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Directors Tour the
Bakken Qil Patch

Editors’ note: The following are remarks by Mary Brainerd,
chair of the board of directors of the Federal Reserve Bank
of Minneapolis, and Narayana Kocherlakota, president, during
a tour of the Bakken oil patch in North Dakota, Aug. 15-16.

Mary Brainerd

Chair, Board of Directors
Federal Reserve Bank of Minneapolis

Good evening, everyone. My name is Mary Brainerd,
and I would like to thank you all very much for be-
ing here this evening. I have the pleasure of standing
before you in my capacity as the chair of the board
of directors of the Federal Reserve Bank of Min-
neapolis. It’s a treat to be here tonight, and rather
unique for me and for the entire board of directors.
As you've just heard, were here to kick off a tour of
the Bakken oil patch and to learn more about how
the rapid development of the oil industry in recent
years is reshaping the area’s economy. And I have to
say, after hearing so many stories about the Bakken, I
can’t wait to get a firsthand look.

I am going to take just a moment to tell you a bit
more about my role on the board of directors, and
also the role of my colleagues, and then I am going to
introduce the president of the Federal Reserve Bank
of Minneapolis, Narayana Kocherlakota. But first I
want to add that in my day job, I am the president
and CEO of HealthPartners, a Minneapolis-based
nonprofit health care organization.

So, you may be wondering what a health services
professional is doing on the board of directors of a
regional Federal Reserve bank. I admit, when I was
first informed that I was a candidate for the board,
I had the same question myself. However, I soon
realized that it made perfect sense. For example, I
am joined on the board by a manufacturer of agri-
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cultural implements, a provider of social services, a
leader in the development of water technology, and
providers of financial services, to name just a few.
Recent chairs of the board of directors have included
a window manufacturer and representatives of la-
bor organizations. Members of the bank’s board of
directors have represented every sector of the Ninth
District’s economy from the natural resources indus-
try of Montana to the shipping industry of the Great
Lakes, and everything in between, and from towns
large and small.

So when you consider that one of the main roles
of the Federal Reserve is to monitor economic con-
ditions across the country, it does makes sense that
people from diverse industries from the Upper
Midwest should sit on the board of directors of a
Federal Reserve bank. In addition, this expertise
proves valuable to the board as we also provide
oversight for bank operations; for example, I was
privileged to be on the team that selected Narayana
as president. As Narayana will describe in a mo-
ment, one of the great strengths of our regionalized
central bank system is precisely that it requires such
representative input. And I would add that it has
been an honor and a privilege to serve on the board,
and I'm sure all of my colleagues would agree, along
with those in the room who have previously served
on the board.
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When you consider that one of the main
roles of the Federal Reserve is to monitor
economic conditions across the country, it
does makes sense that people from diverse
industries from the Upper Midwest should
sit on the board of directors of a Federal

Reserve bank.

I could go on about the role of the directors, and
I would be happy to take any questions at the end of
Narayana’s remarks, but now I would like to introduce
Narayana Kocherlakota, president of the Federal Re-
serve Bank of Minneapolis. His official biography is
impressive: He is one of the top macroeconomists in
the field today, and he has numerous journal publica-
tions to prove it. He has taught at Northwestern Uni-
versity, the University of Iowa, Stanford, and the Uni-
versity of Minnesota, where he served as chair of the
economics department. He earned his Ph.D. in eco-
nomics from the University of Chicago and his bach-
elor’s in mathematics from Princeton. He became the
12th president of the Federal Reserve Bank of Min-
neapolis in 2009 at the ripe old age of 45.

However, as impressive as all of that is, one of the
things that strikes me most about Narayana is his
ability to take complex ideas or problems and ex-
plain them in such a way that, well, a health services
professional can understand them. Maybe this is the
teacher in him, but whatever the reason, we are lucky
to have someone like Narayana at the helm of the
Minneapolis Fed these days. With so much attention
on the Federal Reserve and its role in the economy,
we need a good communicator who is willing to take
the time to explain and to interpret economic events.

