairman.

How are you this morning? I hope you were not up as late as we
were.

Dr. SEGeR. No, I was thinking, I am of his generation, and I need
sleep, too.

Senator REEGLE. Yes. We have really been burning the midnight
oil around here.

The CHAIRMAN. Midnight wouldn’t bother me.

36-314 0 - 84 - 11
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Senator RIEGLE. It is the 4 a.m., that really stops us. So we may
be working at slower speed today, as a result of these late hours
that we have been keeping here.

Are you familiar with this publication, the “Daily Report for Ex-
ecutives,” that is put out by the Bureau of National Affairs?

Dr. SEGER. I don’t subscribe to it.

Senator RiecLE. Well, it is a very widely read, subscribed to, and
circulated publication in the Washington area and tracks impor-
tant legislative developments and business-type matters. It is one
of the leading journals that would be widely used here in Washing-
ton and I think beyond, but principally here.

This is today’s issue, June 21, 1984,

There is a major story here on the Fed which I want to read to
you, and then I am going to ask you some questions about it, and
your reaction to it, and your feelings about it.

STORY RELATES TO NOMINATION

The story relates, by the way, directly to your nomination and
the whole sort of movement of events here, so this is the context in
which I present it to you.

The headline on the story on page L-8 of today’s issue is cap-
tioned, “Federal Reserve, White House OK’s GOP Platform Planks
Severely Critical of Fed Policies.”

I am going to read to you verbatim what it says here, because I
think it is a very important thing for us to get into. This will be
direct quotation, unless I say otherwise.

With awal from top-ranking White House officials, GOP platform organizers
have dra a series of planks severely critical of current F eral Reserve Board
policies and calling for reforms that would bring the central bank under some con-
trol of the present% and A, this organization has learned

Among reforms in the latest draft of the Republlca latform documents are pro-
posals to have the Treasury Secretary de an ex officio of the Federal Reserve,
and make the tenure of the bank's chamnan coterminous with an incoming presi-
dency, these officials said.

The basis for some of these reforms and the harshness of the proposed planks,
according to Republican officials, is a 1983 Treasury Department memorandum that
reviewed the mandate of the Federal Reserve Board and how its current policies
jibe with administration attempts to shape economic policy.

The conclusion of the Treasury report, the administration officials confirmed, was
sharply critical of the Federal Reserve, especially of Federal Reserve Chairman
Paul Volcker, whose monetary actions at the time were considered to be inconsist-
ent with the administration’s budgetary and tax policies.

Although the 1983 study for Secretary Regan has been kept under wraps within
the administration, the basis of the Treasury report has been used to develop a Re-
publican-backed bill designed to make the Federal Reserve more accountable to the
public through the White House.

The House version of the bill, H.R. 5459, is sponsored by Representatives Jack
Kemp, of New York, and Trent Lott, of Mississippi. In the Senate, the bill S. 2620 is
cosponsored by Senators Jepsen from Iowa and Mattingly of Georgia.

asically, the two bills seek, according to congressional aides, to “modernize” the
Federal Reserve by making the Treasury Secretary and the Council of Economic Ad-
visers' chairman ex officios of the Fed, making the Fed Chairman's job coterminous
with the Presidency, reducing the tenure of the Federal Reserve members from 14
years to 7 years, and requiring the minutes of the Fed Open Market Committee
meetings to be made public within 24 hours. Currently, the Fed releases FOMC
meeting minutes available on the Friday following the next meeting of that commit-
tee.

The CHAIRMAN. Would the Senator yield for an editorial com-
ment from the chairman?
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Senator RieGLE. I always yield to the chairman.

The CHAIRMAN. As a member of the GOP, I assure you—you
were not here for all of my opening remarks about the independ-
ence of the Fed—that will never see the light of day while I am
chairman.

Please continue.

Senator RiecLE. That is encouraging, because when I was read-
ing the cosponsors of the bill in the Senate, the chairman’s name
was conspicuously absent.

The CHAIRMAN. Deliberately absent.

Senator RiegLE. Well, I think that too, is an important factor for
us to weave into the fabric of what seems to be taking place.

To continue, and I am about halfway through here.

The Joint Economic Committee held hearings in mid-May and early June on the
Federal Reserve on ways to bring about some reform such as those outlined in 8.
2026 and H.R. 5459. Jepsen, who is JEC chairman, called as witnesses before his
panel, both Mattingly and Kemp, among others, who have sponsored the two bills
and would like to see the Federal system of accountability altered substantially.
Currently, the Fed is accountable o:‘lgnbo Congress.

Congressional officials said that inistration officials were not called to testify
before the JEC hearings because of “political fallout” that would have resulted from
any criticism of the Federal Reserve. The administration would have been charged
with “‘political sniping” in a political year.

Moreover, an administration official said the White House is attempting to hold
down any criticism of the Fed because of concern that it might affect the current
economic e: ion. The Fed is working “within its monetary targets at the
moment,” a idential assistant said. And while the President and others think
there could be some easing of the monetary reins, “We are not going to complain
about Fed policy at this rate,” he said. At the same time, however, GOP officials
contacted by DNA

this organization—

said they feel it's extremely important “to bring more accountability to the Fed”
whose policies for the 2 years have been “at times at odds"” with those of the
White House and the Congress.

GOP platform drafters say they have drafted language that some may consider as
“extremely critical” of the current Federal Reserve Board. However, “It's time that
we brought monetary policy in line with fiscal policy” at the highest levels of Gov-
ernment, a GOP leader said. It's time we have a better focus on what is monetary
policy and where we are going with it, another Republican official noted, and one

way to bring about such direction is to make the Fed accountable to the President,

This is the last paragraph.

Therefore, the GOP platform will call on Congress to make the chairmanship of
the Federal Reserve coterminous with the President, allow the Treasury Secretary
to be a member of the Federal Board of Governors, provide staff liaison between the
Fed and the White House, and require the Fed Chairman to regularly report to the
President on activities of the central bank which are in support of the administra-
tion’s economic and tax policies.

That is the end of the piece. '

Now, this is a pretty important piece of journalism, it seems to
me, because assuming that it is accurate, I think it means that an
attempt is underway to change the independence of the Fed along
the lines described here. And I think one can take that information
and look at that, and one could say your nomination has been, I
think, handled in a different manner than has normally been the
case. In the case of your interviews, the Federal Chairman was not
involved in the interview process, whereas the Treasury Secretary
and Preston Martin were. -
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If you take these events, it starts to look as if there may be a
pattern of an effort here to try to both change the way the Fed has
historically operated, and change the procedures in which people
are being presented for membership on the Fed Board. And I am
concerned about the possible connections here. You are certainly
astute enough as well to be concerned about it, also.

There are several questions I want to ask you. You have previ-
ously described your meeting with Treasury Secretary Regan, and 1
am wondering now as we go through the various topics suggested
here, if any of these particular subjects—not in this context as
such, but the subjects of changing the term of the Fed members or
making the term of the Chairman of the Fed coterminous with the
President, or having the Treasury Secretary as an ex officio
mer‘n;ber. Were any of these matters touched on in your conversa-
tion?

Dr. SEGER. The answer is no. But let me just comment.

I haven’t seen the article you just read. I have not seen the GOP
platform or any of that. I have not seen a paper this morning. But
the Fed staff showed me the bill that Congressman Kemp has in-
troduced, so I had seen those proposals. I had heard those from the
Kemp bill. I have not discussed them with the executive branch.

Senator RieGLE. Who gave them to you?

The CHAIRMAN. Senator Riegle, could I interrupt you for just an-
other moment?

What I want to say, so you can continue your line of questioning
as long as no one else is here, why don’t you just continue for a few
minutes?

Senator RIEGLE. At any point, if the chairman wants to come
into the act, I will unhesitatingly yield.

The CrAIRMAN. I just thought, since nobody else is here, you
might just as well continue.

Senator RieGLE. Thank you.

You say that someone on the staff gave you the Kemp bill. Who
would have given that to you?

Dr. SeGer. I have been given copies of current legislation by the
congressional liaison office of the Federal Reserve. Within that
package was the so-called Kemp bill, so I have seen the recommen-
dation. I didn’t know it was part of the GOP platform. I have not
seen that. I am not on the committee. I have seen some of those
recommendations from these bills that they have shown me.

Senator RieGLE. So this was in the packet of materials that you
were given, and you had a chance to take a look at the legislation.
What was your reaction to it?

FIRM BELIEF IN INDEPENDENT FED

Dr. SEGER. As I thought I indicated yesterday and the day before,
I firmly believe in the independence of the Fed. I indicated that
before. I also said that I felt at the moment Fed policy was appro-
priate. Monetary targets—as approved in February—are reasonable
and monetary growth generally is within the targets. M3 is a little
above the upper band, but the others, M1 and M2 growth, were
within the bands. Based on how the economy has been going—
which I felt was a good, strong economy with growth of the nonin-
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flationary variety—this is the acid test. I was not critical. That was
what I said then, that is what I meant, and now I would certainly
confirm it at this point.

Senator RieGLE. Do I take that to mean that you would not think
these changes are needed, that you would not recommend the
kinds of changes that I was just citing, which are in that proposed
legislation?

Dr. SEGeR. The one proposal that I have heard recommended far
before Congressman Kemp put his bill in—back in the 1970’s,
even—was the idea of keeping the terms of the members at 14
years, but of making the chairmanship coincide more closely with
the term of a President, any President.

Of all the things that you have ticked off, that would be the one
item that I guess I can put closer to the top of my list of changes
that ibly would be considered. I don’t think, myself, that that
would be that compromising to the independence of the Fed. I may
?e l}wl.zl-ong. I have not lived with that system, but that is sort of my

eeling.

Senator RIEGLE. Let me go through the others specifically.

What do you think of the idea of making the Treasury Secretary
an ex officio member of the Federal Board?

Dr. SeGEeR. I guess I have a problem with that.

Senator RiEGLE. You would not favor that idea?

Dr. SeGeR. I would not favor it.

Senator RieEGLE. And what about the Chairman of the Council of
Economic Advisers as an ex officio member, would you favor or
oppose that?

Dr. SEGER. As I said yesterday and the day before, I am in favor
of making sure that all the people involved with making economic
policy speak to each other, so we are all heading toward the same
general targets of improving our economy. I certainly would back
that. But in terms of the particulars, of actually placing them on
the Fed or on the FOMC, as I said, I would oppose it.

Senator RiecLE. So you would oppose this also, making the
Chairman of the Council of Economic Advisers an ex officio
member?

Dr. SEGER. Yes, sir.

Senator RieGLE. I might say, I agree with your suggestion about
people trying to have more cooperation, and hearing each other’s
views.

You are new to town but we have had sort of a celebrated hair-
pulling contest going on here among the economic advisers.

The CHAIRMAN. I lost on that one.

Senator RIEGLE. As you can see, the chairman came out a little
short. So did Dr. Feldstein, who is on his way back to Harvard. I
am not sure where David Stockman is, but I know he is in town
and still working, but I gather he is sort of on the other side of the
argument also.

Dr. SEGER. I haven’t seen him.

Senator R1EGLE. You haven't seen him either? Well, that is even
more significant than that he has been taken out of public view for
some reason or other.

But there is a very substantial argument underway within the
administration on the relationship of deficits and interest rates.
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Some people think there is a relationship and other people say
there is no relationship.

At the moment, the only two people that I can find who think
that there is no relationship are the President and Secretary
Regan. But they are very important players. So the fact that they
may be the last two people who feel that way doesn’t mean that
this is not a significant fact. Because they probably have more
impact on policy, at least with respect to administration policy, in
these areas than all the rest of the people put together.

Virtually everyone else has come out the other door now, and
there is a very strong consensus of opinion across the spectrum of
economics that there is a very substantial relationship between
deficits and interest rates. '

We are having the largest deficits in our history, and at the -
same time now we are getting record high real-interest rates, the
amount of the nominal interests over and above the inflation rates.

AN ATTEMPT TO CHANGE FED'S COMPOSITION

Given the fact that this struggle is under way and it’s been very
much reported upon in the national press, this has not been a quiet
war or struggle within the administration, it seems to me that that
is also woven into the fabric of what may be taking place. Per-
haps there is an attempt by the administration to change the com-
position of the Fed, the term of the Fed, the policies of the Fed. It
is even possible that you may be seen as part of that, correctly or
incorrectly, because when you were introduced by the President at
the White House, and you indicated you were grateful, as any of us
would be in your situation, you said, “I would like to thank the
President because I support everything he is doing.”

Well, everything is a lot. Everything means everything, and it
doesn’t say most of the things; it says everything.

This also lends itself to the interpretation that, in terms of the
policy areas which you are most involved with, economic policy, fi-
nancial policy, monetary policy, if you make that kind of a blanket
statement presumably it would apply most directly to these areas
of your work and professional background.

I think it lends itself to the question, and possibly to the supposi-
tion that you may very well hold exactly those same views, there-
fore you would not think there was any material connection be-
tween interest rates and deficits. As a result, when you go on the
Fed Board, you in a sense become a person who can reflect that
different point of view. How do you respond to that?

Dr. SeGer. I don’t know where to start; you made so many
points.

First of all, regarding deficits, yesterday and the day before, I
talked about the connection between deficits and interest rates. 1
said that the deficits were a factor, and I think I gave you three
ways they are connected, so I don't recall denying a connection.

In terms of the President or Secretary Regan saying that there is
no connection, as I said, I haven’t heard either of them say that to
me personally. I have read newspaper accounts of it.
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By the way, I had never met the President until I met him in the
corridor walking out to the Rose Garden, so we didn’t have a
chance to chat.

Senator RiecLE. You didn't get a chance to persuade him that
there is a relationship between interest rates and big deficits?

The CHAIRMAN. My col e invited me to interject.

Let me say that the President was worried about deficits before
Senator Riegle and I were born and I happen to be part of the Re-
publican leadership, we have neglected the Rose Garden strategy.

I was in at least twice a week meetings. I have been down there
at least once every other week for the last 3% years. There is no
one in this town that is more concerned about deficits than the
President. Obviously, we have differences of opinion on how that
deficit should be reduced, sharp disagreements among Members of
the Senate and the House.

So, how the President wants to reduce the deficits is an issue
that certainly my colleagues would disagree on and has been
widely publicized for a long time. But I do think it's unfair to indi-
cate that the President is not concerned about deficits or that he
does not believe that there is a connection between deficits and in-
terest rates.

All I can say, if I didn’t just meet him yesterday, I have been in
all of those meetings and I know exactly what he said over and
over and over again. Once again an honest difference of opinion be-
tween my friend and I on how deficits should be reduced. The -
President is just as concerned as anyone that I know in this coun-
try about those deficits. It is a disagreement on how they should be
reduced and he does believe there is a connection between high
interest rates and the deficits.

Dr. SEGER. I just want to make sure that people understood that
we hadn’t chatted for a half hour before. He didn’t tell me—in fact
he didn't have time to tell me—anything about deficits or interest
rates. I just want to get that on the record.

OFF-THE-CUFF SPEECH

In terms of my statement out there, it was not a prepared
speech. I didn’t think I was going to have to say anything, for a
hick from the Midwest, that experience is sort of overpowering, so
you have to forgive my lack of composure. I did call over and see if
someone had recorded what I mumbled and I was told I said, “I am
really grateful. I'd like to thank the President because I support
everything he is doing.” The rest of the sentence is that I think
getting our economy back on the track is the best way to keep
America great. If you want the whole thing, the accurate state-
ment, although this wasn’t from a text, this is what they recorded.
It was in that context, looking at the overall economy; I was not
talking about every little single step he had ever taken or might
take. I was looking at the big picture, his moves on getting infla-
tion whipped, getting the economy sound.

Senator RIEGLE. I appreciate you reading that and I have the
same statement in front of me that you have just repeated. You
can see why in the context of your remarks and the event at which
you were being introduced, the phrase “because I support every-
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thing he is doing”’—I mean the weight those words tend to carry

Dr. SEGER. In the context of the whole sentence, I don’t think it’s
quite as stirring as if you just put the period after “everything he
is doing.”

Senator RiEGLE. Well, let me ask you then. From what you have
just said, there are areas where you do have some differences of
opinion. You obviously weren’t highlighting on them that day nor
should you have been, but you obviously have some differences of
opinion.

In the area of economic policy or financial policy, what are these
differences?

Dr. SEGeR. I wouldn’t make a blanket statement that I support
every single thing he is doing or has been doing. I just wouldn’t be
inclined to make that broad a statement. I was talking about the
economlc area. Maybe in the business world we use the term “poli-
cies” differently, but policies are big things and they don’t involve
looking at every little detail of how you carry things out.

That was the context in which I was making that statement, the
direction in which he is trying to get the economy moving, in that
context I think his policies are appropriate. I had not cataloged
every detail in my mind, 2 seconds before I went up there. Basi-
cally, in fact I would say this today, I think we have got the econo-
my heading in a good direction, and I think a lot of his policies
have something to do with it.

Senator RiegLE. Well I think each time you can help shed more
light it’s helpful.

But I want to say again, you say “because I support everything
he does.” In a sense you are repeating it now, in that as far as the
general thrust of things that you know, you see things as he does.
But you have some areas where that is not appropriate, where you
have some differences. It wouldn't have been appropriate to say
them at that session there in the Rose Garden, but it is appropriate
to say them here and that is what I am asking. Because I think the
question has to do with the degree to which you do think for your-
self. You do have your own ideas, there are times when your ideas
are different. You have the strength to express those ideas when
they are different. You have the ability in the cross-examination to
articulate the differences, and nobody is trying to get you to say
something you don’t want to say.

The point is we are trying to understand what your views are.

Dr. SEGEeRr. I understand.

Senator RieGLE. And I want to also say it’s in your interest for
those things to be known. It’s not in your interest for them not to
be known. I know it takes a while for me and it takes a while for
you, but that’s the only way we are going to know.

It goes back to the earlier thing if your views were broadly
known, if they were in print or generally known, we wouldn’t have
to go through all this. But because they are not and because we
don’t know what you would have said.

Dr. SEGER. I am willing to answer this.

Senator RIEGLE. Very good, please go ahead.
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Dr. Secer. That day out there I hadn't seen the Kemp bill. I
honestly didn’t know whether the President wanted the Secretary
of the Treasury on the FOMC.

I wasn’t thinking in particular terms. 1 indicated a few minutes
ago that if it is in the Kemp bill, if it is a part of the GOP plat-
form—which, as I indicated, I have not seen—I do have problems
%tllél Cthe Secretary of the Treasury and the CEA being on the

Senator RIEGLE. I am going to come back to that and finish my
line of questioning and then yield——

Dr. SEGER. I'm sorry.

Senator RieGLE. I don’t want to stop you if you would like to add
something.

Dr. Seger. Those are two immediate examples of disagreement.

Senator RiEGLE. I will come back to the others in a minute.

A second ago when you said that—and I am paraphrasing so you
can state it again precisely in your words so the stenographer
doesn’t have to read it off the record—where you were in general
agreement with the President is that we are on the right track,
things are moving, you feel pretty good about the economy and the
economy is showing strength.

A PERIOD OF RECOVERY

Dr. SeGeR. Yes, recovery is in the air.

Senator RiEGLE. I want to ask you then on that front the same
question that I asked you yesterday. I asked you on a scale of 1 to
10, the level where you thought the automobile industry was. You
said about 5.

Where do you think the national economy is right now on this
kind of scale in light of what you've just commented, about feeling
pretty optimistic about things.

Dr. SeGERr. I don't feel as comfortable with this grading system as
I do as a professor grading quizzes. But—10 is the worst, right?

Senator RieGLE. Yes, and I think we were using 10 as indicating
big problems, big alarms, so I think in this instance the lower the
number the better you feel about the economy.

Dr. SeGeRr. Looking at it that way, I would say, if you are talking
about where we are right today, we are somewhere between 2 and 1.

Senator RIEGLE. So you feel really pretty darned good about the
way things are going overall?

Dr. SeGer. About the ability of the economy to throw off new
jobs; looking at our area, certainly I see people smiling again, auto
sales are not back up to what they were in 1978-79, I agree with
that point but they are much improved.

We have been able to keep inflation down closer to the 4-percent
mark than the 12- or 13-percent area, which is what it was in the
late 1970’s. The GNP came out yesterday for the second quarter
which showed an annual growth a little above 5 percent.

As I look at the current state of the economy, as I said, I can’t
guarantee the grade, but I see it up somewhere between 1 and 2.

Senator RieGLE. I am going to end with this observation because
I talk to a lot of people in the financial markets. I was with some
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last evening as a matter of fact, some leading people from Wall
Street. As I talk to people in the banking system, in the securities
business, in other major financial organizations of national conse-
quence, some in New York but scattered across the country, what I
am hearing from them daily, almost hourly, is a picture that is di-
rectly at odds with the one that you see.

It doesn’t mean they are necessarily right and you wrong, but
there really is a profound difference between what I am hearing
from a broad cut of the financial leaders of the country and what
was just described.

I would say that their sense of unease or alarm or concern is up
in the area of somewhere between 8 and 9 rather than between 1
and 2. So we have a very sharp difference.

This is what they cite to me when they give me that bottom line
judgment about the Federal deficits. They think the Federal defi-
cits are really killing us. The deficits are piling up an impossible
burden for the economy now and in the future, forcing up interest
rates, overvaluing the dollar, and a whole host of connected prob-
lems which they feel are now in such an extreme form that they
are deeply alarmed.

They cite this as a basis for why the bond prices have fallen so
much, the interest rates have risen so sharply, the uneasiness in
the stock market and the fallout of that being the fall-off in hous-
ing starts and some of the other areas where higher interest rates
are starting to cut in.

Then they take a thing like Continental Illinois, where the mas-
sive rescue took place in the name of preventing a worldwide finan-
cial collapse. You have got other financial institutions in real trou-
ble. But if the high interest rate period continues we are going to
have a lot more.

We are going to have the savings and loan folks right back
where they were before we passed Garn-St Germain to try to give
them some help.

You have got the foreign debt problem with Argentina and the
other countries in very difficult straights. Things are not working
out there. You have the merchandize trade deficit continuing to
mushroom, now running at the $130-$140 billion annual rate. All
that money on the merchandize trade side leaving the United
States—and all the jobs that go with it.

SIZE OF MIDDLE CLASS SHRINKING

The front page story in the Wall Street Journal says the middle
class is shrinking in this country. I don’t know if you have had a
chance to see this story. It's the lead story in the Wall Street Jour-
nal of yesterday. It shows us that families with annual incomes be-
tween $15,000 and $35,000 made up 44 percent of the population in
1982, but in 1970 they made up 53 percent of the population.

This is adjusted for changes in inflation so that is an accurate
yardstick. I mean it's an incredible change in circumstance. We
are watching the shrinking of the middle class. Then some people
say, well, that range of income isn’t a sufficient indicator. But if
you take a different bracket of income, say between $15,000 and
$25,000, and you find that as the middle class you see the same
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thing happening. lgg that measure the middle class has declined
ﬁnir58228 percent of the population in 1967—down to 23.7 percent
m .

So what I am hearing from those prominent individuals in bank-
ing and financial circles is that they are greatly concerned. They
are coming here in increasing numbers, taking out ads in the news-
papers saying cut the deficit, do these things because if you don’t,
in their view, we run the risk of enormous collapse. I mean a major
recession coming in 1985 and a recession of the kind that may be
more structural at that particular point. So you get a structural
problem or a series of sort of cascading events that you can't
manage, that is, what people were saying might have happened if
Continental—

Dr. Secer. What I answered wasn’t what you asked. I thought
your question was, as I look out the window right now, how do I
see the economy doing. I read publications from a lot of these same
financial institutions, and their economists I think are viewing
things much as I am, if you just talk about how the economic re-
covery is going now.

If you talk about my worry list, looking out ahead, which I think
is what you are saying, I have a worry list, too. I distinguish be-
tween current analysis and a forecast. I think we were talking
about slightly different things.

Senator RIEGLE. So between the 1 and 2 on the 10 scale would
apply to what time period are we speaking about?

Dr. SeGer. The way the economy stacks up right today, I think it
looks good.

Senator RiegLE. How about over the next 2 years?

Dr. SEGER. Now we are out into a forecast period, so I would give
you a different answer. That is why I said maybe I answered the
question——

Senator RiEGLE. What would be the answer over a 2-year period?
It jumps up from a 1 to 2 today to what, if you look out over the
next couple of years?

Dr. SEGer. Over the next couple of years I think I would be
down. You have to make assumptions about whether the deficit is
dealt with. You see, I happen to think that the people in Congress
will deal with this problem. If you tell me they won’t, then my con-
cern would go from a 5 to a 10. But I happen to think that with all
the concern about it, it will be dealt with. Having said that, then
that is one item off my panic list.

Senator RIEGLE. Right.

Dr. SEGERr. I certainly agree there are problems with the finan-
cial institutions. I dealt with some of them in 1981 and 1982. They
are not all gone. I don’t think that they are unmanageable if we do
some things right in the economy. It’s a lot easier for financial in-
stitutions to be nursed back to health if they are not on some sort
of a pogo stick riding down the road.

It’s incumbent upon us to keep the economic environment as
smooth as we can to help nurse financial institutions of all types
back to health. As I said, maybe I am overly impressed with how
Washington does things. Not that we want to have another bank
failure; I am not recommending that at all. We have had 40 al-
ready, and there may be a lot more.
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Senator RIEGLE. So over the next 2 years you would say the
number you would pick on the 10 scale would be what?

Dr. SEGeRr. For the next couple of years I would say it would be
closer to 5 or 6, but in terms of assessing the immediate shape of
the economy, I feel very good about where we are right today. Not
that we don’t have any problems.

Senator RieGLE. Well, I hear what you are saying. I think I have
a little trouble with that, too, because in the real world of finance
and economic and financial decisions, nobody is making decisions
based on right now. They are making decisions now that are going
to kick in—that will have an effect down the road. So everything is
moving, everything is trend lines, everything is the sum total of
events. It's a dynamic.

So to take a snapshot of right now and not key that into every-
thing that is propelling it and where we are heading and where we
are going, I don’t know how useful that is.

Dr. SEGER. As an analytical matter, when I was a Federal econo-
mist, we had groups that worked on current analysis, following the
economy on an ongoing basis. That is called “ongoing analysis’.
We had other people that worked ahead on forecasting. If you are
doing that, then you ask, what are your assumptions; you have to
make assumptions about what is going to happen over the next
year or 2 years.

Senator RieGLE. I am going to finish here. This gets into a kind
of rosy scenario problem which we have had before. Because down
at the other end of the street, when I hear the President saying
everything is fine and dandy, that things are terrific now, and that
whatever the problems are, they are essentially self-correcting——

Ms. SEGeR. I didn’t say self-correcting.

Senator RieGLE. I am not saying you are saying this. I am saying
the President is saying this. That is the essence of the message that
I hear coming from that direction.

SENSE OF APPREHENSION

What I hear in the Congress, as a result of what my colleagues
are hearing from bankers back home, what they are hearing from
financial market people, what they are hearing from small-busi-
ness people, what they are hearing from farmers, is entirely differ-
ent. They feel a great sense of apprehension, a great sense of
alarm, a concern that this thing cannot last because we have this
enormous Keynesian stimulus going on at $200 billion a year. We
are spending ourselves closer and closer to impossible situations re-
garding servicing the debt, borrowing like crazy from abroad to fi-
nance it, and not saving enough here, and all kinds of problems we
have here. This leads, I think, to an increasing feeling of apprehen-
sion and concern in Congress on both sides of the aisle.

There are people that I have heard earlier, who are saying, “We
are in big trouble.” This is a false paradise, if anybody wants
to describe it that way today. Things are not in sync. We are head-
ing for a big fall, hopefully not like the one we got at the end of
the 1920’s, hopefully one we can manage.

But strangely enough, 4 weeks ago when we decided to bail out
Continental Illinois, to the tune of $7.5 billion, the rationale that



167

was given was that if it wasn’t done, the world financial system
would collapse.

Well, that is a pretty big reality that serious people believe. I
think a lot of serious people do believe it. You touched on it, deli-
cately, but you touched on it yourself.

So I am saying that I am concerned about what I understand to
be your general sense of urgency about where we are going—what
the nature of the mixture of economic policies is, what are the dy-
namics at work, do they constitute a big problem, are they basical-
ly not much of a problem, are they essentially self-correcting? I
want to track that all the way through not only in terms of the
way you see these problems, but how that would likely come to
EMF‘;E the kinds of decisions you would be called upon to make at

e .

What I am concerned about is: If the great bulk of opinion in the
country is that we have serious financial problems and big steps
need to be taken now to deal with them, and if this is not your
view or if your view is quite different from that—as is the Presi-
dent’s, as I understand him—then that would make me very con-
cerned about whether or not this is the kind of thinking we ought
to have on the Fed right now.

I will just finish it by saying it this way: It’s all well and good for
some people in the administration to beat on Volcker, privately,
through the platform committee, or whatever other way, to bypass
him in terms of interviewing prospective members of the Fed and
what have you. But I daresay whether one agrees with him or
doesn’t—ang I don’t agree with him all the time, nor does anybody
here on this committee probably—if he were hit by a truck in this
town—there would be panic in the financial markets—because he
is the only central player on these issues that most of the people in
the financial markets have any confidence in at this point.

I don’t want the confidence eroded at this point, because our
problems are serious. I think it's a very fragile situation, and a lot
of steps need to be taken; and what I am interested in discerning in
you is your sense of urgency about these matters. I would have
that regardless of who was sitting there.

What I am talking about is the decision responsibility of the job
that you have been nominated to fill. That is what I care about,
but in this larger context. So I will have to continue, but I am con-
cerned that I am not getting from you, at least as I have heard it
over the 3 days, the sense of urgency about our economic problems
and the need for some very substantial steps to be taken quickly
and strongly and concertedly.

I am not getting that, at least as it’s hitting my ear. Now, if that
is not in your mind, then I want you to make—somehow clear that
up. So that if I am getting incorrect notions of what you are saying,
I want you to change that for me so that I really have it the way
that you would like me to hear it.

The CHAIRMAN. We will turn to Senator Sarbanes at this point.
Senator Sarbanes, we have not followed the 10-minute rule this
morning because there were only the two of us here, so I have
asked the clerk to give you another 20 minutes rather than 10.

Senator SARBANES. Thank you, Mr. Chairman. I want to express
my appreciation to you for continuing these hearings.
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Dr. Seger, I think you need to understand it’s in part made nec-
essary by the paucity of any statements by you of your views on
these issues. Usually when we have nominees for positions such as
the one for which you have been nominated, in fact without excep-
tion, there’s a bedy of material that members can examine which
sets forth the positions that a nonsense has taken, and usually
there’s a public record of performance in various offices that gives
us some indication of the nature of his or her judgment.

The CHAIRMAN. Would the Senator yield for just one quick com-
ment on that?

Senator SArRBaNES. Mr. Chairman, before I do that, I'd like in
that regard to insert in the record the biographies of the current
members of the Board of Governors of the Federal Reserve
System—in other words, of Chairman Volcker, Preston Martin,
Henry Wallich, Charles Partee, Nancy Teeters, Emmett Rice, and
Lyle Gramley.

The CHAIRMAN. Well, certainly I would be more than happy to
accommodate the Senator and those will be placed in the record.

[Biographical sketches of the current Board of Governors of the
Federal Reserve follow:]
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i ated. the subject of tha inquiry of investigation.
Nona Defandant in suit brought by Senator Riegle against Presidents
% Ragerve B B
.
= {
i
1 - R
| 2. Give the full details of any inquiry or by any
! association including any bar association in which you wers the subject of the pro-
ceeding, inquiry or invastigation.
Nona

1L
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STATEMENT FOR COMPLETION BY PRESIDENTIAL NOMINEES

L Mamey__ _ _ Hays

T TN,

Name: TQ&SLS___— ——

Position to which Date o
omseaGovernar of the Federal Reserve Board __ nomnetion:_August 28, 1978

Date of birth: ___29 July —1930_ Piace of binn:__ Marion, Indiana
a1 o

Rt
Marital status: _!hrrjed_(zs yrs.}Full name of spousc: Robert D. Teetees .. __.
Name and ages

of children: Ann Teeters 18 yrs. .
James Schendel Teeters 17 yrs. a1 ssram
John Drake Teetars 14 yrs

Dates. Degrees Dates of
L attended recewved degrees
T T Mavtom,IndigndT— - T - T T T
Horace Mann E1 -194.
i L
Martin Boots Jr. High 1942-1945
T Marfon, Ihdidna -
Marion High School 1945-1948 Diploma 1948
)
Oberlin College A8 1952
YaerIr <o" el MeERige o P S .
University of Michigan i 1952-1957 * MA 1954

* Academic year 1955-56 was spect in Germany J—

Honors and awards: List belov: all scholarships, fellow stzs. hensrary degrees. military medals, 22227 0- ety
memberships, and any other special reccgnitions tor outstanding servict or achicvenent.

See Schedyle A .
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List below all membarships and offices hald in protessional, fratarnal, business, scholarty,

Memberships:
civic, charitable snd other organizations.
Office hod
Ongaruzation ot sm) Ootos

American Economic Assoctation s 1974 - Present
1313 21st Ave. S Kashville, Tenw.——— ——~ — "=~ — "7~
American Finance Association Oirector 1971 - 1974

MY Univo, Graduate School, NOY.CT™ ™~
_Director, VP, Presi- _ 1968 - Present

National Economists Club
2000 N St. NwW, D. t:.c ent, Chairman
clevelnna Park Club . _ _ . -

3433 33rd P1. NW, D. C.

Institute for_the stud n£ Eduat!nn Policy, ——
Howard University, D lember of National
-.Ady!sorx Board

—1959 - Present
1977 a Present

Employment record: List below all pasitions held since coilege, including the title or description of job, name of
smployment, location of work, and dates of inclusive employment.

1951-53 Oberlin College, Qberlin, Ohig Varfous jobs
1 . Eronomics Dept. Teaching Fellow
MJE’F}‘P&: Aﬁchﬁsg" Eca

1955-56 U\ rs\t o{el:;‘:‘}and(gver_seu_)

1956-57 U ty/Michigan, ept. Teaching Fellow
——.";f:fzigoz{ Wichigap Seanamiaa B

Economist

1962-63 cougﬁ”\g%n%t ngggc Advisers

Economist

1957-66 Federal Re ry rd
_ }31.{ Boa

1966-7 hc f M — _Fiscal

966-70 _Of mgm"gt j&_cﬂudggf___ Economist

1970-73 Brouklngs Ipstitution, .. Senior_Fellow __ ___
" Washington, 0. C.

1973-75* Livrary &f Congress, Ccngﬂsswnal_

Researcn Servlce Washingion, J.

1975*-Present.

T House of Representatives, Coomiittee

on the Budget, Washington, D. C.

_Senior Spegialist

AssTstant Director =
Chief Economist __ .

* On loan to HBC by Library for one year

8Ll



Government
experience:

Published
writings:

Political
afiliations

and activities:

20

List any experience in or direct association with Federal, State. or local in-

cluding any advisary, consultative, honorary or other part-time service or positions.

_*_Refer back_to employment record

Part time consultant to

_the 1970 Advisory Council on

Social urity.

List the titles, publishers and dates of bocks, articies, reports or other published materials
you have written.

See Schedule B

List il mamberships and affices held in or financial cont:ibutisns and services rendere. to
all political parties or election committecs during the last ten years.

Donations: checks signed Hancy H,. Teeters: McSovern. October 27, 1972
--$10.00; Jce Fisher, August 2%, 1974 -- 325 .00

checks signed R. D. Teeters: People for Huskie, May 20, 1972 -

== $100.00; Mondale Volunteer Committee, September 1, 1972 --525.00;

Sarbanes for Senate, December 20, 1975 -- $50.00.

See Schedule C
i °

‘ 21
State fully your qualifications to serve in the pasition to which you have been named.
{attach sheet)
See Schedule D
Future employment

relationships: 1. Indicate whether you will sever all cannections with your present employer, business
fonoF A

firm, i if you are by the Senate.

e _Yes

2. As far as can be foreseen, state whether you have any plans after completing govern-
ment service to resume employment, affiliation or practice with your previous em-
ployer, business firm, association or organization.

. No present plans or commjtments _

3. Has anybody made you a commitment to a job after you leave government?
No

4. Do you expect to serve the full term for which you have been appointed?
Yes, I expect to serve until my term has expire

Potential conflicts
of interest: 1. Describe any financial or deferred or other
continuing dealings with business associates, clients or customers who will ke af-
fected by policies which you will influence in the position to which you have been
nominated.

See answer to question 2 below

2. List any investments, obligations, liabilities, or other refationships which might
potential conflicts of interest with the position to which you have been nomir:

Nancy Teeters, and her husband, Robert Teeters wil,l__t_g_kg_ﬂj*neccssary

actions to eliminate conflicts arising from the trust funds enumersted
in Schedule E

(A
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3. Describe any business relationship, dealing or financlal transaction (other than tax-
paying) which you have had during the last 10 years with the Federal Government,
whether for yourself, on behalf of a client, or acting as an agent, that might in any
‘way constitute or result in a possible conflict of interest with the position to which you
have been nominated,

— See question 4 helow and emp]

Page 2

t record on

4. List any lobbying activity during the past 10 years In which you have engaged for the
purpose of directly or Indirectly influencing the passage, defeat or modification of
any legislation at the national level of g or affecting the administration and.
‘execution of national law or public palicy.

As_assistant staff director and chief economist of the Committee
on_the Budget for the House of Representatives, I have heen

responsible for helping to develop_the two concurrent resolutions
on_the budget required by law._ 1 _have provided staff support to the
Members concerning praposed legisiation that would affect the .con=_.

gressiona] budget process. . _...._ .

5. Explain how you will resolve any potential conflict of interest that may be disclosed by
your responses to the above items.

— 1 do not anticipate that my background will interfer with the .
‘ f ny duti As_indi L shall ion £

work with the House Budget Committee.
s

Nancy Hays Teeters
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Schedule A
August 17, 1978

Honors and Awards

Year
1948
1948
1948
1952
1952-53
1953-54
1954-55
1956-57
1976

National Honorary Soc!et,.' {High School)

Xiwanis Award (top 10 graduating seniors)

Outstanding Senior Girl (High School)

Comfort Starr Award (economics), Oberlin College
Graduate Scholarship (economics), University of Michigan
Graduate Scholarship (economics), Universtty of Michigan
Teaching Fellow (economics), University of Michigan

Teaching Fellow (economics), University of Michigan

Outstanding Service Award, National Economists Club, Washington, D. C.

GLl



Schedule 8
August 17, 1978
Nancy Hays Teeters
Publications:
"Federal, State, and Loca! Budgets,” Methods and Techniques of Business Fore-
casting, William F, Butler, Robert A, Kavesh, and Robert B. Platt, editors,

Prentice Hall, Inc.

Setting National Priorities: the 1974 Budget, with Edward R. Fried, Alice M.
Rivlin, and Charles L. Schultze, Brookings Institution, Washington, D. C. (1973)

Setting National Priorities: the 1973 Budget, with Charles L. Schultze, Edward
R. Fried, and ATice M. Rivlin, Brookings Institution, Washington, D. C. (1972)

“The 1973 Federal Budget," Brookings Papers an Economic Activity, ¥ol. I,
Brookings Institution, Washington, D. C. (1972

Setting National Priorities: the 1972 Budget, with Charles L. Schultze, Edvlard
R. Fried, and Alice M. Rivlin, Brookings Instiution, Washington, D. C. (1971}

“Budgetary Outlook at Mid-Year.," in Brookings Papers on Economic Activity, Brookings
Institution, Washington, D. C. ~(1970)

"Payroll Tax for Social Security,” in Broad Based Taxes: MNew Options and Sources,
Richard A. Musgrave, editor, Johns Hopkins University Press, Baltimore,
Maryland  (1973)

"Qutlook for Federal Fiscal Palicy," Brookings Papers on Ecunomic Activity, Vol. 2
Brookings Institution, Washington, D. C. 972)

"Built-in Flexibility of Federal Expenditures," Brookings Papers on Economic
Activity, Brookings Institution, Washington, D. C. (1971

“Report of the Panel of Actuaries and Economists to the Subcormiittee-on Bost
Estimates and Financial Policy of the Advisory Council on Sccial Securnv
with Otto Eckstein, Arnnld Harberaes, Murray Latimer,
in Reports of the 1971 .evisory rnurrﬂ o Socia
92-50, 92nd Congress, 1st Session (1977

Economic Activity, Brookings Inst!tunon, Es ‘.vg.o" D. C. 1371 !!

25

Nancy Hays Teeters

Services:

Technical advisor for Democratic Platform Committee
Member Economic Advisory Committee for President Carter
Technical advisor to McGovern

Carter Transitfon Staff

Schedule C
August 17, 1978
June 1976
July - November
1976
1972

November 1976 -
January 1977

9Ll
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Schedule D
August 17, 1978
Nancy Hays Teeters

Qualifications

By training, I am an economist. I concentrated in economics both as an
undergraduate at Oberlin College and as a graduate student at the University
of Michigan with special emphasis on fiscal and monetary policy.

My entire professional career of twenty-one years to date has been as an
economist. From 1957 to 1966, [ served as'a staff economist in the Government
Finance Section of the Division of Research and Statistics of the Federal
Reserve Board. My responsibilities included such things as tracking the owner-
ship of the Federal debt, estimating and interpreting Federal fiscal policy,
supervising the development of certain computer programs, and special studies,
such as the one on the fiscal impact of the social security system. In 1962,

1 was loaned to the Council of Economic Advisers, and helped to develop the
tax reduction proposal which eventually was enacted into law in 1964.

From January of 1966 to January of 1970, I was an economist in the Fiscal
Analysis Division of the Bureau of the Budget (now the Qffice of Management
and Budget). During most of that time, I was the sole staff representative of
the Bureau to the Troika -- the three agency, three Jevel group that developed

the official economic forecasts of the Government. I was also the staff liaison

person with the Council of Economic Advisers and the revenue estimators at the

Treasury. 1 was responsible for any economic discussion in the budget documents,
the revenue section, and one of the special analyses. In addition to the macre-

economic work, 1 participated in development of social security pelicy and tune
unified budget.

From February 1970 to September 1973, 1 was on the staff of the Brookin:s
Institution. Ouring that period, I was promoted from a research associate teo
a senior fellow. Since Brookings is a research institution, my work involvs
extensive research and writing on a variety of topics in-economics (see att:-
Yist of publications, Schedule £). 1 was also a mewber of the Bronkings P
tic Activity. Froo September 1673 to May 1571, 1 served 3s & lech .
consultant to tho Subcomittee to Evaluate the Actuarial Seundness of Secist
Security System of the 1970 Advisory Council on Social Security.

From September 1973 to December 1975, | was a senior specialist in the
Congreastonel wosearch Service of the Library of Congress. iowever, from
November 1974 until December 1975, | was on loan to the Committee on the Brrinnt
of the United States House of Representatives. Including the period on loan.

I have been the Chief Economist and Assistant Director of the Budget Committec
from 1974 to the present.

1 have been involed with the formulation of Federal fiscal policy for much
of my career. Correct evaluation of the impact of fiscal policy requires a

27

Page 2 Schedule D

August 17, 1978
Nancy Hays Teeters

detailed knowledge of the workings of monetary policy. [ have followed monetary
policy closely, even during the years since I left the Federal Reserve Board.

I have a thorough understanding of open market operations, and also have extensive
experfence in developing economic forecasts.

1 have served three-year terms as a Director of the American Finance
Association and on the Committee on the Status of Vomen of the American Economic
Association. [ have also been Vice President, President, Chairman of the
Board, and member of the Board (ex officio) of the National Ecomomists Club.

I am currently a member of the National Advisory Board of the lastitute for
the Study of Educational Policy, Howard University.

If confirmed, I shall do my best to serve the Nation wel’ as a member of
of the Board of Governors of the Federal Reserve System.

