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(1) 

IMPROVING THE FEDERAL RESERVE 
SYSTEM: EXAMINING LEGISLATION 

TO REFORM THE FED AND 
OTHER ALTERNATIVES 

Tuesday, May 8, 2012 

U.S. HOUSE OF REPRESENTATIVES, 
SUBCOMMITTEE ON DOMESTIC MONETARY 

POLICY AND TECHNOLOGY, 
COMMITTEE ON FINANCIAL SERVICES, 

Washington, D.C. 
The subcommittee met, pursuant to notice, at 10:05 a.m., in room 

2128, Rayburn House Office Building, Hon. Ron Paul [chairman of 
the subcommittee] presiding. 

Members present: Representatives Paul, Luetkemeyer, Huizenga, 
Hayworth, Schweikert; Clay, Maloney, and Green. 

Also present: Representatives Garrett and Ellison. 
Chairman PAUL. This hearing will come to order. 
Without objection, I ask unanimous consent that those nonsub-

committee members who are present be recognized if they wish to 
give opening statements or ask questions. 

I now recognize myself for 5 minutes for an opening statement. 
First, I want to thank our two colleagues for being here today, 

and they will be recognized shortly. 
But as many Members know, the subject of the Federal Reserve 

(the Fed) and monetary policy is something I have been interested 
in for a long time, believing that it has a great deal of significance 
with regards to a healthy economy. Today, we will be discussing 
the various proposals to address the subject of some of the short-
comings of the monetary system. 

I think what has happened here in these last 5 years is that it 
has been recognized by many that monetary policy and the Federal 
Reserve has a lot to do with the creation of some of our problems 
and their shortcomings when it comes to solving these problems. 
The Federal Reserve has been around for almost 100 years—100 
years next year—and, of course, it has gone generally under the 
radar. Not too many people have talked precisely, because it was 
always said that it should not be interfered with by the Executive 
Branch or the Legislative Branch. 

But lately, there has been more concern. With the help of Con-
gressman Frank, we were able to get some transparency of the 
Fed, and he was obviously quite helpful in moving that along. 
From my viewpoint, we still have more to do on that, but it is very 
clear whether we decide exactly what constitutional money is and 
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how it comes about. I don’t think many people reject the idea that 
the Congress does have responsibility of oversight and figuring out 
exactly how to handle that. 

So with the crisis that came about in the last 5 years ago, I think 
an attitude changed dramatically. I think this is the reason that 
we had strong support in the last session for auditing the Fed and 
more information has come out because of the lawsuits. 

But the way I see the monetary policy, and I think it is generally 
neglected, is most people realize how big the economy is and they 
know by supply and demand of all products and goods and services 
and labor—but, generally, they don’t talk a whole lot about the 
other half of the equation, and that is the monetary issue. The 
monetary issues are one half of all the transactions. So to duck the 
issue and pretend it is not important, I think, has been a mistake. 

I personally believe that over these many decades, the Federal 
Reserve has gotten a free pass because if we had good times, if 
they were able to stimulate the economy and have easy credit, and 
we had good times, they got the credit. Then if the predictable 
slumps would arrive and something had to be done, Congress 
would generally act and the Federal Reserve would act, and they 
would get the credit for getting us out of this slump. 

But I think that has changed in the last 5 years because of the 
seriousness of the crisis, how global it is, and how—one of the con-
sequences has been this excessive debt, and then the bailing out 
that occurred. 

And so what the Congress did on the bailouts was significant but 
minor compared to how much the Federal Reserve was able to do. 
For this reason, so many people want to know a lot more about 
what is going on. 

Not only do we want to know about policy—and a lot will be dis-
cussed today about the particular policies and how to guide that 
policy—but one thing we should not forget about is the nature of 
money. If we are trying to describe how we manage a monetary 
system, it seems to be most difficult, in my view—you have to be 
able to define money, and define the dollar, which has not been 
done for a long, long time. We use the Federal Reserve note as the 
unit of account, but there is no legal definition of a Federal Reserve 
note, and that is a pledge to pay something. 

So a note being something precise, and then you have to have 
management and it doesn’t work well, then we think, we just need 
more regulations and everything will work out smoothly. I have a 
lot of reservations about that because I think we have a lot of infla-
tion, we have a lot of instability in prices. And even when the re-
ports come out that the prices are rather stable, they seem to ig-
nore the fact that the cost of living for many is going up signifi-
cantly. The price of energy goes up, the price of medical care goes 
up, the price of education goes up. 

So even when the CPI and the PPI might not be revealing what 
is happening, there still is a lot of destruction of the value of 
money. For this reason, now, we have been in a decade or so where 
the real wages have not been able to keep up, which really is the 
bottom line, I believe—the unemployment factor and keeping up 
with the cost of living and keeping up with real wages. 
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So I am very pleased to have the various Members here today, 
as well as the second panel of witnesses to discuss what I consider 
to be a very, very important issue. 

Now, I would like to yield 5 minutes to Mr. Clay. 
Mr. CLAY. Thank you, Chairman Paul, especially for holding this 

hearing on improving the Federal Reserve System and examining 
today six pieces of legislation to reform the Federal Reserve Sys-
tem. One piece to abolish the Federal Reserve, sponsored by our 
chairman, Mr. Paul, and another one, as sponsored by Mr. 
Kucinich, would make the Federal Reserve an arm of the Treasury. 

The other bills would make various changes either to the man-
date or to the Federal Open Market Committee’s governance. As 
ranking member of this subcommittee, I want to focus on the Fed-
eral Reserve’s dual mandate of maintaining stable prices and full 
employment for monetary policy. 

The Full Employment and Balanced Growth Act of 1978, better 
known as the Humphrey-Hawkins Act, set four benchmarks for the 
economy: full employment; growth and production; price stability; 
and the balance of trade and budget. 

To monitor progress towards these goals, the Full Employment 
and Balanced Growth Act of 1978 mandated that the Board of Gov-
ernors of the Federal Reserve System present semiannual reports 
to Congress on the state of the U.S. economy and the Nation’s fi-
nancial welfare. The Humphrey-Hawkins Act charges the Federal 
Reserve with a dual mandate, both maintaining stable prices and 
full employment. 

Currently, the unemployment rate is 8.1 percent. Since President 
Obama took office in January of 2009, the unemployment rate has 
gone from 7.8 percent around the Inauguration, to 10 percent as 
the impact of the financial crisis spread, to 8.1 percent today. I do 
believe that the U.S. economy is heading in the right direction. 
With the proper nudge, it could probably improve even more. 

As of March, the consumer price index was 2.7 percent over the 
past year, a decline from February of this year of 2.9 percent. Dur-
ing the same period, the energy index had risen 4.6 percent, and 
the food index had increased 3.3 percent. 

Both increases are smaller than last month. In contrast, the year 
change in the index for all items, less food and energy, which was 
2.2 percent in February, edged up to 2.3 percent in March. 

All of these factors play a very important role in getting America 
back to economic growth and prosperity, and I look forward to the 
witnesses’ testimony. 

Mr. Chairman, I yield back. 
Chairman PAUL. I thank the gentleman. 
Now, I yield 5 minutes to Dr. Hayworth. 
Dr. HAYWORTH. Thank you, Mr. Chairman. It is with great pleas-

ure that I anticipate the testimony from our distinguished col-
leagues, and we have a great challenge before us because obviously 
a central bank—our central bank, the Federal Reserve, has—we 
have cherished its independence in implementing monetary policy 
and yet at the same time, obviously the Congress has to establish 
monetary goals and hold the Federal Reserve responsible, and we 
have obviously, as a Congress, the express power to coin money 
and regulate the value thereof. 
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There is this dynamic tension, obviously, between the independ-
ence of the Fed and its accountability to us. So it is going to be 
very interesting to hear your proposals as to how we make that— 
reach that balance. 

But in specific, with regard to the dual mandate, Chairman 
Bernanke has said many times that he does not perceive—in effect, 
he said he does not perceive an inherent conflict, if you will, in the 
dual mandate because, as I have understood him, serving the goal 
of price stability clearly works favorably toward having an economy 
that will work and that will enhance the employment prospects for 
all those who need work. 

Yet we see that his warning, which he has expressed very dip-
lomatically regarding our fiscal policy, having implications for mon-
etary policy that it cannot overcome forever and ever by accommo-
dation, we see that his warnings seem to be borne out in the fact 
that several years of accommodating monetary policy have not re-
sulted in the kind of enhancement in our economic statistics that 
we would like to see. 

So I look forward to your testimony and thank you for all the 
work that you have done on this very crucial topic. Thank you, Mr. 
Chairman. I yield back. 

Chairman PAUL. I thank the gentlelady. 
Mr. CLAY. Mr. Chairman, if I may, I would like to ask unani-

mous consent that the gentleman from Minnesota, Mr. Ellison, be 
allowed to sit in. 

Chairman PAUL. We already asked for that unanimous consent, 
but without objection, it is so ordered. 

Now, if the gentleman from Minnesota would like to make an 
opening statement, he can do that right now. 

Mr. CLAY. Thank you. 
Mr. ELLISON. Very briefly, Mr. Chairman, thank you for your 

chance to make an opening statement and to address this really 
important topic. 

I really don’t have so much of a statement as I have some ques-
tions that I would like to just put out on the table for discussion, 
and I hope we can resolve them during the course of our afternoon. 

Is the dual mandate the problem? The fact is, to the degree that 
we have had challenges to monetary policy, has the dual mandate 
been responsible? If not, why the focus? I am curious, if anybody 
could point to an instance in the last 30, 40 years when the dual 
mandate required the Fed to downplay their preferred anti-infla-
tion approach to concern about unemployment? 