You'll see what I mean in a moment. Ladies and
gentlemen, please welcome Narayana Kocherlakota.

Narayana Kocherlakota

President
Federal Reserve Bank of Minneapolis

Thank you very much, Mary, for that introduc-
tion. And like Mary, I would also like to thank all
of you for joining us here this evening as we begin
our tour of the Bakken oil patch. This is my sec-
ond visit in about a year. I was here last September
for a similar tour and learned so much that I urged
our entire board of directors to come out here too.
They didn’'t need much urging: One of our direc-
tors, Howard Dahl from Fargo, whom many of you
know, has been telling us so much about this land of
milk and honey that it was easy to persuade the rest
of the board that they should see it for themselves.
Having had a good preview last year, I know that
everyone will be impressed, and not only with the
drilling sites and crew camps, but also with all of the
truck traffic that we will encounter as we approach
Williston. At one point during my last trip, I was at-
tending a meeting in Sidney, Montana, and we were
waiting for a speaker from Williston. He called to
say that he would be late, because of traffic. Now,
I haven’t spent much time in western North Dako-
ta, but my guess is that this is not something that I
would have heard five years ago! More seriously—as
we think about the tremendous economic returns
that this area is experiencing, it’s important for us
to keep in mind too that there are certainly some
costs associated with generating those returns. And
I'm sure we’ll hear more about those benefits and
costs tomorrow.

So you've heard from Mary, and I've mentioned
Howard. Let me begin by making quick introductions
of the rest of the members of our board. As you listen
to my intros, you might find it useful to keep in mind
that the Minneapolis Federal Reserve district includes
the states of Montana, North and South Dakota, Min-
nesota, and parts of Wisconsin and Michigan. With-
out further ado, then, here are the directors:

Mary Brainerd, president and CEO of HealthPartners,
as you know; is our chair.

Randy Hogan, chairman and CEO of Pentair in
Minneapolis, is our deputy chair.
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From left to right: Jake Marvin, Jim Lyon, Howard Dahl, Julie Causey, Larry Simkins, Ken Palmer, Randy Hogan, Mary Brainerd,
Dick Westra, MayKao Hang, Bill Shorma and Narayana Kocherlakota

And MayKao Hang is president and CEO of the
Ambherst H. Wilder Foundation in St. Paul.

Those three directors are what we call Class C
directors, which means that they are appointed by
the Board of Governors in Washington, D.C,, to
represent the public.

And then we have Howard Dahl, president and
CEO of Amity Technology in Fargo.

Bill Shorma, president of Rush-Co/Strategic Rail
Services in Springfield, South Dakota.

And Larry Simkins, chairman, president, and CEO

of the Washington Companies in Missoula, Montana.
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Those three are what’s known as Class B direc-
tors. Like the Class C directors, Class B directors are
representatives of the public. However, they are not
chosen by the Board of Governors in Washington.
Instead, they are elected by banks in the Minneapo-
lis Federal Reserve district who are members of the
Federal Reserve System.

And you've probably already guessed that our next
group of three directors is termed Class A. These di-
rectors are elected by member banks in our district to
represent those banks. And our Class A directors are:

Julie Causey, chair of Western Bank in St. Paul.
Ken Palmer, chairman, president, and CEO of Range
Financial Corporation and Range Bank in Negaunee,
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Michigan, which is in the Upper Peninsula. And,
finally, Dick Westra, president and CEO of Dacotah
Bank in Aberdeen, South Dakota.

Also present today is Jake Marvin, chairman and
CEO of Marvin Windows, and our former board
chair who served our board for six years ending
last December.

I would like to publicly thank all of these people for
their public service. Being a board director is a job
that demands much and returns little beyond the
fulfillment associated with important public service.
And this event is a great illustration of what I'm talk-
ing about. Like all of you, these are busy people with
important responsibilities back home, so for them to
take time from their schedules to tour a region of our
district speaks volumes about their commitment.
I should also mention that we are joined by mem-
bers of our bank senior management team as well as
other bank staff today. While I won't take the time
to introduce each of them, suffice it to say that this
too is a group of highly dedicated public servants.
They provide outstanding leadership and support
to the Federal Reserve Bank of Minneapolis and the
Federal Reserve System. I do want to particularly ac-
knowledge Barb Pierce and Patti Lorenzen for their
tremendous help in setting up the logistics for this
visit. We are also quite fortunate to have two expert
local tour guides for tomorrow: Loren Kospeng and
Ron Ness. Before I go on, let me remind you that
the following views are my own, and not necessarily
those of others in the Federal Reserve.