L
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STATEMENT FOR COMPLETION BY PRES'DENT'AL NOMlNEEs Memberships: List below all memberships and offices held in professional, fraternal, business, scholarly,
clvic, charitable and other organizations.
Name: MARTIN PRESTON
S " - TR Office heid
M‘“I’h‘m'm Member /Vicg Chairman, Board of Governgigy o Organimation @ anry) Dates
nominated:___ of the Pederal Reserve System
Dete of birth:_D —“5 1923 of birth: _Los Angeles, California Mrerican Finance Agsociation none 1950-1967
Marital status:_married  _ Full name of spouse: Adrienne May Hatch Martin Agerican ics Association none 1950-1967
N':"';‘:':n‘" pler - 20 Gay - 28 Jeffrey - 30 Lambda Alpha (Urban none 1964-present
Beta Gamma Sigma none 1950-present
Inter. Conf. Shop. Ctrs. Trustee 1980-present
Dates Degrees Dates
__attended _ received mﬁ Lawbda Chi Al none 1949~
] t. 1948- .D.
Indiana University Sepl 1950 _;h:IDn:\L:B_ 1952
University of Southern CA 1946-1948 B-Scl. 5 1948 Employment record: List below all positions heid since collegs, Including the titte or description of fob, name of
—PBinance, M.B.A. 1948 smpioyment, location of work, and dates of inclusive employment.
University of Oklahoma  1944-1945 none
=Y 1980-Nov.1981_Seraco Enterprises, Inc., Chicago, IL, Chairman and CEO
los Angeles State (bllege 1942-1943 none 1973 1979 PMI Mortgage Insurance Co., San Francisco, CA, Chairman and CEO
1969 1972_Federal Home Loan Bank Board Wash., D.C., Chairman
1966 1968 Division of Savings and Loan, California, Los Angeles, CA Commissioner
1965 _Professor of Finance, Graduate School of Business Administration,
University South,Calif., Los Angeles, CA
1960 1964_Director of Executive Programs. University of Calif.. Los Angeles, CA,
and Professor of Finance, USC
1951 1965_Instructor to Professor of Finance, USC. Graduate School of Business
Administration
1954 1965_Econamic Research Group, Los Angeles, CA Proprietor
1956 (mid) 1957 Instituto per lo Studio Organizatzione Aziendale, Torino, Italia,
(Professor of Finance)
1977 1980 The Wickes Corp., San Diego, Cal., Director
Honors and swards: List below 8l scholarships, feflowships, honorai a.m- M;.m.. 1579 1962_Centox Corp., Dallas, Texss, Director
membershipe. and any other special ‘s milary y soclety 1980 1981 Searc Roebuck & Co., Chicago, I1., Director
1973 Premier Performance Mward, the Turn Table mndexs, N.A.H.B. Director of the following Sears subsidiaries:
1972 Aluni Award, University of Southern California :-";;tmmm';;:";"‘w
1971 Construction Industry Award, Engineering News Record ‘Allstate mtend:xs Mortgage Oompany
e
1971, 1970 Excellence Awards, White House I Mortgace !rcurm Company of California
1969 Top Performer, House and Haxe Magazine

8LI



Published
writings:

Political
affiliations

and activities:

List any experience in or direct association with Faderal, State, or local governments, in-
cluding any advisory, consuitative, honorsry or other part-time service or positions.

Please see 1 nt record for full time

Present member, President's Housing Commission

Former member, FNMA Advisory Council

Former member, Federal Home Loan Mortgage Corp. Advisory Council
FHLBB Advisory Comuittee, 1976

H.U.D. Advisory Committee, "Future of FHA", 1977-1978

List the titles, publishers and dates of books, articles, reports or other published materiats
you have written.

Contributing Editor, "The Professional Builder”,.1974-1979,
wrote numerous” articles on regular basis

*Principles and Practices of Real Estate”, University text, The

Macmillan Company, 1959
“The Bureaucrat as Innovator®, Report to Management #23 USC, 1970
Savings and Loans in New Submarkets", Journal of Marketing Research, 196
"Affluence and Household Liquidity", Journal of Finance and Quantitative
Analysis, March, 1966

"Forecasting Southern California Business Conditions”, Report to

Management $13, University of Southern California, 1965

List all memberships and offices held in and services rendered to all political parties or
slection committees during the last 10 years.

National Reagan for President Committee, mid-1980,

wi fe i W i
to the Republican National Convention in 1968.

I served as an "Honorary Delegate®, California Delegation, to the
Republican National C ion in 1972,

7

Political
contributions:

Qualificstions:

+ Future employment
relationships:

26

temize all political contributions of $500 or mare to any individual, campaign organiza-
tion, political party, political action committee or similar entity during the fast sight
years and identify the specific amounts, dates, and names of the recipients.

1978, July or August: Luncheon "Pete Wilson for Governor"
(of California), $500.00 Approx.

3T ti-party—for ek

Reon:

1979;—6ctobe:
$1,321.00
July 9, 1981: Sears Roebuck Political Action Committe, $500.00

State fully your qualifications to sarve in the position to which you have besn named.
(attach sheet)
see attached sheet.

1. Indicate whether you will sever all connactions with your present employer, business
firm, i or ization if you are by the Senate.

—gee sheet

2. As far as can be foreseen, state whether you have any plans after completing govern.
ment service to resume employment, affiliation or practice with your previous em-
ployer, business firm, association or organization.

No plans whatsoever.

3. Has anybody made you 8 commitment to a job sfter you leave government?
No

4. Do you expect 1o serve the full term for which you have baen appointed?

Yes

6L1
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Attachment, Page 4. Qualifications:

This is to state my qualifications for the position of Member and
Vice Chairman of the Board of Governors of the Federal Reserve System,
My combination of developing and managing governmental and business
organizations is unusual. My experience includes managing several
activities of a similar agency, the Federal Hame Loan Bank Board, in
the formulation and implementation of credit policy (mortgage credit),
financial institution supervision (and supervisory mergers), and
deregulation.

Most of my working career has been involved with managing amall
businesses and in the "start-up”® phases of ventures, particularly
Savings and Loan Associations. My consulting firm The Economic Research
Group was active for twelve years in those activities. As a sole
proprietor I performed a wide range of activities. Similarly, the
founding, staffing, and expansion of PMI Mortgage Insurance Y
for eight years and several business cycles in the Housing and Financial
Industries taught me about monetary policy's impacts.

My two years at Sears, Roebuck & G0. were ones of responsibility for
two small organizations, and three medium sized firms; the planning
and restaffing which was accomplished was greatly affected by our
outlooks regarding developing monetary, fiscal, and regulatory policies.

Attachment, Page 4. Future employment relationships:

Terminated status as active employee of Sears, Roebuck & Co. on
November 17, 1981. Received right to severance benefits through December 31,
1983, and retirement benefits thereafter, but have no abligation to
provide any services to Sears, Roebuck & Co. or any of its affiliates or
subsidiaries.

Potentia! conflicts
of interest:

1. Describe any financial or deferred ion ag: or other
continuing dealings with business associales, clients or :ustnmelr; who will be af-
fected by policies which you will influence.in the position to which you have been
nominated.

Terminated status as active employee of Sears, Roebuck & Oo., on
November 17, 1981. Will receive severance payl,ent of 54.46,438 prior

effective January 1, 1984. Will continue as a participant in Sears'
Iite Prar for ey

OO IDatory

2. List any investments, obligations, liabilities, or other relationships which might involve
potential conflicts of interest with the position to which you have been nominated.

My wife owns 585 shares of the Cathay Bank, los Angeles, which

will be sold.

if my business relationship, dealing or financial transaction (other than tax-
3 De;:;:g).u:u:n you have had during the 1251 10 years with the Federal Government.
whether for yourself. on behalf of a client, or acting as. an agent, !.hu mmm_m any
way constitute or result in a possibie confiict of interest with the position to which you
have been nominated.

None

081



Civil, criminal and
investigatory
actions:

29

4. Uist any lobbying activity during the past 10 years in which you have engaged for the
purpose of directly or Indirectly influsncing the passage, defeat or modlﬁ:-ﬂm of
any legislation at the national level of g or stfecting and
execution of national law or public policyA

None

5. Explain how you will resolve any potential conflict of interest thet may be disclosed by
your responses to the above items.

My wife and I will sell our National City Corporation shares and
her Cathay Bank shares upon confirmation.

1. Give the full details of any civil or criminal proceeding in which you ware a defendant
or any inquiry or investigation by a Federal, State, or locsl agency in which you were
the subject of the inquiry or investigation.

as Commissioner of Savings & Loans of California fram )966 1969,
T was naned as a gefendant in vanous CIViT arr} amxsfratwe
i at
pend

To-the bastof—my

time. No criminal or other prooeedmgs.

2. Give the full details of any i inquiry of il by »
assaciation including any bar association in which you were the subm of the pro-
cmeding, inquiry or investigation.

Nooe.

181
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STATEMENT FOR COMPLETION BY PRESIDENTIAL NOMINEES

Name: RICE EMMETT JOHN
BAIT L) oy
Position to which Member, Board of Governors Dete of

Federal Reserve System

Date of birth: __21 December 1919 piacq of pirth:__Florence, South Carolins
o s

Marital status: __ Divorced Full name of spouse:

N
w0 e pice, 14

Empetet J. Rice, Jr. 12

- Dates Degrees Dates of
attended received degroes
Tollege of the Tlty of -
New York 1937-1%41 B.B.A. 1941
“CTollege of the Clty of
New York 1941-1942 M.B.A. 1942
“TUniversity of Callfornia
(Berkeley) 1947-1951
University of Calffornia
(Berkeley) 1952-1954 Ph.D 1955

Honors and swards: List below all scholarships, fellowships, honomydegrm mllnnry modal; booonry soclety
memberships, and any other ial
1950 - Research-Assistant (Department of Economxcs) umvenuy of

California (Berkeley)

BT Teaching Fellow (economica) University of California
(Berkeley)

1951-52  Fulbright Fellow (Indis) Reserve Bank of India

195254 Teaching Fellow (economics) University of California
{Berkeley)

11

Memberships: List betow all memberships and offices held In professional, fraternal, business, scholarly,
civic, charitable and other organizations.

SEE SCHEDULE "A"

Office hoid
Organization it any) Oates

Employment record: List below all positions held since cotlege, including the titie or description of job, name of
employmaent, location of work, and dates of inciusive employment.

1948-50 City Fireman, later fire slarm operator, City of Be theley,
California.
1950-54 See Honors and Awards

1954-60 Instructor, later Assistant Professor of Economics, Cornell
University (lthaca, New York)

1960-62 Economist, Federal Reserve Bank of New York

1962-64 Advisor, Central Bank of Nigeria (Lagos)

1964-66 Deputy mrec:or, later Acting Director, Office of Developing
NatTens, U. 3. Uty Department

1966-70 U. S. Alternate Executive Director for International Bank
for Reconstruction and velopment or , Inter=
national Development Association (IDA), and International
Finance Corporation (IFC). Appointed by President Johnsom
and confirmed by the Senate.

1970-71 Executive Director, Mayor's Economic Development Committes,
on leave from U. 5. Ireasury Department,

1971 to Present Senior Vice Presidant, The Nstional Bank Of

Washington

a8t



Govarnment
experience:

Published
writings:

Political
affiliations
and activitiet

12

List any experience in or direct association with Federal, State, or local governments, in-
<cluding any advisory, consultative, honorary or other part-time service or positions.

Refer back to employment record.

1971-72 Vice Chairman, Mayor's Economic Development Committee,

Washington, D. C.

1976-78_ Member, D. C. Mayor's Overall Economic Development

" ___MAdvisory Committee

1976-78 Chairman, D. C. Tax Revision Commission, Government of the
T blstrdet of Colunbia

List the titles, publishers and dates of books, articles, reports or other published materiais
you have written.

Only contributions to fnatitutional publications ~- articles

annual reports, commission reports -~ for which 1 could not

claim full credit.

18

Political
contributions:  Itemize all political contributions of $500 or more to any individual, campaign organiza-
tion, poltical party, political action committee or similar eatity during the fast eight
years and identify the specific amounts, dates, and names of the recipients.

No contributions of $300 or more.

Qualifications: State fully your qualifications to serve in the position to which you have been named.
(attach sheet)

See Schedule "B"

Future employment

List all memberships and offices held in and services rendered to all politics} parties or
election committees during the last 10 years.

Registered Democ no offices held. No secrvice

1. Indicate whether you will sever all connections with your present employer, business
firm, o it you are by the Senate.

Yes, 1 will sever all connections.

2. As far as can be foreseen, state whether you have any plans atter completing govern-
ment service fo resume employment, affitiation or practice with your previous em-
ployer, business firm, association of organization.

I have no plans to resume any affiliation.

3. Mas anybody made you a commitment o a job after you (save government?
No

4. Do you expect to serve the full term for which you have been appointed?

Yea

€81
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Emmetr J. Rice

MEMBERSHIPS

ORGANIZATJONS

Federal City Council

Federsl City Housing Corporation
Greater Washington lusiness Resource
Center

Minority Contractors Resource Center
American Red Cross. D. C. Chapter
The Center For Municioal and Metro-
potitan Research Of the National
Capital Area

Consortinm of Universities,
wWashington, D. C.

Americen Economic Association
Council On Foreign Relations
Atlantic Council

Metropolitan Washington Board of
Trade

D. C. Bankers Association
University Club of Washington

washington Performing Arts Society

BUSINESS
Trans World Corporation

Trans World Airlines, Inc.

Fort Lincoln New Town Corporation

District Commumicetions, Inc.

16

Statement for Completion by
Presidencisl Nominees

Page 2-A

OFFICE KELD
Washington Trustee

Former Pres{dent and
current Board Member

Board Member

Board Member
Board Member

Board Member

Board Member

Hember
Member

Board Mesber
Member

Member
Member

Board Member

Board Member
Board Member
Board Member

Board Mamber

Schedula “A"

DA

1972 - present

1972

1976

1972
1975

1975

1974

1954
1972

1971
1978

1972

1972
1976
1977

197%
1873
1975

1974

present

present

1974
present

present

present

1974
present

1976
present

present

present
present

prasent

present
present
present

present

17

Statemont for Completion by

Rice Presidential Nominees

Eomett I,

Page 4-A Schedule “B"

QUALIFICATIONS

Except for the years devoted to teaching economics in a distinguished umiversity,
nearly all of my professional career has been spent in financial inatitutions. As &
teacher, 1 had primary responsibility for courses in money and banking and monetsry
theory on both the undergraduate and grldul!c‘ levels. Later, as an economist on the
staff of the Federal Reserve Bank of New York, I becaws fam{lfar with the techniques
of open market operstions employed by the Trading Desk of the Bank in {mwplementing the
directives of the FOMC, One of my responsibilities during this time was the initiation
of the first draft of the tri-weekly Report of Open Market Operstions to the FOMC. 1
also prepared for publication {n the Bank's Monthly Review the article m\ic.h regularly

described and interpreted developmants in money and capital markets.

While serving as an adviser to the Central Bank of Nigeria, I had the rare
opportunity to participate in the creation of tools and techniques for Central Bank
monetary control in a large developing country. I also helped {n the development of
the research department of the new Central Bank. Later, in the U, §. Treasury De-
partment's Division of Internationsl Affairs, I was sctively involved in the formation
of U, §. financial policies with regard to the developing countries of Asia, Africa,
the Middle East, Australia and New Zealand. As U, S. Alternate Executive Director om
the boards of the World Bank and the International Finance Corporation, I gained
broad experience in {nternational development banking, while taking part im policy

decisions relating to economic development sssistance.

For the past eight years, I have been a senior officer in & commercial bank

working, among other areas, in money trading and investment operstions. In this

&
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STATEMENT FOR COMPLETION BY PRESIDENTIAL NOMINEES

Lyle Elden
L3

Name:; ___Gramley
]

Positl Dete of
m;‘nm.d'!}ovexnor Federal Reserve Board — pomination;_ March 17, 1980

Date of birth: __ 14 1 1927 Piace of birth: __Aurora, Illinois
T OAn  gaw o6

Moritel status: _Mazxried  Fuil name of spouse:_Evalyn Lucille Wachtel Gramley
e, Man 25
"ty
Dates Degress Dates of
Education: Institution attended recaived degrees
Aurora College 1947-49 - ™
Beloit College 1950-51 BA 1951
Beloit, Wisconsln
Indiana University 1957-55 MA 1952
Ph.D 1956

Honors and awards: List below all scholarships, fellawships, honorary degress, military madals, honorary society
membarships. and any other special for servics or

PHI Beta Kappa

Fellowship, Indiana University, 1951-52

Honorary Doctor of Law, Beloit College, 1978

Empioyment record: List beiow

4

List below ail memberships and offices held in professional, fratemel, business, scholarly,
civic, charitable and other organizations.

Organizntion tori Oatas
American Economic Amsoc. . - 955 t
American Finance Asgog, - 1955 to
Hational Economists Club Roard of Governors 1971 tq Prasent

onf, of s 1975 to Present
P Hunt Club 13970 to Present
Hmlnéfzszlluu_nm_ = 1971 +p 1978

1970 to 1978
National Capital Polo €1ab 1971 to 1973
alt positions held since collm Includm( the title or description of job, name
employment, location of work, and dates of inclusive smploymant.

Federal Reserve Bank of Kansas City, 1955-62, Financial

Economist

University of Maryland, 1962-64, Associate Prof. of Economics

Federal Reserve Board, 1964-1977, Staff Economist,

Final position: Director of Division of Research & Statistics

Council of Economic Advisers, 1977-1980, Member

L8I



with Federal, State, or local governments, in-
cluding any advisory, consultative, honorary or other part-time service or positions.

Member of Council of Economic Advisers, 1377-80

Associate Director of the Maryland Tax Study, 1963-64

List the titles, publishers and dates of books, articles, eports or other published materials

MMMWWMO
Bank of Kansas City, 1962

The Maryland Tax Study(Asage. Divector) Bureau of Buginess
and Economic Research, University of Maryland, 1965

cators
of Monetary Policy, Federal Reserve Bank of Minneapolis, 5/68.
i = inst Simple
Rules, unpublished paper delivered at the Financial Conference
B b

Ways to Moderate Fluctuations in Housing Construction,
(Director), Federal Reserve Staff Study published by the

Government
List any in or direct
Published
writings:
¥OU have written,
City, 1962
Federal Reserve Bulletin, October, 1965
—of the NIC uary 1969
Federal Reserve Board, 1972
Poiltical !
affitiations
and activities:

List ail memberships and offices heid in and services rendered to all political parties or
elaction committees during the last 10 years.

None

46

Political
contributions:  Itemize all political contributions of $500 or more o any individual. campaign organiza-
tion, political party, palitical action committes or similar entity during the last eight
years and identify the specific amounts. dates, and names of the recipients.
None
Qualifications: State fully your quaiifications to serve in the position to which you have been ramed.

{attach sheet)

Futura employment o
relationships: 1. Indicate whethar you will sever all connections with your prasent employer, business

firm, #ssociation or organization if you are confirmed by the Senate.

I will.

2. As far as can be foraseen. state whether you have any pians sfter compieting govern-
ment service to resume employment, affiliation or practice with your previous sm-
ployer, business firm, association or organization.

I have no such plans

3. Has anybody made you a commitment to a job aftar you leave government?
No

4. Do you expect to serve the full term for which you have been appointed?
Yes.

3



Potentiat conflicts

of interest:

47

1. Describe any financiat or deferred

r other
continuing dealings with business associates, clients or customers who mll be af-
fectsd by policies which you will influence in the position to which you huve been

nominsted.

None

2. List any investments, obligations, liabilities, or other retationships which might involve
potential conflicts of interest with the position to which you have been nominated.

I have indicated to Pederal Reserve Board Counsel that

I will liquidate any stocks presently owned that might

raise questions about conflict of interest.

3. Describe any business relationship, desling or financial transaction (other than tax-
paying) which you have had during the last 10 years with the Federal Government,
whether for yourself, on behalf of 2 client. or acting as an agent. that might in any
way constitute or result in a possibte conflict of interest with the position to which you
have been nominsted.

Nene.

438

4. Uist any lobbying actlvity during the past 10 ysars in which you have sngagad for the
purpose of directly or indirectly influencing the passage, defeat or mlm ov
any legisiation st the national level of or affecting
exacution of national law or public policy.

and Aiscussiong with

aof tha (
in my role as Council Member. .only.

5. Explain how you will resolve any potentiat conflict of intarest that may be disclosed by
YOUr responses to the above items.

As indicated in my response to question 2.

Civit, eriminal and
investi

actions: 1. Give the full details of any civil or criminal proceeding in which you were a defendant

or any inquiry or investigation by a Federal, State, or local agency in which you wers
the subject of the inquiry or investigation.

None

2. Give the full details ot any inquiry or

by an
association including any bar association in which you wers the mm-:t of the pro-
ceecting. inquiry or investgation.

None.

681
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Statement of Qualifications

My entire professional career has been spent dealing directly
or indirectly with the focal questions of monetary policy.

From 1955 to 1962, I worked as a financial economist at the
the Federal Reserve Bank of Kansas City. My responsibilities there
included economic forecasting, research and writing on commercial
banking, money and capital markets, and monetary policy, and advising
senior bank officials on issues in these areas.

From 1962 to 1964, I was an associate professor of economics
at the University of Maryland. My area of specialization was
monetary monetary theory and policy; courses wers taught at both
the graduate and undergraduate levels.

In 1964, I joined the staff of the Federal Reserve Board as a
financial economist. During the 13 year period of my employment
with the Board, my areas of responsibility included economic
forecaating, analysis of developments in financial markets, advising
the Board and the Federal Open Market Committee with regard to
ongoing sconomic devalopments and the course of monetary policy.
pDuring my final years at the Board, I was the Director of the
Division of Research and Statistics and Economist (Domestic
Business) to the Federal Open Market Committee. In that capacity,
it was my privilege to work closely with the then-existing Chairman

of the Board, Arthur F. Burns.

50

Since the beginning of this Administration, I have been
the member of the Council of Economic Advisers responsible for
macroeconomic analysis and policy issues. That area includes
the analysis of financial markets and monetary policy, as well
as economic forecasting and fiscal policy.

Appointment to the Federal Board in these difficult and
critical times would be an enormous challenge. If confirmed,
I will devote all of my energy to serving the Board and the

Nation well.

061
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Brogrararcat Sxerca oy Hener C. WaLLica

Dr. Wallich i= the Seymour H. Enox Professor of Economics at Yale University,
where he has been a teacher sinte 1951. He is a former member of the Council of
Economic Advisers (May 1959-January 1861), and served as Assistant to the
Secretary of the Treasury tember 1958-May 1959), and with the Federl
Reserve Bank of New York (June 1941-September 1931). . ¥y
in Germany in 1914, he became a U.S. citizen in 1944. His formal edues-
tion, begun in Germany, included studies at Oxford University in England, and
led to & masters degree from New York University and a Ph. D. degree from
Harvard in 1944. .

Before joining the stafl of the Federal Reserve Bank of New York in 1941,
gr. Wallich was associated with private firms in Latin America and New York

tv. %
Since 1969, Dr. Wallich has heen a =enior consultant for the Treasury Depart-
ment. He has also served with the Advisory Board of the Arme Control snd
Disarmament Agepcy (1972-1973) and ns the U.S. Representative on the United
Nations Experts Panel on Economic Consequenees of the Arms Race (1971-1972).
He is a director of several business firms and has served on the Research Advisory

of the Committee for Economic Development from time to time since 1951,
His published works include four books and numerous articles in economic asd
financial journals dealing, among other things, with monetary policy, the interns-
tional payments sy=tem, and our finuncial structure. From 1961 to 1964, he was an
editorial writer for the Washington Post; since 1965 he has besn a columnist for
Newsweek Magazin=.
He is married and has three children.

BrograPHICAL SXETCH OF J. CHARLES PARTEE

Name: J. Charles Partee.

Address: 931 Leigh Mill Road, Great Falls, Virginia 22066.

Residence: 6% years at above address; 7 yvears at 1002 South Mansion Drive,
silverﬂpﬂn%hlnzhnd; 12 vears resid in vari burbs of Chicago, Illincis.
Cihlge: 48. Health: Good. Born: October 21, 1827, in Defiance, Uhio—U.5.

tizen.

Family status: Married, since 1946, to Gail Voegelin Partee, residing at ahove
address. Three children—Eric, Sharon and Pamela—all grown and living away
from home.

Edueation: Primary and secondarv—Public schools of Defiance, Ohio: Uni-
versity: B.S. in Business (with distinction), 1948; Indiana University: MBA4,
(in finance), 1949, Indiana University: Non-degree graduate work in finance
and economics, 1952-34, University of Chicago.

PROFESSIONAL EXPERIENCE

1945-49—Graduate assistant in finance, Indiana University.

1949-36—Economist (specializing in consumer finance, mortgage narkets,
and savings behavior), Federal Reserve Bank of Chicago.

1850-5—Instructor in Money and Banking, American Institute of Banking,
Chic:g{_) (part-time).

1936-61—As=sociate Economist and (from 1958} Second Vice President, The
Northern Trust Company of Chicago, Ilinois.

1(‘.;52 to date—Board of Governor: of the Federal Reserve System, Washington,
D.

1962-63—Chief, Capital Market= Section, Division of Rescarch.
1964-65—Adviser in charge of financial sections, Division of Research.
1965-689— A<=ociate Director, Division of liesearch.
1969-74—Director, Division of Rescarch.

1973 to date—Managing Director for Research and Economic Policy.

OTHER ACTIVITIES

.8 resentative to (and Viece Chairman of) the Committee on Financial
Market<, O.E.C.1)., Paris—1970-75. -
Deputy to Adviser (Chairman Burns) of the Cost of Living Council, 1971-73.
Directur, Securities Investor Protection Corporation, 1970 to date.
Active momber, Conference of Business Economists, 1969 to date.
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The CHAIRMAN. But I suppose after 3 days, when the same argu-
ment is brought up, certainly there are members of the Fed who
have had extensive writing and background; but, as I showed in the
previous hearings and yesterday, most of them, particularly Mr.
Emmett Rice who has served well, but, by his own admission he
had no writings that he could take credit for himself, have very
little military experience. We had only eight and a half pages of
testimony on Mr. Rice. His nomination was also in correlation with
a Presidential year and the prime rate was starting to go to 21.5
percent.

This witness should certainly be asked all the questions that Sen-
ator Riegle and you have been asking about her views concerning
monetary and economic policy, but I really must protest continuing
to make issues—that I don’t think are issues—when the proof is so
adequate in previous hearings that other witnesses have not been
questioned on the fact that they did not have an opening statement
and the other things you are bringing up. I will not take more of
the Senator’s time. Please continue.

Senator SARBANES. Mr. Chairman, I would just offer an adden-
dum to that. First of all, I have not made anything of the point
that the witness did not have an opening statement.

The CHAIRMAN. That is correct, you did not.

Senator SARBANES. And I think the chairman is quite correct
when he says that there have been a number of nominees to the
Fed who have not had opening statements.

QUALIFICATIONS OF SEVEN PRESENT MEMBERS

With respect to the seven members now on the Board, I was very
careful in the statement that I just made to say writings and state-
ments that would enable us to ascertain some of their judgments
and views or holding positions that enabled us to do that.

Emmett Rice had been an alternate executive director at the
World Bank and the IDA, the International Finance Corporation
and he served in the Treasury as Deputy Director of the Office of
Developing Nations. Preston Martin had, of course, had extensive
business experience. I think he’s the other one where we didn’t
have a large body of writing before us. I don’t think that’s the case
with Volcker, Wallich, Teeters, Partee, or Gramley. Martin had, of
course, been Chairman of the Federal Home Loan Bank Board for
3 years, from 1979-82. That is a position of some responsibility
and gave the committee an opportunity to know him and have
some understanding of his qualifications.

Also, because I think you have made reference to it twice,
Emmett Rice was sworn in an election year, but——

The CHAIRMAN. No, his hearing was held on June 5, 1980, during
a Presidential year,

Senator SARBANES. My information is that he was sworn in on
June 20, 1979.

The CHAIRMAN. I'm mixing him up with Gramley. Gramley was
June 5 and the Senator is correct. Emmett Rice was the year
before, in 1979. We're talking about 1 year difference on a 14-year
term.
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Senator SARBANES. And Gramley was sworn in, as I understand
it, on May 28, 1980.

The CHAIRMAN. Well, I had all those before me yesterday. I do
not have them now. I'm not going to take time to argue about June
5 versus May.

Senator SARBANES. Dr. Seger, when you were at the Federal Re-
serve Board here in Washington from September 1964 to February
1967, what was the nature of your responsibilities?

Dr. SeGer. I was a financial economist in the capital markets sec-
tion and did analyses of current conditions in the financial mar-
kets, analyzing financial institutions. Specifically, we did a lot with
thrifts, analyzing savings and loans, savings flow into commercial
banks, savings flows into credit unions.

Senator SARBANES. You had no administrative or supervisory re-
sponsibilities?

Dr. SEGER. I was a grade 13.

Senator SARBANES. All right. Then, the earlier experience at the
Federal Reserve Bank of Chicago from 1957-59——

Dr. SEGER. I was right out of school then. I was a research associ-
ate. Chicago sent me to represent them in Detroit as a research as-
sociate.

Senator SARBANES. You were right out of college or high school?

Dr. SeGER. I was 2 years out of college at that time.

Senator SARBANES. All right. I have a series of subject matters
I'm going to try to cover, so I'm going to try to move along rather
quickly if we can. Yesterday we were discussing the independence
of the Federal Reserve and at that point we had to bring the hear-
ing to a close, so I'd like to resume with that subject.

How do you reconcile the independent role of the Federal Re-
serve with the necessity to coordinate overall economic policies so
you do not have different agencies of Government working at cross

urposes?

Dr. SEGER. In the Employment Act of 1946, we have certain gen-
eral economic goals described for the country, things such as high
levels of employment, a sustainable rate of economic growth in the
overall economy, and price stability. That's what I'm talking about.
I think we’ve got various kinds of economic policy and I think that
it'’s appropriate. Those goals were passed by Congress; I didn’t pre-
scribe those. Since Congress passed that Act and put those goals in,
then I think it’s appropriate for economic policy to be heading in
that general direction, that those be the general goals. That’s what
I was referring to.

Senator SARBaNEs. How do you make sure that the Federal Re-
serve is not heading in one direction and the Treasury is heading
in another?

Dr. SEGeR. Maybe it’s because I don’t live in Washington, but I
think people in, say, a corporation, people at General Motors or
people who are designing cars, speak to the engineers who are
go' to have to engineer the new model, and they speak to the

ting people who are going to have to sell it, you're all aiming

g:t somethmg done together.

nator SARBANES. And if they disagree about what it is you
want to get done, then how is that resolved at General Motors?
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Dr. Secer. They all are reasonable people on a team to produce
and sell a car.

Senator SARBANES. Reasonable people on a team may have differ-
ent views about how to achieve a commonly shared objective. How
do you resolve that dispute? First of all, let me ask you this ques-
tion. Is it your perception that the Fed and the Treasury have
always had exactly the same perception as to what ought to be
done in terms of economic policy?

Dr, SeGeR. No, and I thought I discussed that yesterday.

. S?)nator SARBANES. If they do not, how do you address that prob-
em?

Dr. SeGer. If you talk to various economists, they have different
ideas about how the economy is going. If you look at economic fore-
casts, not all economic forecasts are the same for the next year, or
the next 2 years, or whatever. There are differences of opinion
about the particular conditions. There are differences of opinion
about particulars of how objectives can be met. I think you can
have differences of opinion on the specifics and still have people
shooting for the same ultimate goal, which is a healthy economy.

Senator SARBANES. If you were a member of the Board of Gover-
nors of the Federal Reserve, would it be your view that the Board
should make its decisions without reference to the policy position
being taken by the Treasury or the Council of Economic Advisers?

FED SHOULD BE INDEPENDENT IN DELIBERATIONS

Dr. Seger. I think if you mean should the Fed be independent in
its deliberations, they should be independent. I think they should
be independent in their deliberations.

Senator SARBANES. When the Secretary of the Treasury says in a
public statement that the Fed is either following too tight a policy
or too loose a policy, do you think the Federal Reserve Board
should pay any attention to that, or simply brush it aside?

Dr. SEGER. I'm not on the Board, but I'm sure that they hear dis-
cussion. I'm sure that they read the New York Times, the Wall
Street Journal, and the Washington Post. I'm sure they are aware
of comments of every variety.

Senator SARBANES. My question is not whether you would be
aware of the comments, gut what weight you would give to them. I
assume you would be aware of the comments. If you didn’t get
them any other way you would pick up the morning paper and
read that. What weight do you think you should give to it?

Dr. SeGer. I indicated a couple minutes ago that I think the Fed
should be independent in its deliberations.

Senator SARBANES. I understand that. That’s not my question.
What weight should you give to the positions taken by the Secre-
tary of the Treasury, and how important is it that the agencies of
the executive branch of the Government follow a coordinated and
shared economic policy? :

Dr. SEceRr. You pick up all sorts of information, all sorts of com-
ments, but you can still be independent in determining what policy
you think is appropriate. I think that you can decide in an inde-
pendent way how to implement it and still have all sorts of infor-
mation.
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Senator SArRBANES. Do you think you should pay more attention
to a comment about policy made by the Secretary of the Treasury
than you would to an ordinary commentator?

Dr. SeGer. I don’t know how to say this any better than I am.
I'm saying I think they ought to be independent in their delibera-
tions.

Senator SARBANES. I understand you're saying that. My question
is something else. I take it you don’t mean you should ignore the
comments of the Secretary of the Treasury on policy, or do you
think they should be ignored?

Dr. Secer. I don’t think you should ignore any comments; my
own Senator here has just said he’s heard all these comments from
the financial community, and I think he should be aware of those.
I'm saying the same thing for the Fed.

Senator SArRBANES. That leads me right back to my previous
question. Do you think in the course of not ignoring any comments
you should pay more attention to positions taken by the Secref::au'?v
of the Treasury than you would to positions taken by “Mr. Citizen”
or “Mrs. Citizen?”

Dr. SeGer. I think that you should pick up the comments, you
should find out as a matter of information where the problems are;
still, though, you can make your own decisions. If you're talking
about direct input from the Secretary of the Treasury versus my
grandmother, then I would say they would be on an equal footing.

Senator SArBaNES. All right. Now, given that the Secretary of
the Treasury and your grandmother are on equal footing with re-
spect to their comments on what the Nation’s economic policy
should be, what is your view on the various proposals floating
around, first, that the Secretary of the Treasury should be an ex
officio member of the Federal Open Market Committee?

Dr. Secer. I think I answered that; I'll go through it again. I in-
dicated to Senator Riegle—I think he will vouch for this—that I
was not in favor of that change.

" Senator SarBanes. All right. What about the Secretary of the
Treasury being ex officio member of the Federal Reserve Board?

Dr. SEGER. I said that I was not in favor of the Secretary of the
Treasury being put on the FOMC or the Federal Reserve Board or
made a research assistant.

Senator SARBANES. Or as what?

Dr. SEGeR. Or made a research assistant of the Fed.

Senator SARBANES. I don’t follow that.

Dr. SEGER. I am not in favor of the Secretary of the Treasury
being put on the Board in any capacity.

Senator SARBANES. I see. Including the capacity of research as-
sistant, which is the position you held in 1957-59 with the Fed?

Dr. SEGER. I was a research associate.

Senator SARBANES. What is your view on having the term of the
Chairman of the Fed coincide with the Presidential term?

Dr. SEGeR. I recall this issue being discussed even back in the
1970’s. The idea was to make the term of the Chairman more close-
ly aligned with the term of whatever President. As I indicated, of
the various changes proposed for the Federal Reserve System, I
think I would put this at the top of the list, as one that probably
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g‘oe\:lld be done without necessarily violating the independence of the

Senator SARBANES. I'm not quite clear from your answer whether
that means you support it or do not support it.

Dr. SEGER. I said I could support it.

Senator SARBANES. Do you support it?

Dr. Secer. I don’t have strong views about changing it. If it were
changed, I would support it.

haSe‘;mtor SARBANES. In other words, you don’t have a view on
that?

Dr. SEGER. I don’t feel strongly about keeping it as it is or——

Senator SARBANES. I'm not insisting that you feel strongly about
it. I'm just trying to find out what your judgment is on that ques-
tion. That’s a question that we have to face and others have to
face. It's an issue that's been under general discussion. What’s your
position on it?

Dr. Seger. I don’t think the present situation is working that
badly. I'm not going to be the one making the decision, but if you
decided to change it, I would support it.

Senator SARBANES. You're going to be a member of the Fed, or
you're trying to be a member of the Fed, one of seven people to
whom we look to for wise judgments with respect to some very im-
portant issues. In that sense, you are not simply a follower. You
help to make decisions and to make policies that affect not only
our own people but people throughout the world.

This is a question involving the internal dynamics of the Fed and
how it functions, but you don’'t have a position on whether the
chairman’s term should be coterminus or coincide in some way
with the Presidency?

Dr. SEGER. As I said, I don’t think the present system is working
that poorly, but I'm not beating the bushes to get a change made.

Senator SARBANES. In other words, anything that’s done in that
regard you will accept?

Dr. SeGer. That's right. I have very strong positions on certain
things that I've worked with a lot, such as commercial banking, su-
pervision, regulation, how to improve those areas. On other mat-
ters, such as this, I have less strong positions.

Senator SARBANES. Well, on this one you have no position at all.
It's not a question of the intensity of the position.

ACT REQUIRES FAIR REPRESENTATION

The Federal Reserve Act requires that the members of the Board
of Governors be selected with due regard to fair representation of
the financial, agricultural, industrial and commercial interests, and
geographic conditions of the country. Are you in agreement with
this requirement?.

Dr. Seger. I think it’s'good to have a mix, yes.

Senator SARBANES. You're in agreement with that requirement?

Dr. SEGEeR. I think it’s good to have a mix, yes.

Senator SARBANES. Well, is this the right mix?

Dr. SEGER. It's fine with me.

Senator SARBANES. Do you think the financial interests are al-
ready adequately represented on the Board?
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Dr. SeGer. By financial interests, are you referring to the fact
that Chairman Volcker had some experience at Chase Bank and
the Fed in New York and that Preston Martin had some finance in
his background? Finance is a pretty big field. I'm sorry. I'm not
quite sure what you're driving at.

Senator SARBANES. I would think banking would be financial.
How would you characterize yourself amongst financial, agricultur-
al, industrial, and commercial?

Dr. SeEGeR. I've spent roughly 10 years in commercial banking
and a couple years as a State regulator, which I have already men-
tioned, and I have had some prior experience, roughly 5 years with
the Federal Reserve. If you consider that and commercial banking
financial, that's about 15 years of financial experience.

Senator SARBANES. Do you believe that agricultural interests are
adequately represented on the Board at the present time?

Dr. SEGeR. I'm not familiar with the details of every Board mem-
ber’s background. I heard somebody say that Lyle Gramley had
been brought up on a farm or near a farm, but that may be wrong.
I don’t want that in as a fact.

Senator SArBANES. Do you believe industrial interests are ade-
quately represented on the Board?

Dr. Secer. I would certainly view Preston Martin as someone
who has a good background and would be considered industrial.

Senator SARBANES. Do you consider him as having an industrial
rather than a commercial background?

Dr. SEGer. He didn’t run a manufacturing plant, but I think he's
had experience in the retail industry. His company was part of
Sears Roebuck, as I recall.

Senator SARBANES. Would you consider Sears Roebuck an indus-
trial interest as opposed to a commercial interest?

The CHAIRMAN. Not yet, but they will be soon judging from the
way they are rolling into everything.

g:anator SArReANES. Well, I now make reference to Dr. Seger’s re-
sponse to Senator Riegle that she looks out at the current situation
and not at the future situation.

Do you consider employment at Sears Roebuck would make him
an industrialist?

Dr. SEGER. I would consider it part of the retailing industry, yes.

Senator SArRBANES. Do you believe small business interests are
adequately represented on the Board?

Dr. SEGER. I honestly don’t know.

Senator SARBANES. Mr. Chairman, my time is up. I do have an
additional line of questioning that I want to follow.

The CHAIRMAN. I do have some comments. Let me make a com-
ment here and I’'m not here to be approved for any appointment,
but I would say to you, as you consider your appointment to the
Fed—and I have said this many times in the past—the Fed has had
what I have called an incestuous relationship primarily of estab-
lishment people appointed over and over and over again who have
lived and worked most of their time in Washington. One of the few
exceptions to that recently has been Mr. Shultz from Florida who
was a businessman. Preston Martin, although he had been here on
the Federal Home Loan Bank Board and had had some Washing-
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ton experience in addition to that, had been in California and other
areas and worked extensively in the private sector.

Beyond that, as you look at most of them, I believe—I think and
the majority of this committee believes that it has not been well-
balanced and certainly not geographically. That is one of the rea-
sons that I insisted that this President send up someone who fit the
qualification. You do fit that qualification. You are an economist,
but you are not an economist who has had extensive experience
here in Washington. You have been out in what I would call the
real world. I guess my colleague, Senator Riegle, would agree that
Michigan is the real world.

Senator RIEGLE. We like to think it is.

The CHAIRMAN. That is an area that I expect this committee, in-
cluding the chairman, to be working on in the future, that there be
more diversity on that Board. I don’t mean to characterize or criti-
cize anyone currently serving, other than to fit them into a catego-
ry where a lot of the present Board members’ experience is very
similar to each other. They have had very similar backgrounds and
I hope that over the next few years to see that changed with this
President and other Presidents.

Along this line, I would submit for the record at this time a
letter supporting your nomination from Small Business United, a
group representing 60,000 small business members in this country
who do support your nomination for the position on the Fed.

[The following letter was subsequently submitted for the record:]
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SOU

SMALL BUSINESS UNITED Y

A NATIONAL NETWORK
FOR LEGISLATIVE ACTION

€8 Hickory Drive, Waltham, Massachusetts 02154 (617) 890-9070

LEGISLATIVE COUNSEL

Mien Neece. Jr.

G Momas Cator

Meece, Cator & Associates. Inc.

0 1 B i June 19, 1984

Washngton. 0.C. 20036
02.775-0429

Honorable Jake Garn

Chairman, Committee on Banking,
Housing and Urban Affairs
United States Senate
Washington, DC 20510

Dear Chairman Garn:

Small Business United, on behalf of its 60,000 members,
wishes to encourage you, as a member of the Senate Banking
Committee, to confirm the appointment of Ms. Martha Seger, as a
member of the United States Federal Reserve Board.

When former Governor Willian H. Miliiken appointed Martha
Seger, Director of Financial Institutions for the State of
Michigan, he chose an activist for revitalization of Michigan's
economy. Ms. Seger grew uvp in a small business family and
understands well the concerns of small business in our monetary
economy. Her concern about interest rates, the flow of capital,
and the supply of capital, will encourage further economic
expansion of small businesses in the global marketplace.

Your support of her appointment to the Federal Reserve Board

will be recognized as support for the small business conmunity as
well as support for o more balanced Federal Reserve Board.
ohn C. Rennie

;%M
esident, SBU

Lo ot Hoiz,

Brad Roller
President-Elect, SBU

Sincerely yours
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Let me ask you what lessons for bank regulation and deregula-
tion we should learn from the Continental-Illinois situation?

BANKING IS A TOUGH BUSINESS

Dr. SEGeR. The No. 1 lesson that occurs to me to be drawn from
that is that banking is a tough business. It's very difficult to make
decisions. After the fact, it's easy to criticize them, but at the time
the decision has to be made it’s not always easy.

