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:Vlr. Chairman and Members of the Corrcrrcittee :

It is a pleasure to appear before you this morn-
ing . I want to thank you for your invitation and
for the opportunity to join with you in your ex-
amination of the Federal Reserve System. I hope
that what I have to say about tire proposals con-
tained in N.R . 9631, hLR . 9685, and H.R. 3783
will be of some small help to you in your delibera-
tions .

I have been as3ociated with the Federal Reserve
System for almost twenty-three years, first as an
economist with the Federal Reserve Bank of St.
Louis, then, successively, as director of research
and Fiat Vice President there, and, since April
1917, as President of the Federal Ra~crvc Bank of
Minneapolis . Twenty-three years is a long time,
long enough, it seems to me, so that I can claim a
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familiarity with the Federal Reserve ay a working
institution . I believe that the Federal Reserve
System, as presently organized, is an effective in-
strument of national economic paIicy .

I do not contend that the Federal Reserve Sys-
tem- although fashioned by intelligent, dedi-
cated men -- is perfect . But then neither am I sure
that "perfect" is a word which can be meaning-
fully applied to institutions. The question is not
whether a particular institution is perfect, or-
ganized in the best possible way . This is some-
thing no one can answer. But whether a particular
institution works well enough, whether it dis-
charges its responsibilities adequately, this is
something that can be determined . And for the
Federal Reserve System, the answer must, I think,
be that it has and does.

:Vor would I claim that all decisions made by
the Federal Reserve System have been perfect.
l :art .vinly reasonable men can differ about whether
monetary policy-of the last few years, the post-
war years, or the 50 years since 1913- has
always been the most desirable and effective. But
again, this is not the question at issue here. What
is being considered here is whether a differently
organized or structured Federal Reserve System
would have turned out, or will turn out, a better
monetary policy . It is this that I very much doubt .
If monetary policy has at times been inappropriate,
it i~ not, I submit, because of faulty organization
or structure" .

I want to address myself first to certain major
aspects of the institutional character of the Federal
Reserve System . When the System was created 70
years ago it was a new kind of central banking in-
stitution, particularly adapted to the American



political and economic scone and reflecting the
American genius to meet a need in a pragmatic
way without being overly concerned about what
I might call "organization chart logic: ' The Fed-
eral Kc>serve System was designed to be a federal
systenc- a unique blend of centralized and re-
gional functions and responsibilities . It was de-
signed to carry out a clearly public purpose but was
organized so as to draw strength from the private
sPCtor-a unique blend of public and private . And
it was designed so as to be shielded from day-to-
day political pressures but made responsible to the
legislative branch of Government through what
Chairman \'Iartin has aptly called n "trust in-
denture."

It seems to me that two striking facts stand cut
when one studies the history of the Federal Re-
serve System . First, it is not a static, unchanging
institution and it never has been . It has been
changed by amendments to the Federal Reserve
Act and by other statutes, some of these changes
being of major proportion and some of minor
scope . Within the framework of the laws it also
has evolved over the years, changing as its en-
vironment has changed, and it will undoubtedly
change further as the years go by. These evolu-
tionary changes have been both with respect to
structure and to central banking techniques.

Second, despite all of the changes, both statu-
tory and evolutionary, the basic original concepts
of federalism or regionality, of the blend of public
and private, and of the desirability of insulation
from politics have been preserved . And I might
comment that this reflects the American genius for
making institutions work. Changes are sought for
practical reasons-usually when history has dem-
onstrated a need for them but sometimes when it
may be clearly seen that future developments will
call for them. Changes are not made just to tidy
up the organisation chart.

In my judgment the reasons underlying the
concepts of federalism, of drawing strength from
the private sector for a public institution, of shield-
ing the central bank from politics, are as valid

today as they were in 1913. Therefore, l shall
speak in opposition to most of the proposed legis-
lation contained in the bills I referred to earlier.

A Regional Federal Reserve System

It is fashionable to say nowadays that region-
alism is less strong in the United States than it
was in 1913, that this is particularly true of money
and credit, and that monetary policy must be
national in concept and formulation . I agree in
part with these points but not with the often
asserted conclusion that the regional nature of the
System is outmoded.