It seems to me that these are perfect. The dual mandate has 
been working. If it hasn’t, I would be curious to know when it has 
let us down and when the dual mandate has been the cause of 
flawed monetary policy. 

I am also curious to know, how have we have been doing with 
the dual mandate? Have we really been pursuing both, and to the 
degree that the statute would call for? Has unemployment gotten 
a short shrift? 

I am concerned that we live in a time when we are getting used 
to an unemployment rate of about 8 percent, and that might be all 
we can ever aspire to get down to. I think this is a national dis-
grace and an outrage, and I think our country needs to do much 
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more to pursue both prongs of the dual mandate. I am concerned 
that unemployment has not been getting its full due. 

So these are some questions that I have, some concerns that I 
would like to see addressed. And even though I am not on the sub-
committee, I am grateful to be allowed to be on it today, and I hope 
that we can explore these important topics. Thank you, Mr. Chair-
man. I yield back. 

Chairman PAUL. I thank the gentleman. 
I now yield time to Mr. Schweikert from Arizona for an opening 

statement. 
Mr. SCHWEIKERT. Thank you, Mr. Chairman, I will try to do this 

very quickly. 
Since being placed on your subcommittee, this has actually be-

come an area of great interest to me. One of the sides you are try-
ing to get your head around—and as we walk through the pieces 
of legislation—is what the Fed does in regard to monetary policy. 
Has this, as part of unintended or intended consequences, allowed 
those of us here in Congress to engage in really bad fiscal policy? 
In many ways, is it an institution through its actions that allows 
us to get away with bad acts? 

And secondly, even though this is one off, but in the discus-
sions—the Fed is heading, their holdings are heading towards 
what, $2.9 trillion? What is the plan? At some point, when do they 
move back to normalization of their portfolio, and what are the po-
tential cascade effects when moving back to a normalized portfolio? 

With that, I yield back. 
Thank you, Mr. Chairman. 
Chairman PAUL. I thank the gentleman. Now, I want to move to 

our first panel. First, I want to introduce Representative Kevin 
Brady from Texas, an 8-term Republican Congressman rep-
resenting the Eighth District. He is the sponsor of H.R. 4180, the 
Sound Dollar Act of 2012. He is also the vice chairman of the Joint 
Economic Committee. 

Also with us today is the ranking member of the Financial Serv-
ices Committee, Representative Barney Frank, a 16-term Demo-
cratic Congressman representing the Fourth District of Massachu-
setts. He is the sponsor of H.R. 3428. 

I will now recognize Congressman Brady for his opening state-
ment. 

STATEMENT OF THE HONORABLE KEVIN BRADY, A 
REPRESENTATIVE IN CONGRESS FROM THE STATE OF TEXAS 

Mr. BRADY. Thank you, Chairman Paul, Ranking Member Clay, 
and members of the subcommittee. Before discussing the Sound 
Dollar Act, I would like to acknowledge the work that Dr. Paul has 
done on this subcommittee. He is a long-time former member of the 
Joint Economic Committee who has worked to bring sound dollars 
to the forefront of the public debate. 

Inflation has been called many things, a hidden tax, a govern-
ment-sponsored reduction in workers’ paychecks or, as Dr. Paul 
often says, theft, and more and more Americans understand the ab-
surdity of a monetary policy that ultimately devalues our own cur-
rency. 
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We agree on three key points: preserving the value of the dollar 
is essential to economic growth and prosperity in America; the Fed-
eral Government must not be allowed to monetize its debt; and our 
financial system should serve the interests of all Americans, not 
just the interests of Washington and Wall Street. 

Again, I would like to thank the chairman for your steadfast 
commitment to bringing those issues to the forefront of the public 
debate. 

I am pleased to testify on behalf of the Sound Dollar Act. I want 
to thank the members of this subcommittee who have already co-
sponsored this important legislation: Mr. Jones; Mr. Lucas; Mr. 
Luetkemeyer; Mr. Huizenga; and Mr. Garrett. 

The problem today is that according to some, the 1800s was the 
British century, the 1900s was the American century, and the 
2000s, the 21st Century, may well be China’s century. Well, not so 
fast. But, for America to continue its preeminence in the global 
economy, it is important that we get the role of the Federal Re-
serve right. 

As we know, the Federal Reserve veered from the successful 
rules-based policies that brought the great moderation of the 1980s 
and the 1990s and instead, adopted an interventionist approach 
and helped to inflate the unsustainable housing bubble and led ul-
timately to a global economic crisis during the last decade. This 
interventionist approach, justified by the unemployment half of the 
dual mandate, continues today, and I believe it is a contributing 
factor to this anemic recovery. 

The Federal Reserve’s interventionist policies are felt by the sin-
gle mom who goes to the grocery store and finds her paycheck 
doesn’t go as far because inflation is robbing her of the value of the 
hard-earned dollar, and she also finds the same thing as she fills 
her gas tank. 

These interventionist policies are also felt by the unemployed. 
The uncertainty generated by the Fed’s unprecedented intervention 
is discouraging business investment in new buildings, equipment, 
and software, which drives job creation in America. 

If you look at the fact of the numbers, government spending is 
where it was before the recession, and consumer spending is where 
it was before the recession, but business investment is not and the 
Fed has played a role in that. 

For America to remain the world’s leading economy in the 21st 
Century, Congress must give the Fed a single mandate for price 
stability, ensure that it is independent from political pressure, and 
hold it accountable for results. 

Critics charge that focusing on a sound dollar implies the Fed 
will ignore the unemployment needs of America. They are wrong. 
America can only maximize our real output in employment with 
long-term price stability. Protecting the purchasing power of the 
dollar over time provides the strongest foundation for lasting eco-
nomic growth and job creation. 

Critics also react as if a single mandate is a shocking proposal, 
because we know the United States won World War II, enjoyed 3 
decades of prosperity, and put a man on the moon without the dual 
mandate. It is not a fundamental part of our constitutional fabric. 
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It is a 1977 policy directive based on discredited Phillips curves 
and Congress can change it. 

While it may be politically appealing, the current dual mandate 
asks the Fed to do something that it simply cannot do. Chairman 
Ben Bernanke has testified before JEC that in the long run, the 
only thing the Fed can control is inflation. In the long run, low in-
flation is the best thing we can do for growth. In a Federal Open 
Market Committee statement, he said basically the same thing, 
that the maximum level of employment is largely determined by 
nonmonetary factors. Further, using monetary policy as a short- 
term tool—the speed growth may actually harm the economy in the 
long term. 

Let me skip to the end and make the point here that among 
other provisions in the Sound Dollar Act, we grant a permanent 
vote to all the regional Federal Reserve bank presidents. Because 
as important as important as New York and Washington are, there 
is much more to America’s economy, and therefore, FMC should 
better reflect our geographic diversity. 

We require the Fed for the first time to articulate this lender of 
last resort policy in order to reduce uncertainty and instance of 
moral hazard and speed the release of the transcripts from 5 years 
to 3 years to create more timely information and transparency, and 
we make sure the new Consumer Financial Protection Bureau is 
accountable to hardworking Americans by funding it the same way 
as other agencies do during Congress. 

Mr. Chairman, I have included my full testimony for the record 
as well. 

[The prepared statement of Representative Brady can be found 
on page 176 of the appendix.] 

Chairman PAUL. I thank the gentleman. 
Now, Mr. Frank is recognized. 

STATEMENT OF THE HONORABLE BARNEY FRANK, RANKING 
MEMBER OF THE FINANCIAL SERVICES COMMITTEE, AND A 
REPRESENTATIVE IN CONGRESS FROM THE STATE OF MAS-
SACHUSETTS 

Mr. FRANK. Thank you, Mr. Chairman. I appreciate your ac-
knowledgment of the work we did together. It actually was work, 
as you know, that began with one of your Texas colleagues, Mr. 
Gonzalez, who works down with us who was a pioneer in forcing 
the Federal Reserve to be open. He made them release information 
that they claimed didn’t exist. It was kind of a magical feat. 

But one of the things that ought to be noted, in every instance, 
beginning with Mr. Gonzalez and maybe before I was here and the 
work we did, as the information flow has increased, it has been 
beneficial. There have been none of the negative effects on people 
they are worried about. 

At the same time, it ought to be clear that the release of all this 
information has, I think, helped dispel the notion that there were 
nefarious things going on. We have gotten a lot of information out 
under the legislation we have. There will be no transactions the 
Federal Reserve engages in with private companies that won’t, at 
some point, be made public. I think that has reflected well on what 
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they have done and again, suggestions that there was something 
untoward going on haven’t been proven true. 

I filed legislation to remove the regional presidents from the vot-
ing power that they have. It was pointed out to me that that would 
have a problem of diminishing geographic representation. So I sub-
mitted an amended version that would have appointees to the 
board wanted by the President, confirmed by the Senate from the 
various regions. 

The problem you have now is this: The regional Federal bank 
presidents are picked by bankers. It is an extraordinary power that 
the FOMC has, and I think everyone agrees. And I cannot think 
of another element in American government where there is formal, 
binding, legal power given to the representatives of the industry 
that is in question. 

I don’t think the American people are unaware of the undemo-
cratic nature of this, to have bankers pick the regional president, 
who, in turn, picks boards which are primarily from industry and 
with the financial industry dominate them. The statistics show 
that. To have them setting the policy seems to me to be greatly 
mistaken. So I think you can get to a presidential set of appoint-
ments without diminishing geographic diversity, and that is what 
we have done. 

Beyond that, I do feel somewhat compelled to come to the de-
fense of the Bush Administration. The single most important eco-
nomic appointment made by President Bush was, of course, Chair-
man Bernanke. 

Mr. Bernanke was his economic adviser, chairman, and then he 
became head of the Fed. And frankly, I think people have been un-
fairly critical of Mr. Bernanke. He obviously has been reappointed 
and reconfirmed by the Senate. 