A second point is that banks are institutions run by humans.
Some humans are very smart; some humans aren’t so smart. Some
humans make mistakes—I should say a lot of humans make mis-
takes, including humans who work in banks. Also, some humans
are very aggressive, they're willing to take on a lot of risks, others
aren't. I think in the Continental situation we did have a lot of in-
dividuals who were loan officers who were very aggressive, willing
to make loans, large loans. They were willing to go down into the
Southwest at the time when energy was thought to be the boom
industry and they put a lot of money there in various energy relat-
ed companies, made tremendous commitments. As I said, it's diffi-
cult to make these decisions, and banks don’t always employ per-
fect forecasters. Consequently, I think some of the assu.mptwns on
which those energy loans were based didn’t pan out; that is, that
crude oil prices would go in one direction, up. Very few people, in-
cluding Government reports that I was reading back in the early
1980’s, showed a forecast of crude oil prices dropping either. The
commercial bankers were operating from the same type of fore-
casts, where they thought crude oil prices would go from $34 on up
to $40 and eventually $50 and $60, and so on.

That key assumption made a big difference in the ability of these
borrowers to meet these commitments and their lack of ability to
meet these commitments. And so I think those are some of the les-
sons I think we can draw.

The CHAIRMAN. Well, if we learn those lessons, as a possible reg-
ulator, how do you evaluate those lessons? How do you operate as a
regulator? What do you do to catch situations like that earlier, like
Penn Square? I happen to feel that there was too much time lag.
Penn Square should not have gone as far as it did—although Fed-
eral agencies were following it, it went too far. So what kind of ap-
proach do we take to learn from those lessons? We can see what
happened. How do we deal with that? How do we deal with that
type of a situation before it gets to the point where we have to
come up with $7 billion?

Dr. Secer. This gets back to the point I was making yesterday or
the day before about the need to improve the whole system of su-
pervision and to change the way we look at these banks, to change
the examination process, to get involved earlier, to communicate
more clearly to the directors so they are honestly told what the
condition of the institution is. We tend to use very oblique and sort
of indirect terms to describe things, and I don’t think that actions
are taken soon enough even in-house to get problems dealt with.

I think it’s up to the supervisors to get these improvements so
that directors and management themselves can handle it.
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The CHAIRMAN. What I was trying to get at earlier, do you
favor—rather than routine examination periods of both banks that
have never had any trouble whatsoever and some of those that
have had some rocky times—changing the examination schedules
and maybe not visiting one bank that has never had any problems,
has obviously been well run nearly as often as another more trou-
bled bank and really ride herd on the one with much more fre-
quent examinations if they are on the troubled list?

Dr. SEGeR. Absolutely. You see, many State banking laws used to
prescribe an examination a year, like a physical, whether you
needed it or not. What I would recommend is that a system be set
up where you could get, say, computerized reports, hitting various
performance measures from all banks; but you would save your
time and your energy and go out and visit and concentrate your
examination effort on those institutions, as you said, that were
identified as rocky or having tremendous ﬁroblems.

Then you would concentrate more on those and not spread your
resources so thin by trying to hit everybody and not doing a terri-
bly good job of dealing with anybody. I would agree with that.

The CuairMaAN. How do you evaluate the capital adequacy stand-
ards for banks that are put to them by the Federal regulators? Do
we require enough capital?

Dr. SEGER. I believe December 1981 was the time that this joint
communique was put out that indicated that the Federal Reserve
and the Comptroller of the Currency would agree to certain mini-
mum capital standards, and then the FDIC had a slightly different
view of all this, but I think that probably was a step in the right
direction, to have some absolute low point below which it was not
possible for bank capital to slip, because the trend had been this
long-term drop in capital.

Given the problems since then, it certainly would be nice to have
more capital shown in those accounts. But what I sort of detect, un-
fortunately, is a tendency to put so much effort on capital adequa-
cy that maybe some of the other things are neglected, such as im-

roving management and also concentrating more on things that

ks can do to improve their profitability, through things like
asset liability management, in-house asset liability management.
To me, it’s like my flying home tonight: I am more concerned about
the pilot who’s up in front and whether or not the motor is good
than I am about having a parachute in the plane, because I hope I
don’t have to use it.

I think we ought to look not at the capital first, because that’s
sort of the last line of defense. If you don’t have any earnings and
you've got tremendous loan losses, then you have to dig into cap-
ital. But we ought to make sure that they are also showing some
profits, because that's the first thing that will absorb loan losses
and other types of losses.

The CHairMAN. Do you have any suggestions for the problem of
international lending? At the time we increased the IMF quota
there were suggestions for country loan limits and all sorts of very
restrictive proposals. The Senate and the House adopted some
medium ground by requiring higher capitalization, additional dis-
closures, special reserves, and other things of that nature.
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PROBLEM OF INTERNATIONAL LENDING

The problem of international lending is still before us and I'm
not asking you what to do about current outstanding loans. I’m
looking to the future, not today and not last week. Do you have
any suggestions for how we deal with international lending prob-
lems for the future to see that it not only does not continue to com-
pound, but we hopefully avoid that type of situation in the future?

I guess to be more specific, would you favor more of the strict
type of controls that were advocated by some last year? Do you
think we adequately dealt with it or are there some other steps
that you would recommend that we could apply to banks in rela-
tionship to international lending problems? .

Dr. é)EGER. To answer the question first of all, as to whether I
favor specific controls, or let’s say dollar limits country by country
or percentage limits—percentage of asset limits country by coun-
try—I am opposed to that because I don’t know where the group of
geniuses reside who will set those limits.

In terms of the way that we could deal with this—and as I un-
derstand it, steps are being taken to improve some of these things
already—I think, again, the supervisors could get on top of these
problems earlier, and hopefully they are. Also, I think we can
remove some of the incentives to get deeply into these foreign loans
by dealing with the way in which the income from those loans is
bought. When you could take a fee and put it all into income up
front that was a big incentive to get in. I'm not an accountant, but
as I understand it, these fees are being spread or it’s suggested that
they be spread over the life of the loan, so that reduces the incen-
tive a bit.

I think, too, that we can do some consciousness-raising on the
part of the lenders in making sure that they themselves look at the
composition of their loan portfolio, not just foreign loans, by the
way, but everything, and look for areas of excessive concentration.

I don't think we have to have the regulators do all the thinking
for the banks, and I think that what we ought to do is to push
them to run their own shops in a more effective way.

The CHAIRMAN. I'm going to stop my questions at this point and
I've conferred with Senator Riegle, and due to the Senate schedule
and our individual schedules, we will close the hearing at 1 p.m.
today, and if it is convenient with your schedule, Senator Riegle
and I agreed that we will resume at 10 a.m. in the morning. Is that
satisfactory to you?

Dr. SEGer. I have to go home tonight, but I can fly back first
thing tomorrow morning.

The CHAIRMAN. So with the remaining 20 minutes, I would
simply turn to my colleagues—however you two would like to
divide the remaining time, fine.

Senator SArRBANES. Mr. Chairman, I don’t know whether I will be
able to be here in the morning. Is there some way I could pursue a
line of questioning now?

The CHAIRMAN. As I said, it’s Senator Riegle’s turn, but if he's
willing to yield to you, fine.

4 Se;-laiig; SARBANES. Is there any chance we could continue beyond

o’clock?



203

The CuaalrRMAN. We could continue until 1:15.

Senator RIEGLE. Let me yield my time to Senator Sarbanes.

Senator SARBANES. Dr. Seger, do you believe that it is possible in
principle for a currency such as the dollar to be overvalued?

Dr. SEGER. I hear the dollar described as an overvalued currency
right at the moment.

Senator SARBANES. Yes, I hear it too. Do you believe that it is
mﬁ)ble in principle for a currency such as the dollar to be overva-
ued?

Dr. Secer. The answer is yes.

Senator SARBANES. You do believe that. Is the dollar, in your
judgment, at the present time overvalued?

Dr. SEGer. It may be, in terms of certain currencies and not in
others. I don’t think one can give a blanket, all-encompassing
answer to that.

Senator SARBANES. The economic report of the President estimat-
ed that the dollar is 32 percent above its long-run real value. Do
you agree with that?

Dr. SeGeRr. I don’t know if it’s 32 percent or what—I do not know
an exact percentage.

Senator SARBANES. Pardon?

Dr. SEGER. I do not know if that’s the right number.

Senator SArBaNEs. Do you think the dollar is overvalued in
something approximating that range, 20 to 30 percent?

Dr. SEGER. I said I would agree it's overvalued, but I do not know
a number.

Senator SARBANES. I'm not asking you for a specific number. I'm
trying to get a range. You're seeking to be a member of the Board
of Governors of the Federal Reserve. You said that the dollar is
overvalued. Do you have any idea of the range by which it’s over-
valued? ;

Dr. Secer. All of these are estimates, including the number in
the economic report of the President. I would say the number is
somewhere probably between 15 and 25 percent.

Senator SARBANES. And how do you arrive at that?

Dr. Secer. As I said, it's a rough estimate. Basically, I would
come up with that by looking at the trend of where the dollar had

n vis-a-vis these other currencies in the past. That’s one thing
you can look at. Another thing is to look at the trade flows.

Senator SARBANES. Do you think that poor trade flows indicate
an overvalued currency?

Dr. Secer. If the exports of a particular country are having a
rough time in foreign markets, I think that that is one sign of an
overvalued currency; yes.

Senator SARBANES. Do you believe coordination is necessary be-
tween monetary authorities of the major industrial nations?

Dr. SeGERr. I think cooperation and communication between all
these major industrial nations is very important. If by coordination
you mean setting up some body that wilF())rder each country to do
certain things with its monetary policy to make sure that every-
body is in sync, then I suspect that would be unacceptable. The na-
tions’ economies are not in sync. The economic recoveries between
various countries, while they are certainly going on, are not all in
the same stage.

36-314 0 - 84 - 14
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Senator SARBANES. Do you believe the monetary authorities of
the major industrial nations should seek to coordinate their poli-
cies with the objective of stabilizing the exchange value of the
major currencies?

BELIEVE IN MARKET APPROACH

Dr. SeGer. I take more of a market approach to establishing ex-
change values, period.

Senator SARBANES. Do you believe it is ever appropriate for the
United States to intervene in the workings of the foreign exchange
markets?

Dr. SeGer. I think it's appropriate for them to do exactly what
they are doing now, which is if the markets are disorderly and if
there's something bordering on chaos, then it's appropriate for
them to have the ability to step in.

Senator SARBANES. But only in an extreme crisis?

Dr. SEGEiRr. Disorderly markets, chaotic conditions; yes, sir.

Senator SARBANES. Are you aware of what is happening to the
net asset position of the United States?

Dr. SEGer. If you mean that we are approaching net debtor
status internationally, yes, I am aware of that.

Senator SArRBaANES. Now that’s a development that would make
us a net debtor for the first time since the period béefore World War
I. Other things being equal, what will this do to our surplus serv-
ices account?

Dr. SeGeR. Obviously, if we are having to borrow more, it's going
to mean that we will be paying out interest to foreigners and that
this one action by itself—I don’t know what assumptions you're
making about other things going on—but this one step would
reduce that surplus.

Senator SARBANES. What do you think this structural decline in
our current account surplus would do to the underlying value of
the dollar?

Dr. SEGER. In my own judgment, not a lot.

Senator SARBANES. You don’t feel it would affect the real value
of the dollar?

Dr. SEGER. Not in and of itself; no.

Senator SARBANES. So you don’t expect a shift into a net debtor
category, with the outflow to pay interest on the capital inflow,
could result in the depreciation of the dollar?

Dr. Secer. When I was in banking, I happened to have dealt a
lot with our own international department and the international
departments of some other banks, and in the conversations I have
had with foreign exchange traders in Detroit, Chicago, New York—
the key factors that have always been pointed out to me—and
these are the people that have a lot of clout as to where the values
are established; I don’t personally because I don’t buy or sell cur-
rency—the items that impress them the most and influence them
the most, are interest rates and the relative levels of interest rates.
You're looking at currencies in pairs basically. The second thing
they look at is inflation performance on a relative basis.

Senator SARBANES. On the subject of relative rates of interest,
you said yesterday that you thought interest rates now were just
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about right. I think that was your statement. But real-interest
rates are at an unprecedented level.

Dr. SEGER. I guess it depends on how you calculate real-interest
rates. The academic community and apparently a lot of other
economists are looking at one thing, and I think the people who
are out in the real world making decisions to borrow are looking at
something quite different.

The basis for the statement you just made, I believe, is to com-
pare current nominal rates with what has happened to inflation
over the last year or so. If you subtract off the nominal rates the
amount of inflation over the last 12 months, which as I indicated
earlier has been a very good performance, then you net out to a
large number which is referred to as the real interest rate.

People who are experts on corporate finance and are making big
decisions to invest in corporate America and a lot of other people
who are making investment decisions for the future are looking
ahead, are trying to decide where inflation is going in the future.
And when they look at that in the prospective way, they see a
number that’s bigger than the number in the last 12 months or the
last 24 months. By the way, there is no one number for this; differ-
ent individuals certainly have different feelings on that matter.
But if you look at it that way, then I suggest to you that the so-
called real-interest rates that count are probably not that much too
high or are not at record high levels.

Senator SARBANES. You don’t think they are at high levels at all.
You think they are about right, as I understand it. That’s the
answer you gave yesterday.

Dr. SEcER. I was talking about market——

Senator SARBANES. And I take it that is the answer you're giving
right now.

Dr. SeGeR. Yesterday the question was what I thought about
market rates of interest.

Senator SArRBANES. You thought they were about right.

Dr. SEGeR. Market rates of interest.

Senator SArBANES. Then today you're saying that if someone
then comes back at you and say, yes, but the real rates are at an
unprecedented level, then you discount the real rates and come
back to your point that you think——

Dr. SEGER. Sir, I am not discounting them. I'm just saying that I
think there are different ways to calculate what’s known as real-
interest rates. Academics typically look backward and the people
making investment decisions look forward, and so they come, I be-
lieve, to two different conclusions.

The CrAlRMAN. Would the Senator yield for a clarification? I'm a
little bit puzzled here, too.

As I listened to you yesterday and today, I assume that your
answer is that they are about right is in an academic and a market
sense, but you don’t think the interest rates are not too high as far
as the public is concerned?

Dr. SEGER. No.

The Cramman. Because I do, and I wanted to clarify that so
you're in a market adequacy situation.
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Dr. Seger. As I look out at the market, I see the market is set-
ting these rates; I don’t believe that I should be in the business of
setting interest rates.

INTEREST RATES ARE TOO HIGH

The CHAIRMAN. But interest rates are too high for those of us
who are going to borrow and the economy and all that?

Dr. SEGeR. Absolutely. When I worked in Washington in the mid-
1960’s the prime rate was 4.5 percent. I would love to see us return
to those type of conditions that would support that.

The CHAIRMAN. I appreciate the Senator letting me clarify that,
because if you thought interest rates were about right for the con-
suming public, I might have to reconsider my support. So I thank
the Senator for letting me clarify that point.

Senator SARBANES. Mr. Chairman, I'm pleased to hear that a
process of reconsideration is possible.

Could you describe to the committee your view of international
exchange rate regimes? Specifically, do you favor or oppose the
present system of freely floating exchange rates?

Dr. Secer. I do favor freely floating exchange rates, and I
thought I was suggesting that when I indicated that I preferred to
have the market determine rates and eventually it would be done
only when markets become disorderly or chaotic.

Senator SARBANES. So you reject fixed exchange rates on the
Bretton-Woods model?

Dr. SEGER. Yes, I do, sir.

Senator SarBanNEs. What is your view on the gold standard?

Dr. SEGeRr. I have never been a gold standard supporter, and I
am not now.

Senator SArRBANES. Do you favor or oppose the attempt to tie the
value of the dollar to the price of a basket of commodities?

Dr. SEGER. It seems to me that’s just a left-handed way of asking
the gold question.

Senator SARBANES. So you oppose that?

Dr. SEGER. I oppose it.

Senator SARBANES. Did you favor or oppose the legislation last
year to increase the quota allocations to the International Mone-
tary Fund?

Dr. Secer. I wasn’t down here lobbying for it, but I did support
it, yes.

Senator SARBANES. Do you believe that the IMF has enough re-
sources now to carry out the vital functions that it’s charged with
in the international community?

Dr. SEGeRr. I guess it depentg; on your assumptions. If the whole
foreign debt situation blew up and the IMF had to come in to a
very great degree, they might not; but using reasonable probabil-
ities, which I think is all that one can do, I would say at least they
are iﬁé billion more likely to reach it today than they were last No-
vember.

Senator SARBANES. Would you favor or oppose the new allocation
of special drawing rights?

Dr. SEGER. Again, I haven’t done much thinking about this, but I
guess I would favor it.
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Senator SARBaANES. How concerned are you about the Latin
American debt problem?

Dr. Seger. You mean in general or as it impacts on our banks
or—

Senator SARBANES. Both.

Dr. SeGer. Again, this problem is not new. I have been very con-
cerned about it for the last couple of years. The borrowing has been
going on for a long time. The debt load has been rising. The dollar
amounts of these loans made by American commercial banks to
Latin America, of course, have gone up and up to rather interest-
ing levels, and that’s all been going on for a while.

In my judgment, the peak of the concern probably should have
been expressed back in the period when I was a regulator, which is
back in 1982, and while I still think it's a very severe problem both
for the Latin American nations and for the American banks that
have made those loans to Latin American nations, I think that we
are on the downside of the hill, that we are heading in the direc-
tion of dealing with this.

One example I'd like to use is Mexico. Mexico, between 1981 and
1983, has turned its situation around from running a very major
trade deficit of $14 or $15 billion to a surplus. And we have seen
improvements in various countries. The IMF, of course, is working
with them, is putting pressure on these countries to get their inter-
nal affairs in order, to practice some austerity.

The current problem, as I understand it, is working with Argen-
tina trying to get a deal worked out with them so that they will
adopt some sort of an austerity measure or measures and that then
the IMF can proceed to get that situation dealt with.

But again, I am not complacent and I don’t think the problem
has gone away. I don’t think it’s going to go away overnight, but I
think we are making some progress.

Senator SArRBANES. Well, what is your analysis of the reasons for
the unprecedented trade deficit we are experiencing?

Dr. SEGeR. A whole bunch of reasons.

MEXICO'S AUSTERITY PROGRAM

Senator SARBANES. Does the austerity program in Mexico have
anything to do with it?

Dr. Seger. The austerity program in Mexico had a lot to do with
it. I happen to live in a border State. We border on Canada, and
Canada is certainly America’s major trading partner or one of
America’s major trading partners. Mexico has been another major
trading partner because they border on our southern extreme. The
Mexican economy was one of the most rapidly growing of all in
South and Central America. It was doing very well back in the
1970’s. As a consequence, there were major purchases of American
goods and services, and so when they got into trouble and these
austerity measures were put on—various controls were put on the
citizens, currency controls—they took steps to limit imports into
Mexico, and many of those imports into Mexico used to be products
being exported from the United States, so that I think is one very
important matter.
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A second factor that contributed to our balance of trade prob-
lems is the matter that I obliquely referred to earlier about our
economic recovery coming along. It's on the early side if you com-
pare our situation to some other major industrial nations. We have
come along early and the recovery has been very robust. The other
major industrial nations are certainly in the recovery mode, but
they are some months behind us. And as such, this has meant that
our strong early recovery has sort of worked as a major magnet to
pull a tremendous amount of imports in from outside; but at the
same time, because the other countries’ recoveries were lagging
behind ours. This meant that the markets for our goods—in other
words, the opportunities for our exports—were not improving as
rapidly as our imports. That’s a second factor which has entered in.

A third factor certainly, if you just look at statistics, involves—
and I'm sorry Senator Riegle has left, but he and I discussed this in
his office—imports of foreign cars and this has been a big item in
our trade problem.

Senator SARBANES. So it’s your perception that the export-import
gap is very closely tied to the cyclical mismatch in the movement
of the economy; is that correct?

Dr. SEGER. I said that is a factor, yes.

Senator SARBANES. I was interested that you didn’t mention in
this list of factors the question of the value of the dollar and the
assertion by many that it is overvalued. You don’t think that’s an
important consideration?

r. SEGER. That’s another one on the list. That ties in——

Senator SARBANES. Isn’t it a fact that the very high interest rates
which have brought in these tremendous capital inflows into the
country have in effect prevented the traditional economic theory of
how you adjust your trade balances from working? The traditional
theory is that when you get that gap on exports and imports, you
get an automatic adjustment in the value of the currency and the
situation is remedied. Isn’t that correct?

Dr. SEGer. Maybe the real world is more complicated than the
theory suggests, because there are lots of different things that work
these days. Theories are usually laid out in such a way as to
assume that only one factor changes at a time. Unfortunately, that
doesn’t often happen.

Senator SARBANES. Well, how are we able to sustain these large
trade deficits in the real world?

Dr. SEGER. As time passes, I think there are still some self-cor-
recting mechanisms that—— -

Senator SARBANES. But right now, we've got this enormous trade
deficit. How are we able to balance it off?

Dr. SEGER. Are you just talking about the capital flowing in?

Senator SARBANES. Is that what’s doing it?

Dr. SEGer. That's the way it's balanced.

Senator SARBANES. That'’s important, isn’t it?

Dr. SEGER. Yes.

Senator SArRBANES. That is the real world, those capital flows.
Why are we getting those capital flows?

Dr. SeGer. Several reasons. One is what I mentioned earlier, rel-
ative interest rate levels. Another reason the capital has come into
this country is because of the fact that in other parts of the world
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we have some political turbulence, some big economic problems.

Whether you agree or not, many foreign investors still think of

ﬁ;nerica as a rather attractive place to invest, more or less a
ven.

Senator SARBANES. A safe haven?

Dr. SEGER. A safe haven, yes.

Senator SArRBANES. If the capital inflows are such that they sus-
tain.? an overvalued dollar, how are you going to balance the trade
gap?

Dr. SEGeR. This goes back to some self-correcting measures that,
in my judgment, will eventually appear. As our economic recovery
proceeds, but at a slower rate, this will tend to diminish the rate of
increase in our imports, looking at that side of our balance of
trade. On the other hand, if you look at the recoveries going on in
foreign countries, they are coming through or will be going into a
more robust stage, and that will tend to help our exports. If our
exports are being aided by these self-correcting measures and our
imports either experience a slower growth or maybe even come to
sort of a plateau because of this, then we can get this trade deficit
narrowed down,

There are other proposals that are made to narrow it that are
political suggestions, that are political solutions, things such as
putting on quotas, erecting tariff walls, and all those things.

Senator SarBaNEs. Do you agree with the observation that
there’s a mismatch between the American dollar and the Japanese
yen in the range of 20-30 percent?

Dr. SEGer. We talked earlier about differences of opinion. I hear
that all the time from the auto makers in Detroit, which is, as you
know, where I live. At the same time, I have spoken to Fed econo-
mists who are specialists in the international field and they sug-
gﬁst to me that there’s no evidence of that. I'm not an expert on
that.

Senator SARBANES. What's your view? This is a pretty important
question. Your judgment on this question has very important
policy implications. What’s your view on the question?

Dr. SEGER. I'm impressed by——

Senator SARBANES. You told me one view and you told me the
other view. I want to know your view.

SOME OVERVALUATION OF THE DOLLAR

Dr. Seger. I don'’t think there is a universal view on this matter
and I am impressed by the presentation that the Fed’s internation-
al economists gave me. Based on that, I would say that there is
iome overvaluation. Whether it is exactly that percentage, I don’t

now.

Senator SARBANES. Their presentation was in line then with the
view of the auto industry that there was an overvaluation?

Dr. SeGer. Excuse me, I misspoke. I'm saying I was impressed
with their presentation about its overvalue, and I think that I
would go along with the auto companies that there might be a
little bit of overvaluation, but I don’t think it's up in this high
range that you mentioned.
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Senator SArBANES. The auto companies think it is up in that
high range.

Dr. SEGER. I indicated at the start that I hear that from them all
the time.

Senator SARBANES. And you disagree with them?

Dr. SEceR. I have been convinced there is some overvaluation.

Senator SArRBANES. Did you tend to agree with it before you got
this briefing from the people at the Fed?

Dr. SeGeRr. I hadn’t gggn convinced that it was an exact number.

Senator SARBANES. Well, I understand, but you have been work-
ing closely with the auto industry people in Michigan; was it your
view before you got this briefing that their general assertion of this
overvaluation was essentially correct? I take it you have revised
your view on this markedly as a consequence of the Fed briefing.

Dr. SEGer. Well—

Senator SARBANES. Was that a briefing in preparation for these
hearings, incidentally?

Dr. SEGer. They have been trying to tell me what the current
economy is as they see it, what the current issues are. As I indicat-
ed, they showed me some of the key legislation. I think maybe we
discussed this before you arrived.

Senator SARBANES. When did all of this take place?

Dr. SEGeEr. My nomination was announced May 31, which was
toward the end of 1 week, and I have been in here several days in
between then and this week.

Senator SArBANES. I see. This is a series of briefings from the
people at the Fed?

Dr. SEGER. From their professional staff, yes.

Senator SARBANES. Now, on this issue.

Dr. SEcer. OK. Socially I see a lot of the auto industry people
and hear this over and over again; that the dollar is so overvalued.
They have not said, well, it’s obviously overvalued by 27 percent or
32 percent. They weren’t getting into the particulars, but they
were just arguing that it was significantly overvalued and that this
was giving them great problems competing, primarily with the Jap-
anese. I think I have been convinced that there was a problem with
an overvalued dollar.

Getting a presentation from the Fed staff—and these people are
not employees of the auto companies—suggests that the dollar vis-
a-vis the yen is probably not that much out of whack; yes, they did
influence me.

Senator SARBANES. Going back to the debt question in the devel-
oping countries——

The CHAIRMAN. Senator Sarbanes, if I could say this, this will
have to be the last question. The reason Dr. Seger has to go back to
Michigan, so you understand why we’re cutting this off, is that she
has to have her arm x rayed I think once a week or something like
that, so she has to catch an airplane to go back and have her arm
b4 rayed.

So you could ask one more question.

Senator SARBANES. I didn't realize that, Mr. Chairman, and I will

just touch on this final point. I need two questions in order to do it.
I will be very quick.
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On the debt question, it’s been estimated that from one-third to
one-half of the adverse swing in our nonoil trade balance can be
accounted for by a decline in imports from the United States by
the developing countries.

Do you tend to agree with that? Do you have any difficulty with
that statement as a premise for the question I have?

Dr. SEGER. Could you run the first part by me again?

Senator SARBANES. Roughly one-third to one-half of the adverse
swing in our nonoil trade balance can be accounted for by a decline
in imports by the United States by the developing countries. This is
a point I was touching on earlier, about the importance of the de-
veloping countries to us as an export market.

Dr. Secer. I don’t carry those exact statistics around in my head,
but it is very significant.

Senator SARBANES. In view of that, would you favor special meas-
ures, such as a cap on interest rates paid by the less developed
countries or similar sorts of measures, to contain the hold that
rising U.S. interest rates have taken on their economies?

Dr. SeGEr. I think this came up either yesterday or the day
before, but I will be glad to comment on it again.

What I indicated at that time was that it is a problem, clearly,
for anybody—whether it's a country or an individual or a busi-
ness—to have a lot of debt outstanding and to have a floating rate
attached to it. As the rate runs upward, obviously, your debt serv-
ice increases, and it becomes, in the case of these countries, more of
a problem.

I think my recommendation was that I would hope that the lend-
ers to these countries could be convinced, maybe by actions in
Washington, that we are sufficiently serious about dealing with the
future inflation problems in this country, and ultimately will not
have to be looking forward to another outburst of tremendously
high interest rates. I am opposed to capping these loans in the
sense of putting a lid on them and if rates go above that we just
take that unpaid interest and add it to the principal; that to me is
negative amortization and I'm opposed to that. But I think if we
can cap it in the sense that we convince the lender that it’s a fixed
rate loan—which is another form of cap—I would be in favor of
that.

Senator SarBanNEs. Well, I don’t want you to miss your plane.

The CrairMAN. Thank you very much. We appreciate your pa-
tience and have a safe trip to Michigan and back and we will see
you in the morning.

The committee will stand in recess until 10 a.m. tomorrow morn-
ing.

[Whereupon, at 1:20 p.m., the hearing was recessed, to be recon-
vened at 10 a.m., Friday, June 22, 1984.]
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NOMINATION OF MARTHA ROMAYNE SEGER TO
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FRIDAY, JUNE 22, 1984

U.S. SENATE,
CoMMITTEE ON BANKING, HousiNG, AND URBAN AFFAIRS,
Washington, DC.

The committee met at 10 a.m., in room SD-538, Dirksen Senate
Office Building, Senator Jake Garn (chairman of the committee)
presiding.

Present: Senators Garn, Gorton, Riegle, and Sasser.

Also present: Senator Boschwitz.

OPENING STATEMENT OF CHAIRMAN GARN

The CHAIRMAN. The committee will come to order.

I think you probably found out what it is like to be in Congress
running to Michigan and back last night. We find that’s an occupa-
tional hazard, and the only difficulty is that Utah is a lot farther
from Washington than Michigan, and when Western Airlines start-
ed nonstop flights, unfortunately, too many people at home found
out about them, and they are spaced so I can go to Utah. If I
caught an airplane this morning at 8 o'clock, I could have been
there by a 10:30 luncheon, a talk or a meeting; catch a 3 o’clock
plane and be back at 9 in Washington. That happens occasionally.
We know you can get there and back in the same day, so a 4,600-
mile round trip for lunch, and I take about 25 or 30 of those trips
per year.

Senator Riegle will be here shortly. He has some additional ques-
tions he wishes to ask you. Before he does get here, I wanted to
pursue some questioning on bank deregulation.

Chairman Volcker and I have talked and worked together on
this subject for a long, long time, and I'm wondering what your im-
pressions are of deregulation. And I say at the outset, I suppose de-
regulation is a misleading term. People relate it to what we have
done in transportation deregulation strictly with trucking and air-
lines, in which we took very large steps and very carefully regulat-
ed routes as to where airlines and trucks could go and what they
gould charge. I think deregulation is an adequate term for what we

id.

Many people seem to think that we are trying to do the same
thing to the banking industry, and I have tried to point out over
and over in that using the term “deregulation” here is quite
different. We are talking about adjustments, talking about grant-

(213)
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ing some additional powers, but no one is talking about repealing
Glass-Steagall. No one that I know of is talking about putting
banks in general commerce, and nonfinancial-related services such
as construction, development, and certainly not into manufactur-
ing, or retailing, or anything of that nature. But of course, the op-
ponerits who don’t want any fair competition will try to lump that
all together and create the impression that we are removing all the
safeguards or attempting to remove all the safeguards and threat-
ening the safety and soundness of the financial institutions of this
country.

Now there are a lot of diverse opinions on this subject and you
have been a State regulator. In general, what are your impressions
of where the banking industry is today, in terms of deregulation?
What do you think the impact has been so far, as far as the results
of my bill of 2 years ago and where do you think we ought to be
going? I realize that’s a big subject, and I don’t expect you to get
into a lot of detail. We could spend hours discussing that, because
it’s such a big subject. Give us your general impressions. I think
you are familiar with it. I was with you at one meeting in Detroit,
where we discussed it at some length.

DEREGULATION IN THREE AREAS

Dr. SEGER. I'm definitely in favor of deregulation. I'll just make
that a generalization. And deregulation is basically in three areas,
as I see it. The area in which we have had the most deregulation,
to date, has been interest rate deregulation, where we're trying to
pop the regulation Q ceilings off deposits, so that banks could, for
the first time since 1933, really be in charge of what they offer
their customers in the way of interest on savings and time ac-
counts. That was handled in the DIDMCA legislation, and DIDC, of
course, was given the job of coming up with a specific timetable for
that phaseout. )

I think it has worked very well. I think it's been very procon-
sumer. For the first time in ages, consumers have had a chance to
get a return that’s closer to market rates, and I think that’s very
good. It has also given bankers opportunities to innovate on those
kinds of instruments and to make some decision themselves on
what their organization can afford to pay for these various kinds of
deposit moneys. Philosophically, I am in favor of deregulation and
practically speaking, I'm also certainly in favor of it.

y concern about the timing of that particular part of deregula-
tion was that it did such a good job on the liability side, and yet, at
least from a perspective of the regulator in Michigan, it seemed to
me it did not address dereg on the asset side of the bank balance
sheet at the same time. Consequently, many financial institutions
found themselves sort of in the middle with their cost of funds de-
regulated, but at the same time, State usury ceilings on what they
could charge for various kinds of loans. I think that timing matter
perhaps could have been-dealt with somewhat better, and if the
Federal Government was going to deal with the liability side, then
I think it should also have gotten involved on the asset side, so as
not to have generated this squeeze which was very, very severe
back in 1981 and 1982.



215

In terms of your act—Garn-St Germain—in 1982, the instruction
to provide this new instrument now known as money market de-
posit account, was very, very positive, I think, both to the banks
and also to consumers, because consumers are now offered a prod-
uct at banks that is very attractive and that is fairly similar to
what they have been able to get with the money market mutual
funds. At the same time, it gave banks a way to compete rather
effectively with the money market mutual funds. I think on an
equity basis that that was a good move and was very important.

Furthermore, I know that there were concerns at the time about

whether or not banks could wisely use this new freedom; the con-
cern was that they would somehow or other act wildly and just put
30, 40, or 50 percent rates on these instruments and then find
themselves in trouble and have to go out looking for risky loans
and risky investments to get the revenue to cover the high-cost
funds. But I think the record shows that, in fact, banks have used
very good judgment, not that no banks have gotten in trouble, but,
as a group, I think they have used good judgment.
" In terms of the deregulation of what I would call products or
product lines, extending the services the bank can provide, here
again, I think it makes a lot of sense to give banks some additional
powers. I think I mentioned—I can’t remember whether it was
Tuesday or Wednesday—some of the things which I think would
make a lot of sense, at least as a starting point, because they are
quite closely related to what banks already have.

The CuairMaN. I think today is Friday. I didn’t expect to see you
every day this week either.

Dr. SeGeR. I'm sort of confused too.

I think some of the items that I mentioned, based on both my
experience as a regulator and also having been in banking for 10
years, that I thoufht would be a closely related activity was under-
writing municipal revenue bonds; at least bigger banks, I think,
have demonstrated they have the expertise to do underwritings,
and whether it's a GO or a revenue bond isn’t really that much of
a difference.

In terms of underwriting commercial paper, again, I think
there’s a lot of transfer of expertise here, and it does make sense.

I think also that banks can handle the discount brokerage busi-
ness. I'm not talking about the turf fight about whether or not they
should have the opportunity to compete with the investment indus-
try. I think that’s a political consideration. But the economic con-
sideration—the financial consideration—I believe suggests that
giving banks the power to offer discount brokerage does make
sense. Also, I think being allowed to underwrite and to distribute
mutual funds is not that far removed from what banks are now
doing and are able to do well. And I agree with you that certainly
banks came from a starting point of such a tremendous load of reg-
ulation that the so-called dereg we have seen so far and what we
are now talking about, even if it all materialized, leaves us with a
tremendous pile, slightly shorter than where we started, but still
hardly an unregulated industry.

The third part of dereg, as I see it, involves geographic deregula-
tion. In other words, allowing for the banks to operate in broader
markets. And of course, some people refer to this as the question of
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interstate banking, interstate branching. Here again, I think that :
going back a long time ago to the McFadden Act of 1927 or to the
Douglas Amendment of the Bank Holding Company Act, there has
been a lot of support given those controls, but I think by the time
we get to 1984, what we see are dramatic changes in the econo:ny,
dramatic improvements in communication and computer technol

and advanced transportation. Your example of being able to y
to Utah for lunch and come back for a dinner meeting here fits in;

I think all of these things suggest that, in fact, the economic forces
have led to a broadening of markets.

I don’t think, as a matter of fact, that the economic boundaries
of markets were ever coincidental to political boundaries. We some-
times forced it in laws, but I think if you look at the natural flows
of commerce and other sorts of activity, that it doesn’t necessarily
end at somebody’s State line or somebody's city limits, or the Dis-
trict line here in Washington.

So again, I think we should allow these changes in the economy
to be reflected in some liberalization of branching. Again, how far
we go, how quickly, that all, I'm sure, has to be negotiated. But I'm
definitely in favor of doing something with this, of allowing for
more interstate activity. We already have a lot of interstate bank-
ing activity that does not involve actually setting up brick and
mortar structures.

Having been in banking, I remember a lot of loan officers who
every Sunday night would get on a plane and fly off to the South-
west—this is from Detroit—and they would spend all week down
there calling on customers in that area.

The banking laws are not set up to limit one’s ability to get on a
plane and conduct business. They were able to line up loans and to
offer other kinds of banking services, cash management, those sorts
of things for customers outside our State and out of our immediate
market area. These things have already been going on. Or, you can
have a formal loan production office someplace. With the use of
automated teller machines, we have had, I think, a broadening of
banking activities, because these ATM’s are being linked within
the States. Also, a couple of big systems—PLUS and Sears are two I
can think of—are making these ATM’s nationwide, which results
in a lot of banking activity across State lines, coast to coast, east to
west, north to south.

I think if you look at the interstate issue this way, then it
doesn’t seem quite as great a departure from what we now have
than if you just say, “Gee, we haven’t had brick and mortar
branches and now we’re talking about allowing that to happen.”

The CHAIRMAN. I’'m sure you are aware that politically interstate
banking has no possibility of passing, regardless of what you just
said, and I agree with you, interstate banking is already here in
many respects.

LEGALIZING INTERSTATE COMPACTS

In the bill that we will take up or the committee print next
week, we will have a provision that would legalize interstate com-
pacts. Would you favor doing that?
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Dr. Secer. I favor doing that as a first step or, let’s say, an inter-
im solution, hopefully leading to a better long-term solution which
to me would mean no barriers. If this was viewed as simply a tran-
sition, then I think it’s t. And I know there are some of these
pacts in existence already; your step, as I understand it, would ba-
mca].ly &: some legitimacy to those.

IRMAN. Well, they are forming very rapidly. You have
the New England situation and in my State where they would be
opposed absolutely to interstate banking. The legislature, one day
this spring, unanimously, in both the Utah House and the Senate,

i by the Governor on the same day, passed a reciprocity bill
with 10 other States, except California, of course. California is not
one of the 10 States included, any more than the 6 New England
States want to include New York.

So I'm sure there is no doubt in anybody’s mind who will try and
remove that provision from the committee print next Wednesday.
It will be Senator D’Amato from New York. He will not enjoy
having that provision in. That is happening in many regions
around the country.

Let me ask you a question. We have talked of usury and the dif-
ficulties of States, particularly, and businesses, banks, savings and
loans within those States because of the usury Ceﬂlng We have
consistently in the Senate passed usury override bills.

Consistently, the House of Representatives due to Congressman
Annunzio, wouldn’t even allow us to exempt business and agricul-
tural credit. This is hardly the normal type of daily credit with un-
sophisticated individuals. These are people that have lines of
credit, borrow all of the time. We have not been able to do that.

Once again, I would expect that we would pass a usury override,
at least on business and agricultural credit. But as a State regula-
tor, I don't know what difficulty you have with that. I have always
had difficulty with Federal preemption of State laws because of
States rights.

Therefore, in all of the provisions since I have been here, I have
always insisted on—a 3-year period for a time for the State legisla-
tures to say we don’t agree with that. Do you think that’s a reason-
able attempt at solving this problem? To say, yes, we are going to
preempt State usury but if an individual State decides they don't
want to be preempted they have a 3-year period of time to tell the
Federal Government we disagree? Or do you think we should just
override and tell the States that’s the way it's going to be?

Dr. SEGeR. Let me just begin by saying that we did have a terri-
ble time with the usury problem in Michigan in 1981 and 1982, be-
cause of the record high-market rates of interest and the fact that
the dereg act had gone through in 1980 and just about that time, of
course, is when interest rates took off.

The usury problem has to be dealt with. Certainly my philosophi-
cal preference, both as an observer of Government and as a State
regulator, is to think that States can deal with their own problems.
I'd like to feel that.

In the State of Michigan, though, quite candidly we couldn’t deal
with it, and you heard the brick-a-bats thrown at me in the last
couple of days because I did try to deal with it there and to do
what was right, what was economically justified, and what was in-
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telligent. As a consequence, you get a reputation for being on the
gide of the lenders or being anticonsumer.

The CHAIRMAN. Let me say at this point, 2 years ago to 3 years
ago, we had both Senators from Arkansas—Senators Pryor and
Bumpers—who would surely have the reputation of being procon-
sumer, literally bending this committee’s ear every day to see what
we could do about a Federal preemption because Arkansas had a
10-percent constitutional provision.

Dr. SEGER. I remember that.

The CHAIRMAN. It was not just a law, but in their State constitu-
tion. It was causing great difficulty among the markets and I doubt
very much that anybody called Senators Pryor and Bumpers anti-
consumer because of their attempt to do something about that 10-
percent usury rate in the constitution of Arkansas.

Dr. SEGer. Michigan’s wasn’t quite that simple. It wasn’t just one
number, and also it wasn’t in the constitution. The combination of
these various limits was very restrictive and at that time was caus-
ing a very severe problem for many, many different types of lend-
ers and, again, it was tied to the issue of safety and soundness in
dealing with the problems of the financial institutions at that time.

In terms, though, of how you deal with it if the State refuses to
or if the various interest groups that control the State legislature
will not allow it to be taken care of, then I think ultimately the
Federal Government has to get involved, whether I like it philo-
sophically or not. The Federal Government got involved, deregulat-
ing on the liability side; they popped off the regulation Q ceilings,
which I certainly endorsed and still do endorse. Maybe we should have
made a States rights issue out of the regulation Q removal; I don’t
know. But we didn’t, and now I think that you cannot just leave
certain States there to die or suffer when they cannot deal with
this problem themselves.

In terms of the specifics, I suppose the mildest solution would be
to preempt them. By the way, just dealing with agriculture and
commercial loans is not enough. The big rub there was in the con-
sumer area. I would say, if you are going to go at it at the Federal
level, it has to be broad based and across the board.

A preemption, as a first step, a preemption with the understand-
ing that the States can override in a certain period—I know you
say you prefer 3 years and that’s fine with me—that would prob-
ably be the mildest solution.

If one felt that the problem was absolutely out of control, abso-
lutely impossible to handle at the State level, then I think I would
say you've got to play hard ball or be Mr. Mean and just say you
were forever and ever overriding this.

The CHAIRMAN. The reason for picking 3 years is simply some
legislatures don't meet every year.

Dr. SEGER. Right.

The CHAlRMAN. And that’s probably very good for their State,
those who are fortunate enough not to have an annual legislature.

But in any event, that is the reason that we did that. Thank you.
Senator Sasser.

Senator Sasser. Thank you very much, Mr. Chairman.
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TREATMENT OF BALANCE SHEETS ON FOREIGN LOANS

Dr. Seger, you testified yesterday and I think very rightly that
banks with loans to developing nations should be encouraged to re-
write those loans at fixed and realistic interest rates. Now, how
then should the banks be encouraged or required to treat such
loans on their balance sheets, in your judgment? Should banks be
allowed to keep such loans on their books at face value, or do you
believe the banks should be increasing their reserves against such
loans so that eventually they would be able to write off a certain
fraction of their book value?

Dr. SEGER. Commercial banks, whether as to foreign loans or do-
mestic loans or any other kind of loans, do work with their regula-
tors, specifically the examiners who are in these various banks to
evaluate the quality of their whole loan portfolio. When that is
done, an evaluation is made supposedly of the quality of each one
of these and that involves assigning a probability of ultimate payoff
of each of these obligations. Again, as luck would have it, it's a
very complicated world out there, and there can be differences of
opinion even between individual examiners about which ones
should be written off or which ones should be written off let’s say a
half, or by a third, or a fourth.

If it’s a bank that employs a Big Eight accounting firm or an-
other independent CPA firm, you also get involved in this business
of looking at the quality of assets or loan quality; they too try to
make an assessment of the odds of repayment.