AC P~"Pry member of the Congress knows full
well . the L-uited States is composed of regions
which have at least as many differences as similari-
ties in conditions and problems . The lti'inth Fed-
eral lteserve district with its wide areas, its rela-
tively small but very vigorous population, its heavy
dependence on farming, lumbering and mining,
its hundreds of small banks, and its many other
distinctive characteristics, simply is not the same,
nor has it the same problems in degree or kind as
the other areas of the United States . Rapid trans-
portation and communication, greater mobility of
people and the rise of non-resource based activity
may have made it less isolated but have not greatly
lessened its individuality.

I do not state these points from a narrow sec-
tional attitude. I note them to underline the fact
that national developments reflect the sum (or
sometimes the remainder) of regional develop-
ments and that national averages can conceal wide
regional variations. Therefore, in my judgment,
it is important to recognize that regional varia-
tions exist and to take them into consideration in
formulating national policies so that such national
policies can carve moat fully the purpogos for
which they are designed and thus the true c~ational
interest- This, I believe, is federalism in its best
form .

I should like to comment now on those pro-
posals contained in H.R . 9631, which if enacted
would, in my judgment, effectively destroy the
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regional character of the System. It is proposed in
H.R . 9631 that the Federal Open Market (:om-
mittee be abolished and responsibility for the con-
duct of monetary policy, and in particular open
market operations, be transferred to a newly con-
stituted Federal Reserve Board. It is proposed, in
other words, that Reserve Bank presidents be rele-
gated to advisory roles. '\ow . being a Reserve Bank
president, I cannot address myself t~~ these pro-
posals-and more specifically, oppose them-with-
out running the risk of appearinn to be serving my
own narrow interests and of being immodest as
well . \Taturally, I should like to avoid appearing
so, but the regional character of the Federal Re-
serve System is, in my view, so important, so
worthy of being preserved, that I must risk appear-
ing selfish and immodest. I personally do not be-
lieve that my opposition to the proposals of I}.R .
9631 is narrowly motivated . I hope you will believe
me in this .
May I begin by pointing out-although I am

sure you are aware-that Reserve Bank presidents,
as members of the Federal Open Market Commit-
tee, take the standard oath of office for public serv-
ants, swearing without reservation to support and
defend the Constitution of the United States . Thus,
bank presidents are, by virtue of the oath they
take, public servants. So it matters little, at least
insofar as the conduct of monetary policy is con-
cerned, how they are elected .
The proposal of ILR. 9631 to which I address

mti~self here would, as I have said, effectively de-
stroy the regional character of the Federal Re-
serve System . They would, in effect, take from
bank presidents their voice in monetary policy
deliberations, and in so doing would make the
continuing regionalism of the System without
meaning. T'o be sure, Reserve Bank presidents
would still be available as advisers to the newly
constituted Federal Reserve Board . But an adviser
is not the same as a participating member of the
Federal Open Market Committee-either in the
Committee room or back in the district.
My point is simply this : Reserve Bank prcsi-
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dents, by virtue of the positions they occupy and
the talents they bring to their tasks, can and do
make significant contributions to the economic
welfare of the country ; but they will be able to
continue effectively doing so only if they remain
as they are, voting participants in monetary policy
deliberations.

Reserve Bank presidents, spending most of their
time in their districts, are able, collectively, to
bring to monetary policy deliberations a thorough
knowledge of what is going on around the coun-
try. Trey are able to bring a detailed knowledge
of regional economic developments. This is ex-
tremely important, for as I noted earlier and as you
well know, aggregate economic statistics do not
always tell the whole story, and information about
regional developments is not so abundant that we
can afford to dispense with first-hand impressions .
Reserve Bank presidents also are able to bring to
monetary policy deliberations a knowledge of what
I call "grass roots thinking," what all manner of
individuals are thinking about current economic
problems . In the course of their working days,
bank presidents talk, not j ust as is sometimes sup-
posed with commercial bankers, but with business
and labor leaders generally-and, I mig}rt add,
with a good many less auspiciously placed indi-
viduals . And in so doing they get a feel for what
is worrying people around the country, and for
how they view current economic problems and
policies ; they get a feel, in short . that is extremely
valuable in deliberations about monetary policy .