As Mary described in her remarks, one of the
strengths of the Federal Reserve System that Con-
gress designed nearly 100 years ago, in 1913, is its
system of regional banks and branches that en-
sures representation from citizens in towns and
cities throughout the country, including relatively
small communities like Springfield, Aberdeen and
Negaunee. What I'm going to do in the remainder
of my remarks is describe the decentralized nature
of the Federal Reserve, especially as it pertains to
monetary policy, and then discuss the role of the
directors. After that, I will be happy to take your
questions on these subjects or other issues on your
mind this evening. In addition, as Mary noted, if
you would like to direct a question to her about her
role on the board of directors, she also stands ready.

Within the Federal Reserve we have clever
ways of describing the work we do; for
example, we use the highly technical term
“three-legged stool” to describe our primary
roles. Those three legs include payment
services, supervision and regulation of

financial institutions, and monetary policy.

So, to begin, the Federal Reserve Bank of Minne-
apolis is one of 12 regional Reserve banks that, along
with the Board of Governors in Washington, D.C,,
make up the Federal Reserve System. Our bank rep-
resents the ninth of the 12 Federal Reserve districts,
and, by area, we're the second largest. As I mentioned
earlier, our district also includes the Dakotas, Min-
nesota, northwestern Wisconsin and the Upper Pen-
insula of Michigan.

What do we do at the Federal Reserve Bank? Well,
within the Federal Reserve we have clever ways of de-
scribing the work we do; for example, we use the high-
ly technical term “three-legged stool” to describe our
primary roles. Those three legs include payment ser-
vices, supervision and regulation of financial institu-
tions, and monetary policy. Very briefly, that first leg
means that the Federal Reserve Bank of Minneapolis,
along with the other 11 Federal Reserve banks, works
to ensure the smooth movement of funds between
banks, savings and loans, and credit unions through
a nationwide electronic payments system. As for the
second leg, the Federal Reserve Bank of Minneapolis
supports the Federal Reserve System in ensuring a
safe, sound and accessible banking system, and stable
financial markets through supervision and regula-
tion of the nation’s banking, financial and payments
systems. This means that we implement rules and
regulations as mandated by Congress. In doing so,
we work with other federal and state agencies and
regulators to promote safety and soundness in the
operations of the financial services industry.

Obviously, I could spend a great deal of time
speaking about those two responsibilities, especial-
ly supervision and regulation, which has grown in
prominence since the financial crisis and the passage
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of the Dodd-Frank Act. However, I want to move
now to the third leg of the stool, monetary policy,
as this role is the one that most directly impacts the
lives of Americans and is also where the role of our
directors is most prominent.

Monetary policy is established by the Federal
Open Market Committee, or FOMC. The FOMC
meets at least eight times per year and consists of
the seven governors of the Federal Reserve Board
in Washington, the president of the Federal Reserve
Bank of New York, and a group of four other Re-
serve bank presidents that rotates annually. For ex-
ample, I was on the FOMC in 2011 and will be a
member of the Committee again in 2014. However,
all 12 Reserve Bank presidents—whether they vote
or not—participate in FOMC deliberations. This is
an important point, as it highlights the decentral-
ized nature of the Federal Reserve’s policymaking.
All of the presidents bring their perspectives on the
economy to every meeting, and those perspectives
are shaped, in part, by what we learn from our lo-
cal districts. Our directors play a big role in that in-
formation-gathering process. At every board of di-
rectors meeting, a number of directors are charged
with answering questions about trends in the econ-
omy. For example, are firms planning to hire? What
are their capital expenditure projections? Are input
prices changing? What are firms™ expectations for
growth in the near and medium term? Our direc-
tors don’t just answer those questions from the
perspective of their own companies; rather, they
contact a number of businesses in their regions and
industries to gauge broader business sentiment.