To get your specific question about the foreign loans, they are
looked at the same way, and the issue is: Will these eventually be
paid off? I think you have to be more than an economist to answer
that question; probably a pyschiatrist, a political scientist, and so
on. But I do think certainly we have to look at or make a strong
effort to determine the quality of these and to make sure that the
banks do have adequate reserves for future losses, to accommodate
whatever does come up.

I don’t think, sir, that we have to say, “Well there is a problem
with Third World debt and therefore we better take the whole pot
and say it will never be paid off.” I think that's probably the outside
extreme; somewhere between that point and assuming that every
nickel will be paid back is appropriate.

Senator Sasser. Well, we agree, of course, that there are some
uncertainties as to whether or not these loans will be paid and it
may very well vary from country to country, from indebtedness to
indebtedness and will be determined, I suspect to some extent, by
the political views of those who are in power in the particular
countries, and also will be determined in very large measure by
economic conditions in those countries and by the world economic
situation.

And these are matters of considerable uncertainty at the present
time.

My question is: Should banks be allowed to keep such loans on
their books at face value or should they start writing some of them
down now?

Dr. SeGeR. The first step in doing this is what I was referring to,
sir, where the banks, with the help of the regulators, examiners

36-314 0 - 84 - 15
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and as I said their CPA firms, go through loan by loan and try to
get a value on them. Then they do, in fact, come up with a number,
and then they try to make provision for future loan losses that’s
adequate to cover those.

It’s a matter of saying what are the odds of repayment? If it's so
far gone or the debtor has just said, “I'm sorry I just declared
bankruptcy,” it’s clear cut that obviously this will not be paid back,
that would be written off promptly, as a loan loss. But there is a
sequence involved to get this done, and banks should do it, and I
think, in fact, they are doing it.

Probably the only debate among people is whether the dollar
amount is the right amount.

Senator Sasser. Well, these loans should be reserved against, if
the risk of nonpayment is high. We don’t have any disagreement
there, I assume.

Dr. SeGer. No, we don't.

Senator Sasser. So it might be well, judging from what you said
here, for the banks to start moving in the direction of raising re-
serves against these loans, in anticipation that there would be
some nonpayment or a substantial nonpayment or just nonpay-
ment. This is something that should be anticipated, and as I judge
from your testimony here, you are of the opinion the banks should
move forward and start reserving against these anticipated non-
payments, or at least the threat of nonpayment?

Dr. SEGER. Yes, I do favor that. In fact, the 1983 statistics show
that the banks that are the major lenders of this type of money
have, in fact, made a big move toward increasing their reserves al-
ready.

Ngw that doesn’t say that more increases are not in order. But
they started to address this problem back in 1983.

Senator Sasser. Yesterday you testified that you opposed several
portions of the bills that have been put forward in the Senate by
our colleague here on the Senate Banking Committee, Senator
Mattingly, and also Senator Jepsen, who is not a member of this
committee, and bills put forward in the House by Representatives
Kemp and Lott.

INDEPENDENCE OF THE FED

You stated, as I understand it, that you do not favor placing
either the Treasury Secretary or the Chairman of the Council of
Economic Advisers on the Federal Reserve Board. And earlier in
your testimony, you indicated that you oppose changing the provi-
sions which would hold release of the Federal Open Market Com-
mittee decisions until after subsequent meetings. And you also said
that you oppose either the gold standard or its equivalent, the com-
modity price vent.

Now what about one other provision of the bill which we haven't
mentioned so far, and that is one to shorten the terms of the Feder-
al Reserve Board members from 14 to 7 years, and give the Presi-
dent the power to appoint a majority of the Board in his or her
first term of office?

Would you favor or oppose such a change as that, Dr. Seger?
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Dr. SEGEeR. I know you didn’t hear this discussion, but yesterda
we discussed at lengtz the whole issue of independence oiy the Fed,
and I think I said in every way I could that I certainly support the
idea of keeping it independent. The initial reason that the Federal
Reserve Act put these terms in at 14 years was tied to the inde-
pendence issue and the feeling that 14 years is long enough to
really remove these people from the immediate political scene.
Whether or not those terms can be shortened somewhat and still
keep the Fed independent, probably they could. I think Senator
Garn said that the average time that a Governor actually serves is
closer to 4 or 5 years—which I believe was your statistic—rather
than 14, even tﬁough, technically, you are named to a l4-year
term. There is a lot of turnover; I think he said that G. William
Miller was in and out in 15 months. There have also been some
who have served the full 14 years.

Senator Sasser. What is your feeling about it? Should it be short-
ened to allow the President to appoint a majority of the Board
during the first term of office, or do you feel it ought to retain the
terms at 14 years as they presently are?

Dr. SeGeRr. I think the 14-year system has worked pretty well, be-
cause, as I thought I suggested, even though terms are fixed at 14
years, the Presidents do, in fact, have more opportunities to influ-
ence it because of the turnover and the fact that, because of death,
more attractive opportunities, ill health, or whatever, ple do
serve less than their full 14 years. In the late 1970’s, fel?ecall a
number of replacements being made, as terms were not, in fact,
ending, but rather, appointments were made to replace a person
who had chosen to leave.

Senator Sasser. So if you follow that line of logic, then I assume
that you think it’s well that people do not stay in this office for a
full term of 14 years; it’s probably a good thing then that some get
better economic opportunities, or have ill health, or perhaps even
expire before their 14-year term is up. And do I gather from that
that you think it might be well if the term were shortened?

Dr. SegeRr. First of all, I didn't say it was good that anyone ex-
pired or had ill health at all. I was just mentioning the facts as I
understand them, that people do come and go far more often than
a 14-year term suggests. Because they come and go more often, I
think that, in effect, we have given each President more of an op-
portunity to have some input to the composition of the Federal Re-
serﬁe Board and, therefore, that the present system is working
well.

Senator Sasser. So I take it then you think it’s well that Presi-
dents do have more input into appointments on the Federal Re-
serve Board than just having to wait until a 14-year term is up?
That’s the whole thrust of the legislation that's been encouraged
and introduced over here—the feeling that 14 years, on the part of
some Senators and some Congressmen, including my colleague,
Senator Mattingly, of this committee and Congressman Kemp on
the House side, that 14 years is too long, that it ought to be short-
ened, and that the Federal Reserve Board ought to be responsive,
at least to some extent—not subservient, but responsive to some
extent—to the elected political leadership of the country, hopefully,
80 we don't get into situations as we have had in recent years,
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where you have fiscal policy running in one direction and mone-
tary policy running in another. Although perhaps that was helpful
this time—I don’t know—but on the other hand, if you think no
change in the law is needed, just tell us that. It would be helpful to
know your views on this matter.

Dr. SeEGer. That's what I said; I think the present system is
working well.

Senator Sasser. So then the bottom line is that you would stick
with the present system and you would not want the term short-
ened from 14 to 7 years? That’s the answer to the question; isn't it?

Dr. SEceR. That is my view right at this moment; yes, sir.

Senator Sasser. Right. I might say, Dr. Seger—-and I share this
with the chairman—we had a gentleman running for office down
in my State years and years ago, who wanted very badly to get
elected, and he made a fiery speech to a group, and when he got
through—he was sort of a rural man—and he said, “Ladies and
gentlemen,” he says, “Them’s my convictions, and if you don’t like
them, I'll change them.” [Laughter.]

So thank you, Dr. Seger.

The CHAIRMAN. Thank you.

Before I turn to Senator Riegle, it's just interesting, Senator
Sasser was asking you about the ability of the President to appoint
a majority during his first term in office. I was just checking, inter-
estingly enough, under President Carter’s term of office, even
though he was only there 4 years, and there is a 14-year term, he
appointed six people to the Federal Reserve Board. I realize that
that is unusual. I'd expect that going back to other Presidents, who
did not have similar opportunities, the natural turnover, regardless
of 14 years, produced six out of seven that he had an opportunity
to appoint during that particular period of time.

So it is a little misleading to say six out of seven, because a
couple of them were reappointments. However, the fact that he
had the opportunity to change them, is the point, if he desired to.
They were at the end of their terms, and the opportunity arose. He
didn’t appoint six new ones out of seven during that period of time,
but had the opportunity to do so, if he had chosen. President
Reagan, of course, could have changed Chairman Volcker, and de-
cided not to.

Senator Riegle.

Senator RiEGLE. Thank you, Mr. Chairman.

This mornmg the progressive Conservative candidate for the
Prime Minister’s poeutmn in Canada, Brian Muldroon——

The CHAIRMAN. What is a progressive Conservative?

Senator RIEGLE. Sort of like you, Mr. Chairman.

The CHAIRMAN. I always wondered what I was.

Senator RieGLE. The Liberal Party is the alternative party. I
don’t know if they're called conservative liberals, or what, but
anyway the pr ive Conservative candidate, Brian Muldroon,
and a personal friend of mine of longstanding, was in town today
and met with the President and today was on Capitol Hill, and so
we had an opportunity for him to meet with some of our col-
leagues, including Senators Sasser and Byrd. In any event, that
prevented me from coming earlier. I just wanted the witness to un-
derstand why I was not here at 10 to get started.
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There are several things I'd like to get into today.

First of all, before I arrived, you were talking about financial de-
regulation legislation as it would relate to some additional powers
for banks.

Dr. SEGER. Yes, sir.

VIEWS OF BANKS GETTING INTO SECURITIES

Senator RiEGLE. What is your view in banks getting into the se-
curities business more fully than they presently are? How about
the security powers, as such?

Dr. SeGer. The ones I ticked off as supporting were: First, to
allow banks to extend what they can presently do, which is under-
write general obligations, to include municipal revenue bonds, be-
cause | felt that was closely tied, in terms of the expertise required,
to what they now do.

The second was to allow them the power to underwrite commer-
cial paper. Again, I feel that is quite closely related to many of the
investment powers banks have had for a long time and seem to
have handled rather well.

The third was to give banks the authority or the power to
manage, distribute money market mutual funds; again, 1 feel that
is very close to activities they already have.

Furthermore, on an equity basis, money market funds are very
close substitutes for money market deposit accounts. These are
very great competitive items, and if the money market fund man-
agers can now offer something that is a bank-type activity or serv-
ice, then I think it’s only fair that the banks be able to get into
some of the things that the funds are doing.

The other power is discount brokerage, which many banks are al-
ready doing, on an agency basis. Those are the powers, sir.

Senator RIeGLE. Now, Donald Regan testified on that point and
also supported the idea of broadening the security powers to get
into revenue bonds. I asked him the question at that time whether
he saw that as sort of the end of the expansion of powers into the
securities area or the beginning? In other words, was this opening
a door to something that would lead to the direct underwriting of
corporate securities, for example. And he was quite frank to say,
yes, it was a door opener and he saw this coming in stages but basi-
cally the banks were to move much more fully in the securities
business.

The CHAIRMAN. That probably depends on whether he’s back in
the securities business when we get to that.

Senator RiecLE. That may well be right.

Would you agree with him on that or would you draw the line
after revenue bonds and the ones you have mentioned and say
banks ought not to go on then in later steps into directly?

Dr. Secer. Was he saying what should be done or what he
thought would be done—I just wonder what question I should
answer?

Senator RiecLE. He has indicated what he thought should occur.
In other words, what he envisioned down the road if he could wave
a wand and make it happen.
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And the reason that I think that’s important is that if you talk
about obligation bonds and revenue bonds as a package and that’s
the full extent of the discussion, that's one issue. If you view it as
sort of a train station on the road toward eventual full-blown bank-
ing activity in the securities business then it takes on quite a dif-
ferent implication if you go to revenue bonds now.

And so he was saying that that is what he envisions and what he
would see as an appropriate set of steps here—to see the banks
fully into the securities business. Would you share that view?

Dr. SEGeR. 1 am fairly conservative about making wild changes
rapidly. My preference would be to sort of ladle these things out
little by little. You give them one new power, a couple of new
powers, and see what happens. How do they handle it? Does it get
them into deep trouble or are they managing themselves well and
keeping their house in order, getting the right kinds of expertise as
they do this.

You see how that goes and then you can consider extending it
further. That’s the way that I would prefer to play it. Now maybe
at the end of 20 years—I'm not that good a forecaster that I can
look out that far—maybe at that time one could say, “Hey, they
have handled this all so well that now they deserve to be full-
fledged investment bankers.” That might happen. I'm not going to
gsit here today and say I recommend that in 3, or 4, or 5 years that
they have the whole package, but rather that it should be looked at
step by step by step.

Senator RiEGLE. How about mortgage backed securities? What
would be your view on that?

Dr. SEGER. I'm sorry I didn’t mention that. I think that also is
very closely related to some of the activities that the banks already
do and that that would——

Se;‘zator RIEGLE. So that’s something you think could be done
now?

Dr. SEGER. Yes. Right.

Senator RieGLE. I want to come back to banks later because I
want to really get your thinking.

The CHAIRMAN. Senator Riegle, before you get on another sub-
ject, I've got a longstanding appointment at 11 o’clock and with all
of these additional hearings, I didn’t expect to hold I have been
changing my schedule all week. The one I have at 11 is one that I
simply cannot cancel, so if you and Senator Sasser would please go
on with your questions, Senator Gorton will be here at 11 to chair.
I apologize for having to leave for an hour, but it's one that I just
am not able to change, so please continue.

Senator RIEGLE. Very good.

The CHAIRMAN. 1 will be back.

Senator RIEGLE. Let me ask for the record, the questions that
Senator Cranston will want to submit to you to have you respond
to in writing. We'll give you at the end of the hearing to supply for
the record.

[Response to written questions of Senator Cranston follow:]
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Questions fram Senator Alan Cranston

Independence of Federal Reserve Governors

Do you believe that the Semate should confirm any appointee to the Federal
Reserve Board who is not entirely free of suspicion as to his or her inde-
pendence of Jjudgment? Do you believe that the Senate should confirm any
appointee to the Federal Reserve who is not entirely free of the taint of
association with what may be the partisan political objectives of the Admin-

istration?

The Federal Reserve Act, as passed by Congress in 1913, made it the respon-
sibility of the President to appoint individuals to serve as members of the
Board of Governors and most Governors I have met have been members of the
same party as the President appointing them. Example, Nancy Teeters, a
Democrat, appointed by Jimmy Carter. Your question seems to suggest that
some of the present Governors can not be independent since they had partisan
ties. I believe the Senate should confirm nominees based on their experi-

ence and qualifications for doing the job.

Do you pledge to repudiate any effort that may be made by the Executive
Branch or its agents to solicit your support for anv particular position on
a monetary policy question, other than through regular channels of consulta-
tion between the Federal Reserve and the Executive Branch? Do you pledge
that under no circumstances will you accept secret instruction fram the

Administration on a matter before the Federal Reserve?
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Yes, yes.

Do you pledge to report to this Committee any comminication you may receive
from the Executive Branch or its agents soliciting or urging that you take
any given position on monetary policy for a partisan political purpose?

Yes, from this Administration or a future one, Demncrat or Republican.

Does your support of everything President Reagan is doing extend to his
views on monetary policy?

I have not discussed monetary policy with the President. His publicly an—
nounced program (1981) called for a moderating and evening out of monetary
growth to bring inflation under control and I support that position.

Have you made or been asked to make any pledge, promise, commitment, or to
give any assurance to Mr. McNamar, Secretary Regan, Vice Chairman Martin or
anyone else that you will support the President on matters before the Fed-

eral Reserve Board?

Will you regard yourself as a member of the President's team on the Federal

Peserve Board?
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The Board does not have "teams"—they are individuals doing the best they

can to act in a nonpartisan way to serve the whole country.

Will you seek the opinion of the Administration on major monetary policy

questions before making up your own mind?

No. I will not.

Beliefs on Econamic Issues

You testified yesterdav that the Federal Reserve had, in your view, no
choice but to follow the policy it did follow in 1981 and 1982 of very tight
money and high interest rates, leading to high unemployment. At the time,
however, the Treasury Department frequently criticized the Federal Reserve,
for allowing what Secretary Regan said was too much "volatility” in the
growth rate of the monev supply. In your view, generally speaking and based
on your knowledge of the situation at the time, does such a criticism have
any merit? If the criticiam does have merit, what measures would you take
to reduce the volatility of monetary growth? In 1982, the Democratic Mem—
bers of the Joint Econamic Cormittee came to the opposite conclusion. They
wrote: "We disagree with the view that very short-run volatility of money
growth significantly damaged the econamy in 1981. We urge that this criti-
cism of the Federal Reserve be dispensed with." Was the JPC wrong on this
point? why?



228

Yes. Improvements could be made by making more frequent, but moderate,
adjustments in monetary growth. This step, in turn, requires same improve—
ment in forecasting the path of the economy in the months and quarters
ahead.

I don't know what the JBEC Democrats meant by "very short-run volatility.”™

If they mean wiggles that last a couple of weeks, then I agree with them.

Do you believe that it is desirable (or necessary) to maintain the present
value of the dollar in order to keep inflation from surging back? Fow much
of the decline in inflation since 1981 would you attribute to the effects of
lower energy prices and the dollar appreciation? (Estimates range up to
two—thirds of the disinflation that occurred.) Do you agree that continued
inflows of foreign capital to the U.S. are necessary to maintain the value
of the dollar--that is, if thev do not occur, then the dollar will fall?
Some econamists have estimated that the real interest rate differential—the
amount by which U.S. real interest rates exceed those overseas—must now
rise bv three percentage points, or the foreign capital inflows will cease.
What do you think of such estimates? If you believe that a contimued anti-
inflation policy is important, and you believe that the high value of the
dollar is an essential camponent of this strategy, and you believe that
capital inflows must be sustained to keep the dollar high, then do you be—
lieve that interest rates should be raised at the present time by encugh to
keep those inflows going?
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The high value of the dollar has assisted in bringing down inflation, but I
do not believe that artificially maintaining the value of the dollar should
be a major inflation fighting tool. As I mentioned in my oral testimony,
fiscal and monetary policies should be our primary weapons.

It is impossible to measure precisely the portion of the inflation decline
since 1981 attributable to lower energy prices and appreciation. T would
say a "significant™ contribution was made--a rough estimate of 25 to 30
percent.

A net capital inflow will result if and when a country runs a current A/C
deficit—and the U.S. is, of course, running such a deficit. It is quite
right that the exchange rate path will be influenced hytheway in which
this deficit is financed.

This is a difficult question, since it involves camplex relationshipe. For
starters, a "real interest rate® concept involves controversy—economists
define it in mumerous ways. My preference is to use a "prospective” view of
inflation. But even if one were to use a retrospective view, the actual
data on real interest rates are diverse. Alsc, the mmbers are very wvola-
tile. Most recently, differentials between U.S. and major trading partners
range fram one in favor of a foreign country, such as Canada, to a small
differential favoring the U.S., such as France and Germany, to an extreme
differential exceeding 6 percent in the case of Japan. Yet the capital
flows involving these countries are not what the differentials suggest.
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Moreover, in 1983, no country except Switzerland had a 3 percent differen—
tial, yet we had massive inflows of capital. The point is—the size of the
net capital inflows is determined by the size of our current A/C deficit.

You have testified that in your view today's high interest rates represent
in part expectations of higher future inflation. Was it not a prime cbjec—
tive of the Reagan Administration to develop a recovery which was not accom-
panied by expectations of higher inflation? what was wrong with the concep—
tion of the Reagan economic program that accounts for this failure to per-
suade the markets that inflation will remain low?

The Reagan Administration, when it came into office, announced that its
primary objective was to fight inflation. Given the fact that in the last
years of the Carter Administration finacial market participants thought it
was raging out of control, I believe this was the right goal to set. And
great progress has been made with inflation (as measured by the CPI) reduced
fram 13.3 percent in 1979 and 12.4 percent in 1980 to 3.8 percent in 1983,
Financial markets know of these good results, but participants are concerned
that the low rate will not continue into the future because of gquestions
about the willingness of Congress to pass the legislation necessary to
reduce the budget deficits significantly.

Some econcmists argue that today's high interest rates, both real and nomi-—
nal, have to do not with expectations of inflation but with expectations of

high rates of return on investment. What is your opinion of this hypothesis?
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After-tax rates of return on new business projects are now in the range of
15 percent in many cases. Therefore, to slow econamic growth in a deregu-
lated emnviromment, after-tax returns on bonds mist rise above this level,
If you believe that monetary policy should be tightening, then are you in
favor of having interest rates rise by enough to bring the after-tax return
on bonds above this level?

I disagree—it is cut of touch with the realities of decisionmaking.

In yesterday's Wall Street Journal, Maury Harris, Vice President, and Econo-
mist at Paine Webber, said that the real GNP growth rate for this quarter is
"absolutely critical™ for determining the interest rates on the huge amount
of goverrment borrowing in the next few weeks. Specifically, he contended
that "if inflation-adjusted QP for the current quarter is between 3% and
4%, bond yields won't change much fram their current levels. But GNP growth
at more than a 4% clip would increase the chances of the Federal Reserve
tightening its credit hold and frightening investors away fram the Treasury

auctions.®

The Commerce Department reports real growth at a 5.7 percent rate this
quarter. As a Federal Reserve CGovernor, would this news incline you toward
a tighter credit policy? Or, do you believe that the Federal Reserve should
adjust policy to accommodate the Treasury borrowing calendar?
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I have stated-—and believe—that the Pederal Reserve should base its deci-
sions on a thorough analysis of econamic developments and not on the release
of any single statistic.

If taxes have to be raised, how would you favor doing it? What are your
views on the Bradley-Gephardt Fair Tax proposal? On the Value-Added Tax?

(n a Flat Tax? On a Consumption Tax?

If taxes are to be raised, I prefer base broadening efforts to boosting tax
rates. I feel that our present income tax system should be simplified and
the base broadened. Also, it is important to give the citizens the message
that the system would be made more "fair." Pinally, changes should provide

more incentives to work, invest, and save.

There are various ways to "reform" the system and each way has its pluses,

minuses, supporters, and detractors.

The flat tax—and its variations such as Bradley-Gephardt—is appealing
for simplicity and base widening.

Value-added would improve compliance, but I'm concerned about the
paperwork andd red tape requirements for small business. Also, I am
concerned about possible inflation effects.

s
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Depending on the details of a consumption tax, it could be inflationary and
unfair to very low income people.

Yesterday you expressed support for the Reagan 1981 tax cuts. PBut even
pDavid Stockman has admitted that the Administration's original goal of
balancing federal outlays and revenues at less than 20 percent of @GP is
simply not econamically or politically realistic. Wwhat is your view on the

appropriate level of federal revenues as a percentage of GNP?

I believe that the size of the federal government should be curtailed by
placing an absolute ceiling of 20 percent on spending as a share of GNP.
Then, by curbing our big spending appetite, we can balance the budget by a
maximen tax bite of 20 percent., After all, in 1965, outlays were 18 percent
of GP, and we did quite nicely.

Yesterday you told Senator Cranston that interest rates are "about right"
now., But, real interest rates (adjusted for inflation) are at record
levels. Are levels of real interest appropriate in your judgment? On the
basis of what criteria can you say that real interest rates are at
appropriate levels, when they have virtually never in history been this high
before?

I was talking about market rates of interest in response to Senator Cranston
last week. If one believes (as I do) that market forces determine rates,

then one can say that prevailing rates are "about right.®™ As I've mentioned
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before, comments about real interest rates are a function of how one calcu-
lates them. Calculating as I do, they are not at record levels. Interest
rates-—in nominal and real terms--could be lower if market participants were

convinced that goverrnment was sincere in promising to fight inflation.

Stanley Fischer, Professor at MIT, has recently written: "It has long been
known that at some stage in a disinflation process initiated by a discrete
reduction in the growth rate of the money stock, the rate of inflation must
fall by more than the reduction in money growth.™ Do you agree with this
statement? Why would it be true? (The reason, according to Fischer, "is
that the demand for real balances in the new low inflation steady state will
be higher than in the high inflation equilibrium: the econcmy produces real
balances by causing the price level to grow more slowly than the nominal
money stock.") Do you understand what this proposition implies? (It
implies that, as inflation slows down, it will be necessary for the money
supply to grow quite rapidly at same point, so that people can have the
larger quantity of money they will wish to hold at permanently low rates of
inflation. This is an instance, in other words, of an increase in the money
supply which is not inflaticnary.)

Yes, it is true. The analysis is sound. There may be shifts in the
velocity behavior that will have to be accammodated.



Question:

Chairman Volcker has urged Congress to close the nonbank bank loophole and the
South Dakota loophole. He also favors additional bank powers for banks, but not
at the expense of no bill at all. By way of contrast, Comptroller of the Cur-
rency Conover has said he will recommend a veto of any bill that just closes
loopholes but provides no new powers, Who is right on this controversy, Volcker

or Conover?

Answer:

It is important to get a clear definition of "bank" through legislation and to
provide new powers. Because the Fed is responsible for regulating bank holding
companies, Mr. Volcker sees the new definition as the higher priority if Con—
gress will grant only cne. Nevertheless, he has stated publicly that he sup-
pOrts new powers.

Question:
Do you believe that a tax increase now, given the strength of the recovery, is
needed to reduce deficits?

Answer:
I prefer to emphasize expenditure reductions. If, however, sufficient expendi-
ture reductions cannot be achieved by the Congress, then I would support higher

taxes so that the cambined steps would cut the deficit.
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Question:
What spending reductions do you believe are most urgently needed? Military?
Health care? Social security? Welfare? Or other domestic programs?

Answer:

For openers, I would suggest you lock at the list provided by a leading Demo—
cratic businessman, Mr. J. Peter Grace. His proposals would cut over $400 bil-
lion from spending in 3 years. Secondly, I would examine all the "entitlement™
programs. Thirdly, I would remove all escalators from programs——civil service
pay, social security, etc. After all, if govermment is honest and sincere about
its commitment to curing inflation disease, then these escalators are not
needed.

Question:

In your judgment, in the past vear, has the econcmy been growing too fast?

Cuestion:

Would you prefer a slower rate of real econamic growth?



Answer :

Not in this quarter. Growth should slow during the remainder of 1984.

Question:

Is the econamy overheating?

(Question:
Is there a danger of the econamy overheating on the course we are on, given the

deficits we face?

Answer:

There is a danger of overheating as we reach capacity--probably next year.,

fuestion:

Is the danger large or small?

Answer :
The danger gets large next year if one assumes no policy changes. However, I
believe that steps will be taken to deal with the deficit problem before it

reaches crisis proportions.



Question:

If interest rates continue to rise, the savings and loan industry is going to
experience even more balance sheet difficulty. Do you think that the government
should step in and assist these financial institutions?

Answer:

I think the SsL industry today is in far better shape than it was in 1980.

Question:
Do you beliee that the federal govermment should support specialized lenders
for housing and continue to allocate funds for housing by special incentive?

Answer:

I believe that we should foster a financial regime that encourages hameownership
without unduly straining our financial system or without channeling the nation's
resources toward less than fully productive investments. We need to preserve
measures that enhance the abilitv of financial institutions to compete for funds
and to place them where appropriate demands for capital are most pressing. In
this process, our existing housing institutions serve an important function as
providers of funds for shelter, and in an era of deregulaticn, we should weigh

carefully the costs and benefits of adjusting this structure.



Question:

Do you believe that housing occupies too much of our capital markets financing?

Answer:

At times, yes.

Do you think that the Federal Reserve should have let Continental Illinois Bank

stion

.-

Do you think that Secretarv of the Treasury should sit on the Federal Reserve
Board as recamended by my bill 5.10?

Answer:



(Question:
Do you think that the President should have more direct comtrol or influence

over monetary policy? If yes, by what process or procedure?

Question:
What should be done about takeovers, and the vast amoumt of money they tie up?

Answer:

Takeovers are getting a lot of publicity these days because of the size and
nature of the parties to the mergers. Same of the combinations will prcbably
lead to more diversified bases of operation and perhaps economies of scale, but
others may be motivated by tax considerations or management enrichment and pro-
tection schemes, The SEC and various anti-trust agencies should be locking at

this situation.

Locking at the financial side of these deals, the facts show very large bank
loans being made to the acquiring firms. Although there may be some temporary
distortions in the flows of funds that result, they do not "tie up" money.
These represent merely transfers of existing financial assets. Because the
loans can influence financial statistics, such as growth of business loans and

money supply, the Fed must take these mergers into account in its policy moves.
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Question:
How should we handle the vast foreign loans that threaten the stability and
sovereignty of U.S. banks?

Answer:

I believe that the problem of dealing with foreign loans is a big and complex
oane. We want to correct the problem over time. There is no glocbal solution.
Based on experience of the past, we need to stretch out the maturities—this is
similar to corporate workouts at commercial banks.

We need to involve all the various parties.

The debtor nations need to restore their earning capacity and get their finan-
cial houses in order—balance budgets, control inflation, etc.

The creditor nations and banks need to be patient and cooperative. They need to
keep pressure on for a solution, but realize that it will take years *to
accamplish. The banks have to be willing to extend modest amounts of new credit
while workouts are in process. The lenders must carry reasonable reserves for
loan losses and be conservative in booking income fram these loans.

The IMF has to remain involved to see that appropriate econamic stabilization

policies are followed in each debtor country.
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And finally, the Fed can stay involved as a coordinator and an agency that
pushes to keep all the parties with a direct interest working toward a solution.
And, by helping to keep the U.S. econamy on a healthy noninflationary growth
track, world econamic growth will be supported, and this will help all the

various groups.

stion:
why should the Fed's budget for salaries and expenses be separate from the Con—

gressional appropriations process?

Answer:
The Fed should not be subject to the Congressional appropriations process be—
cause of the "independence" issue. Experience has shown that control of any

group's budget brings with it the potential for control of that group's

activities.
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The CaAirMAN. I will broaden that request. There are other Sen-
ators who I believe wish to ask questions for the record and so we
may have some written questions from various Senators that we
would like you to respond to in writing as rapidly as you can.

Dr. SEGER. Are you saying I'll get those today?

Senator RIEGLE. Very shortly you will get them. In a matter of a
very short period of time. It is under normal custom. I mean ques-
tions that either we don’t have the time or way to develop are nor-
mally submitted to the witnesses in writing.

The CHAIRMAN. As a matter of fact, since you have been here too
extensively, your written questions will probably be much less. If
you have a short hearing then you get a lot more written ques-
tions. So on balance it ends up about the same.

Dr. Secer. All right. I was wondering if I would have the week-
end to work on them, because today is Friday.

The CHAIRMAN. Nobody will be here to receive them on Sunday,
I guarantee you.

No additional written questions were submitted for the record.]

nator RIEGLE. I don’t know if you have had an opportunity

today to look at the Wall Street Journal?

Dr. SeGer. I went to the airport at 6:15 this morning and came
right here. I'm sorry, I haven’t seen the papers.

Senator RieGLE. I have the problem in the mornings too. By the
time the plane leaves, the newspapers aren’t available yet.

On the front of “What’s News”’ section here, under the “Business
and Finance,” the lead item reads as follows—I'll just read it to
you and then I'd like you to react to it. It says:

The money supply rose up at $3 billion, increasing speculation that the Fed soon
will tighten its credit grip in an attempt to slow economic expansion and keep a lid

on inflation. The increase pushed the M1 level above the Feds target range for the
first time since late February.

And I'm wondering, in light of that—which by the way The Wall
Street Journal sees as a lead item. That’s No. 1 in the column.
There’s much longer, elaborate information inside.

What do you think ought to be done in light of that piece of news
today? What is your reaction to this?

WEEKLY M1 STATISTICS

Dr. SEGeR. I can’t remember whether it was yesterday or the day
before—I've been here so long—but one day this week I was asked
my views on the weekly release of the M1 statistics and as I recall,
the point I made—and certainly my feeling is—that the M1 statis-
tics, particularly the weekly ones, are way overemphasized.

In fact, the Fed prints right on the release itselff—maybe The
Wall Street Journal doesn’t pick it up in their various writeups—
that there should not be that much emphasis placed on any single
week’s number, whether it’s up or down or sideways, whether it's
in the band or out of the band or in the middle of the band. I think
that that’s the big point to make first: a single week’s move in M1
is not that relevant nor that significant and, as I said, the Fed’s
own releases refer to the same thing.
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Senator RieGLE. Well, 'm going to take you down to a tighter
focus on this because I want to integrate this into everything else
that’s happening and get an opinion from you.

The articles which follows on from that front page lead news
story from the summary that I read to you goes on to say “the big
ipcrease—” sort of generically accepted to be a big increase, $3 bil-
ion——

Intensified speculation that the Fed soon will tighten its credit clamp in an effort
to slow the pace of the economic expansion and keep inflation under control. Some
economists contend that the Fed alre may be in the process of tightening credit
conditions. Bond prices, which tumbled Wednesday, fell again yeste in response

to this, so the financial markets are sort of rendering a judgment that coincides
with what is being reported here.

And down into the piece—I won’t read the whole thing—it says:

“A tightening move by the Fed is likely if it isn’t in lE:laz:e already,” said Elliott
Platt, senior vice president and economist at Donaldson, Lufkin & Jenrette, Inc. The
economies biggest growth coupled with rapid money supply growth provide the
“necessary conditions for a Fed tightening.”

And here’s my question and I want to make sure you really un-
derstand it.

You, following the financial news, know what has been happen-
ing and we have been discussing it quite fully here. Now, we've got
this new piece of information here and my question is: Do you
think now that the Fed needs to do some tightening, doesn’'t need
{;)o ‘(?10 some tightening, or perhaps even could afford to loosen it a

it?

How do you net out the things you see in terms of what your
own opinion is and what you might be advocating if you were sit-
ting around the table now at the Fed meeting?

Dr. Seger. I have commented previously that I thought, over-
all, Fed policy at the moment was pretty much right.

In terms of the reaction to this new piece of information that
came out, I believe yesterday afternoon, I don’t believe the Fed does
pay that much attention to a number for a week, and I don’t think
that they should pay that much attention to it, and I wouldn't if I
were a member of the Federal Reserve Board at the moment. At
any time you look at more than f'ust the money supply numbers.
But even within the money supply numbers you want to look at
more than just a week’s change.

Senator RieGLE. So, if you took everything and put it together—
the latest week’s change and all the rest of the things that you in-
dicated, I take it you don’t feel that there is need for further tight-
ening at this point?

Dr. SeGer. No, that’s what I said. In my judgment I think the
Fed policy is just about right.

Senator RieGLE. But your answering a different question than
I'm asking. I'm asking you on the margin, looking ahead from
where we are today do you think there’s a need for any tightening
at this point? .

Dr. SeGer. I don’t think that this statistic yesterday justifies a
move at all, if what they are doing now is about right—I'm taking
those two points together.

Senator RIEGLE. So in other words, if you are sitting around the
Fed table and a discussion was going on right now, and the consid-
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eration was whether to tighten or not, based on what you have just
said, your vote at the moment would be not to tighten it.

That things you think are probably where they ought to be right
now, and there isn’t really justification for further tightening. Is
that a fair summary?

Dr. SEGer. Yes, sir. Something might happen next Wednesday,
obviously, that would change the whole ball game. Based on what I
would know at this moment, 11 o’clock——

Senator RiEGLE. No; I understand. That’s a fair answer, and I ap-
preciate your giving it, because that's what I'm trying to get at. It’s
a sense of how you see things and what your policy judgments on
the margin would be right now, and I think that’s what other
people are interested in as well. I think the public has some inter-
est in that in trying to get to know you and get to know what your
views might be.

Dr. SeGer. I think the important thing is to understand that I'm
not, trigger happy. In other words, you don’t just go wildly reacting
either way to every little bit of information. I think, absolutely, it's
very important to pay attention to all these numbers as they're re-
leased, but I don’t think any one should trigger some wild response.

Senator RiEGLE. Now we have talked before about inflation and
where inflation is, where it might be heading, and I don’t want to
rehash all of that. I just want to get a summary from you now as to
what your own sense of inflationary expectations is, as you look
forward from today.

Are you considering that we may be about to have a surge of in-
flationary pressure, or do you feel pretty confident that inflation is
both under control and is likely to stay under control as far out as
you can see here?

INFLATION UNDER CONTROL

Dr. SeGer. In terms of where we are right today, I think infla-
tion is rather well under control. Inflationary expectations, though,
particularly in the financial community, which I think you and I
have agreed upon before, are something else again; they're looking
ahead. They're not looking at 1984 as much as they're looking out
past 1984 and beyond. As we indicated, this is tied, I believe, basi-
cally, to their concern over the deficit.

I'm always very concerned about inflation, but why I'm not doing
loops around the walls is that I really believe what I hear said
around this room; that everyone is agreeing that the deficit is a big
problem. And I really believe you people when you say that it will
be taken care of. I don’t know exactly what manner or on what
day, but I really take you at your word, and so——

Senator RiegLe. We can’t do it alone, you know. We also dis-
cussed the fact, I think that's a consensus here, that there are two
big holdouts on this issue—deficits as they related to interest rates
triggering inflation. The President and Donald Regan are sort of on
the other side of that argument. That goes back to the fight that’s
been going on within the administration, with Feldstein saying it is
a problem and the President and Donald Regan arguing very force-
fully in public that they are not convinced of that.
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Dr. SEGEr. I was talking about the decifit and the inflation ex-
pectations. I really think that it will be dealt with.

Senator RIEGLE. Yes, but what I'm saying to you is, don’t assume
that, because we can’t do it unilaterally here.

Dr. SeGer. Congress can pass the bill.

Senator RieGLE. No, not in opposition—direct opposition to this
administration. I wish we could. We have demonstrated we don’t
have the capacity to do that. We tried a bigger deficit reduction
package the other day in the Senate, and it lost on a tie vote, 49 to
49. There were six Republicans who came over and voted with us,
because they hold the view that we need to take the deficit down
further, but we were one vote short, so we failed on a tie vote. But
today in this town—and it's important to understand it—this Presi-
dent is a very strong figure, and as a result, if he has one view and
holds strongly to that view, Congress has not shown that it has the
strength to overpower that.

So we're sort of stymied, and we’re just drifting along, and you're
not seeing any significant deficit reduction. There's a big question
as to whether we will have any. I mean, we are trying, but it’s in
relatively modest amounts. So don’t fool yourself about the nature
of the debate that’s going on or how this is likely to come out, be-
cause if you're working on the assumption that all of this is going
to be taken care of because there is going to be a great big terrific
deficit reduction in the package materialize out of somewhere
sometime soon, I don’t see that, and the financial markets don't see
it, frankly.

I mean, if they did, I think interest rates would be a lot lower,
because they would not have this apprehension about the future.

So what you are saying is, you have confidence it will be solved,
and you are not concerned about inflationary expectations being
lowered; is that right?

Dr. SEGER. In terms of the future course of inflation, I think the
deficit is a very key matter, definitely. As I said, I was assuming
that Government would deal with it. Maybe not completely this
year, but at least, since everyone seems to be admitting it’s a prob-
lem, there would be a start on a solution. Therefore, in terms of my
long-range expectations for where inflation will go, the things I
look at, I could say, Well, at least the fiscal policy side or the defi-
cit side would be something that would be coming down the line as
a problem rather than up the line.

That may be a wrong assumption. Certainly, if you tell me flatly
the deficit will not be taken care of, then I'm going to jump right
on the same bandwagon with financial markets and say, Help.
We'd better really get our worry beads out and start to think about
a rapid run up in inflation, unless the Fed really gets tough.

Senator RiEGLE. So your view would be then, if we don’t get
major deficit reduction, which you're sort of counting on to
happen—if that doesn’t happen, then you think we could really
have an inflationary problem on our hands there?

Dr. SeEGER. In the future.

Senator RieGLE. When do you think it might hit us?
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DOUBLE-DIGIT INFLATION PROBLEM

Dr. SEGeR. These are the kind of events that develop over time. I
don’t think we go from a little over 4, where I think we are now,
up to 13 percent, which we had in 1979, in 12 months. But I think we
would have to be concerned about getting on that kind of path that
might take us up to double digit again. Certainly not, as I said, in 12
months, but over a period, I think that that would be a concern. I
think that’s what’s bugging the financial markets. Not that they’re
looking at today; but that they are always future oriented, and their
expectations are always based on looking out 1 year, or 2, or 5, or
whatever.

Senator RIEGLE. So you think, then, that, in the absence of major
decifit reduction accomplishments that inflation will start creeping
back up in the direction of double digits, so you are not predicting
it will get to double digits, say, within 1 year, but that we would be
seen.;g a buildup pressure in the absence of serious deficit reduc-
tion?

Dr. SEGeR. That’s what I'm saying. It may take 3 years; I don't
know the magic date on which this would happen. It's based on
some other things that might happen, too—things like what hap-

ns to oil prlces There are a lot of factors that enter in, as you
Eiow But I think it certainly would move inflation up on my
worry list if you were to tell me flat out to forget any sort of solu-
tion to the deficit problem. If it were that straight, my inflation
concerns would definitely escalate.

Senator RieGLE. I'm going to leave that for now, and I want to go
back to the discussion we have had a couple of times on the auto
industry, which is really the thing I want to make sure we get all
the way through, because I think the auto industry is not only vital
to our State, in obvious ways, but I think it continues to be very
important to the overall economy.

I guess my time is up.

Senator GORTON [presiding]. Senator Sasser.

Senator Sasser. Thank you, Mr. Chairman. Dr. Seger, you testi-
fied you felt the Fed policy was about correct now as regards mone-
tary policy.

You also testified, I believe yesterday or the day before, in re-
sponse to one of my questions, that you view recession as the only

available means of fighting inflation. Now let us suppose that you . .

are right in your expectation that inflation rates will rise as this
expansion continues. At what point, or at what level of inflation
would you consider the inflation problem serious enough, if you are
on the Board of Governors of the Federal Reserve Board, to war-
rant?tightening monetary policy, even at the risk of another reces-
sion?

Currently, inflation rates range, I think, 4 or 5 percent. At what
juncture would you say, Look, we're going to have to tighten the
monetary policy here to slow this inflation rate down? Six percent?
Eight percent? Ten percent?

Dr. SEGeER. May I just correct a premise in your question?

Senator SAsser. Yes.

Dr. Secer. I don’t believe I said that creating a recession was the
only way that the Fed could combat inflation. I think we were talk-
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ing about the last recession, and I indicated that with inflation
raging at 13 percent plus, in 1979 and 12 percent plus in 1980—
with that amount of inflation and the tremendous problems that
that was wreaking on the U.S. economy and in the financial mar-
kets, domestically and internationally—that the Fed had no choice
but to deal firmly with that problem.

Senator Sasser. And I went on to ask you, I said, “Dr. Seger, do
you know of any other way or any better way to combat inflation,
other than this creation of a recession and the attendant high un-
employment?”’

The line of questioning I was pursuing at that time was whether
or not you thought the unemployment and all of the problems at-
tendant to that were worth the cost.

And your response was that you didn’t know of any other way to
combat inflation. So I assume from that that you view recession as
the only available means of fighting inflation.

Now if you know of another way——

Dr. SEGer. We were talking about——

Senator Sasser. Let me finish. If you know of another way to
combat inflation and to want to amplify on your previous response,
I'd like to hear that also. ,

Dr. Secer. We were talking about the specifics, as I recall, of
dealing with that inflation of 1979-80 and the Fed’s tough action.
We had a recession in early 1980, and we had another one which I
discussed with you, that began the middle of—

Segenator Sasser. Let’s just go back to where we were initially, Dr.
er.

Do you know another way to fight inflation, other than tighten-
ing monetary policy and risking recession?

Dr. SEGer. We have been talking about it all along; that is, that
we've got two basic economic policies, tools. One is monetary policy
and the other is fiscal policy. And when fiscal policy was not in an
anti-inflation mode, then monetary policy, which was the one re-
maining tool available, apparently had to be used more toughly.

Senator Sasser. And 1 think you told us you supported this ex-
pansionary fiscal policy in 1981, because you supported the Kemp-
Roth tax cuts at that time and still do. So you were supporting
then an expansive fiscal policy, which leaves the only alternative, I
suppose to combating inflation, a restrictive monetary policy. And
this creates recession and unemployment. That’s what it's all
about. In an effort to combat inflation, you try to slow down and
muzzle the economy.