Reserve Bank presidents also serve as educators.
Participating as they do in all manner of discus-
sions, formal and informal, in their districts, they
are able to explain System policies and, in so
doing, gain increased acceptance for what has got
to be done. Sank presidents are, then, in a very
real sense, two-way communication links between
their districts and Washington.
As indicated before, it can be argued that as

consultants or advisers Reserve Bank presidents
could still perform as they do currently . Perhaps.
But less well, I think . You simply cannot lessen



their role in monetary policy decisions-and this
is what the proposals of H.R . 9631 would do-
without making them less effective in their jobs .
One final point should be noted here . The presi-

dents have brought, via their staff briefings, a
variety of well-informed, indeed expert, opinions
about monetary policy to System deliberations . 1n
part they have been able to do this because they
have been able-as individuals and as participants
in the monetary policy process----to attract capable
staffs of economic experts, staffs w}rich nicely com-
plement the Board's very able staff . Again, how-
ever, you cannot lessen the role of Reserve Bank
presidents and still expect to attract the same
calibre of men as yyu are currently getting, nor
expect that bank presidents will be able to gather
around them rnen of the quality as those who
currently serve .
To sum up, I can only say that I believe a

regional Federal Reserve System-guided not only
by Governors but by bank presidents as well-is a
stronger System than a centralized System would
be. And I say this fully aware of the dedication
and knowledge which members of the Board of
Governors bring to their assignments . It is just
that every organization needs all the talent it can
get . There is strength in diversity of opinion, or
the potential for such . And there is strength in a
thorough knowledge of what is going on and being
thought "back home."

PubUc and private blend

I turn now to the second aspect of the System's
institutional character-the unique blending of
public and private strengths . Specifically, I shall
comment on H.It . 3783 in which it is proposed to
retire Federal Reserve bank stock, but I want to
range a bit more widely in my general remarks .
Part of the strength of the Federal Reserve

banks is derived from the fact that they are con-
structed in an understandable, a conventional,
manner with capital, with balance sheets, with
boards of directors, and so on . More of their
strength comes from the clearly discernible inter-

est and cooperation of the member banks, which
reflects their holdings of Federal Reserve bank
stock and their participation in the selection of
directors of the banks . Still more of their strength
comes from the intelligent, informed and inter-
ested, and I might say almost dedicated, attention
given their assignments by these same directors .
From my point of view it would be a mistake to

change the institutional characteristics of the Sys-
terrr in an attempt to create a different "image"
when the present "image" is both comprehensible
and acceptable and when the institution seams to
be working well .
Much has been made of the fact that member

banks elect six directors and that the Roard of
Governors appoints only three for each Reserve
Bank. From my personal observation of the direc-
tors at two Reserve Banks, Minneapolis and St.
Louis, I would say that all directors regard their
positions as public trusts and take their oaths of
olfrce with that point of view. None conceives of
himself as representing a special group, but as
bringing to the bank experienced management
counsel and particular knowledge of economic
developments in his special geographic area or his
special fields of competence. They take their posi-
tions seriously, they bring their management ex-
perience to bear on Reserve Bank operations,
which is one reason we operate efficiently and
economically, and they provide a considerable
body of economic intelligence. In point of fact,
we at Minneapolis use the alumni from our bank
and branch boards as one regular source of eco-
nomic information . The alumni do not. of course,
participate in the regular work of the Board of
Directors nor are they consulted on credit policy
matters that properly are the province of current
directors . But as a source of information on cur-
rent and prospective developments they are used
extensively . As Chairman Martin has observed
many times, the directors of the banks and branch-
es constitute a network of experience and intelli-
gence that cannot be duplicated anywhere else in
the world .
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Against ihi :~ background let me comment speci-
fically on the proposal to retire the Federal Reserve
bank stock. Perhaps I should say at once that I
recognize that ownership of Federal Reserve stock
does not carry with it the ordinary rights of stock
holders, I think the member banks thoroughly un-
derstand this point ; I, at lca~t . have never heard a
member banker assert that he had such rights by
virtue of the stock ownership . I might say further
that I recognize that the Federal Reserve banks do
not need capital stock to operate . And finally, I
realize that retirement of the stock probably would
produce some additional income for the Govern-
ment since there would be no dividend payments
to make on the stock .