But once again, there have been predictions that haven’t been 
borne out. The interventions by the Fed to deal with the problems 
that we had from the financial crisis have not led to inflation. In-
flation is not at the point where it has become a serious problem 
for people. 

The loans that they have made, the intervention they have made, 
have actually made money for the Federal Government; they have 
not added to the deficit. And as I said, the openness shows they 
haven’t caused problems in terms of any kind of conflict of interest. 

Now, we did make some changes in the legislation that was 
passed. We mandated much more openness. We repealed that part 
of the law which said the Fed could give money whenever it 
thought it was important to do so if they thought they might get 
paid back, and of course, the best example of that was AIG, a uni-
lateral intervention by the Federal Reserve in 2008. We still are 
owed some money. We have replaced that with some other ways to 
go. 

Finally, I think it would be a grave error to repeal the dual man-
date. Yes, it is true that in the long run, monetary policy means 
what people have said. But as we know, the fact that something 
means something in the long run does not mean that is the only 
run, that there are not times in the shorter run and the inter-
mediate run when a balance is necessary. 
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And I would say this: I can make a procedural point. I have a 
bill dealing with the presidents. I would be content to see that put 
aside because I think we have a central issue here in the bill that 
my colleague from Texas has put forward, and I will agree with 
him on one point, when he said that the dual mandate is not in 
the Constitution. I agree, even with the Federal Reserve. 

We made up, in about 1912—it wasn’t in the Constitution. In 
fact, Alexander Hamilton tried to put it in there, and got his brains 
beat out a couple of time. 

But the question is this: There are very big differences, and to 
some extent, they are partisan. Partisan differences can be carried 
too far and they can become embittering, but they are also at the 
heart of democracy. It is entirely legitimate to have contending 
groups with different views, and there is clearly a major party dif-
ference in that those of us on the Democratic side think that unem-
ployment is a very serious problem that deserves being addressed 
explicitly. 

And so I would urge you, Mr. Chairman, let’s take the bill of the 
gentleman from Texas. Let’s put it out there, let’s have a com-
mittee markup. Let’s bring it out, and let’s debate that one before 
the election. Let’s have it be a stealth presence to the American 
people to take away the concern with employment after the elec-
tion. 

Chairman PAUL. I thank the gentleman. 
I thank both Members for their opening statements. 
I ask unanimous consent to include in the record written state-

ments from the sponsors of the legislation being considered by the 
subcommittee today. Without objection, it is so ordered. 

I will now yield myself 5 minutes for questions. The first ques-
tion I have is for Congressman Brady, and I love the title of your 
bill, the Sound Dollar Act. That is something I think is so impor-
tant, but it seems to get a sound dollar, we need to have something 
we can define. Do you have a definition in order to give us an idea 
what our goals are, divorced, maybe, from the policy? How do we 
define the unit of account, because it was precisely defined for a 
good many years. 

As a matter of fact, up until 1971 in a relative way it always had 
a precise definition. So do you have, in your own mind, a definition 
for a sound dollar? 

Mr. BRADY. I do, in my mind. We didn’t include it in the legisla-
tion. Right now, the Fed has identified a 2 percent inflation, split 
inflation target, which seems reasonable over time. But the truth 
of the matter is we want a rules-based inflation targeting. 

We want the Fed to stop, the go-stop policies, the interventionist 
policies and to focus on staying within the lines, both on inflation 
and deflation. Your point, that is the strongest foundation for eco-
nomic growth. 

Mr. Frank likes to point out this is an either/or. It is not. The 
Fed does not do and cannot do a good job at job creation, as the 
chairman and the members agree. But over time, in fact, pre-
serving the purchasing power of the dollar does create the strong-
est economy for the United States, or at least the opportunity for 
it, the strongest job creation so, no, there is not an explicit target 
in the bill itself. 
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Chairman PAUL. So in a way, you defined the dollar by achieving 
a price level or price stability? 

Mr. BRADY. We don’t choose a strong dollar or a weak dollar, a 
sound one. 

Chairman PAUL. Consider that there are many free market 
economists who don’t concentrate on that. They, as a matter of fact, 
want a flexible pricing level, not a fixed pricing level. 

For instance, how would this have been interpreted, or how 
would the monetary policy have been altered, say, in the 1920s be-
cause a lot of people say that there is no inflation because prices 
are relatively stable because productivity goes up. So if prices are 
relatively stable and due to productivity, but then there still are 
distortions in the stock market, say the stock market that, of 
course, led to the 1930s, can’t you be deceived if you concentrate 
on prices rather than looking at the total picture of the amount of 
investment? 

I know you did mention about not monetizing debt, so how would 
you adjust for the fact that the price level doesn’t give you the in-
formation because even today, a lot of prices, in spite of the mone-
tary inflation, some prices are going down like in electronics. At the 
same time, the cost of an education skyrockets. So how would you 
adjust for that? 

Mr. BRADY. Thank you. One, I have, long ago, learned never to 
discuss Fed history with you, Dr. Paul, since you are as knowledge-
able as anyone on the planet about it. 

But looking a little closer in history the last 40 years, what we 
saw in the 1970s was a great lesson. We were told we couldn’t have 
high unemployment and high inflation at the same time; it couldn’t 
happen. As we know, not only did it happen, but the Fed’s inter-
vention go-stop, go-stop actually created a very volatile economy 
with very deep and frequent recessions. 

When the Fed focused back on a single mandate of price stability 
in 1979, that changed. And for almost 20 years, we had not only 
strong economic growth, but we had very short, very shallow reces-
sions. So we saw the benefits of that focus on price stability. 

In the 2000s, we saw the Fed keep interest rates too low for too 
long. It helped to inflate a credit-fueled housing bubble and helped 
create a global financial crisis; and, to sort of wrap that up to your 
immediate question, within the Sound Dollar Act, not only do we 
focus on rules-based inflation targeting, but we require the Fed to 
monitor and report back on these potential asset bubbles, to mon-
itor the price of gold, other commodities, equities, bonds, commer-
cial real estate, agriculture, real estate industrial, real estate as 
well—and we don’t force them to act on that because that cir-
cumstance will vary. 

But we want to ensure to your point that not just the price index 
of the goods and services, but those potential asset bubbles would 
not only be monitored but reported to you and to me and to the 
public as well. 

Chairman PAUL. I have a question for Mr. Frank, but I am out 
of time. I think there is going to be a second round, so hopefully 
I can get my question asked. I now yield to Mr. Clay. 

Mr. CLAY. Thank you so much, Mr. Chairman. 
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Let me ask both witnesses, currently, the unemployment rate, 
according to the Labor Department, is 8.1 percent. What can the 
Federal Reserve and Congress do to put Americans back to work? 
Mr. Brady, do you have any thoughts or views on that? 

Mr. BRADY. I do. One, I think the Fed is trying to do too much. 
They are trying to make up for, I think, some failed economic poli-
cies, in my view, from the White House. And I also believe they are 
sort of like the doctor who gives you a pill every 5 minutes and say 
how are you feeling? Take another one. How are you feeling? Take 
another one, as a result of actually creating uncertainty. 

I believe the more the Fed does, the less responsibility Congress 
and the White House are taking for getting the right fiscal deci-
sions, getting the right tax policy, to balance regulations, ensuring 
the right spending levels and entitlement reforms that actually cre-
ate that uncertainty. 

So I really believe as the Fed does more, Congress is doing less, 
and in the long term, that slows our recovery. 

Mr. CLAY. Don’t you think that Congress could be doing some-
thing now as far as passing a transportation bill, which would be 
a job starter? 

Mr. BRADY. Mr. Chairman, Ranking Member Clay, I think it is 
important, especially long term to get our transportation policy 
right. I think that would be helpful. I also think taking off the 
table this discussion of higher taxes, just a tsunami of regulations 
hitting these businesses. 

The President’s health care plan, in my view, is right now a real 
deterrent to new job creation in America. So, yes, there are a lot 
of things Congress can do right. And there is a reason the Fed said 
in the end, we are not setting an employment target, because in 
the end we can’t control employment. 

Mr. CLAY. Mr. Frank, what do you think the Federal Reserve 
and Congress could do to put Americans— 

Mr. FRANK. The Federal Reserve cannot do a great deal more. I 
think they have been very helpful, and the policy that I think Mr. 
Brady still would prohibit in the future, we would have been worse 
off if it hadn’t have been for them. 

I think the interventions the Fed has taken in two levels have 
been helpful to us, first of all in helping to provide the funding that 
has helped our economy. Secondly, and I think this is a real point 
of difference between the parties, I was surprised by it, I think the 
role of the Federal Government, is the Federal Reserve has been 
working with the European Central Bank, has been helpful in 
avoiding the kind of serious downturns in Europe which will have 
negative effects on us. 

I think the Federal Reserve— 
Chairman PAUL. Check your microphone. 
Mr. FRANK. Thank you, Mr. Chairman. With the European Cen-

tral Bank, have been very helpful and to have prevented the Fed-
eral Reserve from that kind of cooperation, increasing the chances 
of trouble in Europe would have been, I think, a very grave error. 

Secondly, as far as Congress is concerned, we have the major ac-
tivity. We should be following a two-step procedure, long-term def-
icit reduction with some shorter-term stimulus. The fact is that the 
employment rate is higher than it would have been if we had not 
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forced, by a variety of fiscal policies, State and local governments 
to fire 600,000-plus teachers and firefighters and public works em-
ployees and police officers. 

I think that has been a very, very grave error. They have been 
hurt because many of them are financed primarily by property 
taxes. Property values went down. I think forcing those reductions 
by inappropriate Federal policy is a great mistake. Yes, it is impor-
tant for us to reduce a deficit long term. 