Now at what rate of inflation would you consider tightening
monetary policy, even at the risk of another recession?

FED USES WHOLE SPECTRUM OF ADJUSTMENT

Dr. Secer. I don’t know that the Fed has two settings on their
scale—stop and go. I think monetary policy covers a whole spec-
trum of adjustment. They just don’t sit with one setting and then
all of a sudden jump to another extreme, but rather they are
making continual, modest adjustments, and they are always look-
ing at the inflation result.
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They are always trying to assess the severity of the inflation
problem. They are doing it right now and I think that's appropri-
ate. I don’t think we should expect 90 degree turns or 120 degree
turns, where the Fed all of a sudden does a tremendous move and
says, ‘“Well, we're going to throw the economy into a recession.”

I think that what is hoped is that by making these gradual ad-
justments, always keeping in mind the importance of keeping infla-
tion under control, that in fact you can slow down the economy,
can deal with inflation, without throwing the economy into a reces-
sion.

Senator Sasser. Would you favor tightening monetary policy for
inflation before inflation accelerates past 5 percent?

Dr. SeGer. I don’t think there is a number at which you say,
“OK, now we'll fight inflation.”

Senator Sassgr. Say the number was 13 percent, as you said it
was in 1980, would you say at that point, well, this is not a time
when we ought to be concerned about inflation?

Dr. SEGER. Apparently I'm not getting through——

Senator Sassgr. No, you're not getting through, Dr. Seger, I'll
grant you that.

It seems to me a simple matter to just answer the question and,
say, give a range of a percentage of inflation at which you would
consider tightening monetary policy. It would be a simple matter to
me if I were sitting where you're sitting to say, well, Senator I
think we ought to consider tightening monetary policy at 6 percent
or in the range of 6-8 percent. That’s all I'm trying to ask you.
I'm not trying to trap you.

It appears to me that's a reasonable question for a Senator on
the Banking Committee concerned about the economy of this coun-
try and concerned about monetary policy as it emanates from the
Federal Reserve to. ask a nominee for that Board: At which point
do you become concerned about inflation? At what point do you
think there ought to be a tightening of monetary policy?

In fact, I think I'd be derelict in my duty if I didn’t ask you that
question and all I seek is an answer.

Dr. SEGeR. I think the Fed should be concerned about inflation
when it's anything above zero. I think the Fed is looking at infla-
tion all the time and, as I indicated earlier, one has degrees of
tightness and one has degrees of adjustment. But even the Hum-
phrey-Hawkins Act sets, as a long-range target, having no inflation
in this economy. The interim target was 3 percent for inflation and
that was in the Humphrey-Hawkins Act passed by the Congress
back in 1978, I believe.

Senator Sasser. Is this committee to be left with a view that you
have no notion as to when monetary policy should be tightened as
a result of accelerating inflation? You have no figure at which you
would start thinking about tightening monetary policy? That’s
what I'm hearing here now.

All I know is that you think the Fed is operating correctly now,
that things are about right with regard to monetary policy, that we
have a rate of inflation now of 4 or 5 percent but I don’t have any
idea what you would do if the rate of inflation got up to 7 percent,
8 percent, even 50 percent.
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I don’t know what Dr. Seger would do if she were sitting on the
Boela‘rd of Governors of the Federal Reserve-System and I would like
to know.

Let me move on to another question.

Yesterday you testified, Dr. Seger, that you would oppose propos-
als to return to a gold standard. Now, could you elaborate on this
view? Would you fear for example that a gold standard might
prove excessively inflexible; that it might cause deflation and un-
employment or that it might entrust effective control over the
monetary policy of the United States to the major gold-producing
nations of the world—South Africa and the Soviet Union? That’s
been one of the fears expressed by those who don’t want to return
to the gold standard.

Why do you oppose returning to the gold standard?

Dr. SeGger. I oppose returning to the gold standard because I
don’t think it's the simple answer that people who find the gold
standard very appealing are usually looking for a way to discipline
monetary growth, and I think that it’s possible to get discipline
without gold.

I also think it's possible to have no discipline with gold, because
if you're on a gold standard and it proves to be overdisciplining, it’s
always possible to go off the gold standard; therefore, I don’t think
it would work.

Senator Sasser. Thank you. My time is up.

Senator GorToN. I understand that Senator Riegle has a some-
what longer period of time, therefore, since there are only two of
you here——

Senator Sasser. Go ahead. I'll defer to Senator Riegle.

Senator GorTon. All right.

Senator RIEGLE. I keep trying to get back to the auto industry
and then we get off on other things that arise.

Let’s try to finish the discussion of the auto industry here be-
cause I think it’s important, again, to try to get a sense for where
that fits into your thinking and how you view the problems there
and how that might affect your judgments on some of the mone-
tary policy decisions you would be asked to make.

CURRENT PRICE EARNINGS RATIOS

You remember I believe on our first day here we were discussing
back and forth the current price earnings ratios on the auto stocks.

Dr. Secer. That's right.

Senator RiEGLE. And I was indicating to you, I don’t know an-
other example in contemporary history when the economy has
been so strong, car sales have been strong, profits have been so
strong, that the companies have sold at such low price earnings
ratios.

In my mind it’s really unprecedented in the face of those kind of
positive things. With GM selling at 4 times earnings; Chrysler at 2
to 3 times earnings—when you look at other, say, Michigan-based
companies that sort of cover a spectrum of other kinds of commer-
cial activities you get K-Mart selling at 8 times earnings; twice the
PE ratio of GM; Kellogg at 9 times earnings; Dow at 16 times earn-
ings; Burroughs at 11 times earnings; Upjohn at 11 times earnings
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and Detroit Edison in a troubled industry selling at 6 times earn-
ings which is sort of to be expected, given the special problems of
that industry.

But nevertheless, I'm stuck by the fact that even in the case of
Detroit Edison it's price earnings ratio is 50 percent higher than
that of GM. So I say to myself, you know, the financial markets I
think obviously have a real case of the jitters in terms of what's
ahead for the auto industry as reflected in what they are willing to
pay in the market price today per dollar of earnings.

And when we talk about where you would put that on a scale of
1 to 10 in terms of your own apprehension, you thought you would
put it at about a 5 gravity and you also thought that the financial
markets were probably grading that same set of future risks and
factors at about a 7 gravity.

I think they probably see it higher than that. I think one multi-
plier is so unusually low in this case in the face of good perform-
ance data at the moment that I think it’s just a difference of opin-
ion that we might have. I would say the financial markets are put-
ting it at about an 8 or an 8.5 on a 10 scale in terms of apprehen-
sion. .

But in any event, there is the difference between how the market
sees it and how you see it, even using your own numbers of the
grading scale. So I thought it would be useful if we went down
through some of the factors that make up the judgments that both
the financial markets are rendering and presumably are part of
your own judgment as to how you look at the auto industry and
you do have some considerability familiarity with it, being in
Michigan and the banking and economic forecasting business as
you have been for a long time.

So, I would like to run down through some of the things.

How much weight do you give the factor of foreign competition
and the imports right now? Is that a big important part and you
are sort of grading it at 5 on a 10 scale and how would you express
your level of concern about foreign competition as it impacts the
auto industry, say, looking out over the next 5 years here?

Dr. Secer. Well, first of all you may disagree with me about a lot
of things, but I don’t think we disagree on the importance of the
auto industry, just to get that on the record.

Senator RIEGLE. Good.

Dr. SEGER. I hope not, anyway.

I think a couple of points I was making about the auto industry
tie into this import question; that is, the fact that the Big Three
auto companies, at a minimum, have taken tremendous steps inter-
nally to improve the quality of their products.

ey have, in fact, sometimes taken a page from the Japanese
book to see how you can manage production lines more effectively,
get more involvement of your workers in the production process so
they care more about making cars where trunk lids go down and
whose doors are hung right and that don’t have leaks around the
windows—about all those quality aspects.

I just got a new Chevrolet, as a matter of fact, that I can com-
pare to my 1981 Oldsmobile. I happen to drive American cars, sir.

Senator RieGLE. You're doing better and better here on this ques-
tion. [Laughter.]

36-314 0 - 84 ~ 17
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Dr. SEGER. It’s true. I'm not just buttering you up.

Senator RiecLE. No. But it’s appreciated, the value of the point.

Dr. SEGer. My reason for saying that is so I can compare the
quality of two GM products, the 1984 model versus the 1981, al-
though they're not the same line. I'm not a mechanic, but just the
way it feels, the way the doors slam, show a much improved prod-
uct. I think this is a first step toward dealing with the Japanese
competition, if they're going to do it successfully, and not just run
to Congress whimpering and asking to be protected. I think this is
the proconsumer approach. I think it benefits all of us, including
the workers in Michigan.

There is that angle—improving the quality of the product that
American producers are offering. The second thing is, there’s been
an absolutely tremendous effort since these big troubles broke out
in 1979 to deal with this whole productivity matter, not only get-
ting a good quality product, but getting it out in a cost-effective or
efficient way.

I'm not a manufacturing expert, but the steps that have been
taken to do that will allow us to compete better with the Japanese
and, of course, other importers also. Maybe I'm giving these more
weight than others, but looking at those makes me think that it’s
up to the management of those companies—and after all, they’re
the ones that should be ultimately responsible—to get their indus-
tries back in shape.

We can certainly improve the overall environment in which they
make decisions and get less economic turbulence. I certainly agree
with that. But in terms of managing their own shops, I think
they’ve got to address some of these problems themselves. They’ve
got to do these kind of things so they can compete effectively. I
think that that’s going on. They have {ieen for the last 4 years or
go, moving in that direction; therefore, I think that we are going to
have a far greater capacity to deal with the question of import
competition in this positive way.

I'm not saying it isn’t a problem, sir. I'm just saying I think
bod{;l Save can deal with this question more effectively than in 1979
or ;

VOLUNTARY IMPORT LIMITS EXPIRE NEXT SPRING

Senator RiegLE. Now, as you know, we have in place now what
are called voluntary import limits on Japanese imports that expire
early next spring.

Dr. Secer. Yes, sir.

Senator RieGLE. It is the Japanese that under that system are
held to about a 23-percent market share in the United States.

Dr. SEGER. Yes, sir.

Senator RieGLE. Do you feel that if the import limits come off,
and because of these improvements, the domestic industry is ready
to meet the Japanese and hold their own?

Dr. SEGER. I mentioned earlier my philosophy is definitely on the
free trade side of the spectrum. As I recall, when those quotas or vol-
untary agreements were set up initially, the talk was to give the
American producers some time to get their houses in order, not
protection forever. I think that they’re heading in that direction.
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Now whether or not by next March, which I believe is the end of
the period, they're ready to go, I'm sorry, I just don’t know if that’s
the exact date, but I think they’re deﬁmtefy far more able to deal
with that cumpet.ltlon, and they will be more able to do so than
they were 3 or 4 years ago.

Senator RiecLE. Well, I want to push you a little further on this,
because we are going to see a policy decision here before long,
either to continue the import limits or to change them down or up.
Pro}ll)ably down, as the signals have been—or eliminate them all to-

ether.
= And the question of whether we're ready becomes a very impor-
tant question, and in the question of quality, which is sort of a
more subjective measure—I mean you have described the fact that
the new car sounds better than the old car when you slam the
door, and so forth—— .

Dr. SEGER. Better mileage also.

Senator RieGLE. Right. And the productivity side of it. All of this,
in essence, a good part of it boils down to the differential cost ad-
vantage of the Japanese. All the published data, as I'm sure you
know, shows that today Japan has something on the order of prob-
ably a $1,500 to $2,500 per car landed cost advantage due to many
things—lower labor rates, different kinds of taxing policies, prime
rate i1n Japan closer to 5 percent today a whole host of things.

As an economist, isn’t that baseline cost differential so large that

tljlust add an unrestncted market situation, isn’t it likely to be
that e Japanese would come in and take a much larger market
share, if they wanted to, simply on the basis of that cost differen-
t.ial—price differential they have going for them?

Dr. SEGeR. I'm aware of those differential figures, and, as I indi-
cated, I am not sure that next March is the exact period at which
the American companies can take on the Japanese with no holds
barred. I am not in the auto industry. I don’t have access to their
confidential data, their internal cost figures, and I don’t know the
exact date.

I just think that they’re far better able today than they were a
couple of years ago.

Senator RiecLE. What would happen if the cost differential, car
for car—the American car producecre under the new arrangements
versus the Japanese imports, would remain, say, at $2,000 a car, in-
definitely, that is, we make improvements in efﬁciency, and so
forth, and they do as well, so we don’t close the differential gap,
that we have a $2,000 per car gap. If you have unrestricted access
to this market, aren’t just the sheer economic realities apt to be
that the Japa.nese penetratlon is going to just continue to rise?
Why would somebody pay a premium just to buy an American car?
You and I might do it Ecause we come from Michigan and our ori-
entation is that way, or we might prefer that car.

But more and more Americans are showing they don’t feel that
way. If you Fo out into the State of Washington where the chair-
man comes from—the acting chairman comes from—the percent-

of imports in that State now are about 50 percent. They are
g?) wve 50 percent in California.

So it seems to me that if these cost differentials maintain them-

selves and you give the Japanese unrestricted access to this
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market, you're going to see their market share way up. And as a
mf?tter of fact, that’'s why the import limitations were put into
effect.

Dr. SeGeR. I agree with that.

Senator RiEGLE. As I said, they're going to go way up. So what
I'm asking you is, if we take them off next spring and the cost dif-
ferential hasn’t gone away, why aren’t we going to see an enor-
mous surge in imports?

DOLLAR/YEN RELATIONSHIP

Dr. SkGger. I know that the auto companies are shooting to
narrow that differential beyond what is presently in existence. I
don't recall the exact numbers, but the relationship between the
dollar and the yen also could be improved, if we got some things
done in this country that would allow the relationship to change. I
don’t mean meddling in the markets, but certain fundamental
things that would allow that to change. That, too, would help to
narrow the gap.

Senator RiegLE. There could be some things done in Japan too
that could help that. You don’t mean to imply that all the changes
in the dollar/yen relationship have to be done on this side?

Dr. Secer. No, no. When the models land in California or Wash-
ington, or wherever they come in on the west coast, the relation-
ship between the dollar and the yen is an angle you have to look at
in addition to the fundamental productivity facts.

Senator RIEGLE. Some people estimate the yen/dollar differential
to be as much as $800, to $1,000 to $1,200. I want to discuss that
more fully at a later point. But I think you're correct in raising
that as one of the key elements in this cost difference.

So I guess your conclusion was that there might be some policy
actions we could take in this country to, I guess, lower the value of
the dollar vis-a-vis the yen?

Dr. Secer. What I'm talking about is a combination of things.
The internal actions taken by the auto company management,
point one. Second the policy things we could do in Washington that
will get our own economic house in order, which would ultimately
lead to less nervousness about inflation, would make people confi-
dent about where interest rates are going to go in the future. That,
in turn, would have an impact on the dollar/yen relationship.

The other side of this is that, as a policy matter, I think that
American negotiators can sit down and talk some more with the
Japanese about having more equitable treatment. I read this over
and over again; that we have, in many cases, a nice open market,
and yet when our manufacturers or would-be exporters try to ship
to foreign countries, they don’t get the same kind of reception that
we give some products here.

Perhaps there are some things that the Government can do to
open up more, on the Japanese side.

I think there are different steps that can be taken.

Senator RIEGLE. Well, let me try to move this along a little faster
down this road on the auto industry, because our discussion in this
area is going to have a key bearing on how I view how you might
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approach some of the policy decisions on the Fed, and especially be-
cause you're here as a regional representative.

Other people were turned aside as nominees that were in consid-
eration because they were not from our region, and you were se-
lected, in part, because you are from our region, and therefore, pre-
sumably are able to represent on the Board these kinds of issues
and to represent them with some real insight, some real important
substantive judgment and argument that you might be able to ad-
vance around the table that would give our region representation
that it will not have otherwise.

This is a complex and specialized problem. A lot of people don’t
understand the automobile industry. You have worked in it, and
you have lived in it, as I have, and by your own testimony, you feel
it’s a critical industry, a very important industry for the country.

So here’s the problem that we face. Every nation on the Earth
now has import limitations on foreign cars—every single one—in-
cluding Japan. In fact, they're one of the toughest. They do it
through a variety of mechanisms.

Dr. SEGer. That’s what I'm talking about, getting them to loosen
up on their end.

Senator RieGLE. Right. But setting them aside, every other
nation—all the other industrial nations—Great Britain, Germany,
Canada, France, Italy—they all have had to erect barriers against
imported cars because if they did not do so, they would be
swamped—their internal markets would be swamped with imports,
principally Japanese imports, and it would cave in the size of their
domestic industry that continues to give them cost efficiency in
producing cars in their own countries, so they have all established
various import limitations of various kinds.

And it's very interesting that if you take Great Britain, for ex-
ample, and Germany which also believes in free trade as we believe
in free trade, both of those nations have now decided they have to
limit the Japanese to a 10.5-percent market share whereas we have
been far more generous. We in the United States give the Japanese
double that size market share—23 percent of a much bigger
market.

So we have been very, very accommodating to that trade prac-
tice.

Best estimates that I have seen—and 1 want you to check these
and either agree with them or challenge them. The best estimates
that I have seen indicate that in Japan today they have excess
manufacturing capacity in the auto industry for cars that they can
build and ship into the export market. It's very substantial. Partly
because they have been locked out of all these markets and scaled
down, only allowed 3 percent, for example, of the French market.

So they've got the factories sitting there and the workers trained
to produce a lot of cars that they don’t have any place to sell be-
cause they have been locked out of all these other places.

JAPANESE COULD CAPTURE LARGER SHARE OF MARKET

It appears that next March, if the import limitation came off in
the United States, and Japan wanted to because of this cost differ-
ential which has not been eliminated, it’s still there, if they wanted
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to go from the 23 percent market share to a 40-percent market
share, they could do so quite readily.

ey have manufacturing capacity, they have the cost advan-
tage, they have customer acceptance in the United States and in
fact the only reason they are not selling more cars here now is be-
cause there’s import limitation. They can only ship in a certain
number.

So it’s qF uite easy to see from the data that’s available that in the
absence of any kind of restraint the Japanese make the decision to
come in, take a larger market share that they could probably
double their market share in a very short period of time because
they are all set, got all the components they would need to do that
except free access to our market.

at do you think would happen to the auto industry if, say, the
Japanese market share went from 23 to 40 percent in the penod of
1 year? How dislocating would that be, do you think, to that indus-
try financially, employmentwise, unit production cost? What do
you think the implication would be on the domestic industry as an
economist?

Dr. Secer. During the recession, the import share of the total
market rose dramatically, because the whole pie was shri
The Japanese, I guess, had more loyal customers. Also, the number
of Japanese cars, because of this numerical const.ramt stayed the
same and therefore their share of the market was, I remember
some months, up to 27 or 28 percent, as I recall.

If what we are talking about, say, next year or the next year is a
big change in the share of the market going to the Japanese, if the
overall market is staying at a pretty healthy level—and by the
way, I think this is tied to fundamental economic forces, things like
income, growth, employment, and all those things that help one’s
ability to buy any kind of car—the problem would be less.

Senator RIEGLE. Interest rates.

Dr. Secer. I'm saying a whole strmg of things. I didn't pretend
that was all inclusive.

Senator RIEGLE. No, no. I understand.

Dr. Segkr. I think if the adjustments were made in the context
of a healthy economy and a big total market—and maybe even a
growing total market—that the adjustment problem for the domes-
tic industry would be far less severe.

I think that’s just arithmetic; obviously you would have a nega-
tive employment reaction, some layoffs. But I'm positive it
wouldn’t be as catastrophic as the last recession was for the auto
industry, where they had a tremendous contraction.

Senator RieGLE. Well, let's assume the total value of cars sold
stays where it is about now. It's pretty good relative to where it
was a couple of years ago. Let’s say it stays about where it is now
but the Japanese market share goes from 23 to 40 percent in 1 year’s
period of time.

I want you to think about it as an economist. If we saw that
happen and all the preconditions are there that could allow that to
happen—the cost difference, there is free access, and so forth, plus
customer acceptance—then what would happen, do you think, if
suddenly you have the same level of sales that you have now but
you have a larger chunk of those sales being subtracted from do-
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mestic producers? What do you think the implication would be to
the auto industry at this point, if they lost, say, 20 points of market
share right now to the Japanese over the period of the next year,
year and a half? How devastating a blow would that be?

Dr. Secer. To begin with, I'm not sure that I agree with you that
it would pop right up to 40 percent.

Senator RIEGLE. No; I'm not saying that. I'm testing a hypotheti-
cal. If it did, what would be the economic consequences.

Dr. SEGeR. I just wanted to make sure I'm treating this as a hy-
pothesis also. I'm just doing the arithmetic in my head. I don’t
have a calculator.

We're talking about a total market of maybe 10 million cars;
we’re running along there. The Japanese have 2.3 million and the
domestic market the remaining.

Then, if we go with your hypothesis that it goes from the 23 per-
cent mark to the 40, then we are talking about a 17-percent change
in share, 17 percent on the 10 million. That would be 1.7 million
cars that would come out of the domestic share and go to some sort
of import, probably Japanese.

We are basically talking about the impact of a cut in auto
sales—auto production, domestically—of 1.7 million, the impact on
unemployment, auto profits.

Senator RIEGLE. Unit costs.

Dr. SEGer. Yes. The financing of the auto industry. All the
things we look at when we assess the health of the auto industry.

There is no doubt about it. Minus 1.7 million is a significant——

Senator RieGLE. How significant do you think? How devastating
a blow would that be if that were to happen?

Dr. SEGER. I'm not sure there are exact numbers that can be pro-
vided on this impact; frankly I did not get myself geared up with
any exact numbers for this hearing because I thought it would in-
volve monetary policy, banking, regulations.

NEGATIVE IMPACT ON EMPLOYMENT

I don’t have these numbers on the top of my head. Let me just
say that definitely it would be a negative impact on employment,
on profits of the auto companies.

Senator RIEGLE. Let me try to sketch it for you. I don’t expect
you to have precise numbers, but I do expect you to be able to trace
through the quantitative dimensions of this kind of an impact as
an economist would, what it might means on the road to what this
means for monetary policy, because this is an enormously interest-
rate sensitive industry.

So if suddenly it finds itself in big trouble for other reasons, then
the level of interest rates whether they’re manageable or very high
or low have an enormous bearing on the ability of the industry to
withstand some giant blow that comes from a different direction.
So these things are directly connected and that’s one of the reasons
why I'd like to have somebody on the Federal Reserve Board that
understands the connection of these relationships.

Dr. SEGER. I can certainly get the figures. I'm just saying I didn’t
come in today with these all memorized.
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Senator RiEGLE. No, no. I'm saying that to try to help you to sort
of see where I'm going here.

Now, having said that, I want to stay right now on a point of
what happens if we see the loss of 1.7 million units coming out of
domestic supply. And there are two ways to think about it.

You think about it as an industry as a whole and you can sort of
make some judgments about what does this do to weaken the in-
dustry as a whole and then you can do it on the basis of individual
firms because obviously it's probably not going to fall proportion-
ately across say the four or five domestic manufacturers that we
have. It’s apt to fall unevenly.

The bigger you are probably the more your strength to be able to
handle that, that is, GM probably could ride that out much more
gffectively than the smaller firms partly because of the cost of pro-

uction.

As economists, we both have economic training and if you are
sort of allocating your fixed costs over many more units, your unit
cost is lower and you are going to be able to hang in while the next
guy g(:wn the street has got the lower base when things shrink,
you know——

Dr. SEGeRr. They also have a stronger balance sheet up front.

Senator RieGLE. Right. Exactly. So it’s all r@einforCedp for the big,
strong company, whereas the ones who are not so big and strong
suddenly are in big trouble. So then all kinds of things happen.

You may have industry that can take the blow in a sense but the
way it takes the blow is maybe you lose one or two companies if
they can’t handle the cash-flow requirements. Whether or not your
other domestic manufacturers move in and pick that up depends
on difference in product line, and so forth, and so on. So it gets to
get very complex in a hurry.

I see some real dangers i:ere for the country, for the automobile
industry. If we see anything like that kind of a disruptive impact
in a short period of time and I think the risk of it is very real and I
would say you don’t have to take it on faith, there’s a reason why
we have the import restrictions.

There’s a reason why Reagan says he doesn’t like them but has
agreed to have them as an administration because they felt they
couldn’t afford not to have them because they didn’t think they
could afford to let this breakthrough happen.

Now, is it your feeling that the auto industries are far enough
along through the retooling, modernizing of the factories, the rede-
signing, the downsizing, the enormous capital-cost load that’s there,
that if they got hit with this incremental loss of market share that
they?could still manage to go ahead and improve their competitive-
ness?

‘They would still have the industry cash flow of the size and the
dimension that they would need to continue to stay healthy and in
fact even close the gap on the Japanese? Or do you think that the
might then find themselves with not enough money in the overall
cash flow at a reduced volume level to be able to finish the mod-
ernization and hopefully catch the Japanese? In fact, they might
start sliding backward into a new hole. What is your sense for it?

Dr. Seger. 1 doubt that the whole modernization process has
been completed. I haven’t yet been out to see the plants, but it's
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my understanding they are working furiously and feverishly in
that direction.

GM SPENDS §6 BILLION TO MODERNIZE

They are trying to get things modernized. In fact, I think I heard
something like $6 billion for General Motors as a number for cap-
ital expenditures for the next year, primarily to retool, modernize,
put up a couple of new plants—again, going after the high produc-
tivity. I don’t believe the job is done.

Senator RIEGLE. So a disruption would come at sort of a bad time
in terms of meeting that modernization job.

Dr. SeGeR. Certainly, as I said. I don’t know exactly what per-
ie;}ntage of the job is done, but it is not 100 percent accomplished, I

ow.

Senator RieGLE. It seems to me that’s quite an important fact,
though, because if the industry is going to be able to heal itself, in
sense become competitive, it’s got to have enough time to do it. It's
got to have enough cash flow to do it.

It means there are enormous capital requirements. I think the
figure of $6 billion for GM over a 2-year period may be about right.
I don't know myself without checking. I know it is a large
number—billions of dollars for just GM.

Dr. SeGer. That was the number that I heard Roger Smith use at
the time of the annual meeting.

Senator RieGLE. I think that's about right. So, if we had an inter-
ruption at this point of the cash flow to finance that, this would be
a mgjor impairment to the industry. Would that be your conclu-
sion?

Dr. SeGer. Don't forget, I didn’t say the controls or the limits
could come off in March.

Senator RiecLE. No, I understand. I was just talking about what
would happen if they did come off and you had this increase in
market share? We are trying to economically assess what is the
vulnerability of the industry and what is likely to happen. Can
they cope with it and if they can’t what are the consequences?

You would have real concern about the question of whether the
auto industry would be able to complete the modernization, the
drive for efficiency process, and so forth if suddenly there were a
big interruption in terms of a big surge in imports, a loss of domes-
tic volume. Is that correct?

Dr. SEGer. Yes; it is and that’s why I said I wasn’t sure about the
timing of the voluntary constraints being taken off. I don’t think
the auto industry wants, nor should have, full protection forever.

As a consumer, I think we all benefit from competition but at
the same time I'm in favor of giving them adequate time to get
their house in order. I just don’t know the date that means ade-
quate time.

Senator RieGLE. All right. I want to press that just in terms of
your own economic views, in terms of what you just said.

Let’s say the $2,000 price differential between the Japanese and
the American car continues and the Japanese, by the way, are now
producing cars up and down the line—not just small cars. They
have Buick-size cars, top of the line cars, and so forth.
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Dr. Secer. Yes; in fact, I think they are emphasizing the top in
terms of what they send in here.

Senator RIEGLE. Yes; they are, because they like the larger profit
margins. Let’s say the $2,000 price differential continues on into
the future.

Suppose the Japanese, on a basis of having a complete line of
cars, customer acceptance, continuing cost differential, could come
here and take 80 percent of the U.S. market, which I think is en-
tirely possible, they have done it in certain other areas.

Suppose they came in and took 80 percent? Are your free-trade
views so strongly held in terms of the values to the consumer and
so forth that if that’s the ultimate disposition of competitive advan-
tage between nations that we are going to have to adjust to that
and in the end we will be better off for it?

Dr. SEcer. My free trade views are predicated on the fact that it
is free; in other words, that it goes in both directions. I think we
both agree that in the case of the Japanese that is not true.

Senator RieGLE. That is what?

Dr. SeGer. That it is not true that we've got a free movement in
both directions. I think that I would push for, ultimately—again, I
don’t know the right date—fewer protective measures, if, on the
other side there were also fewer barriers put up against American
producers.

Senator RieGLE. Well, let’s say we got that solved and the bar-
riers came down—the barriers they maintain internally. They have
different kinds of testing requirements and different kinds of ways
in which they keep cars out of their market.

Let’s say all of the obvious sort of free-trade-barriers gimmicks
were done away with, were negotiated out of the picture but still
the Japanese had a $2,000 price advantage because their labor
rates are lower, which is a very important fact because of currency
differentials which give them an advantage in that area, the fact
that the cost of money is very different in their country than in
our country and I mean by that interest rates, and so they main-
tain the $2,000 cost advantage and no restraints either way and the
American people increasingly said, you know, I'll drive the Japa-
nese car if I can save $2,000.

And I'm saying to you, is it your view then, in extending this
out, that as an economist, in the end might be difficult to adjust to
but if the Japanese came in and took 80-percent market share in
the United States, that you are willing to say as the extension of
the argument here that in the end that will good for us and if
that’s the natural outcome and the natural consequence then we
ou%ht to be prepared to accept it and see it as a plus?

SeGER. If you're hinting that I'm a blind free trader the
answer is no, I'm not.

At the same time, perhaps, I have more faith in the ability of the
management of these concerns to assess these problems also. I may
be dead wrong, but as I see it, understand it, and talk with people
in the industry, they are aware of these differentials, and they are
working furiously and feverishly to make changes, internally,
which will help to narrow it.

I'm not saying that they can wipe it out entirely, but they are
certainly working to narrow it. The longer the time we give them
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to make these changes, to completely redo their manufacturing fa-
cilities, put in the latest in equipment, retrain the workers, use the
Japanese management approach, the greater the odds for closing
the gap.

INDUSTRY WILL GET ITS HOUSE IN ORDER

Maybe it's my private sector bias, but I feel that the manage-
ment themselves would love to get their own houses in order. They
need time to do it, and I really think that they will. If they don’t
and if something happens, and maybe that differential even
widens, then obviously, we don't have a policy today that will go
for the next 20 years without any fine tuning, any adjustment to
changes, worldwide impact, all that at least.

I'm not smart enough to set one. And I think it's important to
look at everything you can, make the best policy that is possible for
the facts and the conditions of the moment, bearing in mind that
all these things have to be reviewed, assessed, and considered on an
ongoing basis and that you don’t have to set it in concrete at one
time and just live with it. That would be my preference.

Senator RieGLE. Well, let me take you another step here because
I also have a free market bias, just like you do. In fact, I sort of
have a reputation around here as fighting awfully hard for the
auto companies to try to help the auto companies which I feel quite
comfortable trying to do. I think it’s important to the country that
that happened.

Dr. SeGer. I think I told you I chartered a bank for Chrysler as.
part of their bailout, too, so I'm not against them.

Senator RIEGLE. And you said earlier that you felt the industry
was making progress with productivity improvements—moderniz-
ing the factory, improving car quality and I think all of those
things are so.

The problem is that the cost differential still remains and it's
substantial and it's not being whittled away and I'm going to take
you to two specific things that are part of it, and one that you
would have direct access at in terms of sitting on the Fed Board, if
you're there.

Now, the prime rate in Japan at the moment is 5.7 percent—5.7
percent today. The prime rate in the United States is 12.5 percent.
So, automatically these are big items here. These are high value-
added g;oducts. A lot of inventory, carrying costs, and so forth and
so on. So you've got the interest rate differential built in the cost of
production and then you get socked with it again when you are
trying to finance a high-cost product in terms of consumer mar-
kets, financing a $10,000 car, $8,000 car over 3, 4, or 5 years and
the interest rate is a big, big factor.

So, here our manufacturers are facing a prime rate of 12.5 per-
cent and the Japanese manufacturers are facing a prime rate in
their country of 5.7 percent. How do we get rid of that? How does
modernizing the factories and improving quality change that—they
obviously don’t. If we are left with a very important residual here,
that is sort of an inescapable competitive disadvantage that is kill-
ing us? What do we do about that, and what do you do about it,
and how important is that?
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Dr. SEGER, I'm sorry, I can’t remember who was here or at what
point I answered the questions. It's a disadvantage I have.

Senator RiegLE. What we want to do is put it in the context of
this line of questioning.

Dr. SEGeRr. Yesterday I commented that when I came to Wash-
ington 20 years ago, believe it or not, the prime rate was 4% per-
cent. The hooker in this whole story, of course, is that inflation, in
the first half of the sixties, had been running, as I recall it, at an
average of 1% percent per year; I would love to see the prime back
at 4%. I mean, I'm not wed to 12, or 10, or 9.3 percent, or whatever.
I'm not somebody who gets my kicks out of high-interest rates. I
have seen them lower in my working career. But I think that the
level of interest rates, as we have been discussing back and forth
for several days, is tied to a number of things.

One of them is the whole issue of inflation. When you come
through a severe inflationary period such as we had in the late
1970’s, while we have certainly made some progress in bringing it
down from 12 or 13 in the late seventies or 1980, to roughly 4 per-
cent or a little above now, the people who have a lot of clout in the
market are not convinced that we're going to keep it down. I think
if we could convince them, sir, that not tomorrow, not next
Monday, not next Friday—but that we are serious, you would see a
dramatic drop over a period of time in interest rates as people in
the financial markets of this world became really confident that
this would happen; the so-called inflation premium would be
squeezed down very soon, and furthermore, as you went along, in-
terest rates would make a dramatic downturn. Now I don’t know
whether or not they would end up back at 4% percent. 'm not
smart enough to know that, but I certainly think they would be
way below where they are today. I'm mentioning this, because 1
think, this is one of the things we definitely have to work on.

Senator RieGLE. I'm all for that. I agree that that is imperative.
If that doesn’t happen, and the interest rate differential does not
disappear——

Dr. SEGer. I'm sorry. I thought your question was how do we
narrow it. Maybe I misunderstood your question.

BUILT-IN COMPETITIVE DISADVANTAGES

Senator RiecLE. Well, we can discuss that. What I'm saying is
that it's there now. It’s been there now for quite a period of time.
No sign it’s going to go away any time soon, and that even if we
catch the Japanese in terms of internal production efficiencies, car
downsizing and so forth, we still have some built-in competitive dis-
advantages that yield the dollar difference that make us uncom-
petitive and give them the opportunity in the absence of barriers to
come in and take as much of the market as they want and possibly
even as much as 80 percent, which is hypothetical. If that were to
happen, it seems to me you get massive displacement in this coun-
try, not just in Michigan, but the industry is so big and has so
many connecting links that it becomes a 50-State problem, literally
overnight, if you’re going to talk about any kind of a massive shift
in its size, in its strength, and if it starts shrinking.
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And it’s sort of a self-reinforcing slide. If we start shrinking and
the production base continues to get smaller and your unit costs
rise because you become more uncompetitive, and so it's a down-
ward spiral. And once it starts, it’s very hard to break it. And I
don't see anything taking place here at the moment that'’s closing
this interest rate differential gap. I mean, yes, if something hap-
pens over a period of 5 or 10 years and it goes away, that’s terrific.
That solves that problem, but that isn't what we're seeing. That
isn't the pattern. As a matter of fact, the pattern is that it's widen-
ing out at the moment.

Our interest rates are going up. That’s the first item we talk
about today. They're not going down. And the things that are driv-
ing interest rates are very much with us, and if anything, are per-
haps increasing. And this is one of the reasons why interest rates
are going up.

So it seems to me, if you follow the free trade model, you run
smack into the problem of the interest rate differential, which we
don’t have an answer for and puts us at a very substantial competi-
tive disadvantage and puts this whole industry in some real jeop-
ardy, if you have a wide open market on imports.

I'm going to give you a second one to think about, and then I
want you to add the two together and tell me how nervous it
makes you and how it might affect your decision at the Fed.

One of the important costs in the price of a car is the health in-
surance benefits of workers, because health insurance today is ex-
pensive because health costs are high. Hospital costs are high, doc-
tors’ costs are high. The doctors are just meeting now, as a matter
of fact, and talking nationally about the fact that they don’t want
to get squeezed into cost controls, because they think it will hurt
quality. So it’s important to have good medical quality, so, you
know, prices have to be high to get good quality.

In Japan, the health care of an autoworker is paid for by the
Government. So that's covered a different way, and it doesn’t end
up being gaid for by Mr. Toyota and doesn’t go into the price of the
car. So that’s a very substantial cost differential, probably $400,
$500, $600. I mean it's estimated at that level by different esti-
mates.

Now that’s a difference in system. They have national health
care; we don’t have national health care. We have private sector
health care.

How do we get rid of that competitive disadvantage, in terms of
product cost?

Dr. SEGER. I guess there are a couple of ways you can go. One is
the automotive health care plans, at least one I used to see. I think
I mentioned a long time ago I was on the Blue Cross Board for a
couple of years, and so based on the specifics of those contracts—
which probably are not identical to today’s, but I'm sure they’re in
the baﬂpark—those programs were expensive, that’s true. They
were also, shall we say, the “Cadillac” of the industry. They had
extremely good, generous coverage, which is negotiated. I guess
thatl's fine, but when you negotiate that kind of coverage, it's also
costly.

Seﬁator RieGLE. What if we cut the bill in half? What if we cut
the bill from $400 a worker, if that’s what it is, to $200 a worker?
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Does that solve our problem? I mean, it obviously changes the
amount of health care that the worker is getting, but I don’t think
you're suggesting you can cut it down to zero and do away with the
health care.

Dr. SEGer. No; I wasn’t suggesting cutting. I thought the issue
was the cost of it, and I'm just saying, depending on the coverage,
you can design different kinds of plans.

Senator RieGreE. You can negotiate, but you can’t reduce it to
zero, so you're still left with some residual amount of costed health
insurance. Maybe it's $100 a car, maybe $200 instead of $400 or
$500, but it’'s a substantial difference. If you take that, plus the
interest rate differential and add those up, it seems to me you're
left just even with those two items with enough of a cost differen-
tial that the American producer is still going to be at a competitive
disadvantage, in terms of the cost at which he can sell a car in this
country, and that these kinds of things still create opening for the
Japanese to drive their market share as high as they can take it,
based on customer acceptance.

I think the customer acceptance in Hawaii is like 75 or 80 per-
cent. I assume it could be the same across the country, you know,
with just the passage of time. Now does this start to make you
worry a little bit as somebody that comes from Michigan and said
at the outset that the auto industry is really important to the coun-
try, and so forth, if we're facing economic problems of this kind
that are not self-solving?

Where is this all taking us and how is it likely to affect your
judgment on the Federal Reserve Board, if you're there?

Dr. SEGER. Again, I can’t remember whether it was yesterday or
the day before when we were first starting our discussion of the
auto industry. I agreed with you that I thought that we still had
problems to solve. I also think that what one does when one deals
with problems of public policy is to deal with them on an ongoing
basis. I would certainly hope I would not be like the doctor of medi-
cine who waits until the person has terminal cancer before taking
care of a modest spot of skin cancer.

DEALING WITH PROBLEMS ON ONGOING BASIS

You can deal with these problems as you go along. Certainly, I
don’t think you have to wait until—your hypothetical cutoff—
you're at 80 percent of market domination or market saturation
before you say ‘“Oh, my God, we've finally got a problem, and we
better take draconian measures to solve it.” I don’t think we go
from 23 to 80, between Friday afternoon and Monday morning.
Now I may be all wet.

Senator RieGLE. But I think your analogy is a very good one, be-
cause the 23 is maybe like a spot in the arm, and if the trend lines
are taking you toward 80, you may be the person that has to say,
“He),'z you got something on your arm, and you better get it treated
now.

That’s the value of having a regional representative on the
Board, because everybody else around the table who comes from
somewhere else, and they look at that spot on the arm, and its 23
percent, and say, “It's no big deal.”
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I want somebody there who is going to be able to sort of diagnose
the problem before we've got a terminal cancer down the line that
we can’t fix. I mean, that’s the particular value you would bring,
and that’s the whole theory behind regional representation. Some-
body that can talk about the problems of the industrial Midwest in
this case and interpret them.

And that’s why I'm taking the time to try to figure out how good
a diagnosis person you might be.

Dr. SEGER. No, I'm not insensitive to this, believe me.

Senator RieGLE. That’s why I wanted to determine in my own
mind how you see it and whether or not you feel that we can have
confidence, that based on your knowledge of things that you have
been in the center of for a long period of time and your sense for
the trend lines and the degree to which you have detailed knowl-
edge on these things, whether you’re capable of looking at this
whole thing and goinf in and making a very pragmatic assessment
and not an ideological assessment.

Dr. SEGER. Oh, no.

Senator RiecrLE. But there are a lot of folks roaming around
today who are all free traders. You know, I called myself a free
trader and you call yourself a free trader.

Dr. SEGER. I said hllosoiihlcally

Senator RiEGLE. We both have economic degrees from the Uni-
versity of Michigan and think ourselves as free traders and that's
all well and good. The problem is we don’t have a free trade system
and we are caught in a system that is very different than what we
would like to see or what we talk about in theory

My concern is—and I must tell you that I want to hear more
from you on this and I may ask for some of it in writing so we
don’t just take hour after hour here in the chair.

I think probably the single most important value you might have
on the Board as a regional representative is to be able to articulate
in a nonideological way, in a practical, pragmatic, real world way
what is happening in the industrial base that is posing some real
jeopardy to the future of this country and to be able to talk about
it, talk about it convincingly with a level of firsthand knowledge
and so forth that could really be of service to the country and to
the other Board members who would say, now she’s telling us
things we didn’t know; she’s explaining the nature of this problem
in a way we haven't heard before and so help the Federal Reserve
Board get to some monetary policy decisions that don’t make our
problems worse or at least take into account our problems before
the interest rate and monetary policy decisions in effect are made.

Not that the Fed sets interest rates, but certainly its policies
have a lot to do with it. So that is a thing that’s important and
what I'm concerned about partly here is that I think there is a
tendency—you worked for General Motors. You have not worked
for the other companies. You have not worked for Ford, or Chrys-
ler, or AMC, and so forth, so you have seen the example of the big
strong, powerful company with the larger financial resources as
you were pointing out.

I look through their window but I look through the windows of
others as well and try to add it all up into the industry as a whole.
And I am concerned here that, as I have listened to your answers
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carefully, that you may be extrapolating on the basis of a General
Motors example, which is the strong kid on the block—and I'm
glad we've got a good strong General Motors—but 1 want all the
companies to be strong. And I don’t want to sort of make an as-
sumption based off the GM experience extrapolated to the other
companies when in fact that would be an invalid thing to do and it
would mislead, and if that were your view it might enable you, or
not enable you, but cause you to have a view that would uninten-
tionally mislead others into thinking the industry is strong, fine,
everything is terrific, we are doing well.

Dr. SecER. I never said that we were all out of the woods, not
even GM.

Senator RIEGLE. The degree to which we’re not out of the woods
and how we describe that and the degree to which you understand
that and can explain that to me is a very important qualification
on your part. So much so that I would say that to the extent you
really can take that knowledge into the Board—and I'm talking
about in a comprehensive way—I think that would be an important
addition, not just for our region or our State but for the country to
have at the table.