After considering all of these points, I conclude
that there is no pressing reason to retire Federal
Reserve stock and that such a move might result in
real disadvantage. There is no real question as to
the fact of public control of the system . The
presence of the stock, and of the surplus, does not
operate to inhibit the necessary actions of the
central bank. And finally, the out-of-pocket cost
of member bank stock holdings in the Reserve
Banks is not great and probably is worth its cost .
Various assumptions and methods of estimate

may be employed to come to a figure on net Treas-
ury gain in receipts if all present Federal Reserve
bank stock were retired. My own estimate is that
the figure is in the vicinity of $8 million . While
this sum is far from insignificant (it is somewhat
larger than the total annual expenses of the Federal
Reserve, Bank of Minneapolis) it seems to me to be
well spent . It certainly is no deterrent to member-
ship in the System ; indeed, in a way it helps to
reduce the inequities between reserve requirements
of member and nonmember banks .

I thinkthat the elimination of the stock might well
be regarded as a change far more radical in its
implications than simple arithmetic might make it
seem . We presently do have good cooperation be-
tween member banks and the Federal Reserve
banks. And sine : in this country both monetary
policy and bank supervision depend for their ef-
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fectiveness, at least in part, on cooperation, this
works to brnefit society as a whole . The System,
I believe, enjoys a reputation for good work ; its
"image" is a good one. Why should we jeopardize
these things for what would seem to be relatively
little gain in revenue to the Treasury .
Insulation from politics

I come now to the third aspect of the System's
structure that I regard as important, one which
also has been preserved through the years-its
separation from day-to-day political pressures. 14iy
comments here are partly general, but also run
specifically to part of H .R . 9631 and to H.R . 96&5.
As I see it, the framers of the Federal Reserve

Act and subsequent Congresses deliberately built
into the System an insulation from day-to-day
hurly burly of politics . I believe they did this
partly because they read the record of history
which indicates the wisdom of shielding the money
power from the sovereign's untrammeled use . But
they did this also in order that monetary and
credit policy could be formulated and implemented
flexibly in response to changing conditions . One
of the great virtues of monetary policy is that it
can move quickly ; the Congress recognized that
legislative action on monetary policy normally
could not be taken with necessary speed. There-
fore, it used, as noted earlier, a form of "trust
indenture" in delegating to the System certain of
the money powers the Congress constitutionally
holds .
The Congress certainly did not expect the System

to be so independent as to destroy the unity of
Government, and the System has never regarded
itself as independent in that sense. I think it ob-
vious that in a democracy monetary policy cannot
be made in disregard of the opinion of a Govern-
ment elected by the people. The System has re-
ported regularly to the ( ;~~ngress, has welcomed
investigative studies such as this one and has tried
to pull its weight as a part of Government, as a
public institution with considerable responsibili-
ties.

In providing this insulation, the Congress has



written into the statutes various safeguards . Among
them it established long terms for members of the
Board of Governors. Among them it gave the
Board power to control its own budgets and those
of the Reserve Banks and to examine and super-
vise the banks. It did not make the Systeru subject
to appropriations and, after 1933, excluded the
Board of Governors from audit by the General
Accounting Offce. The Reserve Banks have never
been audited by the Comptroller-General ; the
Board has always carried this responsibility.
The proposal in H.R . 9G31 would provide for

audit by the General Accounting Office ; the pro-
posal in H.R. 9685 would provide for covering
most System income into the Treasury and for
appropriations to meet Federal Reserve bank ex-
penses not covered elsewhere.