This type of information is very valuable to poli-
cymakers. As you might imagine, the Federal Reserve
is very good at aggregating and analyzing data, but
data often lag and do not give a complete description
of what is currently happening in the economy. The
information that I receive from our directors is impor-
tant in helping me complete that economic picture. I
should also note that the Federal Reserve Bank of Min-
neapolis has three advisory councils to seek further in-
put from citizens in our district. These councils have
members from the agricultural industry, small busi-
ness and labor, and the financial services industry. As
well, we have a branch office based in Helena (Mont.),
and we receive valuable economic intelligence from
the members of that branch’s board of directors.
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So I have described the Federal Reserve’s decen-
tralized structure, especially as it pertains to mon-
etary policymaking, and I have also begun to explain
the directors’ role by illustrating how they contribute
to that policymaking. Now I would like to briefly de-
scribe some of the other roles of the directors. Di-
rectors, as you would imagine, do more than just
provide economic intelligence—in particular, they
also provide oversight of bank management. In some
respects, this is similar to any board of directors. For
example, through committees and board delibera-
tions, directors review and approve the bank’s annual
budget, review the bank’s annual performance, and
oversee the internal audit program and the bank’s
control environment. This oversight helps ensure
that Federal Reserve banks are run as effectively and
efficiently as possible. I know that I speak for all of
our management team when I say that we benefit
on an ongoing basis from the collective wisdom that
gathers in our board room.

I began these remarks by introducing our board
and describing the various classifications under
which they serve. Those classes—A, B and C—may
seem rather mundane, but they are really quite
meaningful. Again, Congress had a good idea about
how the Federal Reserve should be structured when
it formed the System a century ago, and it has stood
the test of time. That first group I mentioned, the
Class C directors who serve to represent the public,
are appointed by the Board of Governors in Wash-
ington, D.C. That last point is key because it ensures
that the Board of Governors, which is appointed by
the president and approved by the Senate, has a say
in the makeup of our board of directors. So in that
respect, our local board of directors has a direct con-
nection to the federal government in Washington,
which is important. The second group, the Class B
directors, are also chosen to represent the public, but
they are elected by member banks from each district.
This too is important because it ensures that the pub-
lic is represented by directors who are chosen locally,
and not by Washington. In this way, the framers of
the Federal Reserve Act carefully balanced national
and local interests in the composition of bank boards
of directors.

The last group, the Class A directors, who are
elected by member banks to represent those banks,
are the ones that have received some attention of
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Narayana Kocherlakota, Mary Brainerd and Randy Hogan (vice chair of the board)

late. Since the financial crisis and the extraordinary
measures that the Federal Reserve has taken to pre-
vent the collapse of our financial system, some have
questioned whether it is appropriate for bankers to
sit on the boards of Federal Reserve banks. Isn't it
wrong, these critics say, to give bankers power over
those who are supposed to supervise them? It would
be wrong if that were the case, but members of the
board of directors—bankers or not—have no say
in how Federal Reserve banks conduct their super-
visory operations. Supervisory matters are handled
directly between bank staff and the Board of Gov-
ernors in Washington, D.C. Supervisory matters are
not a part of the business of the board of directors.

However, what is a part of board business is the
important information that bankers relate about
credit conditions in the economy, about issues per-
taining to the payments system and about general
business conditions. This is precisely the kind of
information that policymakers need to do their job,
whether under extraordinary or normal economic
conditions.

Our board of directors and our senior manage-
ment team have made this trip out to western North
Dakota to learn more about what makes your econo-
my tick. But I'm glad, too, to have had this opportu-
nity to tell you a little about our board of directors—a
group of dedicated public servants whose role is of-
ten misunderstood by many. Now, I am sure that you
have a number of questions. Mary and I look forward
to doing our best in answering them. Thank you very
much for your time. @
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