If I thought, on the other hand, that it wasn’t very comprehen-
sive, wasn't very well thought out, wasn’t very complete, and that
it had big gaps in it, or that there was any kind of an ideological
trend to it, or fragments of information rather than a thoroughgo-
ing analysis, I would say to myself we can be running the risk of
instead of having somebody there that can really eliminate the
problem, we could be running the risk that we would have some-
body there that was misportraying it in ways that could be very
damaging by causing people to think that things are different than
they really are and that the Fed would end up veering off on one
basis of assumptions and all of a sudden we've got a lot of wreck-
age in the auto industry or in the industrial base that I don’t want
to see happen.

And I feel very strongly about it. I mean if you are confirmed
you are going to be on the Board for 14 years and I've been here
for 18 years and the longer I'm here the more I am of the sense
that the auto industry and the industrial base is in very, very seri-
ous condition. I mean it’s in very considerable jeopardy from the
trade differential, some of which we can correct, some of which we
can’t within the industry, no matter how many hours a day Roger
Smith works, or Lee Iacocca, or Phil Caldwell, or Paul Tippet, or
anybody else, there are some aspects of this trade differential and
this cost differential that the;y can’t eliminate.

They need help. And that's where policy decisions come into the
picture, the ones we make here, the ones made at the Board.

Dr. SEGER. May I just add one thing, just thinking of GM.

BROADER BASE THAN GM

A lot of this information on the productivity improvements was
given to me by a friend of mine I've known for a long time who
just left Ford’s comptrollership for a different job within Ford. As
comptroller, he was working with these costs number, and so I
have also heard from him and from Ford’s economists. Also, I
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talked—not in the last few weeks—but I have talked with Steve
Miller, who, I believe, is the chief financial officer of Chrysler.

I did work with GM, you’re right, for 2 years, but the things I'm
hearing do come from a little broader base.

Senator RieGLE. Good.

What I tend to find is a lot of people who may generalize obser-
vations about the auto industry will oftentimes key off the strong-
est player and sort of make extrapolations, which is really way off
the mark in terms of the health of the industry as a whole.

Did you take a position in the early days on the Chrysler loan
guarantee legislation? I know you helped implement it down the
line, but did you ever take a position on it?

Dr. SEGER. I was never involved in it. You people put the finish-
ing touches on it. All of a sudden Chrysler found no banks would
clear their drafts, so they came to me.

Senator RIEGLE. Did you have an opinion at that time that that
was being discussed? Did you think there was a justification for
Federal ‘intervention or did that kind of cut against your free
market views?

Dr. SEGER. As I said, you can’t handle things strictly on a philo-
sophical basis, we both sat here and agreed to that over and over
again. Deep down, I thought you shouldn’t have bailouts, but then
again I looked out the window and saw the problems in Michigan
and the importance of Chrysler; I think at the time they were the
major taxpayer in the city of Detroit and the major taxpayer in
Michigan. So I understood how you get decisions—political deci-
sions—made, which is what that was, and I said I backed it up by
chartering a bank.

You can check with Steve Miller on this.

Senator RiecLE. Would it be fair for me to conclude then that
back at the time that this was being debated and before the legisla-
tion passed that when the dimensions of the problem were laid out
and being debated that, although you would not have made any
public statements or taken a public position and despite the fact
you consider yourself a free market person, is it fair to say you
reached a private judgment that the Chrysler legislation was justi-
fied and should be passed?

Dr. Secer. I understood, as I said, how as a policy matter the de-
cision came down on the side of saving it because, as we were talk-
ing about the other day with regard to banks, the facts are that a
big institution, whether it's a school, or a bank, or a company——

Senator RiegLE. You thought it was the right thing to do then?

Dr. SEGeR. Yes. That’s what I'm saying.

Senator RIEGLE. So, in your own mind then you are able to reach
the judgment that this was one instance where Federal interven-
tion was justified?

Dr. SEGER. At that time and, given the severity of the situation
and looking at what the impact would have been if it had just gone
belly up, as they say, it may not be the ideal solution, but it had to
be done.

Senator RiecLE. And you finally became convinced that you not
only felt that but you were comfortable with that decision?
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Dr. SEGer. As I said, I backed it up, because if they hadn’t had
that bank, the whole thing would have come unraveled, because
they couldn’t finance their new——

Senator RiEGLE. I don’t want you to feel like you have to be apol-
ogetic or you're going to lose your credentials in the economics
community because after all it did work and it worked quite nicely.

Dr. SEGER. I know that.

Senator RIEGLE. And I think it was a victory of realism and intel-
ligence over ideology or rigidity of people who just couldn’t bring
themselves to think in practical terms. There are some people even
today, even though it was done, done successfully, and the Govern-
ment made a lot of money, avoided a lot of losses and so forth, the
Government is now out of the act and everything is paid back, who
still think it was a terrible thing to do, who are still pained by it,
who can still get very exercised because they are ideologs, of which
we have too many I think in Washington. _

Dr. Seger. I think, as we talked back and forth before, it’s one
thing to solve the problem on the blackboard for the freshmen sit-
ting before you, with all the complications of the real world re-
moved, and it’s another to be out there where you are responsible
for results. You can start with the ideal world and say this and this
would result if we did and this and this if we don’t; but then you
start factoring in other considerations and I think that’s how the
ultimate judgment is made.

Senator RieGLE. Well, now, going back to the Federal Reserve
Board and the problems of the auto industry, if you are on the
Board and next year rolls around and the import limits come off,
which is what has been suggested by Ambassador Brock.

Let’s say the Reagan administration is reelected—I hope it
isn't—but if it is and a team is in place and this issue comes up
and the decision is made to take them off, it's time to compete, let’s
see how we can do. The industry has had a pretty good time and so
forth, and let’s say what happens is that the foreign penetration
really jumps way up and it goes up to 30 percent—the Japanese
share to 35, 40 percent and it’s just really rising sharply in a rela-
tively short space of time and you can see it, you know, month by
month and as they increase their capacity to ship cars over and so
forth, it goes up, what would you be inclined to do then? What
would you be saying to your colleagues around the Fed Board table
about this?

And I ask the question in the sense of your notion about how im-
portant is this industry and how important is the industrial base as
it relates to aggregate income, value added, jobs provided, tax reve-
nue, just overall economic and financial health of the country.

If you saw that starting to happen, what would be your response
to it on the Board?

NEED OF A COORDINATED EFFORT

Dr. Secer. First of all, getting back to some of the comments I
made yesterday, to get good policy in Washington, I think what we
need is more people speaking to each other, more coordination, I
would think using your numbers, if all of a sudden it went to 23,



269

27, 30, 35, at some point you would bring together the various
actors.

We are talking about the health care question, the interest rates,
the value of the currency, and I would think at that point maybe
Congress would have hearings. I am new to this place—relatively
new—and 80 in some way I think you look at the whole problem,
involve the people who are the various players in a solution to the
problem, and then you get going on a solution.

I don’t feel the Fed, sitting over on Constitution Avenue could
singlehandedly adjust monetary policy to deal with this. It has to
be a coordinated effort.

I would certainly be very willing to speak to the fact I think one
out of five people in this country are employed in some aspect of
the automotive business. As I said earlier, in places like Michigan,
the city of Detroit, Chrysler used to be the largest single taxpayer.

I could certainly make those kinds of arguments. But I still say I
don’t think I'm the only one who would indicate that you can’t
have a person or an agency take this on, that you have to get all
the actors—Congress, everybody involved.

Senator RIEGLE. Let's say we found ourselves next year—late
next year—and you're on the Board and we found ourselves in a
situation where the import limits have come off and the Japanese
imports were really coming here at a fast rate, market shares
shooting up and so forth and we got the same kind of item in the
Wall Street Journal that we got today.

Dr. SeEcer. You're talking about the M1 item?

Senator RiEGLE. Where it says the money supply rose $3 billion—
and this is the important part—increasing speculation that the Fed
soon will tighten its credit grip in an attempt to slow economic ex-
pansion and keep a lid on inflation.

Now, if you were there and the largest sort of macroeconomic re-
quirements were such that the conversation was going around the
table and people saying, man, we'd better, you know, we got a real
problem here. We'd better tighten up and raise interest rates,
they're going to have to be driven higher. You know, you don’t like
it, but we got other problems to deal with here, so we may have to
tighten and it may mean that interest rates go higher.

And I'm wondering when you are sitting there thinking about
this new problem that’s developing in the auto industry, in the hy-
pothetical I'm talking and the importance of interest rates, the
damage that high interest rates would do to the auto industry, and
especially the smaller companies, I'm wondering if at a point you
would speak up and say, well, I understand the arguments for why
people here think we may need to tighten for the following rea-
sons.

And the result of that may be we see higher interest rates, but I
have to tell you I'm so concerned about what’s going on the indus-
trial base right now that these other factors and the jeopardy that
the auto industry now finds itself in, that I think we’d better really
weigh very seriously the impact on the margin of an increase in
interest rates on a big industry that’s connected to one out of five
jobs in the country, that happen to be in trouble right now, and I'm
not sure that I can necessarily sort of weigh this out on a scale in
such a way that I can support the idea of moving to higher interest
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rates right now because I think we might get a lot of damage over
here that hasn’t been cranked in and I'm not sure that that’s good
for the country.

Could I expect, if you were there, that you would be playing that
kind of role?

Dr. SEGER. First of all, if I survive this shakedown cruise and get
on, I think what I would like to do is get rid of the weekly release
of the M1 figures because, as I indicated yesterday and the day
before, I think they are way overemphasized in terms of impor-
tance and as a clue as to what the Fed is going to do next. Let me
just lead off with that.

CATASTROPHIC IF INTEREST RATES GO THROUGH THE ROOF

In terms of speaking knowledgeably now about the Midwest or
the problems in the auto industry, I would certainly hope to do
that and to remind people, using your set of assumptions about
how severe the situation is, how catastrophic it would be if interest
rates went through the roof.

That could certainly be articulated.

The CHAIRMAN. Senator Boschwitz.

Dr. Secer. He's just holding my arm.

The CrailrRMAN. You have noticed we have a visitor.

Senator RieGLE. He wants to sell you a plywood splint. That's
what’s going on there.

Dr. Secer. He thought I had been beaten up so badly here that
that’s how I got it. I assured him I fell on the kitchen floor.

Senator RieGLE. I want to be able to say to him that you came to
the committee room with that. I figured you got that at the White
House, down at the Treasury Department.

Dr. Seger. No, I fell on the kitchen floor.

The CHAIRMAN. I really question his judgment. The Senate is out
of session and I don’t know what he's still doing around here.
When I don't have to be here I leave. I spend enough of my life
here, particularly this last week. All of us have been here about 18
hours a day.

But other than questioning his judgment, I have great admira-
tion for him.

Senator BoscHwWITZ. Are you talking about me, Mr. Chairman?

The CHairMAN. If the shoe fits, yes.

Let me just make an announcement. Then Senator Boschwitz
would like to make some comments and, although he is not a
member of the committee, we are very happy to have him drop in
as always. He is always welcome to visit the Banking Committee.

I apologize for the discussion with Senator Riegle I had, We were
not trying to be evasive, but trying to arrange the schedule because
each of us has had to readjust our schedules this week.

I had a particular problem that I cannot avoid. The annual Utah
State Republican Convention starts this afternoon and I obviousl
am not going to be there for the opening session, but I must catcl{
an airplane this afternoon so that I can be there tomorrow. There
are a lot of things that I can’t avoid, but as Senator Riegle can’t
avoid missing Democratic meetings in Michigan I can’t miss Re-
publican meetings in Utah.



21

So Senator Riegle informs me that he feels that his additional
questioning will take about 1 hour, but also feels it might be better
if we took a lunch break and then he would return and if that is
acceptable procedure to you, give you a chance to do whatever you
do to rest your arm in between. But after Senator Boschwitz 'com-
ments we would recess for 1 hour and then Senator Riegle feels an
additional hour after that would complete his questioning and we
know of no other request for time. There will also be questions for
you in writing.

I have discussed, but not yet been able to clear it with Senator
Proxmire. Senator Riegle has no objection to holding a markup
next Thursday on your nomination, so that is the procedure that
Senator Riegle and I have discussed and if that meets your time
schedule——

Senator RieGLE. Mr. Chairman, might I add one thing at this
point. I suggested that also with your interests and mine in the
sense that I know after you have been seated at the witness table
for a lengthy period of time it’s nice to be able to get up and sort of
take a little break.

If, however, because of your plane connection or anything else
you would rather just sort of go straight on through, I would also
be willing to do that. I just thought it might be better if we——

Dr. SEGER. I can go straight on through if you just give me a 5
minute break.

Senator RiegLE. Would that be your preference? What are your
plane travel circumstances?

Dr. Seger. At the moment I've got a reservation on the 3:15
Northwest flight back to Detroit. I can certainly try to get on some-
thing else. Also, if I'm going to be given the written questions
today, then I ought to hang around a little while over at the Fed to
see what information I might have to gather.

The CHairMAN. Well, the Senator is simply giving you a choice,
so whichever you would like to do.

Dr. SEGer. I'm going to be given the written questions today so I
can work on them over the weekend. If I'm not, then I guess——

Senator RIEGLE. You'll get mine today, although I don’t know
that they’ll be ready before 5 or 6 o'clock. They may have to be
phoned to you.

What we may do, for example, is, you know, Senator Cranston
specifically has some. I don’t know whether we have his in hand on
this side of the aisle.

The CHAIRMAN. I would not expect it would be possible to get all
the questions before——

Dr. SEGeR. Then I'll just count on coming back and working on
them on Monday.

Senator RIEGLE. I don’t know that you need to do that unless you
want to. What often happens I think in a case like that is the ques-
tions are given to the majority counsel and then he can presum-
ably be in touch with you by phone or however you want to do it to
let you know what the questions are so that it isn’t a matter of you
having to make a trip just to get some questions.

The CuairMAN. If we could proceed on this basis then after Sena-
tor Boschwitz’ comments or questions we would recess long enough
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for the trip down the hall, come back and complete your testimony
with Senator Riegle.

Senator RikGLE. That’s fine with me.

“The CHAIRMAN. Then we will have the staff get to you as soon as
possible by telecopier, or whatever, so you can work on the ques-
tions over the weekend, either this afternoon or the first thing in
the morning. I'm sure we can arrange that.

Dr. SEcer. OK.

The CHAIRMAN. I'm sure Senator Riegle has a telecopier in his
office or some means of getting——

Senator RieGLE. Whatever is the normal way. I know what hap-
pens all the time is that questions are gotten to witnesses who are
at a distance and so I'm sure that can be accomplished here. =

[No additional written questions were submitted for the record.]

The CHairMAN. Thank you. I appreciate both of you being so ac- -
commodating, and I do apologize for having to leave, but I know of
no way that I can avoid the Republican Convention, as the senior
Republican Senator in Utah.

nator RieGLE. May I also say, Mr. Chairman, before you go, 1
want to compliment you on the manner in which you have con-
ducted these hearings and accommodated the requirements on our
side of the aisle, both mine and other people, and I am very appre-
ciative of that, and I think it’s very much in the workstyle you and
I have enjoyed over a long period of time.

So have a safe trip, rouse the faithful, as I know you will, in
Utah, and know that things are in safe hands here and come back
safely on Monday.

The CHAIRMAN. Thank you. Senator Boschwitz.

STATEMENT OF SENATOR BOSCHWITZ

Senator Boscuwitz. Thank you, Mr. Chairman. I too will wish
you a pleasant trip to the faithful, as Senator Riegle speaks of
them in Utah, and I am sure they will be pleased to see you, and I
am pleased to see this very qualified candidate, Dr. Seger, before us
today.

And as I spoke to her just moments ago, I encouraged her to be
patient with the committee, and that sometimes in election years,
the questioning goes on for quite sometime—and even in nonelec-
tion years, it sometimes goes on for quite sometime. I think it is a
reflection of the-importance in which we hold the Federal Reserve
Board, and it's also, I think, a reflection of what happens during
the elective period.

EMINENTLY QUALIFIED

I have listened to you during Senator Riegle's questioning, but I
have no questions. Although I am not a member of the committee,
I am quite sure, along with the courtesies extended me now by the
chairman, that questions would be in order, but from all I have
read and all the background material that I have seen, you are
eminently qualified for the Federal Reserve.

I know that some members of the Federal Reserve have come
from Minnesota and certainly your qualifications are as high as
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those that I have seen of other nominees from our part of the coun-
try. I am sure that Senator Riegle is proud that a Michiganer will
come to the Federal Reserve with the thought in mind of the needs
for the State of Michigan.

So I welcome you here to the Senate and ask you to be patient
with us and, hopefully, the nomination will be acted on quickly.

Mr. Chairman, do you expect that we will be able to act upon
this nomination before the recess?

The CHAirMAN. No, I would not expect that that would be possi-
ble, if we hold the markup on Thursday.

Senator Boscuwrtz. Oh, your regular business rneetmg?

The CHAirRMAN. Well, we're attempting to schedule it. We have
to get the written questions, the report has to be written and held
on Thursday. There may be a 3-day layover period, with the debt
ceiling having to be passed by Friday of next week.

I wish that were possible, but I would frankly doubt if we would
be able to have it up for consideration until after the July recess.

Senator BoscuwiTz. In the closing minutes of a session many
things are done rather quickly, so perhaps, Madam, it probably will
not be much of a disadvantage to be in Washington during the
month of July.

Senator RIEGLE. August is even worse.

Senator Boscuwirz. That's right. Perhaps with good luck we can
hold up your nomination through August as well, but we welcome
you to the Senate, and we are just pleased to have a nominee with
your qualifications and your background in the banking business.
It’s not always the case that we talk to nominees who have so
much experience in the field in which they are nominated.

So I just wanted to come here as a show of support from the non-
members of the Banking Committee, particularly myself, and wish
you a full term, because one of the things I have noted about the
Federal Reserve Governors, is that they turn over very rapidly,
and just as they're getting to know where the levers are and what
the procedure is, I, at least, found when I came to the Government,
it took me some time. I had no previous Government experience as
you have had, on the other hand. It just seems as they, particularly
the business members to be getting involved in the process, they
leave, because the Government operates slowly. It is a little bit
frustrating, and so forth, so I hope that not only are you speedily
confirmed, but that you stay the full length of your term. I think
in that way we will be assured that you will meaningfully partici-
pate and make a meaningful contribution to the Federal Reserve
and the Nation as a whole.

I thank you, Mr. Chairman, for allowing me this opportunity. I
was pleased to be able to listen to the nominee, and I wish her
rapid confirmation.

The CuAairMAN. Thank you very much, Senator, and the commit-
tee will stand in recess for an appropriate time.

Senator RiegLE. Why don’t we reconvene about 10 minutes to 1?

The CHAIRMAN. Reconvene at 50 minutes past 12,

Thank you much for your patience.

Dr. SEGer. Thank you. Have a good trip.

[Recess.]
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AFTERNOON SESSION

Senator RieGLE. I'm going to just finish off on the automotive
thing because we spent a lot of time on it and it’s a very important
subject."

Dr. SEGER. And, again, I agree.

Senator RIEGLE. And I just wanted to make sure too that, assum-
ing you are confirmed to this seat, I think on issues of this kind the
kind of communication that you speak about is important to have
and so I would hope from time to time in the normal course of
events we might even speak about these issues.

DETROIT PEOPLE WILL INFORM ON ISSUES

Dr. SeEGer. Sir, I would like to buy you lunch also. Having lived
in Detroit straight through since 1967, I'm sure that the people I
know will be ringing my bell, so to speak, to make sure that—if I'm
not following events there on my own—they keep me informed.

Senator RieGLE. I appreciate that suggestion and especially I
think it is important as long as this regional representation issue is
a really fundamental issue and it’s not easy to stay up to speed on
regional issues when you are here and absorbed in the whole range
of issues in terms of the international financial difficulties, the con-
sumer responsibilities, and so forth and so on.

But those are critical inputs and I just want to finish by making
an observation on the auto industry that undergirds why the price
earnings ratios are so low at the present time. And that is that the
industry is beset with a whole host of problems.

I'm not going to take the time to talk through each one today.
We spent some time on exchange rates and foreign competition
and some on interest rates, some on just what the business cycle
itself will do with the auto industry and especially if we get socked
in after having been socked so hard in a relatively short space of
time.

Obviously the question of labor management relations and the
improvements some of which have been made and more of which
need to be made on the whole question of productivity. All of these
things fit into this puzzle here in such a way that to really have a
sense for the dynamics of the industry takes effort and the indus-
try in my view, if the import limitations come off, the industry is
going to face very, very tough sledding and it’s going to get tough
in a hurry unless the Japanese voluntarily hold off.

There is no guarantee that they necessarily will. But if the Japa- -
nese market share starts to rise sharply, we're in for horrendous
difficulties. It's going to hit the companies differently and so you
can't just look through the window of one company. You've got to
look at all of them.

Dr. SEGErR. May I just make a comment about the question of
looking at more than GM. Among my personal acquaintances, actual-
ly my best friend, is a board member of AMC. I have gone to
school and continued a friendship with a fellow who just switched
from comptroller at Ford to another job there. I think I have a lot
of people available, so that I don’'t have to just read some little
from “Ward’s Automotive Report” or the “Survey of Current Busi-
ness.”” As 1 said, these people know me well enough that they
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wouldn’t hesitate to ring my bell. Also, if I needed information—
because it is a very complex industry as we both know—and if 1
felt that being away for a while, I hadn’t seen, let’s say, some of
the recent numbers on cost competitiveness, I wouldn’t hesitate at
a}lll to call the people who are our friends; and I can get through to
them.

It isn’t like just having to go to a PR guy or industry relations
f(lilow. Information is very important to keep on top of these
things.

Senator RiecLE. Well, let me just say something to you along
that line and that can be very valuable. But just ponder this, you
know, on your way home today and that is when you put the
future problems of the industry at about a 5 on a 10 scale, if you
talk to the heads of these other companies today other than GM, in
private conversations they put that number much closer to the 10
level—an 8 or 9—and including the companies that you mentioned,
so I'm not sure that——

Dr. SEGER. I haven’t called them up and asked them the question
you just asked me.

Senator RieGLE. Well, maybe you should do that. And they ma
be so busy with their own problems they haven’t thought to caﬂ
you. But I think you're going to have an affirmative obligation, not
just wait for somebody to come and pull your chain to find out.

What I'm saying to you is one of the things that concerns me is I
think your level of apprehension isn't what it should be. I'm not
saying that in any kind of harsh way, so don’t misunderstand me.

'm saying the financial markets are sending off a very different
signal so there is a difference between how the financial markets
in the aggregate see it and how you see it. There’s a difference be-
tween how the auto people that I'm talking to privately at the tops
of these companies, with the exception of GM, see it, and that’s a
variance with how you see it.

So one of the first things I say is, why is there this gap?

Dr. SEGER. I haven't talked to the very top bananas. I indicated
to you the level of my friendships.

nator RIEGLE. Maybe it’s not just a question of talking to top
bananas. Maybe you’re not getting good information because of
who you are talking to.

I was just saying to you that the level of apprehension is far
higher than that.

Leaving the auto companies aside, you're a free market person,
I'm a free market person. The Wall Street Journal has got a big
message for you today. If you don’t see it then there’s maybe a
blind spot that you need to deal with. That is, the markets are cap-
italizing GM at four times earnings and Ford and Chrysler at
three. They are telling you something. They are not screaming it in
yglt.:r face but they are if you take a look at those numbers or think
about it.

MARKETS DON'T THINK IT WILL LAST

They are telling you that there are some big problems out there
and they are not willing to value these earnings very highly be-
cause they don’t think it will last. So either the market is wrong or
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it's right. If it's right, whatever is causing this apprehension is
;onrﬁething that you do have an obligation to think about long and
ard.

This requires more than thinking on your feet and getting the
questions right. I think you now carry a permanent obligation to
figure out what the market is saying. I'm not expecting you to be
an expert per se on the auto industry, but I think you now have to
become one because of this regional responsibility in a way in
which you can stand up and answer that question in sort of a 35-
minute presentation that you might give to a national group and
say, look, this is what the markets are saying and this is what I
think they are saying. I either agree or I disagree. But I think you
have to be able now to develop that level of insight and knowledge
and present it. That’s how I see it. So I'd just ask you to reflect on
that. 'm just offering that as an observation to you.

Let us move ahead here. I want to go next to the Continental
Bank situation.

We've seen an unprecedented bailout effort made in the case of
Continental. In other words, we’ve stepped outside the rule of the
game we've been applying to other banks, smaller banks and so
forth, with an ironclad sort of Federal guarantee, a guarantee of
the full size of the deposits above $100,000 and so forth.

It’s set off all kinds of questions about fairness, equity, and
double standards, and what have you. The reason that’s been given
for this emergency action, this $7.5 billion bailout which still has
not been fully accomplished as you know, was that the internation-
al financial system was really in jeopardy of collapse.

If there is any hesitation at all about going in and shoring up
this situation and sort of locking it in place, do you agree that this
situation was that important and the overall level of vulnerability
was such that that’s an accurate reading of the situation and there-
fore this kind of step had to be taken?

Dr. Secer. I don’t have any confidential information from Conti-
nental. I've never been provided that.

Senator RieGLE. I'm asking really your professional judgment as
an observer, an economist, and as a potential Fed Board Member.

Dr. SeGer. I understand that. But I didn’t have a confidential
report dropped in front of me on the shape of Continental the day
before; that might give me a different insight than what I have just
as a professor who is observing things in general and also who
hasn’t seen this kind of information.

My sense, from reading the New York Times day by day, blow by
blow accounts of how the pressure built, the scariness, the so-called
run, is that you didn't see people out in the street like we had in
Detroit in 1933. Now you don’t need to; you can have a run just by
using a wire transfer, and that's what’s happening. CD’s were not
being rolled over. They were very dependent on that; more than 50
percent of their total source of funds, the so-called hot money was
from CD’s.

Senator RiEGLE. I'm just going to stop and ask you two specific
questions because I want you to make your plane, and I want to
move to a lot of things. '
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Was this special intervention justified in your opinion and neces-
sary? No. 2, was it for the reason that there was some potential of
a ripple effect to an international financial collapse, which was
widely said at the time by the people who made the decision?
That’s really the two questions.

Your judgment about that. Was it necessary? Did it need to be
done? And is that the reason it needed to be done?

CONTINENTAL WAS VERY VULNERABLE

Dr. Secer. What I'm developing is the case that it apparently
was necessary, because of this tremendous run via wire transfer on
the Continental Bank. They had a tremendous number of dollars
placed in that bank by foreign banks, Japanese banks, German
banks. They were very vulnerable.

As you get a question of confidence being raised, these people
who are the big shooters, the real professional fund managers all
talk to each other, and as soon as tﬁere is a question about the in-
tegrity or the health of a bank, the word spreads like wildfire.
When a bank in Japan or a couple of banks start to have questions
about the safety of their funds because they are way over the
$100,000 cutoff, this is no doubt about it; their reaction is to start
pulling these dollars out.

As I said, that spread. That led to a liquidity crisis, and that’s
what I’'m pointing to as a justification for having some special at-
tention given to the Continental Illinois incident.

In terms of the Federal Reserve involvement, it was basically
working as a lender of last resort. It is well established for central
banks to enter this kind of a situation where there is a tremendous
liquidity problem, where the individual institution cannot have
been expected to supply that much liquidity in house. We expect
institutions to have liquidity for reasonable deposit outflow, but
you don’t expect them to be self-insured against catastrophe.

The fact that Continental was able to go in and borrow at the
Federal Reserve discount window, from the lender of last resort,
that has happened before for big banks and even smaller banks.

Senator RIEGLE. Let me stop you here.

We are going to need to rest of the afternoon if we can’t really
get to the question that I'm asking and maybe we’ll have to do
that, because we can go to that longer explanation next if we really
need to have that.

But what I'd like to start with is a judgmental answer and then
the reasoning for the answer, if it looks like we need it.

Dr. SeGer. My judgmental answer was that Continental Bank
had to be——

Senator RieGLE. The intervention had to take place in your view.
You’re convinced that there was a need for the intervention. The
answer to that is, yes.

Dr. SEGER. There was a liquidity crisis.

Senator RIEGLE. And there was the need for the kind of interven-
tion we saw; right?

Now, the next question is was the intervention required because
had it not taken place we might have seen any kind of a broader
run on the financial system or on other banks with problems and
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the possibility of what has been generally described in the press as
the threat of the potential of some kind of an international finan-
cial collapse?

Dr. SEGER. I think there defimtely was a “potential,” in quotes,
because the whole confidence matter is so important to financial
institutions. If you were to have gotten a major failure such as
Continental going under, then it would have been in my judgment,
a repeat or partial repeat of what we saw back in 1933, if there
hadn’t been intervention—where the big depositors of other banks
would have seen the problems at Continental and then they would
have started pulling their funds out of the other banks and other
banks would have got in trouble. They would have had a liquidity
crisis. They would have had to have been helped out. You get a
ch_gin reaction through the domestic economy, ultimately world-
wide.

Senator RiEGLE. So, we really, in your mind, were at the point of
that kind of risk. In other words there was the potential for that to
happen and that that potential was real enough that in your mind
that justified the intervention?

Dr. SEGER. In my judgment, yes, sir.

Senator RieGLE. Now, that’s important because that it seems to
me also then becomes a statement of how fragile things are.

If the potential of this bank going down in turn created genuine
concern that could have set off a chain reactlon, if had not other-
wise been managed, which is what in effect you've just said, then,
to step back a step, that then poses another question, and that is,
what is the overall state of things? In other words, what kind of
precarious situation are we in if one event, like Continental Illi-
nois, suddenly comes bang, right into the center of the radar screen
and that were to go down and set off this chain reaction?

It seems to me that is a statement about what is the overall set
of conditions that we're operating in right now. What is the nature
of the international financial system? It's soundness? The degree to
which credit relationships are overextended? The interconnection
of all of the different bits and pieces?

I take it then that you acknowledge that the international finan-
cial situation is fragi}:; enough at this point that an event like the
Continental Illinois is something that could really sort of knock the
whole thing haywire?

Dr. SeEger. The domestic financial system has problems. The
worldwide financial system has problems, but I would just suggest
that if an institution the size of Continental, the seventh or
eighth—I've seen both numbers used—largest in this country, if it
had had a liquidity crunch to the extent that it did have, and it
had been in 1974 rather than 1984, that even then, in conditions
that in general were a little less—to use your term—‘“fragile,” than
they are today, that kind of a bank in difficulties would have had a
tremendous impact—even had it been 1964. My point is, a big glob
makes a much bigger splash than a small glob does.

Senator RIEGLE. I agree. Is it also fair to sa, fr however, that today
it’s just not Continental Illinois in isolation. It’s that plus the debts
of the less-developed countries. A whole pattern of events taken to-
gether that create a much higher sense of apprehension.
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LIQUIDITY CRISIS

Dr. SeGeR. There are two different points here, and I may not be
distinguishing them well enough. What I am saying is—and this
was proven, by the way, in Michigan in the 1930’'s—that when you
get a liquidity crisis, started by the failure of one problem bank of
lack of confidence or some other event, the crisis often leads to at-
tacks on banks that are very sound. As the news spreads and de-
positors grow nervous over the safety of their funds, heavy with-
drawals can lead to failures of those sound ones. Of course, we
didn’t have deposit insurance at all in 1933, at the time of our
crisis in Michigan, the so-called Bank Holiday.

Nevertheless, even though we do now have insurance up to
$100,000 per account, the people above that level are obviously at
risk for those dollars. To the extent that there is a question on one
bank, if that shakes the confidence in others, then you can have
runs on other banks that are perfectly good, sound, healthy banks.
mis liquidity crisis, that happened in the 1930’s could happen

ay.

Senator RIEGLE. But you see this gets to a very subtle point and
it’s a subtle distinction that’s come up two or three other times. It’s
the whole question of certain market expectations, market psychol-
ogy and whether that’s a rational reading of events, and whether
things really aren’t all that bad. But yet you can have a crisis be-
cause people sort of do irrational things and don’t really look care-
fully enough at reality. So that can enable a person to kind of go
down two roads at once on the same issue, and in a sense really not
say anything.

I guess my concern here is, you know, it's one thing if the
market sort of panics and stampedes and goes out and we have a
collapse, because there really is no problem but everybody thinks
there’s a problem.

Dr. SEGER. I didn’t say there were no problems.

Senator RieGLE. I know you didn’t, but I want to make it clear,
so it’s clear exactly what I'm asking and what you're saying. So
that we know because others are going to read this record and that
is, is this a situation where everything is basically pretty sound
and pretty squared away and you just get a random event and it
sets off a lot of panic. People go out and react to the panic and sud-
denly, you know, you could have a collapse going on that wasn’t
really based on anything more than just people sort of misreading
the situation or are we finding now, in the case of Continental Illi-
nois, that Continental Illinois is not an isolated event. It’s part of a
large pattern of financial difficulties that are looming all around
the globe and that everybody is very nervous about it. So much so,
that the President just met with the heads of government of the
Western European countries to talk about it. And so that in fact
the whole situation is in some perilous condition out there right
now.

So that Continental Illinois coming along as one more event on
the margin was in the context of this larger picture about which
there is great apprehension. One of the reasons why real interest
rates today are higher than they’ve been in a long, long time.
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So it's important for frou to give a clear sense as to whether the
background factors really are something that rational thoughtful
people should be alarmed about and if that’s the context in which
Continental Illinois is taking place or whether in your view the
market is really sort of behaving in an irrational way and that
things behind it all are really pretty solid, pretty squared away and
there’s really not that much cause for alarm and that if we sort of
had a collapse it would be all by accident because everybody sort of
just really didn’t know what they were doing.

Dr. SEcer. You misread my comments, sir, or misheard them.

What I'm saying is that when you get to a liquidity crisis involv-
ing a bank the size of Continental, that it is important to deal with
that size problem at any time; if you don’t, then the failure of a
bank that size could trigger other failures, even if the other banks
are absolutely 101 percent healthy specimens. That's all I'm saying.

Senator RIEGLE. Yes.

Dr. SeGer. I got very worried about financial institutions at the
State level when I was dealing daily with very confidential and
specific numbers about the health of individual banks. In 1982 I
was biting my nails. I know you don’t think I do that, but I was.
And to me it was very, very scary.

Senator RieGLE. But you're not biting your nails today.

Dr. SeGeRr. I think we've made some progress. I'm not a Pollyan-

na.

Senator RiEGLE. They've changed to enough of a degree to when
you were really alarmed and biting your nails 2 years ago, you're
not really alarmed and you're not biting your nails today.

Dr. SEGeR. I'm not spastic about them, because, as I said, we've
gone from my panic point to grave concern. I'm not biting my
nails. I'm paying attention. Getting back to the financial markets,
they have a marvelous propensity for extreme behavior. They're
either hysterically optimistic or hysterically pessimistic, with very
few stops in between.

When I was a banker I dealt with these people all the time, and
I'm not saying that that’s wrong, but I'm just indicating that they
often get on either side of the extremes of the range, and absolute-
ly it is a problem. The Continental situation would have had to
have been dealt with, in my humble opinion, even if every other
bank in the United States and every other bank in Europe had
been sound, because it could have spread.

Senator RIEGLE. In the last 20 years, have you seen any other in-
stance like the Continental Illinois instance where the Federal
Government has responded this way? I'm talking about the com-
plete backing and complete guarantee right around the existing
bank. I know of no case like this. This is one of a kind.

FRANKLIN NATIONAL BANK CASE

Dr. SEGeRr. Two different things. In terms of being the lender of
last resort, the Federal Reserve has dealt with other cases before.
Franklin National Bank in 1974, this little bank that I indicated
that I had to close.

Senator RIEGLE. They fully backed the deposits above $100,000?

Dr. SEGeR. That isn’t the Federal Reserve.
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Senator RieGLE. I'm not talking about the Federal Reserve. I'm
talking about the whole bailout.

Dr. Secer. But there is a distinction to be made here. I'm not
just trying to be picky, but they’re two different things. One is the
Fed opening the discount window. This was made available to this
little bank below the $20 million cutoff, while we were trying to
find somebody to acquire them. It wasn’t on the front page of the
newspapers, but the discount window was made available to help
them out through this period of trauma. We eventually had to
close it, but, nevertheless, that’s not unusual and that’s not just re-
served for the biggies.

The unusual thing is to have the FDIC come in and to go above
this cutoff of $100,000 per account; that was the rare thing. That’s
what I haven't seen before, although I've been told that they have
gone in to deal with a couple of mutual savings banks in a special
way.

Senator RiecLE. I don’t think in that way—I'm not familiar with
any other precedent equal to this one in modern times in the last
20 years, and I gather you're not either.

Dr. Secer. No.

Senator RiegLE. This is unique, It stands out. Well, let's leave
that point, because I want to go to others. But I think the question
of whether or not that indicates that the overall economic and fi-
nancial structure, world economic and financial structure is in a
particular type of jeopardy right now is important. I think the Con-
tinental Illinois intervention says that it is. I think the regulators
are affirmatively saying that by taking these extraordinary steps.

Without a long answer, I gather that you're not comfortable
saying that, yes, you think that’s true. You think something differ-
ent than that is the case here.

Dr. SeGer. Again, I can’t read their minds, but it is true that
they’ve viewed this as a very severe problem. Again, they had to
deal with it, and it was very important. In my judgment, that
would have been the case. I'm not denying the fragility. I'm just
salying that even if we weren't faced with a less than healthy over-
all financial system, I think when you're dealing with this sized or-
ganization, with billions of dollars deposits in it—including those of
correspondent banks, school districts, counties in Illinois, and for-
eigners—that kind of situation would have deserved a lot of atten-
tion. I don’t know if the number would have been $7 billion, I have
no idea. But it would have deserved a lot of attention, even if we
didn’t have this bigger problem. But we do have the bigger prob-
lem, so that reinforced their judgment even more.

MIDDLE CLASS SHRINKING IN SIZE

Senator RIEGLE. I mentioned to you yesterday some data in yes-
terday’s Wall Street Journal about the fact that the middle class is
shrinking, which concerns me a great deal, and I am going to give
you two sets of statistics which I mentioned to you yesterday, but I
wouldn’t expect that they would be fresh in your mind today, out
of the Wall Street Journal article yesterday. I am going to ask
unanimous consent that it be put into the record at this point in its
entirety at the end of this exchange.
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It says: -

Statistics from the U.S. Census Bureau show that families with annual incomes of
between $15,000 and $35,000, using 1982 dollars as a base—

In other words, they’re holding it constant here—

that families in that range of from $15,000 to $35,000 made up 44 percent of all
the families in the United States in 1982, but that has dropped from a figure of 53
percent, where it was in 1970.

So this band of people with those incomes adjusted for inflation
and so forth has been shrinking from 53 down to 44 percent over a
12-year period.

Now some people say that if you try to define the middle class as
including people from §$15,000 to ?35,000’ that’s not the right
income band to pick. So if you take a different income band, which
is $15,100 to $25,200, and you use that as your definition of the
middle-class income level, that group also has been declining. It
has gone down from 28.2 percent in 1967 down to 23.7 percent in
1982. So what we see is, we see that sort of middle-income band
shrinking as a percent of the population.

I'm deeply distressed about the data, because it confirms what
otherwise we're seeing in many forms in the industrial base, cer-
tainly in our State, and so forth, what are the implications of this
in your mind when you see data like this from the Census Bureau
that shows that the middle class is shrinking proportionately in
our population? What does that say to you?

Dr. Seger. To begin with, I had a second yesterday to take a look
at the article you mentioned. Apparently the article indicates that
economists who are demographers have split opinions about the
meaning of this report; that was pointed out in the article. Obvi-
ously I think one of the great strengths of America has been a
strong, big middle class. We both agree, it has certainly been that
case in Michigan.

I think, though, if you look in detail at the numbers, the reason
that the middle class has shrunk—whichever set of data you use,
and I looked at it very quickly, so I didn’t memorize the numbers—
to that there was movement from both ends. It was shrinking be-
cause some people went out of the middle class and went into the
higher end. Others fell out of the middle down to a lower range.
We've had a lot of people in this country—and I say this as a work-
ing woman—who have gone from middle class to higher class in-
comes, because they’ve got two wage earners in the family.

More women are working; more than half of adult women are
now working. Also they're having opportunities to work in more
professional kinds of jobs, which we both know.

There has been the shrinkage for two reasons. One is people
having a higher income, going out that route. Then there are the
others that have gone the other way. Also, as I recall, going
through it very quickly, those data are for 1982, when the recession
was still on, ang it was a very severe part of it. I would think, if
census were to redo those numbers in 1984 and maybe eventually
they will—that with people called back to work, Wlti longer work-
weeks, with overtime pay, that that will help flesh that so-called
middle class out a little bit from where it was in 1982. I don’t know
if it is going to pop back up to 53, or whatever.
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Senator RieGLE. I think the direction you’re going here—I just
want to tell you directly—I find troubling. Yes, there are some
mitigating circumstances. Yes, you can put a good face on these
numbers, and you can sort of start there. "

Dr. SEGER. I didn’t say there was no problem.

Senator RiEGLE. I know, but we haven’t got to the problem yet.
Everything I've heard you say so far has to do with sort of saying,
you know, there’s a good side to this problem, or if you're going to
talk about the problem——

Dr. SEcer. That’s not good, but it is an explanation of a part of
the story of the shrinking middle class.

Senator RiegLE. What I'd like to do is hear your thoughts about
the problem part of it. That’s really what I'm interested in hearing,
if you think there is a problem part. Maybe, in a sense, in your
mind, it's all these other factors that sort of explain it away, and
basically, you end up saying this is no big deal. You're certainly
entitled to have that view, if that’s your view. That's what I want
to understand, OK.

Dr. SEGeR. On all these things I've never said there are no prob-
lems. I've just tried to be a fair analyst who looks at everything
and doesn’t try to hang any numerical change on one factor that
may pop into my head first. I tried to get a fair assessment.

Senator RieGLE. That’s fair enough, but I want to do—what I try
to do is I try to get you to your bottom line, what I understand is
your bottom line, and then we can sort of back up and find out
what makes up the bottom line. The way you tend to respond is
that you tend to respond by providing a whole balance of factors;
we may or may not get to tﬂe bottom line at the other end. So
what I have had to learn how to do is, I have had to learn how to
listen to the way you answer to decide qualitatively where you put
the most emphasis, because those are the things you tend to talk
about first; the things that you put the least emphasis on, you tend
to talk about last. That's the pattern I'm getting over 4 days worth
here. The way I try to structure my question to you is, if this is a
real problem for the country, there are a lot of people alarmed
about it, I happen to be alarmed about it, I wanted to find out, as
an economist, and as a person coming out of Michigan, whether
you see this as a problem that you're alarmed about.

The headline on the story and the reason it is a lead story on the
Wall Street Journal of yesterday is that this is a very important
national topic, that this is not just another magazine. This is the
Wall Street Journal.

Dr. SEGER. Isn’t the next line “Economists split over importance”
or something like that?

Senator RigGLE. Yes, it does say that. It says “Is the U.S. middle
class shrinking alarmingly? Economists are split.” Well, I don’t
have 10 economists at the table; I only have 1, and you're the one
that’s being nominated to the Federal Reserve System and I want
to know what you think, and I don’t want you just to rehash what
everybody else thinks. I'm not interested in hearing that, because
I'm not putting everybody else on the Federal Reserve Board.
You’re the only person that’s going. So I'm interested in your
views, and I have no problem sitting here, as long as you want and
listening to you sort of playing back to me on this side, some people

36-314 0 - 84 - 19
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think this, and on this side, some people think that. What I'm
really interested in is, what do you think? What is your bottom
line? What is your judgment? You're not just starting out. You're
at the same point on your career, in a sense, that I am, so you’ve
got judgments that you formed over a period of time. This is an im-
portant issue. And you come out of what used to be the Nation’s
breadbasket, so you ought to be loaded on this issue. You ought to
have some very strong opinion, in my view, and you ought to know
why you have it.