I oppose the appropriations proposal on two
primary grounds : one, it would weaken the in-
sulating features to which I referred earlier ; and
two, it would more likely than not reduce Federal
Reserve bank efficiency in operation .
My reasoning on the second point is as follows .

Presently the Reserve Banks are efficiently operat-
ing institutions with considerable consciousness of
costs and with sufficient flexibility in revenues so
as to provide no incentives to over-budget in order
to have funds to meet unforeseen increases in
necessary expenditures . Appropriations financing .
i n contrast, by the very nature of the process, tends
to have built-in rigidities which on the one hand al-
most require budgeting for contingencies and on the
other may lead to at least temporary curtailment
of necessary activity in case the contingency funds
are inadequate to meet developing but unforeseen
needs.
The Reserve Banks operate in their local com-

munities under conditions which make them com-
petitive, but no more than nece "sarily so, with

Their, budr,eting
There is no in-
amounts ; the in-
watch costs and

other enterprises for employees.
processes are tightly controlled.
centive to spend up to budgeted
centive, on the contrary, is to

produce savings. The Reserve Banks compete
among each other to produce lower costs and
improve efficiency . The record indicates that they
have done so in general . For example, the Minne-
apolis Bank today has 6 per cent fewer employees
than it had three years ago despite a continuing
rise in the volume of work done . As another more
concrete example, the cost to the Withheld Tax
operation at Minneapolis is today less than 1 cent
per receipt greater than in 1957. Postage costs
alone have risen more than the total per recc".ipt
cost increase ; clerical salaries in the Twin Cities
have increased almost 20 per cent in that period .

I also oppose the audit proposal on two grounds :
one, it too would weaken the insulating featur~ "s
noted above; and two, it is unnecessary and du-
plicative and therefore would be unduly expensive .

I do not believe it necessary to state in detail the
reasoning underlying the above points . Chairman
Martin has already outlined to you the present
Reserve Bank and System audit procedure . The
Board has the responsibility for such audit and
examination of the Reserve Banks as it needs to
carry out its supervisory responsibility, and it
Pxercises that responsibility thoroughly and com-
pletely. The Congress deliberately removed the
Board itself from General Accounting Office audit
some 30 years ago.
Concluding comment

I am just a little older than the Federal Reserve
System and I have spent almost half of my life in
it . I have worked in research, in operations, in
credit policy and in management . I have seen the
System change to meet changing conditions,
through evolution and through change in law . I
believe it is better fitted for its job today than it
was when it was created . But its creators were wise
men who saw that this institution could derive
basic and enduring strength from its federal struc-
ture, from its ability to draw upon the private
sector to aid its public purpose, and from its in-
sulation from political pressures . I hope sincerely
that the System will not sufFer loss of that strength .
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cunurnists, government policy makers, and the
business community are carefully observing de-
velopments on the economic scene. The questions
uppermost in their minds are : "How large wilt the
responses be to the recently passed personal and
corporate tax cuts, and how soon will they occur?"
It is too early yet to observe any of the forecast
effects, because the economy requires some time to
assimilate and develop a pattern of responses to
such sudden income changes. The search for an-
swers to these two questions, however, will be the
major concern of a substantial number of persons
during the near future.
The pace of economic activity appears to have

accelerated somewhat during February - perhaps
in anticipation of income and profit increases in-
duced by the tax cut.

National retail and manufacturers' sales both
rose during February ; retail activity within the
district also appears to have increased . Production
in February showed the largest monthly increase
since October of 1963, rising to a new high of
127.6 per cent of the 1957-59 average rate.

Employment, both nationally and within the
district, expanded during February; indeed, the
rate of unemployment in the nation declined to
5.4 per cent, the lowest rate since October of 1962.