Unlike many of my Republican colleagues who think the Presi-
dent wants to get out of Afghanistan too quickly, I think he wants 
to stay there too long. I think there is a great deal of room for re-
duction in the military budget. 

I think that we should be—and we will be fighting about this in 
the budget. Do we cut the military or restrain the military or do 
we cut our Medicare and Medicaid? So I would be for a short-term 
increase in spending and stimulus at the Federal level here, includ-
ing primarily to the States. You give money to the States, and they 
are going to hire some people who, in turn, will be spending money. 

As for taxes, I heard the argument that higher taxes were going 
to kill the economy in 1993 when I voted for the tax proposal put 
forward by President Clinton. And in the years afterward, we had 
a very good economy. I don’t have to claim that the higher taxes, 
and marginal rate increase, a fairly small amount, caused that 
good economy, but it clearly didn’t interfere with it. 

I think if you talk about people who are making more than a mil-
lion dollars a year, that for every thousand dollars they make over 
that, tax them $56, it is inconceivable to me, and I think it has 
been proven by economic history, that it has no negative effect and 
it allows us to do a long-term deficit reduction with some short- 
term help for the economy. 

Mr. CLAY. Thank you so much. 
Chairman PAUL. I yield 5 minutes to Mr. Schweikert from Ari-

zona. 
Mr. SCHWEIKERT. Mr. Chairman, would you like me to yield you 

a couple of minutes to finish your previous question? 
Chairman PAUL. Pardon me? 
Mr. SCHWEIKERT. Would you like me to yield you a couple of min-

utes to finish where you are at? 
Chairman PAUL. Oh, thank you, yes, absolutely, thank you very 

much. 
Mr. BRADY. Mr. Chairman, I would rather be grilled by Mr. 

Schweikert than yourself, if that is okay. 
Chairman PAUL. No, I saved this one for the ranking member. 
Mr. BRADY. Okay, go ahead. 
Chairman PAUL. The big argument is, dual mandate or one man-

date. I am pretty much of a skeptic on what we get from the Fed, 
and I think they generally can find an excuse to do whatever they 
want to do, so I know that is an important argument, and it is 
going to go on for a while. But I am not hopeful that, in itself, will 
solve the problem, because I think they are rather independent in 
what they do. 

And I want to ask—I asked you a question, Mr. Frank, about the 
appointees, whether they are approved by the Senate or not, be-
cause a lot of people that I talked to are very interested in this sub-
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ject. They are very concerned about the fact that this isn’t a gov-
ernment operation. This is a private operation and they don’t like 
the private. 

Now, do you think you fully answer that, or do you partially an-
swer the questions by saying people have to be approved by the 
Senate? Does this become less private and less sinister? Or how 
would you, frankly— 

Mr. FRANK. Actually, I wouldn’t say that, sir. I wouldn’t say ‘‘sin-
ister.’’ I don’t think the people on the Federal Reserve regional 
boards who are predominantly from the financial industry in terms 
of influence, when they pick a president, who in turn picks the new 
people, it is not sinister. They are people of good will, but it has 
an obvious bias. 

Yes, I diminish the sector, which is the private sector, by not 
having a vote. 

There is another thing we can do, Mr. Chairman. You were ab-
sent—understandably, you had a couple of other things on your 
mind when we voted here during the reconciliation markup on 
whether or not to subject the Federal Reserve to the appropriations 
process, not monetary policy. 

But there was a proposal, as you know, to subject the Consumer 
Financial Protection Bureau to the appropriations process. It would 
seem to be another step that could be taken. I am not for it myself, 
but for those who are worried, I would think consistency would say, 
why not subject the Federal Reserve, including the regional entities 
to the appropriations process? 

So I think that if you said that—now, there is an alternative in 
terms of the regional presidents, which would have them Senate- 
confirmed, I think that might be worse. So, yes, I think I par-
tially—I diminish the private sector element. I think except for 
people who are concerned about it more than me, would subject 
them to appropriations. 

Chairman PAUL. I am sorry, I don’t want to use all of Congress-
man Schweikert’s time. I yield back my time to David. 

Mr. FRANK. You aren’t going to comment on the appropriations 
process, Mr. Chairman? 

Chairman PAUL. Tomorrow. 
Mr. SCHWEIKERT. He is just sorry he wasn’t here. Thank you, Mr. 

Chairman. 
One of the things I have been trying to get my head around is 

with the dual mandate, and this is for both of our honored Mem-
bers here, does it ultimately, do you think, because—okay, here we 
are chasing inflation, here we are chasing unemployment, but 
through the back door, does that also allow us, as Members of Con-
gress, often to avoid tough decisions, whether they be on, particu-
larly on fiscal policy? 

Mr. FRANK. I don’t see how it does. First of all, I reject the notion 
that we, as elected officials, should be blaming the Fed, oh, it is 
the Fed’s fault. No, it is our fault if we don’t step up. 

To be honest, I don’t think, in fairness to us, that we are avoid-
ing those. The problem is we have very different views about how 
to do it. That is democracy. Some people want to raise taxes on the 
wealthy and restrain the military and make some domestic re-
straints. Others want to do other things. I literally don’t know any-
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body who doesn’t have views on this. But, no, I don’t see the fact 
that there is a responsibility somewhere else in any way allows us 
to avoid anything. Our responsibility is the same. 

Mr. SCHWEIKERT. Ranking Member Frank, thank you. I did say 
one truism and that is ultimately, it is our responsibility. 

Mr. FRANK. Yes. 
Mr. SCHWEIKERT. And in my, what, 16 months here, I find policy- 

wise, we do lots of trying to push it off to regulators and others. 
You do the work and that way we have sort of this plausible 
deniability. 

Mr. FRANK. But let me just say, I think that is especially the 
case with regard to military activity. In my 32 years here, when 
I have seen, I said, get involved in military activity without con-
gressional authorization, it has been not been so much executive 
overreach as congressional ducking. 

Mr. SCHWEIKERT. Okay. I am going actually agree with you on 
that one. 

Mr. BRADY. The answer is yes, absolutely. As the Fed tries to do 
more, Congress, frankly, is using that and the White House as an 
excuse not to take the key steps necessary to create the business 
climate for recovery. 

If, in fact, the dual mandate is the right answer, and the Fed is 
in charge of the economy, it is certainly not doing a good job—the 
weakest recovery since the Great Depression, lowest number of 
workers in the workforce, we, despite the stimulus, the bailouts, 
auto bailout, housing bailout, stimulus to Cash for Clunkers, there 
are actually fewer Americans working today than when President 
Obama took office. At the end of the day, it is our responsibility. 

Mr. SCHWEIKERT. Mr. Chairman, thank you for yielding back to 
me. 

Chairman PAUL. I thank the gentleman. 
I now yield 5 minutes to Congresswoman Maloney from New 

York. 
Mrs. MALONEY. Thank you very much, and thank you for calling 

this hearing. 
I would like to ask Mr. Brady to respond to a statement from 

Alan Blinder and Mark Zandi. In their paper of 2010, they argued 
that the Federal Reserve’s actions in the area of monetary policy 
during the economic crisis were more powerful and effective than 
anything that Congress did fiscally through the stimulus, and I 
would argue that the Fed’s pursuit of the dual mandate contributed 
to avoiding an all-out economic collapse and helped fuel our econ-
omy. 

So I would specifically like to ask my colleague, can you cite any 
example of how the dual mandate in any way hindered the recov-
ery? Most economists believe that it was helpful in the recovery. 

Mr. BRADY. I think that there are a couple of key issues here. 
One, the Fed’s actions in the mid-2000s, keeping interest rates too 
low for too long helped bring about the crisis in which they later 
intervened. 

Secondly, I do think— 
Mrs. MALONEY. But that happened during Chairman Green-

span’s days. 
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Mr. BRADY. We are talking the Fed as it is today and its actions 
over the last 4 decades, truly. 

Secondly, I think the Fed— 
Mrs. MALONEY. But we are discussing it, just because I want to 

make sure you are answering the question. On this point, if I could 
make it clear, what we are looking at now is the recovery, the ac-
tions that took place by Chairman Bernanke and others in re-
sponse, and you were saying the interest rates were too low. Would 
keeping interest rates high to avoid inflation have been a sensible 
policy during the crisis when we were looking for recovery in 2008 
and 2009? 

That is the time that we are looking at, how the dual mandate 
responded to the economic crisis, and I would argue that it was 
helpful. 

But my question specifically— 
Mr. BRADY. I actually wanted to give you a ‘‘yes’’ answer to your 

question. 
Mrs. MALONEY. Oh, really. 
Mr. BRADY. During the financial crisis, I think the Fed frankly 

helped fuel it. Some of the actions they took during the financial 
crisis truly did calm those waters, but stop there and look at the 
economic recovery since. In my view, you were pursuing the dual 
mandate, in some ways for the first time, identifying it as a way 
to not only intervene, for example, in the housing market and then 
continuing to intervene as well rather than allowing exiting of that 
market, continuing to allocate credit around the United States, cre-
ating this uncertainty on what will the Fed do next has actually, 
in my view, hindered the recovery. 

So if you look at three points: Did they help fuel the financial cri-
sis? Yes. Were they helpful during it? Yes. Is the recovery on in 
truth? No. 

In my view, we are not at the job levels we should be, in part, 
because it is Congress’ role to set the fiscal policy to create the 
business climate so recovery can occur. 

Mrs. MALONEY. If the Fed had been constrained because they did 
not have the dual mandate in moderating inflation only, and would 
the recovery be what we are experiencing now, they were able to 
keep the—if all they had to do was look at inflation, they would 
have been raising interest rates. 