So when I ask you the question, I don’t think—I mean, it’s not
an effort to try to sort of take you into an area where I don’t think
you should be prepared. I mean, I think you should leap at a ques-
tion like this, and I think you should have feelings about it, and I
think you should have some basis for what those feelings are based
on. So I'm a little surprised when I pose a question like that, be-
cause, frankly, this is a home run ball. This is what we refer to as
a home run ball. Somebody who is a witness, you take an issue that
presumably they ought to be right square in the center of, and you
give them a chance to knock it right out of the park by giving
them a wide open shot at the question and not trying to lead them
to this answer or that answer, or what have you. But when you're
served up a question like that, it ought to be kind of a meat and
potatoes answer for you, and you don’t have a judgment to express,
that concerns me, because that’s one of the t.hings that presumably
you can take to the Board, that the Board doesn’t now have.

It goes back to this regional representational question. Coming
out of a Michigan perspective, you or I or anybody else who is an
economist and who deals with numbers, financial trends, circum-
stances, wage levels, a whole mix of factors, who doesn’t have an
opinion, I mean a qualified, substantive, solid opinion on this issue,
then I would question whether we can make the contribution
there. That's the point I'm driving at.

So I don’t want a rehash of the article. I want to know what you
think. I want to know what you've seen, what your sense is. I want
you to take me as far as you can into whatever your own personal
opinion is and what you base that on. That’s what I'm looking for.

Dr. SeGer. The reason I mentioned the other material was to
narrow down what I thought was the statistical size of the prob-
lem. Having said that, I am very concerned. Those specific num-
bers are 1982 as I recall.

UNEMPLOYMENT IS BIG PART OF THE PROBLEM

A big part of the problem of the shrinking middle class, is the
trend in unemployment in the industrial heartland, smokestack
America, whatever you care to call it. Many of the people who
have been laid off because of the factories closing for cyclical rea-
sons or for longer term structural reasons were ones who were
firmly implanted in that middle class: steelworkers, autoworkers,
other kinds of manufacturing employees, and many of those are
now part of what I call the structurally unemployed. That structur-
al unemployment does show up in various numbers, including our
unemployment rate, but it also shows up in these kinds of statis-
tics, income distribution numbers.
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As I said, I am aware of it and I am concerned about it and it is
one of the problems that we have to deal with as a Nation, not just
in isolation, but because it’s tied to this bigger problem that we've
discussed before about the health of our basic industries.

[Article from the Wall Street Journal follows:]
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have two levels of income distribulions” —
high for engineers and other professionals
and low for assembly workers, says Prof.
Thurow. In contrast, such smokestack indus-
tries as automobiles, steel and machine
100ls have been “'repositories of middleclass
jobs,” he says, “and when they shrink, the
riddle class shrinks with them."

People employed in producing durable
goods make up 11% of the work lorce today,
down from 13% a decade ago. Meanwhile,
the services sector, characterized by uneven
income distribution, has been gaining. An
example is the fast-growing medical indus-
try, which includes brain surgecns as well
as crderlies. Another is the fasi-food indus-
iry, with a handful of well- pead executives

whether this is really a recovery,” says a 30

year-old unemployed riveter who doesn't
wanl his name used because he is embar-
rassed by his plight. “There's a difference
between getting a job and making a living,"”
he adds. He made $11 an hour at a Bethle-
hem plant.
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selors al Mainstream Access Inc., a frm
here that teaches job-hunting skills to Jaid-
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pays 35 an hour,”” says Ann Hormer. a
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e

*“The polarization here is alarming.”
says Wilham Pilder, managing partner of

and legions of
flippers,

“For services as a whole, the most im-
portant ohservation is that there tends to be
a concentration of employment in better-
than-average and  poorer-than-average
jobs,” says Thomas M. Stanback Jr. in his
book “Services: The New Economy.”

Some who subscribe 1o the view that the
middle class is shrinking predict certain
consequences. Candee Harris, a Brookings
Institution research analyst, says the trend
will spur low-income workers, such-as secre-
tarbes, to unionize. She fears that increasing
competition for high-paying jobs will lead to
“more conflicts in the lower economic
strata.” As evidence, she cites the violence
that occurred last year when Greyhound
Corp. tried to ace striking drivers with
newly hired workers.

Johnstown, where a forerunner of the
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Bessemner steelmaking process was devel- |

oped in 1858, has long been 3 magnet for
succeeding generations of German, Welsh,
Slavic and southern European immigrants
with middieclass aspirations. In the last
century, the city has weathered Lhree cala-
strophic floods; now, it is struggling to over-
come the woes of its steel and coal Indus-
tries.

Local employment in those fields has
plunged to 12.000 from about 40,000 in the
early 1950, says Bill Findley, a labor-mar-
ket analyst with the state’s Bureau of Em-
ployment Security. “Johnstown is in step
with the pation's transition from a goods-
producing economy to & service-producing
economy.’” he says.

Job growth is concentrated in such low-
wage fields as health care, retailing and
food service. "We're talking about jobs that
pay anything from the minimum wage 10 £5
or $6 an hour, with few or any benefits,” Mr.
Findley says. In contrast, the average wage
mmmwns m]smmry is $16.58 an
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As a resull, thousands of unemployved
Bethlehem and U.S. Steel Corp. workers
here face the prospect of a permanently di-
minished standard of living. *"There are jobs
starting to pop up, but the wages and bene-
fits are 5o skimpy that you've got to wonder

Access. i5 being
split into two camps: relatively well off re-
tirdes, whose savings and pensions allow
them o enjoy a high standard of living here,
and ""a growing number of very poor people
who don't want to leave the area and aren't
well employed,” Mr. Pilder says. He says a
similar phenomenon is occurring in other
old industrial towns such as Akron, Ohio,
and Gary, Ind.

Polarization is also occurring in major
urban centers such a5 New York and San
Francisco as the middle class is forced out
by the high costs of housing. In San Fran-
cisco, Ruck and Jean Williams, for example,
own a $150,000 home in a formerly working
class melghborhood. They can afford the
neighborhood with their combined income of
over $50,000. He is a research attorney for

| the Califormia Court of Appeals and she is a i

saleswoman at Macy's.

While people like the Williamses are pn’r
pelled above the middle class by their wo |
incomes, some working-class families are |
propelled into the middle class when the
woman goes 1o work. 11 all goes to show that
“it's very difficull 1o draw sweeping conclu-
sions on the fate of the micdle class from
the data we have,” says Gordon Green, a
Census Bureau demographer.
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Senator RieGLE. Do you know what the merchandise trade defi-
cit is running at on an annual level basis at the present time? ~

Dr. SEGER. A little over $100 billion. -

Senator RIiEGLE. It's about $130 billion based on the most recent
data. We're on sort of an exponential curve here so we're up. The
first estimate was that we might break $100 and the next estimate
was that we might break $120. Then the next estimate was we
might break $130. Now the talk is, based on last month’s numbers,
we're running at about $135 billion level.

In other words, it's changing so fast that even an economist like
yourself who pays attention to these things——

o bDr.I%EGER. I'm sorry. I hadn’t taken just 1 month and multiplied
it by 12.

Senator RieGLE. Yes, but the most relevant information normal-
ly, unless you’ve got some reason to think that the most recent
month is an aberration if you're on a sharply rising trend curve,
the most recent month probabi{y tells you a lot more than the
month 4 months ago, especially if they all show this number sort of
breaking out and going higher and higher. And I can just tell you
that the serious economists in this town are concerned about it.

They are very concerned. They’'re more concerned today than
they were 3 months ago and stories are being written about that. I
don’t know if you’ve been reading those stories or not but there is a
genuine sense of alarm about the size of the merchandise trade def-
icit and how rapidly it’s increasing and no one knows quite what to
make of it because we’ve never been there before.

This is a whole new kind of problem for the United States in
terms of this scale of problem. So now we are finding roughly $135
billion. If we stay at this level for a 12-month cycle here, leaving
the country, I mean, it's like equity going out. Some of it comes
back in the form of loans which is of course debt rather than
equity and we are finding ourselves not just losi(r)x{g the value added
in this economy, so it’s not just the sum total of the $130 billion.

It's the stream of what that money would otherwise do if it were
kept in our society. It's an enormous problem. It’s one that I am
personally extremely concerned about in terms of what it means
for the future of the country.

It's part of this story. One of the reasons the middle class is
shrinking is that those are the jobs that are disappearing.

Dr. SeGeRr. I said that was part of the probf::m in smokestack
Amglrica. I didn’t specifically go into that, but that is one of the
problems.

Senator RiEGLE. And I'm taking it the next step because the mer-
chandise trade deficit now having achieved this level and rising as
sharply as it is, taking this money out of the country is creating a
problem where in order to get the money back interest rates have
to go higher because, if interest rates aren’t higher, if we're not
successful in the bidding that has to go on for the capital that's
floating around—now you start connecting all of these things and
we find ourselves in an odd situation where we are becoming a net
borrowing Nation. A strange condition for the United States to be
in. As our savings rate is low we're spending moere money than we
can afford, including a massive Federal deficit that keeps piling up.
With all of the Federal debt refinancings that are coming along
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and we've got to finance the trade deficit, suddenly we need money.
More money than we are able to generate in our own society.

So we are borrowing it from the rest of the world at very high
rates. Fortunately for us at least they’'ve been willing to loan us
the money so far, so we haven’t run into a crunch where suddenly
the whole thing stops because we can’t get our hands on somebody
else’s capital.

It may stop. There's great concern, as you know, as to whether
the value of the dollar might change and even with high interest
rates, we may not be able to attract as much capital as we have.

I take this time to say this because all of this winds right back
around to the Federal Reserve Board table where it is proposed
that you will sit. Again, I'm not sure today around that table that
all these relationships are being interconnected. That people are
putting it all together and sort of taking it all the way back
through the chain of commerce, taking it through value added,
taking it back to smokestack America. Taking it back because I
have a feeling that these problems are so big, and they are so new
and different, that the textbooks and the language—none of the
nice handy techniques for dealing with it have been invented yet
because the problems are of a different scale and a different type
and are overtaken by new realities.

My hope is—and I talked with Paul McCracken about you yester-
day. My hope is that rather than have somebody who would show
up at the Federal Reserve Board who is there with sort of a smat-
tering of a lot of different sort of economic information, sort of
little bit of supply side, little of this, little bit of that and so forth.
Some of that is fine.

NEED FOR INSIGHT AND PERCEPTION

If somebody is going to come out of our region I want them to be
able to walk into the Board with some insight and some percep-
tions that relate to this whole new profound, interconnected set of
problems. But I don’t see much evidence that the Fed today recog-
nizes or understands or is necessarily taking account of and if you
weren't in there to sit down representing our region and couldn’t
reflect those new realities in a way that would help them start
thinking about these problems differently, then in my view you
shouldn’t be there because that’s the value of having somebody out
of our region right now and that’s to take these kinds of things
that people are struggling to try to sort of quantify.

This also leads back to another question. When I asked at the
outset of the hearings, you know, the things that you might have
written, I asked you in person; I asked because I really wanted to
know and I want to know today because I'd like to find out that
you've got some views on the problem.

I'd like to find that you've been concerned enough about it that
you’ve done some digging on it. That maybe you’ve given some lec-
tures or some speeches or you've written an article, or that you
have an informed view because that's what has to be taken into
the Fed Board. So I wouldn’t have to ask you about it now if I
knew it or if I had read it a week ago and so forth. We could be
talking about something different. In fact, we wouldn’t be having
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the hearing now. We'd have been able to wrap it up a long time

0.

I think you have an affirmative obligation to make sense out of
these kinds of things comm% as you do, from where we do if you
are going to take this feel very strongly about that and it
wouldn’t matter who else was coming out of our region. I would
have exactly the same expectation and requirement.

You happen to be the person that was nominated. It could have
been somebody else from some other part of the State. But this is a
requirement I think you carry with you. So I think you've got to
try to make some sense out of this. The Ph.D. and the business ex-
perience that you have and what you’ve seen in your personal life
and the way you’ve come along, you ought to be able to make as
much sense out of this today as anybody. Even if we are having to
invent new ways of thinking about it. Invent new language. Invent
new concepts to get outside of the rigid talk that other people have

been peddling for a long time that may not fit the new reality. So
that’s the obligation that I see you as carrying and I might say to
you I carry the same obligation only in a different job responsibil-
ity. I have to try to make sense out of these new things the same
ws&)you do.

I take the time to explam this to you because if you don't see
what I'm driving at, we've spent a lot of time here for nothing. We
must deal with the requirement to be able to make sense out of
what’s happening in our region in a way that really would let you
make a contribution to the Board. I don’t think you're there just as
a traffic cop. I don’t think you're just there as one more vote on the
margin to sit through the debate and be a pleasant person. I think
your requirement there is to go in there and take something that’s
fresh and solid and meaningful and insightful with respect to our
region of the country.

One piece of it has to be this. You don’t have to take it from me
that it's an important issue because I don’t do the copy assign-
ments for the Wall Street Journal. When the Wall Street Journal
is writing this as a lead item in their newspaper it’s because it's an
important problem. Therefore, it's one that I think you have the
responsibility to be out in front of and not sort of trailing along
somewhere behind, you know, just having general familiarity. I
think you've got to get into these things.

Do you think banks today can be profitable if they stick to their
tlriaditional lines of business? In other words, my question is
this—

Dr. SEGeR. New bank powers.

Senator RIEGLE. I'm asking from the point of view of profitabil-
ity. Can a well-managed bank in today’s society go out and do the
traditional banking functions and be profitable? Or in order for a
well-run bank to be profitable today, in your mind, does it have to
be given new kinds of business in which it can go and earn the
profits that it can’t earn by traditional methods?

Dr. SEGER. I think banks have to be given some new powers. The
exact extent of the new powers and the exact nature of them and
the importance of those powers to the profitability of the banks, I
think, is very closely related to the type of bank it is, if it's a re-
gional or an international bank or if it's some little bank, say, out
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in a rural area in Michigan. They probably wouldn’t take advan-
tage of a lot of the new powers if we gave them to them because
they still have a more traditional way of operating and that’s OK.
Many of them do very nicely. They have good profit margins and
they are solid as a rock, so to speak.

COMPETITION GREATER IN LARGE CITIES

But others, some of the bigger ones, particularly in the larger
cities, are the ones that I think have felt more of the competition
from outside banking. That's where the lines are crossing and in
those areas they do need the additional powers so they can compete
effectively with nondepository institutions that are coming in and
trying to offer what we used to think of as bank-type services.

Senator RIEGLE. I'm not clear on this. Let me try to get this clear
in my mind.

When I think of the traditional lines of banking in terms of com-
mercial lending, personal lending, home mortgages, the kinds of ac-
tivities we normally have associated with banking, if I take those
lines of business and on the other hand I take certain advantages
that banks are given, deposit insurance, the Federal Reserve
window, the multiplication of reserves to create lending power. I
take tax treatments that are unique to banking. I take all these
things and say to myself, a well-managed bank—I’m not talking
about one that starts with huge problems from predecessor genera-
tions—but a well-managed bank it seems to me ought to be able to
make money in a deregulated interest rate environment. You
know, you pay more, you charge more. That's sort of the wa;
things work in the retail business, whether selling T-shirts or sell-
ing credit. A well-managed bank ought to be able to be profitable
in the traditional lines of work without having to branch into
whole new lines of business because if you carry that argument far
enough you could say, well, sporting goods, for example, is a good
business so let’s get the banks into the sporting goods busmess Or
long-term health care facilities because, you know, they can’t make
a profit that’s required in the other area.

Tell me why it is in your opinion that banks can’t be profitable?
Well-manage banks carrying out the traditional lines of business,
and I'm talking about banks generally. Obviously they go from Ci-
ticorp down to the small bank. But I'm talking about taking the
whole range of banks as such. Why can’t they be profitable if they
are well managed.

Dr. Secer. You referred to deregulation, I was in favor of deregu-
lation and still am.

One thing deregulation brought about is a major pickup in com-
petition. Furthermore, deregulation has led to a narrowing of what
we call the net interest margin, the gap between the interest that
is paid for funds and the interest that’s earned on loans and invest-
ments. This is a very competitive environment, you know. When
you go to make a loan there are other people out there, other insti-
tutions out there that are also willing to make those loans; it's a
dogfight. This is leading to a narrowing of margins and those nar-
rowing trends show up, by the way, in industry statistics. It's not
just for a bank or a couple of banks. There is that aspect.
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In order then to compensate for this narrowing net interest
margin, the banks are having to try to earn more of their income
in the form of fees for services, because the way they will cover
their noninterest expenses—which are wages, property taxes on
the building, lights and all those—is to generate this fee income.
The big push, as I see it, is to have new opportunities for earning
those fees, and that is basically the statement of the problem.

Senator RIEGLE. If banks can’t be profitable in the traditional
lines of business, there's two ways we can approach it. Net profit.
I'm not necessarily at the point where I'm prepared to buy the
premises that they can’t be profitable and successful. I think that
most can and many are. Obviously, if you go through a transition
from one sort of historical level of interest rates and ratchet up to
a new level of interest rates, you're stuck with obligations in the
lower rates, like mortgages. That’s a special issue, but I'm setting
that aside here and talking about a bank that isn’t saddled with
decisions of that kind. I'm talking about whether today, starting
from scratch with the advantages banks have been given, could
they be expected to be profitable in well-managed traditional lines
of business.

My basic judgment tells me that they ought to be able to; per-
haps I'm wrong, but let’s say they couldn’t be, which seems to be
the proposition you're arguing. You're arguing, competition has
gotten so tough from nonbanking sources, that a well-managed
bank today can’t expect to be profitable in the traditional lines of
business. That I take it is your assertion.

Dr. SEGER. Definitely. They would be less profitable in this envi-
ronment and perhaps unprofitable; many would be unprofitable.

Senator RIEGLE. They would all be less profitable, and some
would not be profitable. So help me a little more here. I mean, 10
percent wouldn’t be profitable; 50 percent wouldn’t be profitable or
90 percent wouldn’t be profitable? Just give me a rough sense as to
how you see that. Is it just impossible, or do you think most of
them would be profitable, but maybe not at the profit level they
might like?

SHRINKING PROFITABILITY

Dr. Secer. We've already seen their overall profitability shrink
in the last couple of years. That’s been an industry trend—not just
net interest margins, but looking at, say, the broad measures of
profitability, such as returns on assets. Those numbers have been
skinnying down.

Senator RIEGLE. Let’s say, if it’s your feeling that in the tradi-
tional lines of business a well-managed bank can't be profitable
enough, either because it's not making any profits or because it’s
making less profits; something’s got to be done to improve profit-
ability. It seems to me that there’s two ways you can go. Banks per-
form a service. They are special. That’s why there are all kinds of
special features, including deposit insurance, which we don’t give,
for example, to Merrill Lynch. If Merrill Lynch wants to make a
loan to somebody, fine, but we treat banks quite differently, and
properly so.
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It seems to me that if banks on balance need to be more profita-
ble, there are two ways we could do it. We could help them in some
fashion, for instance, tax policy, paying interest on reserves, vari-
ous things trying to strengthen their profitability. That would be a
way to get their profitability up if that’s perceived as the problem.
Or we can say, ' fook you can't be profitable in traditional lines of
business, so we're going to let you, even help you, go into four or
five new lines of business.” Maybe it’s selling corporate securities,
or underwriting corporate securities. Maybe it's the real estate
business, or maybe it’s selling dogfood. Whatever it is. But in some
way to go out and increase profits, presumably in a way that
doesn’t create a problem of safety and soundness, doesn’t impair
the public confidence in terms of the security of the money in the
banking system, and so forth and so on. And, of course, not too
much financial concentration. We don’t want to imitate the Ger-
mans with a handful of banks rather than a nice diversified system -
that we’ve had in this country.

are you automatically persuaded, or why are you persuaded
that t¥)e way to go here is to move them out into new lines of busi-
ness, whether it be in the securities area or some of the other areas
we talked about earlier? What has prompted you to decide that
that’s the route to go rather than the alternative I've described
which is that: If the banks have a profit problem, there is another
wegrt.o fix it besides moving them off into other lines of business?
SeGeR. Two reasons, basically. One is, using your example of
Government aid of some sort, manI\; banks already have a relative-
ly low tax bill, se we say, because they hold municipal securities, or
they have a lot of leases on their books, or they've got tax credits of
various sorts.

Senator RiegLE. Many banks pay no taxes.

Dr. Secer. We're not on different sides on this. I think the lati-
tude for assistance in that way is probably limited. The second
thing is, I really believe, as a public policy matter, that giving
banks more powers in those areas where it makes sense—and as I
said, I’ve never written a long list that lets them do everything,
sell dogfood or run an auto repair shop; that’s never been part of
my view—in areas that are related to the things they do now, that
they have the expertise to do, that do not violate the safety and
soundness standards is good, because it also means more options. If
they're supplying these services, it means more options for individ-
uals like myself.

Senator RieGLE. OK. Let me ask you this question. I see what
your logic is. If what has happenedy is that the competition has
come along, and is so tough, so skilled, or somehow, more effective
that it has whittled away the profit margins of all the traditional
lines of business within banks and the banks haven’t been able to
figure out how through greater efficiency or whatever, to control
their profit marg‘ms, so their profits have been eaten away in those
lines. Why isn’t that same thing going to happen in the new lines
of business? If, in the area where they ve had the greatest expertise
and the greatest experience, their proﬁt margins have been whit-
tled down to the {)omt now where we re prepared to say that they
can’t be profitable enough, why isn’t precisely that same thing
going to happen in the new lines of business that you offer them?
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Dr. Secer. If I may use my example of underwriting municipal
revenue bonds, I think if the banks were to be allowed to enter this
arena, that, in fact, there would be some squeezing of what are now
maybe typical fees that are paid by municipalities for these kinds
of financing. That’s a plus for the municipality, but I don’t think
they would be squeezed from today’s levels to almost nothing.

Senator RieGLE. What does it do for bank profitability?

I mean if they come in and they're not competing against other
Wall Street types who do the revenue bond business, and they’re
going to try to come in, and they're going to try to offer that serv-
ice at presumably a lower price, a better service and get it, why
aren’t the Wall Street people—they’re going to fight back. They’'re
not going to give up this business without a fight. They know the
business.

What is there to suggest that there's some nice, neat incremental
profit margin to be made in what will obviously be an intensely
competitive business, especially the prohibition on any tie-in rela-
tionships, so that somebody doesn’t have to strong arm to have to
deal with the bank because of their techniques of credit relation-
ships. But assuming all that’s ruled out, why aren’t we likely to
find that even if the municipality out there gets a somewhat lower
rate, and you might want to argue that, but that they're just as
likely to get the lower rate, because the margins won’t go down in
terms of the guys who are now doing the business rather than the
banks coming along and, bang, moving into an area that they've
not been in, and somehow they're going to be able to come up with
a whole new profit margin that nobody else has been able to find.

I am wondering if there is a pot of gold down that track. That
really is my question. If there is, why do you think there is. Ex-
plain that to me.

Dr. SeGeR. I don'’t believe I used the words “pot of gold.”

Senator RieGLE. No, that’s mine. We're trying to beef up net
profitability.

OPPORTUNITY TO EARN FEE INCOME

Dr. SeGer. Giving them more powers of a limited type, gives
them an opportunity to earn fee income. Even if the fees on such
things as underwritings or discount brokerage, would be less than
they are today with the banks outside of that market—I can’t
prove this, of course, that the market is so limited that having the
banks enter it would drive the fees from something to nothing; I
think the banks could still earn fees on this kind of business.

Senator RIEGLE. Presumably, they might be able to do so, but the
guesl,{tion is, if you look at that fee as a percent of the assets of the

ank——

Dr. SEGeR. I'm not looking at it that way.

Senator RieGLE. But you have to in the end, because that’s what
determines the question of whether the increment of profitability
has really improved your situation, because we're starting from a
premise that says banks today can’t be profitable enough in the
traditional lines of business off their asset base.

Now we're saying, OK, we're going to give them new lines of
business to get in, but there are costs associated with that, so
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they’ve got to devote a certain amount of resources of the bank to
go into the new line of business, management, building, utilities, as
well as the direct costs, and so forth.

So theé premise that you're advancing is that there’s new profit
there. There’s profit there that is greater than the relationship to
assets, the profits that they're now able to earn on the old lines of
business.

I want to know what you base that supposition on that there is
this differentially higher profit margin, in terms of utilization of
asset and a new line of business that’s going to solve their problem.

Dr. SEGer. The kinds of powers that I'm talking about are ones
that I support based on my experience in banking, which certainly
does not include working for 15,000 banks but only for two. These
are powers that involve activities that I think are sufficiently close-
ly related to the kinds of things banks now do legitimately and le-
gally. I hate to beat this example to death, but it’s one that I
happen to know very well, because I used to work with bank in-
vestment people who did underwriting: The people wearing the
same hats, sitting at the same desks, in the same building, with an
MBA, can underwrite municipal revenue issues just as they've
been underwriting the municipal GO’s. Maybe you'd have to add a
little more man or woman power, I don’t know, but it’s not like
starting from scratch, There are economies of scale here, and I
think that, in fact, they would be adding more to their fee
| income or their noninterest income—that’s the way banks refer to
| it—than they would be adding to their noninterest expense.

{  As long as that’s true, if you add more to noninterest income
than to noninterest expense, then that's a net contribution to your
profits.

Senator RIEGLE. It's an interesting question as to whether or not
this is the degree to which we've got a bank profit problem and
what the bank profit problem stems from and how to solve it. And
you’ve presented some of the thoughts that you have on this issue.

I'm going to ask you one more question and then, as I say, we're
going to give you some questions to answer for the record.

If the Federal regulatory agencies are going to make ad hoc deci-
sions to insure deposits above $100,000 for people that put their
money in the Continental Illinois Bank, shouldn’t they do the same
thing for depositors—I'm looking forward now—who go above
$100,000 in another bank, the bank down the street from Continen-
tal Illinois, maybe First Chicago? Shouldn’t it be true for a smaller
bank in Michigan or Illinois that has to go out and compete to try
to get the same $100,000 plus deposit, that they’re going to try to
go to a city government or something that’s got $150,000 that they
want to put in an account? Shouldn’t all banks be on an equal foot-
ing with respect to at least deposit protection, so that all the rest of
the banks will not get aced out because you’re giving special privi-
leges to Continental Illinois that you're not giving to other banks,
particularly to small banks? They have a tough enough time as it
is.

If we're going to extend that special privilege, shouldn’t it be ex-
tended to all banks?
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FDIC POLICY WITH FAILING BANKS

Dr. Secer. The way the FDIC operated in dealing with bank
problems, failing banks, until the Penn Square incident in 1982,
was basically to give full insurance protection to these accounts
above the cut off. When it had a bank that was in trouble, the reg-
ulators would try to find a merger partner to avoid a failure. If
that didn’t work, the bank would be declared insolvent and the
FDIC appointed receiver.

The FDIC and other regulators would have other banks that
were somewhat healthier standing in the wings that would bid on
the carcass. We were really pushed to handle failure in this way.
We had this other institution assume all the liabilities of the car-
cass and purchase selected assets from it, and the FDIC would take
those that the acquiring bank didn't take. I don’t care what it’s
called, but the effect on the banking system and on the American
economy was to make our bank failures in this country painless.

If you think about it, this was not changing the insurance cover-
age and saying, “All deposits are covered in a straightforward
way’’; but behind the scenes, we were really doing that. That was
the way it happened. Where policy really changed its direction
rather dramatically was the failure of Penn Square in July 1982.
Here’s a bank that got into deep trouble, was closed on Fourth of
July weekend, as I recall, and there wasn’t a bank able to assume
all those liabilities and to purchase selected assets. They just let it
go flop and, for the first time, in my recollection anyway, we had a
real failure.

People had money in Penn Square above the cutoff. Right in our
State of Michigan we had a number of credit unions, for example,
that were in there with several million dollars. It hurt when that
bank was closed and you discovered that deposit coverage is really
$100,000. It isn’t for $5, or $6, or $7 million.

Senator RIEGLE. You know what the smaller size bankers are
saying now? They are saying there’s two sets of rules here. If
you're a big bank like Continental Illinois and if you get into trou-
ble, your deposits above $100,000 are going to be covered 100 per-
cent which is a signal to all the people who have deposits to make
to dump them into Continental Illinois. Whereas the bank this
person would be speaking for somewhere else which is trying to
compete for the same money can’t do so because they can’t offer
the insurance above $100,000. So they lose that deposit to Continen-
tal Illinois and they say, wait a minute, this isn’t fair. And if Man-
ufacturers Hanover goes in the soup the same way at some point,
as sorne thought it might, and they get the same kind of treatment,
the guys are operating under a different set of rules than any-

that’s smaller. Doesn’t that bother you? Don’t they have a le-
gltlmate complaint? Or do they have to take a look at it and say
the world’s not fair because they are not big and in trouble and
they have to work with a handicap that the others don’t have to
work with.

Dr. SEGER. 1 certainly understand their gripes, their arguments;
absolutely. And as indicated when we were ta king about Continen-
tal’s situation, a liquidity crisis at a very big bank, one of the big-
gest in this country, is, as a national policy issue, or policy prob-
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lem, greater for us than when a $16 million bank in southern Illi-
nois gets into trouble. I agree, it is not fair, but apparently, when
pushed to the wall with a crisis, decisions are made on a crisis.

Senator RIEGLE. And you are willing to accept that as necessary?

Dr. SeGeRr. I didn’t make those decisions. But when you get into a
real crisis I think you do the best you can; not all decisions are per-
fect. There are trade offs. And at that point, I think they look at
the damage that would have been done by just letting this thing go
versus the issues of fairness and equity. The decisionmakers said,
“based on our evaluation of the pluses and minuses, we are going
to go with it.”

Senator RieGLE. What do you think this means today for some-
body in New York, say, that’s thinking about putting $1 million
into Citicorp or putting $1 million into a savings bank, or some
other financial institution, an S&L, or whatever, at a competitive
rate, an equivalent rate, in the State of New York. If that person
knows, based on what they've just seen in Continental Illinois and
what everybody who is in a position of responsibility says, “It’s the
way the world is and you’ve got to face it that's the breaks of the
game and the world isn’t always fair,” and in a sense, you are sign-
ing on to that same philosophy with your answer, why doesn’t that
automatically mean that that person, that decisionmaker with a $1
million to put in some depository institution, is going to figure that
there’s no sense breaking this into a lot of different pieces? We can
send it over to Citicorp because Citicorp is as big as Continental Il-
linois, and if Citicorp gets into big trouble, obviously they are going
to take the same position that they took in Continental Illinois and
$1 million is covered. So I'm going to put it over there and I'm not
going to put down the street in the savings bank, or the savings
and loan or something else because the deposit insurance protec-
tion is going to cut off at a $100,000 there because these are the
small fry and the small fry don’t matter.

Now I think that kind of thinking is going on today and I think
if you and I were sitting there having to manage as fiduciaries for
a $1 million investment, we had to place and you wanted protection
on the full million, not just the first $100,000, you could break it
into 10 pieces and farm it around to 10 institutions or, because that
isn’t even an ironclad guarantee if they all go down at once, you
might very well be better off to send it all down to Citicorp, because
‘there is this great big neon sign which has just gone on that the
Federal Government regulators are saying, “i“ut it in the big guys
and we’ll cover it all.” And you are in a sense, affirming that that
has to be the case just as a pragmatic judgment.

How do we live with that in the future? I mean if that’s going on
now, if that's the message we're giving and it's altering investment
decisions, where is the fairness in that? Don’t we have to correct
this somehow?

STATED CLEARLY THE UNFAIRNESS

Dr. SEGER. I thought I stated clearly, that it is unfair.
Senator RIEGLE. But isn’t it distorting our investment decisions
as it relates to other institutions, not just Continental Illinois.
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Dr. SeGer. Of course the Continental incident happened rather
recently, a little over 1 month ago. I don’t pretend to .have the last
word on this, but so far I don’t see evidence of this happening in
the numbers.

An individual institution may be able to tell you that they are
feeling that, and I would certainly respect their knowledge of their
institution more than my knowledge of their institution. But I
don’t think it shows up this soon in the broader numbers; I hope it
doesn’t. It's too bad that kind of precedent had to be set, because
then it does raise these issues.

But the reason I mentioned the way things operated until 1982 is
that little banks, big banks, medium banks—evelgfbody—was basi-
cally sheltered because of the waﬁ a failure was dealt with, which
was as a P&A. As I said, we really went through a period, sir, of
practically pain-free failures and, therefore, a lot of people, big cor-
porations, school districts, individuals——

Senator RieGLE. That's what we've got here now. We've got a
pain-free failure in the case of Continental Illinocis for anybody
that’s deposited over $100,000. I mean this is the very thing you
?_re worried about, which is now being perpetuated now in a new
orm.

Dr. SEGER. It was that way for everybody. There was no discrimi-
nation.

Senator RiEGLE. Now the problem is that it’s just that way for
some and not for others. Intead of having that there for everybody,
it’s an inequity that’s there for the big guy and not for the little
one.

Dr. SeGer. I don’t run the FDIC but, as I have heard Mr. Isaac, I
thought what he was trying to do was to ultimately introduce some
discipline into the system.

Senator RieGLE. But he caved in. That was the whole party line
until suddenly something happened that was so big that it didn’t
work any more. So now you’ve got a double standard. The big guys
get taken care of and the little guys don’t and, you know, I think
that's a legitimate matter of concern. I think you have some re-
sponsibility to figure out how to get rid of the inequity. I don’t

ink it's enough to do to just step back from it and say that’s the
way it is and we are going to do something special for the big ones
ang that that’s going to have an impact on funding flows over a
period of time but that we're not going to do the same for the small
ones. That's not acceptable; is it? I don’t think it is.

Dr. SEGeR. The answer is once we get through this period of frag-
ile confidence and near-crisis atmosphere, I think we have to deal
with the FDIC issue. How much insurance should be provided per
account? How is the insurance handled? Do we have risk-based pre-
miums? Do we try to put more of a burden on the individual de-
positor who is placing these funds so that he knows that in fact
these are at risk.

All these kinds of things that were being talked about I suggest
are going to have to be put on the table again. Over these next few
months we are trying to limit the fallout, shall we say, of the Con-
tinental affair; then we can get back to handling the basic issues of
what we do with FDIC insurance. I'm not saying we can just walk
away from it.
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Senator RIEGLE. Let me touch on one other item and then we'll
be finished here.

I've not raised this before and I don’t think we want to raise it
now because it’s not a pleasant subject to raise and it takes us off
on an entirely different road but I want to raise it enough so that I
can put a question to you and get an assurance from you.

In the past there have been times when you’ve gotten into sort of
a verbal slugfest with people and have made statements that have
been sort of questionable: When you were in your regulatory capac-
ity in Michigan some critics were impunging your motives or char-
acterizing your behavior in cutting personal terms. You are aware
of what I'm referring to, I'm sure.

And there are articles that I have seen and I have here where
you've responded in kind. In other words somebody’s taken a swipe
at you. I think in a tasteless fashion, and you’ve responded to them
in the same vein and have been quoted that way, particularly in
one article here for example. It's in the Detroit I‘Zree Press, wKich
I'm sure you’re probably familiar with.

The headline is “Bank Regulator Puts In Her 50 Cents Worth”
and it goes on in this vein. I'm not going to get into the character-
izations here back and forth between yourself and anybody else,
whether it be legislators or interest-group persons. But I want to
say to you that I question in my own mind whether that’s appro-
priate conduct. I don’t have any reach over that because this is
when you were a State regulatory figure. So, this is sort of in that
ball park.

But I want to say to you that I think that kind of conduct is to-
tally inappropriate. I think at this level in terms of both the Feder-
al level and the Federal Reserve Board, no matter how provocative
a comment someone might make about you or is reported to have
pzafie gbout you, I don’t think that is sufficient grounds to respond
in kind.

OPERATE ON HIGHER STANDARDS

I just would like to get an assurance from you that you see it
that way and that no matter how somebody else might choose to
conduct themselves and how excessive they may be in their lan-
guage or characterizations, that you won’t operate to that stand-
ard. That you'll operate to a higher standard.

Dr. SEGER. I can assure you that I would. _

As long as you've raised the issue, I would also like to be given a
couple of minutes to explain it. First of all, it goes back to Decem-
ber 1981. Second, I was introduced at a meeting by an employee of
the Michigan Bankers Association. This fellow gave me a roast-
type introduction, kidded me about being tall; kidded me about
eating too much. It was funny; people were laughing. The writer of
that article, sir, was not there. After the employee got through
with this whole long roast, including his characterization of me, I
stood up and, before talking about deregulation and some legisla-
tive changes in Michigan, in response to his roast humorously
spoke the couple of sentences which you have there.

If you just recorded what’s on one of these TV roast shows and
then ran it as a newspaper column, I suggest to you that it would
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look far different than if someone said this at a roast-type introduc--

tion. This was a humorous response, two sentences worth. Then I
went on to give a talk.

Senator RiEGLE. I don’t particularly want to dignify it by using
the quotes here, and I'm not going to.

Dr. SEGER. I'm telling you what the background is.

Senator RieGLE. I understand, and I'll get to that in just a
second. I don’t want to dignify this by including the verbiage as
such in the record here, because I think it's unworthy of the kind
of hearing that we've been conducting, but I think the larger ques-
tion of the characterizations and the choice of language of the char-
acterizations is important, profoundly so, at the level of the Feder-
al Reserve Board. atever anybody else might do isn’t necessarily
ﬁn justification for somebody else to do something, I mean, you

oOW——

Dr. Seger. That’s what I argued; I'm just saying it was humor-
ous.

Senator RieGLE. Well, I don’t know whether it was humorous or
not. I wasn't there, and I take your account for it in terms of it sort
of being a roast-type situation, whether it was or wasn’t, you were
nevertheless a banking commissioner, and when you open your
mouth in a publlc setting, even if the press 1sn 't to your knowledge
there, when you’re speaking to a group, you're speaking as a publi ic
person. You were then; you would be if you were on the Fed. So
you know, it’s not sufficient to make a differentiation that if you're
there and somebody introduced you in a roast fashion, you're still a
public official, that that gives you a license to go ahead and use, I
think, uncouth characterizations here which someone else may
have used on you before. I don't think that’s the proper kind of
conduct, and I don’t want to rehash the whole thing, gecause I'm
concerned about what your sense of the norms of conduct would be
if }rou were on the Federal Reserve Board.

guess what I'm saying to you, if the same kind of an event hap-
pened, and you were introduced somewhere else as a member of
the Federal Reserve Board and somebody introduced you in a roast-
type introduction, with sort of some wisecrack comments, that use,
I think, bad language and insulting characterizations from what-
ever their source, I think if you were to respond in kind, that
would be inappropriate to a Fed Board member. I think it would
reflect badly on you and reflect badly on the Board. It would reflect
badly on anybody that had anything to do with this process.

So if you thought that standard was.appropriate at that level, I
would say to you that I don’t think it was, even in the setting that
you described, if you're quoted accurately, if these are the words
you spoke. But I don’t think the words were appropriate in that
setting then for a public officeholder responsible to, I think, set a
standard of conduct that's on a higher level. If another public offi-
cial believes imprudently, that's their responsibility. It doesn’t jus-
tifﬁ the response by yourself

ut I would hope, if you’re confirmed at this level, that this kind
of thing, if you're ever confronted by this kind of a situation again,
that you'll resist whatever temptation you have to respond in ind
and will not respond in kind.

Dr. SEGeR. I certainly would behave differently.

—— s el T R e ¢ gas
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Senator RieGLE. I appreciate that. Frankly, I don’t even like
bringing it up, because I think it demeans this process, but I want
to make sure we are not going to encounter this thing in the
future, because I think it would be unfortunate if that happened,
and you've assured me that would not happen, and I appreciate
that assurance.

Let me say that I appreciate your responses to the committee
over the whole period of time, and to me particularly, because
there have been a number areas you and I have gone into, in addi-
tion to the private conversation that we had before your hearing
took place. And I appreciate your patience. It's not easy to sit in
the witness chair and go through these things. And I appreciate
the fact that that’s a trying experience.

I think the reason that there have been a lot of questions raised
is because this is a critically important appointment coming at a
critically important time where there is great apprehension about
the financial system and where things are going. So I think, but for
that, this would have moved along faster.

As I also said at the outset, I think if your views on a lot of these
subjects had been known or had been public so that they could
have been digested ahead of time, there would not have been a
need to sort of spent all the time going through it either by me or
by others.

In any event, we appreciate your being here. I hope you can still
make the plane today. We'll look forward to talking again on an-
other occasions.

The committee stands——

Dr. SEGer. I was just going to thank you for giving me the oppor-
tunity to talk with you here and in your office and to say, in gener-
al, these are to me terribily complex issues, terribly complex prob-
lems. I'm unable to give one or two sentences, off-the-top-of-my-
head, simplistic answers to issues that I think need a lot of study
and a lot of analysis and a lot of looking at; many of them are very
controversial.

Maybe we don’t have the absolute answer at this moment. That's
the impression that I want to leave, I think. I take the issues very
seriously, and I don’t have “smart alec” type answers to them.

Senator RIEGLE. I appreciate that point, and I appreciate the fact
that you're working on them. We're not known for short answers
around here either. That’s not something that’s a mark of the
Senate, generally. And these are complex issues. So I know that
you're working on them and thinking about them and don’t have a
reflex answer, an ideological sort of one-line fix-it answer on given
issues, and I appreciate the fact that that’s the case.

Certainly, I'm going to consider everything you said in that vein.

Dr. SEGer. Thank you.

Senator RieGLE. The committee stands adjourned.

[Whereupon, at 2:30 p.m., the hearing was adjourned.}

[Biographical sketch of nominee and appendix follow:]



302

STATEMENT FOR COMPLETION BY PRESIDENTIAL NOMINEES

rame: S ECER J18KTHA X’LM%FE

Position to which } Dats of
nominated: = - 2

Date ot birv:__[7 £ L 1932 Place of birte_AArrae s Micl  (ISA
T [T ’ g

Marital status: [ Full name of o
Name and ages -
ﬂ ——
Dogrees ™ of
Educstion: Institution  ord ived m
L€z e K ) 4,(_ (g5

Honors and awards: List below all ,_,MIps. y degress, military madals, honorary society
meamberships,

and any other special recognitions for outstanding service o schievernent.
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Membarships: mmummﬁmmw.mmm.
civic, charitable and other orgenizations.

- —7 -
it s el ﬂnﬂﬂtﬂdwlnﬂmulhh,md
employment, location of work, and dates of inclusive employment.
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axperience: Lqunwdmm-mmmwmmh
& cluding any advisory, consultative, honorary or other part-time service or positions.

% P2 ERratiescena ] Feiaerenl Aglebels

Published ' - .
writings: *  List the titles, publishers and dates of books, drticies, reports or other published materials
you have written. i i

affillations : . [
and activities: lhﬂlnmhﬁmmmmhﬂmmmdlﬂhlmﬂnw
slection committees during the last 10 ysars.
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Polttical . .
contributions: ternize all political contritutions of $500 or more to any Individual, campaign organizs-
tion, political party, political action committes or similar entity during the last sight

years and identify the specific amounts, dates, and names of the reciplents.

AL

Quaiifications: mmmmlmmmmhmmmmmmm
MM‘Q%L -

your
undltbnormwluﬂmlfyouunmﬁnmdbrﬂnm
P ;'wv-{ 3
STl et - o 7 : Mﬁ_ﬂ@.@
2. As far 3 can be foreseen, state whether you have any plans after completing govern- '

ment sarvics to resume employment, affillation or practice with your previous sm-
ployer, business firm, association or organization.

o mery ezl <. Mm’e‘mw—fttﬁwm
'ﬁld.-u. vee ALt o A
iﬁ;:z:&a{;hbmmmm

4. Do you expect to serve the full term for which you have been appointed?

Yeq
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Continuation of Question No. 15

October 1976 - December 1977
Independent research on "Redlining” and consulting jobs.
SUMMARY: October 1976 - Present

Whole period pursuing flexible schedule of teaching,
research, lecturing, consulting and public service.