MOt4iMlY REVIEVY

Reflecting this quickciied teiufru of e~ouuutic ac~
tivity, personal income, both for the nation and
district, rose to new highs.
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.a,<Em"cts a~ ttsr. dislrict' .s cr~r,"," rrt acnnar.~ic scene :

1963 STATE FARM INCOME
The preliminary estimates of state fartu incomes

made by the U. S . Department of Agriculture
depict drops in 1963 marketing receipts from
1962 levels for all distri~~t states except Montana .
In that state an estimated decline of 7.7 per cent in
livestock receipts was offset by a 10.4 per cent riW
in crop receipts . leaving total marketing receipts
1.3 per cent higher . A 6 per cent rise in crop re-
ceipts in Minnesota was not sufficient to offset the
4 per cent drop in livestock receipts since the total
was off 1.3 per cent from 1962 . Crop and livestock
receipts were lower in both Ilakotas, with South
llakota experiencing the greatest relative fall in
the total figure .
An increase in government payments to farmers

during 1963, however, eased some of the impact



urr total farm income. Program payments totaled
$267 million in I9b3, 10 per cent higher than
those paid in district states a year earlier. As
shown in Table 1, all the states received larger
payments except Montana. Of the total 1963 gov-
ernment payments to farmers in district states,
about 40 per cent came under the Fced Grain
Program. Soil Bank and Wheat Program payments
accounted for 24 per cent and 23 per cent of the
total, respectively, with the conservation probram
and Wool and Sugar Acts contributing the re-
mainder .

TABLE t -olsTaicr ~.~s~t FARIvt ItNCCJNIE
(millicn dollars)

'Preliminary estimates for I9b3 .

Total cash receipts in the four full Mates thus
amounted to an estimated $3,363 million in 1963,
down 4.4 per cent from 1962 .

In spite of the drop in aggregate farm receipts,
the realized gross income per farm for 1963 was
greater than that for 1962 in each of the district
states except South Dakota (Table 2 ) . unfortu-
nately, production expenses rose to a greater ex-
tent, resulting in a drop in realized net income
per farm in each state . The largest relative fall
(12 per cent) in that income category occurred in
South Dakota . Realized net income per farm in
Minnesota was off 6 per cent, while Montana and

\'urth Dakota recorded 2 per cent declines front
1962 levels.

TABLE 2--PER fARM iP~lGON1ES'

'Preliminary for 1963 .
}Includes changes in inventories .

Total net income per farm, that is, net income
including changes in inventories, reflects a some-
what different pattern of change among the stag .
Using that measure of income, the per farm posi-
tion in J'finnesota improved 23 per cent over 1962.
Changes in inventories, on the other hand, reduced
the total net farm income figure in i~lorth Dakota
by 45 per cent. Adverse changes in inventories
reduced per farm total net incomes in Montana
and South Dakota by 16 per cent and 18 per cent,
respectively .

CREDIT
Credit extended by district member banks de-

creased during February despite an improvement
in reserves . Over the four weeks ended February
26, total credit declined $15 million (see Table) .
This contrasts with the $38 million advance reg-
istered during the corresponding weeks of 1963
and the $16 million average gain of the past four
Ff~bruarys,
Loan expansion during February was particu-

larly weak. A $9 million gain at country banks
offset by a $2 million decline at city banks brought
the total advance to only $7 million . Loan expan-
sion last February was substantially sharper : $22
million at country banks and $46 million at city
banks for a total gain of $68 million .

APKII 19p+i

farm marketing* Government Total cosh
receipts payments receipts

Minnesota
1962 $1,458 $ 90 $1,548
1963 1,434 IOI 1 , 540

North Dakota
1462 637 73 710
I9b3 blb 80 b9b

South Dekote
1962 b71 53 724
1963 636 60 69b

Montana
1962 400 26 426
1963 405 26 431

4 States
1962 3, ibb 242 3,408
I9b3 3,09b 2b7 3,363

Realized gross
income

Realized net
income

Total nets
income

Minnesota
19b2 $10,483 $3,297 ;3,087
1963 11,192 3,091 3,791

North Dakota
19b2 14,004 5,273 8,943
1963 14,182 5,159 4,920

South Dakota
19b2 13,480 4,577 6,344
I9b3 13,2b 1 4,01 I 5,203

Montana
1962 14,517 4,bb7 7,550
1963 14,844 4,557 6,309
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