They lowered them in 2008 and 2009, which was very important 
because they had the dual mandate. And if they were constrained 
and moderating only inflation, if that was the only thing they could 
have looked at, then they wouldn’t have been lowering the rates. 
Having the dual mandate, most economists are arguing, gave them 
the flexibility to react quickly to the marketplace. 

I would also like to hear from the ranking member, Mr. Frank. 
Mr. BRADY. At some point, I would like to respond to that, be-

cause I think I can shed a little light on it. 
Mr. FRANK. First, I want to talk about the comment about the 

Fed’s role in inflating things during the Greenspan years. I agree, 
but not by keeping interest rates in general down, but by explicitly 
refusing to follow the mandate this Congress gave the Federal Re-
serve in 1994 in the Home Ownership and Equity Protection Act. 
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And in subsequent efforts, many of us did believe that loans were 
being made imprudently to people who couldn’t pay them back. 

There were two ways to deal with that. One was, some argued, 
to deflate the economy as a whole. I think that would have been 
a mistake. There was an option. It was to use the authority the 
Fed was given to ban imprudent loans to people who couldn’t afford 
them, and Mr. Greenspan flatly refused to do that, and lately ac-
knowledged that was an error in front of Mr. Waxman’s committee. 
And then in that period, in 2004 and 2005, some of us on this com-
mittee—myself, Mr. Watt, and Mr. Miller—tried to re-legislate 
that. 

So, yes, I do think that there was a problem from the Fed, but 
it wasn’t for not causing a deflation in the economy or less eco-
nomic activity in general. It was refusing to use a specific tool they 
were given to stop the bad loans from being made. 

Mrs. MALONEY. My time has expired. Thank you. 
Chairman PAUL. I thank the gentlewoman. 
I now recognize Mr. Luetkemeyer from Missouri for his 5 min-

utes. 
Mr. LUETKEMEYER. Thank you, Mr. Chairman. 
Congressman Brady, thank you for your efforts on this Sound 

Dollar Act. I really like some of the things that you have in there. 
I am just kind of curious, do you believe that we need the Fed-

eral Reserve as a lender of last resort? Do we need a lender like 
that, some entity that can be the entity that puts the finger in the 
dike when something starts to happen? 

Mr. BRADY. The answer is yes, and your question, in some re-
gards, addresses Mrs. Maloney’s question, which is under a single 
mandate, focused on the purchase power of the dollar, could the 
Fed intervene in times of emergency? The answer is absolutely yes. 
They would still be the lender of last resort, still provide liquidity 
to those banks that just have a liquidity problem but are solvent. 
And, of course, they have the ability to increase or decrease the in-
terest rates to tighten or loosen the money supply. 

So they would still be under a single mandate, and have the abil-
ity to intervene in very unusual and exigent situations. What they 
would not be allowed to do is to continue to intervene far beyond 
that financial crisis which, again, is contributing to the uncertainty 
today. 

Mr. LUETKEMEYER. It would seem that, looking at the last 20, 30 
years, their ability to impact our economy is greatly exaggerated on 
both ends. It would seem to me that they can nibble around the 
edges on these things, but if they actually had the ability to control 
unemployment, we wouldn’t have the situation we have today. 

If they control inflation, I don’t think that we would have had 
some of those situations we have had over the last several years. 
As long as we have an economy that is rolling along very stable, 
it seemed like they can tweak it around the edges, but it doesn’t 
appear they can do much more than that. So I really liked your ap-
proach here. 

One of the questions that I had with regards to title 4 of your 
bill, with regard to exchange rate responsibility, can you explain 
just a little bit about that section and why you put it in here and 
what you want to try to accomplish with that? 
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Mr. BRADY. Is this dealing with the special drawing rights end-
ing that that slush fund? 

Mr. LUETKEMEYER. Yes, the exchange rate policy, bringing in the 
exchange, to exchange stabilization fund. 

Mr. BRADY. We have, unfortunately, over time created, in effect, 
a slush fund within the Federal Reserve, both from historical— 
about $100 billion in there, half of that about from historical dol-
lars here and the other half, more recent. And unfortunately, Mr. 
Luetkemeyer, what has happened is that both Republican and 
Democrat Administrations related to the Fed have used that, in ef-
fect, to circumvent the power of Congress. 

The Clinton Administration used those dollars to provide a bail-
out to Mexico after Congress rejected it. The current Fed uses the 
guaranteed money market funds. Those may have been the appro-
priate efforts, but those decisions should have been made by Con-
gress, not by the Federal Reserve. 

So under this bill, we end that as a slush fund. We apply the $50 
billion to reduce the deficit and we, in effect, return the Fed to 
what the Fed should do and retain for Congress, our constitutional 
role, to act in those matters of emergency. 

Mr. LUETKEMEYER. So what you are trying to do is rein them in 
and go back to establish principles or mission of what they origi-
nally should have been and get it more in line with what most peo-
ple think the Fed’s mission should be? 

Mr. BRADY. Yes, sir. 
Mr. LUETKEMEYER. Thank you. Congressman Frank, just quickly 

with regard to the bill that you have, why do you believe that it 
is important to have—I am kind of curious, all of the Fed members, 
the appointees versus the Fed regional president is going to replace 
those with appointees. Why do you think that is important? 

Mr. FRANK. First, let me just say one thing in response to your 
previous question, the biggest power the Federal Reserve had to in-
tervene freely with Section 13.3 of the Federal Reserve Act, which 
actually came from the early 1930s under the Hoover Administra-
tion, and we repealed that in the financial reform bill. So they can 
no longer do what they did with AIG on an entity-by-entity basis. 

Secondly, the chairman asked me did I think it should be less 
privatized? Yes. I understand the importance of geographical rep-
resentation. I think we should have people who live in the regions 
be the appointees, but I can’t think of a comparable case of formal 
governmental power, the right to set interest rates, and the impact 
they can have on regulation where the entity primarily concerned 
picks its own people. 

Mr. LUETKEMEYER. Yes, but you are assuming from your com-
ment there that this is a government entity when it really is a 
quasi-government— 

Mr. FRANK. Oh, I think it should be a government entity. 
Mr. LUETKEMEYER. —and has a lot of private implications from 

its independence. Don’t you think it should be more independent in 
its structure as well? 

Mr. FRANK. Independence, independence from the—I think you 
get independence with 7-year terms and 14-year terms, but I don’t 
think that the financial industry, which really dominates the selec-
tion of the regional presidents, should be independent from the 
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whole society in setting the policy which governs it. And, no, I 
think when you talk about setting interest rates, that is a govern-
mental function, yes. 

And I didn’t say, by the way, that they don’t exist to the extent 
that they have some local economic functions; they would still be 
there. I specifically say they shouldn’t be voting to set interest 
rates to the Federal Open Market Committee, and I would be very 
surprised if someone thought that was not a governmental func-
tion. 

Mr. LUETKEMEYER. I see my time is up. Thank you, Mr. Chair-
man. 

Chairman PAUL. Thank you. I now recognize Mr. Ellison from 
Minnesota for his 5 minutes. 

Mr. ELLISON. Thank you, Mr. Chairman. 
Congressman Frank, could you describe—and you already have 

alluded to it a little bit—but could you elaborate further on what 
benefit you see from ensuring greater representation of people of 
diverse experience on the Federal Reserve’s Open Market Com-
mittee? 

Mr. FRANK. I have a fundamental belief in the electorate ulti-
mately making the decisions, and it is very anomalous. There is 
nothing comparable. 

As a matter of fact, today, with there being some vacancies on 
the Board of Governors, half the votes, I think, on the Open Mar-
ket Committee are cast by people, and we did a check of who are 
the members of the boards? It is a kind of a closed system. 

The board members are selected to—with a great input from the 
presidents—they, in turn, pick the regional presidents, and it is 
private sector governance of an important part of what we do. And, 
again, I am not talking about what they do in their regions and 
their economic activity. 

The bill says they should not vote on monetary policy, and I just 
don’t understand what the rationale is for letting private sector 
people with the financial industry generally, not in every case, 
being the predominant influence, pick the people who come to 
Washington and vote on one of the most important governmental 
policies. That has been the whole premise of much of what we have 
been talking about. 

Mr. ELLISON. Congressman Frank? 
Mr. FRANK. Yes. 
Mr. ELLISON. I have some information on the board, by profes-

sion. 
Mr. FRANK. The regional boards? 
Mr. ELLISON. Yes. One person from labor. You have four aca-

demics, you have 41 people from banks, and 47 people from other 
for-profit corporations. 

Mr. FRANK. I think that is just a mistake, and it is not that 
bankers are bad people or others. It is that we generally don’t say 
it is kind of a corporatism. It is kind of let the profession govern 
itself, and I think that is a mistake when you have a large number 
from the financial industry, and they tend to be very influential in 
all of this. There ought to be a broader representation. 

Again, in voting on monetary policy, not what is done in terms 
of regional economic activity. These people come to Washington. 
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Now I understand people want some geographic diversity. We 
should do that, but it is very surprising to me, we don’t do that for 
any other Federal agency. 

We don’t say that the people in the energy industry, or we don’t 
say that votes on labor policy are set by boards where unions are 
the predominant influence. The President appoints people to the 
NLRB. A Republican President will appoint people differently than 
a Democratic President, but they are Presidential appointees sub-
ject to Senate confirmation. 

And I have picked—half the notes on the NLRB don’t come from 
groups that are dominated by labor unions. That is the analog to 
the FOMC votes from the presidents. 

Mr. ELLISON. Mr. Frank, I have a little time left. 
On this issue of more diversity on the board, you just talked 

about professional diversity, but also, it seems like there has been 
some lack of ethnic and racial diversity too. 