July 1974 - September 1976

Bank of the Commonwealth, Detroit, Michigan, (since
merged into Comerica Bank~-Detroit) Arthur F.F.

Snydér, President (now Vice Chairman of the Board,

U.5. Trust Comp » 30 Court Street, Boston, MASE.
02108.- Phone: (617)726-7138). . Vice President,

Senior Vice President and Divisional Vice President

in charge of Economics and Investments. Quit banking «
to pursue mid-career change of teaching, consulting
and research. )

robzuuy 1976 - July 1974

Detroit Bank and Trust (now Comerica-Detroit), Detro.it, MI,
- Don Mandich, Chairman of the Board.

Chief Economist.

Quit to go to Bank of the Commonwealth.

September 1964 - Pebruary 1967

- Federal Reserve Board, Washington, D.C.
Peter Keir, Chief
Financial Economist, Capital Markets Section.
Quit to go into banking.

September 1959 - September 1964

Went back to University of Michigan to work part-

time on Ph.D. in Finance and Business Economics.

Also, worked part-time at various campus jobs:
Teaching Fellow in Pinance for Professor Thomas Gies,
313-764-2323. Resident Assistant in Women's Residence
Halls, Dean Deborah Bacon (now retired). Left to take
full-time job when started working om dissertation.

February 1957 -~ September 1959

o Federal Reserve Bank of Chicago - Trained in Chicago
and sent to its Detroit Branch. Russ Swaney, Vice
President-in-Charge (now retired), 753 S. Shore Drive,
Holland, Michigan, (616) 335-5440. Research Associate.
Quit to go to Graduate School for Ph.D.

February 1955 - February 1957

General Motors Corporation - Business Research Staff.
Gene Steininger, now General Director of Market Analysis
and Forcasting, Economics Staff, Detroit, Michigan,
(313)556-3123. Research Assistant. Quit to take better
job and one that was more involved with finance.

i,
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“:\-ﬂ?ﬂ“ fillier ALL —l-u;--——oﬁ-x:—- Gduhn—-n_-;ummm By ALL daton
© cI or Firw Ao '.
| mm 9w m_ﬂi:-_!:u_:‘ﬂ"" (e eopingeat © rorwm  aumonros e

Jan. 1983 July's3 Cekland University - FRochestar, MI Assoc.Prof,  Better
Fon Horwitz,Dean,Sclool of Bcon. & Mgt. t

Jan.1981 Dec.'82 s&éao:m&:igan, Lansing, MT Political Appointment
' . as Conenissicner
suudmmigmlch-umnﬂum l:ntl:l.v:l.nginm-
City, Michigan)
-I yesigned to coincide with his term ending.

- Onkland University,  Rochester, MI  Assoc.Prof.
s Bon forwitz, Dean, School of Economics & Managemsht.

-"Mmg!mmr)abeﬁmwaamaryl, 1981, =0 I ook
wm&mmmmlmm,miml,m.

Julle??—-mlym memﬂm, lectures on banking and
economic outlook.

.Jan.lB'?s ~June 1979 - University of Michigan, Amm Arbor, MI ) -
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APPENDIX

March 2, 1984

President Ronald Reagan .
The White House
Washington, D.C. 20006

Dear President Reagan:

Please accept this letter as support for the appointment of
Dr. Martha Seger as a member of The Federal Reserve Board.
_—__.——l—'_"_'__.-_'—'—‘——-—.n—--._

Dr. Seger served as Commissioner of the Financial Institution Bureau
TFor the State of Michigan and has various educational credits and
business experilence which should qualify her toeserve as a member of
The Federal Reserve.

I would encourage your consideration for her appointment to The
Federzl Reserve Board.

Sincerely,

£ et Z“—’-\.
nneth F. Allen

1946 Trinicy
Jackson, Michigan 49201
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BENTLEY AND BENTLEY,P.C.

2532 Spring Arbor Road
JACKSON, MICHIGAN 49203

Phone: 787.5010
March 7, 1984

President Ronald Reagan
The White House
Washington, D.C.

Dear Mr. President: ¢

I'm writing you to recommend that you appoint Dr. Martha
Seger to the Federal Reserve Board. She has been a very
capable and effective person, she has three degrees from
the University of Michigan including a MBA in Finance and
Ph.D. in Finance and Business Economics, she has a broad
background and I feel would be of great value to you.

Sincerely;—
Wi, /oty 1
Mary N. Bentley, M.D.

MNB:jw
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A~ CAPITOL FEDERAL SAVINGS
& LOAN ASSOCIATION

LANSING CFFICE - "2E harnlGAN STREET . LANSING. MICHIGAN 4893
PHONE 517 3743362

ROBEAT £ CLARK

Frassent

February 27, 1984

W Grdbes -
The President
The White House

Washington, D.C.

Mr. President:

I am writing to endorse and su rt the
possible candidacy of _p_r_.,_'_lll_athta__ﬁ?g!ié%ty
appointée"td the Federal Reserve Board.

St i W st izl

Dr. Seger served as Commissioner of the
Financial 1Institutions Bureau for the state of
Michigan for two years. During those two years I
had many opportunities to work and meet with Dr.
Seger, and was always impressed by the way she
handled every situation. She was thorough and
very fair in her decisions, and treated everyone
in a satisfactory manner.

With Dr. Seger's economic education and
experience, I think she would be an excellent
choice as an appointee to the Federal Reserve
Board.

Respectfully yours,

Leond

R. E. Clark
President

REC:ib

INCORPORATED 1880 » LANSING, MICHIGAN
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w"\ CENTRAL CREDIT UNION
o OF MICHIGAN

P.O. BOX 5210
DETROIT, MICHIGAN 48235
(313) 569-7979

¥

"/

April 3, 1984

The President
The White House .
Washington, D.C. 20500

Mr. President:

This is to support the appointment of Dr. Martha_ Seger
to the Board of Governors of the Federal Reserve.

iz

Our experience with Dr. Seger is as a “"banker's bankf,
a wholesale financial institution serving credit unions in
Michigan. Dr. Seger has headed the Michigan Financial
Institution Bureau which regulates our activity.

We have found Dr. Seger to be equitable and consistent
in her administration of the laws and bylaws which regulate
us, but most importantly, she brought ta the organization a
level of economic and financial understanding which was
unigue in that position.

Speaking for our Board of Directors and the many credit
unions which appreciate the value Dr. Seger can contribute
to our monetary system, we believe that her appointment will
be of great benefit to this country.

Respectfylly,
Richard W./Ayres
General Manager

EWA:bb

SERVING CREDIT UMIONS 1IN MICHIGAN
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ionald L. Zile, President

o)

- L/ TRUST AND SAVINGS BANK Member FD.LC.
PO. Box 449/ South Hawen, Michigan 48090/ 616 637-2141

March 5, 1984

President Ronald Reagan
The White House
Pennsylvania Avenue

Kfé Washington, D.C. 20500 Br .

Dear President Reagan: SeGe ~

I am extremely pleased to see that the Administration is
considering the appointment of Martha Seger to the Board of Governors of
e Federal Reserve Systef. -

I've known Martha for the past 25 years when she was first employed
25 & Tesearch economist at the Detroit Branch, Federal Reserve Bank of
Chicago, where 1 spent twenty years bacoming a Vice President before
moving into commercial banking., She has all the credentials, the
intuitiveness, and the drive to be one of the better governors of our
time, In addition, she 1s alwmost as big as Volcher, not only in
physical stature, If you deo appoint her, you will have a very stromg
candidate for his successor, should that day come along.

Currently, I am the Chief Executive Officer of a $115 million
independent community bank and know Martha from the standpoint of a
central banker, the large money center banks in Chicago and Detroit, and
from the standpoint of a community banker in southwest Michigan. While
a good many of her years were spent, in academis, she also has developed
a tremendous background in the real world and understands the difference
between theory and practice.

I humbly add my strongest T jation that you appoint this
outstanding individual.

RLZ:kv

South Haven/South Haven Suburban/Bloomingdale/Saugatuck/Fennville
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Credit Union National Association, inc.
ST1I0 MINERAL POINT RO, = BOX 431 = MADISON, W1 53701 » 808-231-4000 mﬁ \-I:‘h ?5
HAROLD T. (TOM) WELSH

Chaleman
544 Beckomon Drive

IL 80901
Buniness: 815/937-7449
Rusicerce: B15/933-1743

June 20, 1984

Chairman Jake Garn
U.S. Senate
Washington, DC 20510

Dear Senator Garm:

On May 31, 1984, President Reagan announced his intention to
nominate Dr, Martha R. Seger to be a member of the Board of
Governors of the Federal Reserve System. Soon the Senate will be
asked to confirm Dr. Seger's nomination for a l4-year term on the
Federal Reserve Board from February 1, 1984.

The Credit Union Mational Association (CUNA), which
represents credit union leagues in each state, the District of
Columbia and Puerto Rico, strongly endorse Dr. Seger's nomination
for this Federal Reserve Board position. Dr. Seger's academic
credentials as a professor of finance at the Central Michigan
University and the University of Michigan, her regulatory
expertice as a past Banking Commissioner for Michigan's state
chartered financial institutions, as well as her previous tenure
a8 a financial economist at the Federal Reserve, comprise an
extraordinarily diverse blend of experience which is both
substantive and pragmatic.

The more than 19,000 federally and state chartered credit
unions represented by CUNA are cooperative, non-profit
associations that serve more than 50 million members. These
credit unions, specializing in the consumer credit needs of
working America, applaud the standards of excellence and public
service demonstrated by Dr. Seger in her professional career.

On behalf of the credit union movement, and the CUNA
membership in particular, I ask you to expeditiously approve the
Federal Reserve Board nomination of Dr. Martha Seger.

Sincerely,

o llelsk

Harold T. (Tom) Welsh
Chairman

HTW:ve

MEMBER WORLD COUNCIL OF CREDIT UNIONS.

Ay
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DETROIT AREA EGONOMIG
FORUM

F.
CHAIRMAN
1351 E. Jefferson Avenue
Detroit, Michigan 48207

June 26, 1984

Honorable Edwin (Jake) Garn

United States Senate

Washington, D.C.

Dear Senator Garn:

This letter is in total support of Martha Seger's
nomination by President Reagan to serve on the
Federal Reserve Board.

Ms. Seger has been a member of the Detroit Area
Economic Forum and several other economists'
organizations in Detreocit and Michigan.

She has distinguished herself amongst her Michigan
peers as a practical and hard-working economist.

We hope you will vote to confirm her nomination.

Sincerely,

{'; Joseph F. Heussendorfer E

JFN/1jm
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{008} 402-2700

?\) . 400 Quiney Sireet | Hancock, M1 49930

February 21, 1984

The President .
White House *

Washington, D. C. 20500
Dear Mr. President:

I highly recommend Dr. Martha R. Seger as an appointee to the Federal
Reserve Board. -

During the past two years in which she served as the Commissioner of
the Financtal Institutions Bureau in Michigan, she did a very commenda-
ble job for the financial industry and also for the citizens of the
State of Michigan.

She is knowledgeable about the industry and aiso is a strong economist.
I hope you will give Dr. Seger every consideratfon.

Sincerely, -

Z }7"\'}";—&&

F. J. Halonen
President

FJH/bjm

36-314 0 - 84 - 21
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Detroit & Northern
Savings

. SEATON 400 Quincy Street / Hancock, Mi 43330
d Cheel Execulive Officer (906) 432-2T00

February 21, 1984

The President
White House
Washington, D. C. 20500

Dear Mr. President:

The name of Dr. Martha Seger has been submitted to you as an
appointee to the Federal Reserve Board. I highly recommend
her candidacy.

She is a capable administrator. When she was Commissioner of
the Financial Institutions Bureau in Michigan, she aggressively
addressed the problems facing the financial institutions during
a very difficult period. She was well thought of and respected
by the government people with whom she worked and by the
financial institutions she supervised..

I hope you will give her name every consideration.
7C/1_1;z;4%*71//

K. D. Seaton
Chairman

Siﬁcerely,

KDS/bjm

.

L T
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EATON FEDERAL

SAVINGS & LOAN ASSOCIATION
RO4 5. SOBTWICH, CHARLOTTE, MICHIGAN 48813
February 16, 1984

President Ronald Reagan
The White House
Washington, D. C. 20500

4

}VE Dear Mr. President:
I'n writing this letter in sypport of Dr. Martha Seger to be appointed
to the Federal Reserve Board. I have been aquainug With Dr. Seger

for a number of years. e closeat association we have had with her
was during her term as Commissiocner of the Financial Institutions Bur-
eau for the State of Michigan. She served in this capacity under Gov-
enor William Milliken, being appointed in Januafy 1931. In my opinion,
she was the most outstanding Commissioner we have had in the State of
Michigan for many years. She handied her job in a very profesaional
manner and she is extremely adept in dealing with people.

Dr. Seger's educational and employment background is extremely impressive.
She belongs to many important associations and has been named by Busineas
Week as one of the top 100 corporate women in the United States.

I urge you to consider the appointment of Dr. Seger to this important
position.

Very truly yours,
Eaton Federal Savings and Loan Association
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Empire of America

A Feowral Saangs Assoc.ation

BENJAMIN L. ELDER
Fa;zma Per i

February 22, 1984

The Honorable Ronald W. Reagan
The White House
Washingtom, D.C. 20500

! e Dear President Resgan: .

I have learnad that Dr, Marthe Seger has been proposed as an .
appointee to the Federal Rsserve Board and I am writing to you today
to express my sincere endorsement of Dr. Seger's candidacy.

Dr. Seger served under Governor Milliken as Commissiomer of
Fioancial Institutions for the State of Michigan from Jaouary, 1981
to December, 1982, in which capacity she acted as the regulating
authority over savings institutions in the state. I found ber an
outstanding administrator who maintained her ind¥pend and balance
despite tremendous pressure from the Democratic controlled stats
legislature and organired labor. She was straightforvard, consistamt
and evenhbanded in ber administration during a period of extreme anguish
for the thrift industry, particularly in the state of Michiganm.

Dr. Seger is an sducator in the fields of finance and economics,
having taught at Windsor, University of Michigan and most recently at
Oakland University here in southeastern Michigan. She bas also served
a8 Viece President and Chief Economist for the Detroit Bank and Trust
Company, now Comerica, Inc., for seven years.

As & 11felong Republican and a menber of the Espublican National
Committee I heartily endorse Dr. Martha Seger and respectfully urge you
to consider her as your appointes to the Federal Reserve Board.

Sincerely,

ARE—

B 24700 Notmwesiern Mghvay » Souih'ele Mergan 5-2306 « (313) B27-6600
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MAMN DFFICE
781 WEST HUROM ETREET
PONTIAC. MICHIGAN 48053

February 17, 1984

President Ronald Reagan
The White House
Washington, D.C. 20500

Dear Mr. President: N
This letter represents our support of Dr, Harth-a Seger as an appointee to
the Federal Reserve Board. e

1 have personally known Or. Seger for many years and know her to be highly
qualified for this position. She very capably served as Commissioner of

the Financial Institutions Bureau during the last two years of the Milliken
administration, and served as Financial Economist studying financial
institutions and capital markets at the Federal Reserve Board in Washington £
for 3 years.

Dr. Seger has three degrees from the University of Michigan including an

MBA in finance and PhD in finance and business economics. In 1976, she was
glmed by Business Week as one of 100 top corporate women in the United

tates.

Based on Dr. Seger's impressive credentials, as well as her knowledge and
experience in the field of financial economics, I am sure you will agree
that she belongs on the Federal Reserve Board,

Stncerely,

sc

WITH DFFICES SERVING Eﬂlﬂiﬁ ASTERN MICHIGAN @
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FIRST FEDERAL SAVINGS -
AND LOAN ASSOCIATION OF KALAMAZOO

& RS 1-‘-'\

FFEDERAY

Tavingst
S

NORMAN & K!ﬂh‘\ 348 WEST MICHIBAN AVENUE
FRERIDENT February 20, 1984 KALAMAZOO, MICHIGAN 48007
A TEL (8r) Bas.TROO

v

The President
The White House
Washington, D.C. -

Dear Mr. 'Pruident T

The purpose of this letter is to help introduce you to Dr. Martha
Seger, who I suggest you consider as an appointee to the Federal
Reserve Board.

Dr. Seger served as Commissioner of the Financial Institutioms
Bureau of the State of Michigan for several years and performed

her many duties in an outstanding and exemplary manner. Martha's
credentials prepare her ideally to sit on the Federal Reserve Board.
Her biography is included for your information.

From time to time, outstanding people touch the public sector in a

manner that is unique. Martha is one of those people. I heartily
recommend that she be appointed to the Federal Reserve Board.

hspcntfullbuuz i
orman P. Hahn
President

NPH:nd
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FIRST FEDERAL OF MICHIGAN

JAMES A ALWER Coimuin OF Twg BOARD
e CEICUTRE CSSCER

February 21, 1984

President Ronald Reagan
The White House
Washington, D.C. 20500

Dear President Reagan: _

Dg. Martha R. Seger, currently on leave from the faculty of Oakland
Universicy, has an outstanding reputation as an economist and expert on
financial institutions...l helieye she is an excellent candidate for
conaideration ro an appoinroent Lo the Federal Reserve Board.

A graduate of the University of Michigan with MBA and Ph.D. degrees in
Finance and Business Economice, she served on the ataff of the Federal
Resarve Board from 1964 to 1967. Following that, she was an economist
for Detroit Bank and Trust and Bank of the Commonwealth.

From 1981 to late 1982, she was the Commissioner of the Financial
Institutions Bureau for the State of Michigan.

I sincerely believe she has the background and experience to qualify for
this appointment.

Yours very truly,
J/ i

tien of the Bodrd

1001 WOODWARD AVENUE « DETROIT, MICHIGAN 48728 » TEL: (3121 951400
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LEN EN Telegram

western union

SENATQR JAKE GARN
U,8, SENATE
WABHINGTON D,C, 20510

PLEABE ADD MY NAME TD THOSE WHO URGE SUPPORT FOR MARYTHA SEGER'S

APPOINTHENT TO THE FEDERAL RESERVE BOARD OF GOVERNORE, M§, BEGER I8
A RESPECTED ECONOMIST WOS SERVICE IN BOTH THE PUBLIC AND PRIVATE . .
BECTORS AMPLY DEMOSTRATES MER GUALIFICATIONS FOR THIS IMPORTANT POST,

PHILIP CALDWELL
CHATRMAN

FORD MOTOR COMPANY
DEARBORN, MICHIGAN

17847 ESY
IPMPOMX WBH
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June 20, 1984

PR
984 . 5 g I

WGP Pubtlic Relations, Inc. The Honorable Jake Garn, Chairman
Senate Banking Committee
I_’.:;:;”;‘:x:;:: Dirksen Senate Office Building, #534
48152 Washington, DC 20510

313/421-8693

jeanne G. Paluzzi, APR
President

Dear Senator:

When president of the Michigan chapter of the National Association
of Women Business Owners, 1 became acquainted with Martha Seger as
head of the state's Financial Institutions Bureau. Since then, I
have also seen her expertise and elogquence with the Detroir Economic
Club ecconomic forecasting lunches, Republican party events, and
other occasions.

Her willingness to listen and discuss various issues of great
concern to small businesses and her interest in assisting women
entrepreneurs into the system speaks well of her capabilities,

1 am pleased to join the sentiments of the Small Business
Association of Michigan, of which I am a board member and incoming
Vice President-Federal Legislation, in support of her confirmation
to the Federal Reserve Bank.

Sin ely,
’ e =
JGR/et

cc: Members of Senate Banking Committee
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e——— Cangress of the Rnited States i

bt $iouse of Representatives ¢ o erocet

ADAETRATIL A5 SFITANT
SMMCY M, AR S,

January 20, 1984

Honorable John S. Herringteon

Assistant to the President for
Presidential Personnel

The White House ¥

Washington, D. C. 20500

Dear John: -

Enclosed please find a copy of a letter which I have recently
received from the Michigan Bankers Association in support of the appointment
of
Dr. Martha Seger as a member of the Federal Reverse Board of Governors.

I would like to join the association with my support, and would
appreciate being advised as to the outcome of this_appointment. Thank
you for your time and attention to this matter.

With all good wishes,

S:cueV
Guy Vafder Jagt
Member of Congress

[ AFST ( 0020)
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AND LOAN ASSOCIATION

720 E FRONWT STREET
BUCHANAN, MICHIGAN 49107
AREA (818695 3004

February 14, 1984

The President of the United States
The White House
Washington, D.C. 20500

Re: Appointment to the Federal Reserve Board

Dear Mr. President: . -

Shortly you will be reviewing candidates for Governor of the
Federal Reserve Board. Martha R. Seger js one of the candi=-
tes and I would urge you to nt her to this Board. I
have own Ma a, through the savings and loan {ndustry. to
be highly qualified, and I am sure you will agree after re-

viewing her credentials. *

Again, I would certainly appreciate your gonsidering Martha
Seger for this position.

Thank you.

” rely,
B. Roke
resident

s
P
EBR/d
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WESLEY A. JOHNSON

PALSIDENT

February 29, 1984

The President
The White House
Washington, DC 20500

Dear Mr. President: i

1 am writing this letter to you to recommend that Dr. Martha
R. Seger be appointed a2 member of the Board of Governors of
the Federal Reserve System.

Dr. Seger began her career at General Motors Corporation,
where she worked for two years before going to work at the
Federal Reserve Bank of Detroit. After that, she obtained her
MBA.and Ph.D. degrees from the University of Michigan, where
she also did work for Dr. Paul McCracken. Her experience alse
includes two years as an Economist with the Federal Reserve
Board in Washington, seven years as Chief Economist with
Comerica Bank (Michigan's second largest bank), two years with
the Bank of the Commonwealth and seven years in various
teaching and lecturing positions at three large universities.
Her latest experience has been with the State of Michigan as
Commissioner of Financial Institutions.

1 personally came in contact with Dr. Seger when I was a
director of the Bank of the Commonwealth. 1 worked closely
with her since, as Vice President in Charge of Economic
Investments, she was the bank officer working with the
directors on the Investment Committee.

1 am sure you have a file on Dr. Seger which details her
accomplishments in more detail. 1 would appreciate it very
much if you would include my letter of recommendation in her
file. I also understand that one of my predecessors as
President of The Economic Club of Detroit, Russ Swaney, has
written to you on her behalf.

Sincerely,

/ilp

’ \ ! - (P (\\@\.L\_,

HEO STEPwEwSoN Higwmar, TROY, Micwigan 48007-3230 JU/B83-10R0

e

SO
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THE MacRITCHIE AGENCY
Insurance — Real Estate

@8 WALDRON ETRELT, 80K 328

HILLSDALE, MICHIGAN

437-7381
February 27,1984

President Ronald Reagan

The White House
Washington, D.C. 20006

Dear Mr. President,

It's my undgrstanding *that Dr. Martha Seger is being ;ecom—
mended for appointment to the Federal Reserve Board. Every=- s
thing I know about her indicates that she is highly gqualified
for the position and I would hope that her appointment would
be approved. I've been in the Real Estate and Insurance
business for over 20 years and am very much aware of how
important it is to have the right people on the Federal
Reserve Board. I believe her to be one of the kind we need.
Thank you for taking into consideration my letter when a
decision is made.

Slncere*g,

\u Ld hvﬁﬁzj:t:i;hur
John D. MacRitchie,

EﬂihﬂoR

JDM/1m
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DONALD A BOOTH
Executive Vice President

MICHIGAN BANKERS ABSOCIATION

6105 West St. Joseph Highway, Lansing, Michigan 48917
Telephone: 517/321-1600

January 13, 1984

The Honeorable Guy Vander Jagt
United States Representative

2334 Rayburn House Office Building
Washington, D.C. 20515

Dear Congressman Vander Jagt:, _ -

The Michigan Bankers Association wishes to commend to your
attention our support for the appointment of Dr. Martha Seger
as a member of the Federal Reserve Board of Governors.

We are aware that Dr. Seger's credentials are known to your
office and that others are actively supporting this effort.
The purpose of this communication is to advise you that the
Michigan Bankers Asscociation enthusiastically supports her
candidacy. ~ =
Our officers enjoyed an excellent working relationship with
Dr. Seger while she served as Michigan's Financial Institu-
tions Bureau Commissioner. Her energy, candor and aggres=-
siveness benefited the financial industry and the State of
Michigan. She is highly regarded in Michigan financial
circles and we believe would make an excellent contribution
on the Board.

We urge favorable consideration of her appointment to the
Board.

Sincerely,

Donald A..Booth
Executive Vice President

President

First Viee Prasident MPuIEL P SR Frowsrar
'REN C. ADGATE ROBERT W. SHERWOOD P nt DONALD B. JEFFERY
sirman of the Board Chairman and President First of Amwrics Bank First Vier Presice ny

Security Bank, IONIA National Bank of HASTINGS Corporstion, KALAMAZOO Netional Benk of DETROIT
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MlCHlGAhi CREDIT UNION LEAGUE . RCUL

70O BOX 5210 DETROIT. MI 48235

15400 PROVIDENCE DRIWE  SOUTHRIELD. M1 48075 [313) 557-3200 %A_ o2
-

March 23, 1984

31
K-ﬁ'

The President
The White House
Washington, D. C. 20500

Mr. President:

It has been widely publicized in Michigan that'_f)_r, M_g;;hnw

"Seger is.your choice for appointment to the Federal Reserve
ﬁgﬁ'.-—ﬁlcﬁlq_aﬁ_cfédfé"ﬁﬁim are extremely pleased that -
DF. Seger's talents are being thus Fecognized for S0 impor=
tant a position.

The Michigan Credit Union League is the trade association
representing nearly 700 credit unions in our state. The
League's Board of Directors, which numbers 23 men and women,
voted a strong endorsement for Dr. Seger's nomination at its
March 15-16 meeting and directed that this action be conveyed
to you and to the Senate Banking, Housimy and Urban Affairs
Committee.

Credit union pecple know Dr. Seger from her two years as
commissioner of the Michigan Financial Institutions Bureau.

Her forthright approach to her position, and her knowledge of
financial matters, made a very favorable impression within

the Michigan credit union movement and gained her many admirers.
There were numercus cccasions when she was the speaker at credit
union gatherings, invariably receiving a friendly and positive
response. Of course, Dr. Seger has impressive academic creden-
tials as an educator and economist.

We believe you have made a good choice in Dr. Seger.
Respectfully,
%// /
Robert T. Lynch
Chairman

FHB:ja

: | /==y
f// .-/ Proud of our past...prepared for the fulure, ) ﬁ
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Michigan Retailers Association

waﬁ P B oy g
Larry L. Meyer Whel U5 Agn
President
Chief Executive Officer

June 20, 1984

The Honorable Jake Garn, Chairman
Senate Banking Committee
$.D. 536, Senate Office Building
Washington, D.C. 20510

Dear Senator:

By means of this letter, the Michigan Retailers Association would like
to go on record in support of the nomination and confirmation of Dr.
Martha Seger as a member of the Federal Reserve Board of Governors. We
feel that her membership on the board will very definitely be a posi-
tive force in the future monetary policy of this nation.

We would hope that her confirmation process would reach a satisfactory
conclusion in the very near future so that she can take her seat on the
board. We have found here to be extremely competent in both monetary
and fiscal matters during her tenure as Financial Institutions Commiss-
ioner in Michigan.

We appreciate the opportunity to recommend Dr. Seger.

Singerely,

Larr; L. Meyer

LLM/mb

2921 North Pine St. Lansing, Michigan 48933 517/372-5656
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23 WASHINGTON AVE. * BAY CITY, MICHIGAN » (517)B892-3511

February 23, 1984

President Ronald Reagan
Washingten, D, C.

Dear Mr. President:

-
This letter is in support of the proposed appointment
of Dr. Martha Seger to the Federal Reserve Board.

You undoubtedly have a resume of Dr. Seger's many
acadenic and professional qualifications for such an
appointment. To those, I wish to add my personal
recommendations based on her excellent accomplish-
ments while Commissioner of the Financial Institutions
Bureau of the State of Michigan.

With over thirty years of management contacts with the
Financial Institutions Bureau and four different com-
missioners, by comparison Dr. Seger did by far the
most outstanding job. Her decisions were based on
80lid preparation and sound logic. Industry financial
problems received fair hearings and conservative, pro-
gressive solutions.

It is a pleasure for me to forward this endorsement of
Dr. Seger's appointment to the Federal Reserve Board
based on my personal business experiences with the
Financial Institutions Bureau of the State of Michigan
while she wag its commissioner.

Sincerely,

Keungi - Corfl
aurence H. Cook

Chairman of the Board
MUTUAL SAVINGS & LOAN ASS'N.

LHC: fw

SERVING THE HEARTLAND OF MICHIGAN T
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NATIONAL ASSOCIATION OF WOMEN BUSINESS OWNERS
CAPITAL AREA CHAPTER

June 19, 1984

The Honorable Jake Garn,

Chairman

Committee on Banking, Housing
and Urban Affairs

United States Senate

Washington, D.C. 20510

Dear Chairman Garn: .
The National Association of Women Business Owners
supports the nomination of Martha Seger to become a member
of the Federal Reserve Board. WNAWBO is a national member-

ship organization with chapters across the country which
is devoted to increasing opportunities for women entrepre-
neurs. As such, it recognizes the fundamental importance
of the Federal Reserve Board and believes that this guali-
fied woman should join its ranks, Accordingly, we urge
the Committee to vote favorably on this nomination and
send it promptly to the Senate floor.

Sincerely,

M

Wirginia Littlejohd,
Pregident -

Nat¥onal Association of
Women Business Owners

VL/al

1710 Connecticut Avenue, NW e Washington, DC 20009 e 202-667-9337



4 " PEGOPLES SAVINGS BANK

February 17, 1984

The President
The White House
Washington, D.C.

Dear Mr. President:

It has come to our attention that the name of Dr. Martha R. Seger
has been submitted to.the White House for consideration as an
appointee” to the Federal Reserve Board. This letter is being
written in support of Dr. Seger's candidacy.

Dr. Seger has an outstanding professional and educational back-
ground that would bring much talent and experience to the position.
She has served as the Commissioner of the Financial Institutions
Bureau during the last two years of -the Milliken administration for
the State of Michigan and has dealt fairly with the variocus types
of financial institutions she regulated. Her background is both
extensive and thorough, and rather than enumerate her accomplish=-
ments in this letter, please read the attached biography.

After knowing Dr. Seger on both a personal and professional level,
we would like to highly recommend her for this candidacy.

Sincerely,

/President

" L Bacanii

W. J. Bacarella, Jr.
Vice-President/Secretary

POST OFFICE BOX 71472353 SOUTH CUSTER ROAD / MONROE . MICHIGAN 48181 / TELEPHONE 313 241-2500
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Two W. MIcM?gn
Battle Creek, Michigan 49016
616/968-935

February 21, 1984

The President
The White House
Washington, D.C. 20500

Dear Mr. President;

1 am writing to recommend that you appoint Martha R. Seger, Ph.D. to thé
Board of Governors of the Federal Reserve Board.

Dr. Seger has served with distinction in acl.demic banking and government
positions.

As Chairman of the Michigan Savings and Loan League, I had the pleasure of
working with Dr. Seger while she was Commissioner of Financial Institutions
for the State of Michigan.

Her academic background in finance and economics and her brilliant career in
education, banking and government make her eminently well qualified to serve
on the Federal Reserve Board. .

1 believe that you would find her views on p.o'.l.iﬁ:l, ics and the p
roll of government very much akin to yours. :

i

Sincerely yours,

laﬂle Creek * Richiss:
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g@_ SECURITY SAVINGS
§ AND LOAN ASSOCIATION

115 WEST MICHIGAN AVENUE + JACKSON, MICHIGAN 49201
(517 787-9700

- February 22, 1984

President Ronald Reagan
The White House
Washington, D.C. 20006

Dear Mr. President: .

I am writing concerning the recommended appaintu-ent of Dr. Martha Seger
to the Federal Reserve Board. =

I became acquainted with Dr. Seger when she was appointed as Commissioner
of the Financial Institutions Bureau for the State of Michigan by Governor
Milliken. She very capably served in that capacity and I was very impressed
with how she efficiently handled her responsibilities and how she fairly
dealt with the various types of financial institutions which she regulated.

Dr. Seger has three degrees from the Universityof Michigan including

an MBA in Finance and a Ph.D. in Finance and Business Economics. She

has taught at various universities and has a broad financial background.
She has also served as Financial Economist studying financial institutions
and capital markets at the Federal Reserve Board in Washington.

Dr. Seger has served in various civic capacities and is a member of

the following organizations: Economic Club of Detroit, Women's Economic
Club, National Association of Business Economists, American Economics
Association, American Finance Association and the President's Club -
University of Michigan. In 1976, Dr. Seger was named by Business Week
as one of the 100 top corporate women in the United States.

Dr. Seger is very knowledgeable about the various financial intermediaries,
her business and educational background demonstrate her capabilities

and makes her an excellent candidate for consideration as an appointee

to the Federal Reserve Board. I am happy to recommend her and encourage
your consideration of her appointment.

Sincerely yours,
RdD €. CcoRe

Richard E. Clifton
President

REC/de}
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SELUKIEY DAVINGD
AND LOAN ASSOCIATION

115 WEST MICHIGAN AVENUE « JACKSON, MICHIGAN 49201
(517) 787-8700

March 5, 1984

President Ronald Reagan
The White House
Washington, D.C. 20006

Dear Mr. President:

— -
It has come to my attention that Dr. Martha Seger has been
recommended for consideration as an appointee to the Federal
Reserve Bank. Many of us in Michigan have come to know of
Dr. Seger well.

As you know, she has been involved in various financial areas
all of her professional 1life. Certainly, many capable people
have been recommended to you for this appointment. However,
1 feel the fact that Dr. Seger has held high-level positions
in both the private as well as the public-eector uniquely
qualify her for this position.

I rM Dr. Seger highly and urge you to give her serious
consideration.

Sincerely yours, .

D07

Kessandro P. DiNello
Vice President

APD/dej
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SECURITY SAVINGS
AND LOAN ASSOCIATION

115 WEST MICHIGAN AVENUE « JACKSON, MICHIGAN 49201
{517) 787-9700

February 27, 1984

President Ronald Reagan
The White House
Washington, D.C. 20008

Dear Mr. Reagan:

Consideration is currently being given to the appointment of Dr. Martha Seger
~to the Federal Reserve Board. e

Dr. Seger -wu ppointed as C issi of the Michigan Financial Institutions
Bureau in January of 1981 by Governor Milliken. is ver
financial institutions and has handled her responsibilities effieiently.

The degrees Dr. Seger recelved from the Url.iversity of Michign.n were an MBA
in Finance and a Ph.D. in F. and Busi As Fi

she studied Financial Institutions and eapilll markets at the Fedural Reserve
Board in Washington. In addition, she has taught at various universities, which
has broadened her background.

Dr. Seger is a member of the following organizati E ic Club of Detroit,
Women's Economie Club, National A iation of E ists, American
Economics Association, American Finance Association, and the President's Club
of the University of Michigan. In 1976, Dr. Seger was named by Business Week
as one of 100 top corporate women in the United States,

Dr, _Seger's_knowledgeable-business_and_educational background make_her an
cellent eandidate for consideration as an appointee to th deral _Besetve
WM recommend her and encourage your consideration
appointment.
Sincerely yours,

Barbara J. Chapin,
Assistant Vice President
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{ <1 SECURITY SAVINGS
7~ B AND LOAN ASSOCIATION

{\' 3045 E. MICHIGAN AVE, « JACKSON, MICHIGAN 48202
(517) 787-0216

February 28, 1984

President Ronald Reagan
The White House
Washington D. C. 20006

Dear Mr. President, "

I would like to express my support for the appointment of Dr.
Martha Seger to the Federal Reserve Board. e

I feel she is an excellent choice. Her background makes her
very knowledgeable in the Financial Industry. S5he has worked at
several Financial Institutions, has served under Governor William
Milliken as commissioner of Financial Institutions, and has taught
Finance for several years. She was also chosen by Business Week as
one of the top 100 corporate women in the Uhisgd States.

I am happy to recommend Dr. Martha Seger and encourage your
consideration for her appointment.

Sincerely yours, .

1é;n~uuzn_ ,E. fsan-é;iﬂv

Pamela I. Sauber
Assistant Vice President

-



Lo SECURITY SAVINGS -
Y AND LOAN ASSOCIATION

704 S, BROWN STREET « JACKSON, MICHIGAN 48203
AL (617) 784-3118

February 28, 1984

President Ronald Reagan
The White House
Washington, D. C. 20006

Dear Mr. President: -

I am writing concerning the recommended appointment of Dr. Hartha Seger
to the Federal Reserve Board.

Dr. Seger was appointed as Commissioner of the Financial Bureau for the
State of Michigan by Governmor William Milliken. She capably served in
that capacity end efficiently handled her responsibilities. Dr. Seger
dealt fairly with the financial institutions she regulated.

Dr. Seger has several degrees from the University of Michigan, including
&2 MBA and a PH.D. in Finance and Business Economics. She has taught at
various universities and has a broad financial background. Dr. Seger has
also served in various civic capacities and im 1976 was named by Business
Week as one of the top 100 corporate women in the United States.

Dr. Seger is very knowledgeable about the various financial intermediaries.
Her business and educational background makes her an excellent candidate
for appointment to the Federal Reserve Board. We need more capsble women
in top government positions.

Sincerely,
Cinrtine) CLpi.

Carmeline Chappel
Asst. Vice President
Operational Manager
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Sturgls Savings & Loan
assSoumcn

TELEPHONE 516/651.9348

February 16, 1984

m Ronald L. Reagan
The President bd

The White House —
Washington, D. ©. 20510

Dear Mr. President:

I am writing this letter in s
an appointee of the Fi

Being a president of a savings and loan in Michigan, I have =
. first-hand awareness of her abilities and goed th

habits. She understands banking cperaticfiE and financial

management from the banking view, while remaining concerned

about the consumers. She is a very strong woman who does

not hide under the shield of “"Woman's Lib"--she does not

have to.
Our institution has no reservations about recommending
her 1O0%w. s
Ve trul 8,
4 }é h
A7 =
Leonard L. Eishen
President
LLE: j1lw
ce: file
SRAHCH OFFICE: WHITE FIGEON wHANLT UrniCE, COLON
W Checago Road al 51 Jossph, Box 355 " 104 E. Staiw St . Box 608
Vinite Pugron. M. €099 SERVING THE COMMUNITY SINCE 1805 Soolon ML ARcda.

Telephone 616 483-0688 Telephone 618/432-2220
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STANLEY D. BTEINBORN

EHIEF ABBISTANT ATTORNEY OCNERAL
LANSING, MICHIGAN
48913

June 5, 1984

Dr. Martha Seger

Finance Department

School of Business

Central Michigan University
322 Grawn Hall

Mt. Pleasant, MI 48859

Dear Dr. Seger:

Congratulations on your nomination to the Federal
Reserve Board. I know that you will bring to this
important post both a high degree of profession-
alism and an egually high degree of knowledge
about our economic and banking system.

I always enjoyed working with you when you were in
state government and I am sure your colleagues at
the "Fed" will find you a charming person to deal
with., I suspect that you may even find a bit of
stuffiness from time tu time that you, in your own
inimitable way, will be able to reduce.

Sincerely,

Stanley D. Steinborn
Chief Assistant Attorney
General
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RUSSEL ALGER SWANEY

+ ECONOMIC CONSULTANT
o 753 SOLTH BHORL DRIVE
;0N HOLLAND MICHIGAN 49423

v U s a
February 15,1984

e President,
ite House,
shington,D.C. 20500

ar Mr. President:

purpose in writing you is to recommend a former
:sociate of mine, Miss Martha Seger for appointment
: a member of The Board of Governors of The Federal
:serve System.
‘. Seger's first job after she received her BA degree
: the University of Michigan was with General Motors"
‘rporation. After two years with General Motors she
ime to work for me when I was the executive officer
: Charge of Detroit's Federal Reserve Bank,

.55 Seger left the bank after three years to return

: the University of Michigan to get her MBA and Ph,D.
:grees. During this time she did research work for

*. Paul W, McCracken.

ince then I have followed her career with-interest,

~. Seger is a well known: economist with a tremendous
zckground, In addition to working for the Federal
s2serve Bank in Detroit and Chicago she spent two

:ars as an economist with the Federal Reserve Board

= Washington.

irrently she is Professor of Finance at Central Mich-
zan University and is a director of Comerica Bank,
stroit, Michigan's second largest bank.

. Seger's experience in economics and banking makes
er eminently qualified for this very important posit-
on. She also is a Republican and one of your fans.

= you are aware, your personnel officer in the Exec-
tive Office has a complete file on Dr. Seger.

ou will remember me as President of The Economic

lub of Detroit when you addressed our club during

ne Presidential campaign of 1976.

nank you for your consideration,
Sincerly yours,

ol dmrian

N
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& LOAN' ASSOCIATION

February 17, 1984

:sident Ronald Reagan
+ White House

10 Pennsylvania Avenue
shington, D.C. 20500

\r Mr. President,

-

The name of Dr. Martha R. Seger has been submitted
your staff for consideration as an appointee to the
1ieral Reserve Board.

Dr. Seger has a distinguished background in the
:1ds of education and commercial banking. She served
a Financial Economist at the Federal Reserve Board,
idying financial institutions and capital markets and
sved very capably as Commissioner of the Mlchlgan
sancial Institutions Bureau.

Dr. Seger's credentials and reputation are of the
ghest caliber and I strongly recommend her for the
sition for which she is being considered.

Respectfully yours

Dennls . Deutsch

31731 Northwestern Highway, Suite 101, Farmington Hiils, Michigan 48018  (313) 8550550
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United States Trust Company

Anhur F.F, Snyder  *!
vice Chalrman of the |
Buiwrdl of Direciors

March 1, 1984

The President
The White House
Washington, DC "20500

Dear Mr, President: XS

This letter is written on behalf of Dr. Martha R. Seger. It
is my understanding that she is being considered as a mem-
ber of the Board of Governors of the Federal Reserve
System.

| am certain that you are aware of her educational and

working history. | write to recommend her specifically because
she worked with me as the Chief Economist of the Bank of

the Commonwealth while | was its president. From there she
went to the State of Michigan as Commissioner of the

Financial Institution.

Dr. Segér is a woman of unique capacity. She would bring
understanding to the Federal Reserve System and credit to
the United States and to you as our President. | recommend
her without reservation.

cerely,

. Py nyder
AFFS/cb

30 Coun Sireet, BOSION Miuz...
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VERMEULEN :

s S I _ TELEPHONE 782-8208

February 25, 1984

President Ronald Reagan
The wWhilte House
Washington, D.C. 20006

Dear Mr. President: i

I am writing 1%Ewwens of Dr, Martha
Seger to_the Federal_Reserve Board,. —_—
Dr. Seger has served as Financial Economist studying financial
institutions and capital markets at the Faderal Reserve Board in
Washington. She has a broad financlial backeround and has taught at
various universities. She has three d=grees from the University of

Michigan, including an MBA in Finance and a Ph.D. in Finance and
Business Economics.

Dr. Seger has served in various civic capacities and is a member
of the follwong organizations: National Assoclation of Business
Economists, American Economics Assoclatlon, American Finance
Association, President's Club - University of Michigan, and _the
Economic Club of Detroit, In 1976 Business Week named Dr. Martha
Seger as one of the 100 top corporate women in the United States.

Dr. Seger is very knowledgeable about the various financial
intermediaries. Her business and educaticnal background demonstrate
her capabilities, and make her an excellent candidate for con-
sideration as an appointee to the Federal Heserve Board. I am
bleased to recommend her, and I_encourage vyour consideration of
her appointment.—-

Respectfully yours, /
#""'s’--ﬁ--r [

‘-i,fnn V. Vermsuien 5

Director-Security Savinzs & Loan Assoclation

O
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