Do you think that including more voices from consumers who are 
from urban areas, rural areas, people who have dealt with hard- 
hit neighbors, neighborhoods with foreclosure, do you think some, 
these kinds of experiences are— 

Mr. FRANK. I think that would be good on the boards. But even 
with that, even if I picked the boards personally, I wouldn’t want 
them voting on Federal Government policy. I do not think that pri-
vate citizens should pick other private citizens with no intervention 
from any electoral process. There is no appointment by someone 
who was elected. There is no confirmation by the Senate. It is real-
ly, as I said, anomalous for people who believe in democratic self- 
governance. And, yes, I would like to have more—better represen-
tation on these local boards, but even with that, I would not want 
them—and by the way, they tend to be sort of self-selected. I 
wouldn’t want them, again, voting to set important national policy. 
Everybody acknowledges the monetary policy is very important. 
Some people think it has been too loose. I don’t understand the jus-
tification for that. 

I would say, and I would say again to the chairman, I know he 
wasn’t here when we were voting on it, but you also have this situ-
ation about whether or not they should be subject to appropriation. 

I think if you had all Presidential appointees and Senate con-
firmation, that would be okay. But I think others might say, well, 
gee, shouldn’t they be subjected to the appropriations process? But 
in any case, as I said, I cannot think of a comparable situation 
where the people in the industry most affected by public policy get 
to pick a significant number of the formal official policymakers 
with no intervention by anybody who is elected to anything. 

Mr. ELLISON. I yield back 
Chairman PAUL. Thank you. 
I now recognize the gentleman from New Jersey, Mr. Garrett. 
Mr. GARRETT. Thank you, and I will just run down a series of 

questions. Start at the very beginning. 
Mr. Brady, the question I’m not sure I heard the answer to, in 

my mind, your definition under the bill—I am the cosponsor—of a 
sound dollar, is that just the language of saying that if we hit our 
2 percent inflationary, as opposed to anything else? 
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Mr. BRADY. It doesn’t set an explicit target of 2 percent. It does 
not. 

Mr. GARRETT. Is that something that should be looked at and 
clarified in the bill before it goes forward? 

Mr. BRADY. I am very open to that. I would like to see Congress 
set that type of target in a rules-based system. 

Mr. GARRETT. Does the ranking member have a comment on that 
point by any chance? 

Mr. FRANK. No. You mean to define what is the sound—I don’t 
know how—I would be concerned about how you would do that 
statutorily. We are in a world where the dollar has several roles. 
It has a domestic role and an international role. The international 
role of the dollar is very significant, especially since we are con-
fronting competitors in the world, the People’s Republic of China 
primarily, who use the currency. 

Mr. GARRETT. For other purposes. 
Mr. FRANK. And I would not want to disable ourselves from deal-

ing with that aspect. 
Mr. GARRETT. So that goes to the next question, I guess, for both 

of you. If you did pass legislation similar to this, how do we know 
whether they are meeting the standard if we don’t set a standard? 

And then, secondly, is there a consequence of not meeting the 
standard we haven’t set? 

Mr. FRANK. That is a very good question and proves why we 
shouldn’t pass the bill. 

Mr. GARRETT. Now, the rest of the story. 
Mr. BRADY. Yes, for the rest of the story. I think setting a clear 

mandate, whether we set the explicit target or not and it is cer-
tainly open to that and then holding them accountable to that, I 
think, is key. 

And, Mr. Garrett, one point I would like to make, that going for-
ward, and I think it is a terrible mistake to require all of the Fed-
eral Reserve Bank presidents to be appointed and confirmed by the 
Senate. One, it will further politicize the Federal Reserve Board, 
including leading to vacancies as we have today, and it will con-
centrate more power on Wall Street and Washington. 

I think it will be less independent as a Fed, because as you 
know, the regional bank presidents have an independent staff so 
they can actually not rely just on the chairman’s staff, but on their 
own to assess economic policy. 

And then, as you know, finally, the Board of Governors actually 
approves these regional reserve bank presidents. So we already 
have accountability within the system. 

Mr. GARRETT. I guess I could sit here and wonder, maybe as the 
chairman does, what our role is under either one of your scenarios. 
You are saying the reason you don’t have that appointment—under 
the ranking member’s position, it would go through Presidential 
appointment. I can see some benefit to that. But then I can also 
see we in Congress if that is all up in the Senate as far as mone-
tary policy, we are sort of left out, except to hear the chairman oc-
casionally come and testify and say, this is what they are doing 
and we have no standing— 
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Mr. FRANK. I understand that, but I assume that is what you 
wanted when you voted not to subject them to the appropriations 
process—may I respond? 

Mr. GARRETT. Reclaiming my time. On that, I just wanted to 
delve into a little bit more than what we just did in the few min-
utes that we had there. 

Mr. FRANK. I did offer an amendment—which I wasn’t for be-
cause I wasn’t concerned, but you voted against subjecting it to the 
appropriations process that would seemingly to have dealt with the 
issue you just raised— 

Mr. GARRETT. I am open to the idea. 
Mr. FRANK. Open to the idea in the sense that the roof is off. I 

mean, open to the idea, I think there is going to be very much 
openness for a very long time. 

Mr. GARRETT. We are just trying to do things a little bit dif-
ferently from the last session where we moved hundreds of pages 
at a time of a piece of legislation— 

Mr. FRANK. I move, Mr. Chairman— 
Mr. GARRETT. Reclaiming my time, Ranking Member Frank, you 

did raise one other question that I thought the chairman would 
raise in here. You said with regard to the process, and that is the 
constitutionality of it. And you had made, I think, a good point say-
ing that it would make it perhaps more constitutional if we had the 
Presidential appointment here that it becomes not in the private 
sector but more public sector. But it raises the fundamental ques-
tion that I thought the chairman would raise, which is where is the 
constitutionality for either one of the proposals that are before 
here? 

Mr. FRANK. First, Mr. Garrett, the suggestion that we rushed 
things through 2 years ago, I think we had dozens of roll calls, a 
lot of meetings. I gather you have some concerns about your own 
vote. But I don’t think you should ever be concerned about the 
process. 

Mr. GARRETT. I was never concerned about my own vote, but 
rather I was concerned about legislation being dropped in at 3 a.m. 
in a conference committee that we obviously did not have any hear-
ings on. That is not the debate we are having here— 

Mr. FRANK. I understand you don’t want to talk about your vote 
against subjecting it to appropriations. Let me say this to the con-
stitutionality— 

Mr. GARRETT. I only want to discuss what we are supposed to be 
discussing here and not the way that things were held in the past. 
That is part of the reason why we are here today. 

Mr. FRANK. I will answer your question. The constitutionality of 
my provision is what it says in the Constitution, that important 
government officers should be appointed by the President, subject 
to confirmation by the Senate. And I think that voting on monetary 
policy is indisputably an important public policy and ought to be 
executed by public officers in the constitutional manner. 

Mr. GARRETT. Mr. Brady, for the last word, do you care to chime 
in? 

Mr. BRADY. Congress holds the constitutional responsibility for 
monetary policy. We have, through history, contracted that out to 
the Federal Reserve Bank with a clear mandate, now, lately, a 
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more muddled mandate. And to make the point, first, I don’t think 
we want to envision a day where 535 Members of Congress are set-
ting monetary policy in America. Second, America is really an 
outlier here. Of the 47 central banks and monetary authorities 
around the world, only two give equal weight to unemployment, 
only two have, in effect, a muddled mandate. The others have set 
price stability as either the primary or the hierarchically the single 
mandate for their central authority. 

Mr. FRANK. Mr. Chairman, may I have one sentence? 
I thought my Republican colleagues were in favor of American 

exceptionalism. 
Mr. BRADY. And I wish we would have dealt with that on Fannie 

Mae and Freddie Mac years ago. And I do thank Chairman Garrett 
for his efforts to actually solve the problem— 

Mr. FRANK. Would the gentleman yield? 
Mr. BRADY. To this crisis— 
Mr. FRANK. If the gentleman would yield— 
Mr. BRADY. —in history— 
Mr. FRANK. The Republicans have been in power since January 

2011 and have done zero on Fannie and Freddie. What is holding 
you back? 

Chairman PAUL. I would like to reclaim the Chair’s time. 
Mr. BRADY. You have been in power. 
Mr. GARRETT. I wish that you wouldn’t. 
Chairman PAUL. But I do. This will conclude the first panel, and 

I do want to thank our two colleagues for a lively discussion. I ap-
preciate you very much for being here. I now ask the second panel 
to be seated. 

I would like to introduce the witnesses on our second panel: Dr. 
Jeffrey Herbener is the chairman of the Department of Economics 
at Grove City College; Dr. Peter Klein is associate professor of ap-
plied social sciences, and director of the McQuinn Center for Entre-
preneurial Leadership at the University of Missouri; Dr. John Tay-
lor is the Mary and Robert Raymond Professor of Economics at 
Stanford University, and the George P. Schultz Senior Fellow in 
Economics at the Hoover Institution; Dr. James Galbraith is the 
Lloyd M. Bentsen, Jr. Chair in Government/Business Relations, 
and professor of government at the Lyndon B. Johnson School of 
Public Affairs at the University of Texas at Austin; and Dr. Alice 
Rivlin is the senior fellow in economic studies at the Brookings In-
stitution and is a former Vice Chair of the Federal Reserve Board 
of Governors. 

Without objection, your written statements will be made a part 
of the record. You will now each be recognized for a 5-minute sum-
mary of your testimony. 

And we will begin with Dr. Herbener. 

STATEMENT OF JEFFREY M. HERBENER, PROFESSOR OF 
ECONOMICS, GROVE CITY COLLEGE 

Mr. HERBENER. Chairman Paul, Ranking Member Clay, and dis-
tinguished members of the subcommittee, it is an honor to appear 
before you. 

Left to the market, the production of all goods, including money, 
passes the profit and loss test of socially beneficial production. Like 
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all private enterprises, a gold mining company produces if the rev-
enue from the sale of its output exceeds the cost of buying its in-
puts. Its production is socially beneficial because the value of in-
puts in producing the output to satisfy its customers exceeds the 
value of those inputs in producing other goods to satisfy other cus-
tomers. 

In the market, money production is regulated by profit and loss. 
Changes in demands bring forth more production. If the demand 
for money increases, making the value of gold coins rise, then mint-
ing companies would increase production to capture the profit. As 
the supply of gold coins increase, their value would decline, and as 
the demands for resources increase, their prices would rise. The 
profit would dissipate and resource allocation into and production 
of money would be optimal for society at large. 

The production of fiat paper money and fiduciary media cannot 
be regulated by profit and loss. It is always profitable for a central 
bank to produce more fiat paper money since larger denomination 
bills have the same production cost as smaller denomination bills. 
It is always profitable for a commercial bank to issue more fidu-
ciary media through credit creation since the interest it earns on 
the loan made always exceeds the nominal cost of issuing fiduciary 
media. Although the production of fiat money and fiduciary media 
cannot be justified by passing the market test of optimal produc-
tion, it is claimed that an elastic currency will render an outcome 
superior to that of a monetary system of commodity money and 100 
percent reserve money substitutes. 

Let me address three such claims for an elastic currency. First, 
that it can keep the price level stable. There is no social benefit 
from a stable price level. Entrepreneurs earn profits and avoid 
losses by anticipating changes in prices of all goods, including 
money, and elastic currency makes the entrepreneurial task more 
difficult by adding another dimension of uncertainty to the pur-
chasing power of money. 

Second, it is claimed that an elastic currency can prevent price 
deflation. There is no social benefit from preventing price deflation. 
Faced with lower prices for their outputs, entrepreneurs reduce 
their demands for inputs, and their prices fall also. This leaves 
profit production and real incomes intact. 

Looking at the evidence across 17 countries over 100 years, An-
drew Atkinson and Patrick Kehoe in a 2004 American Economic 
Review article demonstrated that there is no correlation between 
price deflation and economic downturns. 

The third claim for an elastic currency is that it can accelerate 
economic growth. There is no social benefit from attempting to ac-
celerate economic growth beyond the rate people prefer. Instead of 
building up the capital structure of the economy more fully, mone-
tary inflation through credit expansion generates the boom-bust 
cycle. In the research on the performance of the Fed published in 
Cato Working Papers in 2010, George Selgin, William Lastrapes, 
and Lawrence White concluded that under the Fed, the economy 
has suffered more instability than in the decades before the Fed’s 
establishment, and that even its post-World War II performance 
has not clearly surpassed that of its predecessor, the National 
Banking System. Economic theory and historical evidence dem-
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onstrate that an elastic currency system confers no benefit on soci-
ety at large. Instead, it causes financial instability and business cy-
cles. 

The Fed should be abolished, and a market monetary system of 
commodity money and money certificates should be established. A 
direct route to achieve this end is to convert Federal Reserve Notes 
into redemption claims for gold with a 100 percent reserve of gold 
and to redeem the portion of reserve deposits banks hold at the Fed 
into cash so that banks hold 100 percent cash reserves against 
their checkable deposits. At that point, production of money and 
money substitutes should be done by private enterprises under the 
general laws of commerce. Thank you. 

[The prepared statement of Dr. Herbener can be found on page 
240 of the appendix.] 

Chairman PAUL. I thank the gentleman. 
I now recognize Dr. Klein for his 5-minute opening statement. 

STATEMENT OF PETER G. KLEIN, ASSOCIATE PROFESSOR, AP-
PLIED SOCIAL SCIENCES, AND DIRECTOR, MCQUINN CEN-
TER FOR ENTREPRENEURIAL LEADERSHIP, UNIVERSITY OF 
MISSOURI 

Mr. KLEIN. Thank you, Mr. Chairman, and members of the sub-
committee for the opportunity to discuss such an important topic. 

My testimony analyzes the Fed and the reforms considered today 
from the perspective of an organizational economist. How does the 
Federal Reserve system measure up as an organization? Are its ob-
jectives, as mandated by current law, achievable and appropriate 
for a government agency? Are these objectives consistent with a 
healthy and growing economy? Is the Fed effectively structured, 
managed, and governed? Do key decisionmakers have the informa-
tion and the incentives to make good decisions? Are they penalized 
for making mistakes? 

My answers to these questions are very strongly negative. The 
Fed has been given a task, managing and stabilizing the U.S. econ-
omy, that is impossible for any government planning board. The 
Fed has vast authority and very little accountability. The Fed can 
take actions that do enormous harm to the U.S. economy. 

Since 2008, the Fed has done exactly that. It has pumped money 
into the financial system at unprecedented rates. It has kept inter-
est rates near zero, thus discouraging prudent behavior among con-
sumers, entrepreneurs, and government actors, while encouraging 
reckless spending and the accumulation of vast public and private 
debts. 

The Fed has done everything it can to prevent the market adjust-
ments needed for recovery from the financial crisis. All of this has 
happened without oversight, without external checks and balances, 
and without public discussion and debate. This kind of set-up is a 
recipe for disaster. 

Everything we know about organizations with vast authority and 
without external checks and balances tells us that they cannot pos-
sibly work well. 

Industrial planning fails because planners cannot, and should 
not, pick winners and losers among firms and industries. Likewise, 
monetary planners lack the incentives and information to make ef-
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ficient decisions about open market operations, the discount rate, 
and reserve requirements. The Fed simply does not know the opti-
mal supply of money or the optimal intervention in the banking 
system. No one does. 

Add the problems facing any public bureaucracy—inefficiency, 
waste, mission creep—and it is increasingly hard to justify giving 
so much discretion to a single unaccountable independent entity. 

Mismanagement of the money supply not only affects the general 
price level, it also distorts the relative prices of goods and services. 
This makes it more difficult for entrepreneurs to weigh the costs 
and benefits of alternative actions, encouraging them to invest in 
the wrong activities, that is, to make investments that are not con-
sistent with what consumers are willing and able to buy. 

Devaluing the currency and raising prices by injecting liquidity 
into the financial system rewards debtors while punishing savers, 
just as artificially low interest rates reward some market partici-
pants at the expense of others. Instead of winner-picking, we 
should allow market forces to determine the value of money, the 
price of loans, the levels of borrowing and saving, and the direction 
of investment. 

I do support eliminating the dual mandate, getting the Fed out 
of the full employment business. But I would drop the price sta-
bility requirement also. 

The belief that we need a central bank to fight inflation is based 
on a misunderstanding of the nature and causes of inflation. Price 
levels rise because the central bank has created too much money, 
not because the economy is somehow overheating, needing the gov-
ernment to cool it off. Central banks don’t fight inflation; they cre-
ate it. 

Nor do we need a lender of last resort, which protects not mom- 
and-pop savers and investors but incompetent bank executives and 
their financial partners. 

I agree with Mr. Brady that a discretionary bailout policy encour-
ages moral hazard. But an explicit, transparent, and evenhanded 
lender-of-last-resort policy has the same result. If you know the 
government stands ready to bail you out, you will take risks you 
should not take. Instead, we should allow banks to compete with 
each other and succeed or fail based on their ability to satisfy their 
customers. 

Reforms such as increasing the number of Fed Governors, short-
ening their terms, or changing how they are selected are fine but 
do not get at the root of the problem. Instead, we should replace 
the old-fashioned central bank with a modern, progressive, market- 
based alternative, such as a commodity standard or competition 
among currencies. A market-based system would free entre-
preneurs from the unpredictable and seemingly arbitrary whims of 
government planners, unleashing entrepreneurs to invest, inno-
vate, and grow the economy, not only in the long run, but now 
when we so desperately need it. Thank you. 

[The prepared statement of Dr. Klein can be found on page 256 
of the appendix.] 

Chairman PAUL. Thank you. 
I recognize Dr. Taylor for 5 minutes. 
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STATEMENT OF JOHN B. TAYLOR, MARY AND ROBERT RAY-
MOND PROFESSOR OF ECONOMICS, STANFORD UNIVERSITY, 
AND GEORGE P. SCHULTZ SENIOR FELLOW IN ECONOMICS, 
STANFORD’S HOOVER INSTITUTION 
Mr. TAYLOR. Thank you, Mr. Chairman, and Ranking Member 

Clay for the opportunity and thanks for bringing these important 
issues for public discussion. 

In your opening remarks, Mr. Chairman, you mentioned that we 
have nearly 100 years of Federal Reserve history to learn from, and 
it seems to me the lesson is very clear. Highly discretionary policy 
leads to problems and poor performance. More systematic, rules- 
based policies, steady-as-you-go policy, leads to far superior per-
formance. 

In the Great Depression, the Federal Reserve cut the growth rate 
of the money supply. That raised unemployment to unprecedented 
levels. 

In the 1970s, a discretionary go-stop policy led to double-digit un-
employment, eventually double-digit inflation, low economic 
growth, and double-digit interest rates. 

In the 1980s and 1990s, a more focused policy, more systematic, 
more rules-based, in my view, led to long expansions, low inflation, 
declining unemployment, and eventually, higher economic growth. 

And, unfortunately, more recently, we have moved back to a 
more interventionist, discretionary policy, much less systematic, 
and the results have been a major financial crisis, a major reces-
sion and now an abysmally low-growth recovery. 

So you can look at the details, but it seems to me the evidence 
is pretty clear that we need to improve the degree to which mone-
tary policy is rules-based rather than discretion. 

I think the legislation to change the dual mandate and focus on 
price stability, which is in Congressman Brady’s bill, and also in 
Congressman Pence’s bill, would help in this regard. So many of 
these interventions have been based on an effort to address unem-
ployment, and the result has been exactly the opposite. It created 
these discretionary actions, which has been harmful. 

So for those who are worried that removing the dual mandate 
will actually increase unemployment, I think the historical evi-
dence is exactly the opposite. You can look at the 1970s: This high-
ly interventionist policy, very little systematic behavior, led to very 
high unemployment. 

You looked at the period in the 1980s and 1990s was less inter-
ventions, less focus, and the Chairman of the Federal Reserve, at 
that point Paul Volcker, explicitly tried to interpret the dual man-
date in a way that focused more on price stability. The results were 
dramatically better unemployment. 

And of course, now you have the Federal Reserve citing the dual 
mandate more than it has ever had before to justify these interven-
tions. 

So I think the evidence is clear, and the idea is this unemploy-
ment rate is unacceptable. It is way too high, and I think part of 
the reason for that is monetary policy. 

Now I agree, Mr. Chairman, that the dual mandate is not the 
whole answer. So I would also encourage the Congress to require 
that the Federal Reserve go back to the reporting requirements 
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that were removed in 2000. There were requirements that the Fed 
had explicitly to report its goals for money growth and credit 
growth. And those were removed for whatever reason. But things 
like that could be replaced, a requirement that the Federal Reserve 
explicitly report its strategy for setting the instruments of policy, 
whether it is money growth or interest rates, whatever they want 
to do. 

It is their job to determine that strategy, of course, not yours. 
And in fact, if there is an emergency, and they want to deviate 
from it, that is their business. But they need to explain why. They 
need to come back here and say why we deviated from the strategy 
which we told you we would follow earlier. 

There seem to be these kinds of changes in addition to the re-
strictions that the Federal Reserve not purchase vast quantities of 
private securities, or the idea that we balance the voting responsi-
bility among all the presidents, not just give special voting respon-
sibility to some of the presidents, I think those reforms in Con-
gressman Brady’s bill would also help a lot. 

And in general, it seems to me these kinds of reforms go a long 
way to having the Congress exercise its responsibility for oversight 
of an independent agency and at the same time not get involved 
in the day-to-day operations, micromanaging that agency. 

Thank you very much, Mr. Chairman. 
[The prepared statement of Dr. Taylor can be found on page 275 

of the appendix.] 
Chairman PAUL. I thank you. 
And I now recognize Dr. Galbraith for his statement. 

STATEMENT OF JAMES K. GALBRAITH, LLOYD M. BENTSEN, 
JR. CHAIR IN GOVERNMENT/BUSINESS RELATIONS, LYNDON 
B. JOHNSON SCHOOL OF PUBLIC AFFAIRS, THE UNIVERSITY 
OF TEXAS AT AUSTIN 

Mr. GALBRAITH. Chairman Paul, Ranking Member Clay, it is an 
honor to be here, especially given that I am a former member of 
the staff of this committee and I served on the team who drafted 
the Humphrey-Hawkins Full Employment and Balanced Growth 
Act. 

I wish to speak mainly today in defense of the dual mandate, the 
plural mandate, the flexible and practical language of present law. 
That law was drafted at a time of acute theoretical conflict in eco-
nomics. 

And on the staff. I was a young full employment liberal. One of 
our colleagues, James Pierce, former Federal Reserve Research Di-
rector, was a mainstream Keynesian at the time. Two other col-
leagues, Robert Auerbach and Robert Weintraub, were Chicago 
monetarists trained by Milton Friedman. 

We compromised on language that gave clear reporting trans-
parency and accountability requirements to the Federal Reserve in 
the presence of ultimate objectives but that did not impose any-
one’s theoretical views. Had we done so, I fear the oversight proc-
ess would have failed long ago, perhaps when mainstream econom-
ics adopted the concept of a natural rate of unemployment in the 
early 1980s, perhaps when classical monetarism and the relation-
ship between money and prices fell apart shortly after that. 
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Instead, being flexible, the process has survived for over 35 
years, even though the theories come and go. 

Now price stability is written into current law as an objective of 
monetary policy. It is the presence of the maximum employment 
objective, alongside price stability, in my view, that gives the Fed-
eral Reserve leeway to pursue inflation targeting at some rate 
other than zero if it chooses to do that. 

Similarly, if in some alternate universe, the Federal Reserve 
were to pursue a full employment strategy at all costs, the presence 
of the price stability language would give you legitimate cause to 
question its policy and the reasoning behind it. 

Having price stability alone in the charter would put the Federal 
Reserve in the position presently occupied by the European Central 
Bank, a very difficult position, obliged to pretend to ignore unem-
ployment, even as that issue becomes increasingly important in the 
politics of the region that it is responsible for; obliged to pretend 
to respect its charter when circumstances dictate that, in fact, it 
deviate from it; and it would put the Federal Reserve in a perpet-
ually difficult, I think false, position before Congress, really make 
it very difficult for the Federal Reserve to report forthrightly on 
what it is doing; and I think it would equally put the Congress in 
an extremely difficult position as, unlike the European Central 
Bank, which is an independent entity, the Federal Reserve is not 
and cannot be independent of Congress. It is a creature of Congress 
under the Constitution. 

I think also that creating a single rigid price stability mandate 
would bring back the technical difficulties that we experienced in 
the 1970s and 1980s over the definition of money. The definition 
of price stability would become similarly problematic. If one looked 
at the notional definitions of inflation presently in use, I think you 
would find that the Federal Reserve did not, in fact, violate its 
price stability mandate in the run up to the great crisis. It would 
be very hard to know before the fact when it was doing something 
that was not consonant with that mandate. 

Finally, this is a time of ferment in economics, once again, as the 
1970s were. The profession fell into complacency before the great 
crisis, and the crisis delivered a shock from which economics has 
not recovered. Issues of the cost of resources, of the as yet I think 
unfinished project of financial reform, remain unresolved. Unem-
ployment is not going away as many prominent forecasters believed 
it would have by now. And there are limits to what the Federal Re-
serve can achieve. 

Reasonable price stability, which was the language in the Hum-
phrey-Hawkins preamble, as I recall, is an important objective, but 
so is full or maximum employment. And I think Congress would be 
well advised not to commit to either one at the sacrifice of the 
other. 

I do urge Congress to continue to pursue the goals of oversight, 
accountability, and to probe deeply what the Federal Reserve is 
doing but within the framework of present law. Thank you very 
much. 

[The prepared statement of Dr. Galbraith can be found on page 
230 of the appendix.] 

Chairman PAUL. I thank you. 
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Now, I recognize Dr. Rivlin. 

STATEMENT OF ALICE M. RIVLIN, SENIOR FELLOW, ECO-
NOMIC STUDIES, BROOKINGS INSTITUTION, AND FORMER 
VICE CHAIR, BOARD OF GOVERNORS OF THE FEDERAL RE-
SERVE SYSTEM 

Ms. RIVLIN. Thank you, Mr. Chairman. 
I am happy to have this opportunity to testify before this sub-

committee as you consider the diverse set of bills about the Federal 
Reserve. 

I will concentrate my remarks on the dual mandate. I believe 
that the dual mandate has served the United States well and that 
it would be a mistake to restrict the Fed’s policy actions to fos-
tering stable prices alone. 

I would like to make clear at the outset, Mr. Chairman, that I 
believe in a strong, independent central bank. Without a strong, 
independent central bank functioning to mitigate economic and fi-
nancial instability, I believe the United States would have a weak-
er, far more chaotic economy, and would lose its leadership position 
in the global economy. 

The objective of economic policy, including monetary policy, 
should be a rising standard of living for most people over the long 
run. Controlling inflation is a crucial element of the larger objective 
because high and especially rising inflation is a serious threat to 
sustained growth. 

I believe the dual mandate is simply a reflection of what average 
citizens ought to expect their central bank to do: Let the economy 
create as many jobs as possible, but don’t let inflation interfere 
with that job growth. 

Economists translate that commonsense exhortation into a mone-
tary policy aimed at keeping the economy as close as possible to its 
long-run potential growth without seriously overshooting in either 
direction. This concept is enshrined in Professor Taylor’s famous 
rule. 

The problem for the Federal Reserve decisionmakers is that the 
potential growth is not observable because it depends on trends 
and productivity growth, which can shift unexpectedly. In the stag-
flation of the 1970s, hindsight indicates that monetary policy-
makers overestimated potential growth and did not tighten soon 
enough to avoid the acceleration of inflation at the end of the dec-
ade. 

In the 1990s, when I was at the Fed, we faced a happier version 
of the same uncertainty. We had unemployment that was very low 
but no inflation. We held off tightening the presumption, which 
proved correct, that accelerating productivity growth had raised po-
tential growth and reduced the risk of inflation. 

Partly thanks to the Fed, we had a very good decade in the 
1990s. We also balanced the budget. The sooner we get back to 
those conditions, the better. 

But the late 1990s also illustrated the inadequacy of the Fed’s 
tool kit in response to asset price bubbles. The dot-com bubble, if 
the Fed had raised interest rates to deal with the dot-com bubble, 
I think it would have tipped the economy into recession, punishing 
workers and companies across the country for no good reason. 
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Influencing the Federal funds rate through open market oper-
ations is simply not an effective way of calming an asset price bub-
ble. We learned that lesson again in the early 2000s. 

While we should not have needed a catastrophe to learn this les-
son, the Dodd-Frank Act gives the Fed and the Financial Stability 
Oversight Council responsibility for financial stability and new 
tools with which to help achieve it. 

The dual mandate is not inconsistent with strong emphasis on 
controlling inflation when appropriate and even with an explicit 
target for inflation. Indeed, last January, the Fed confirmed a long- 
run inflation goal of 2 percent. 

Operating under the dual mandate, the Fed has successfully con-
trolled inflation for 3 decades. To change the language of the law 
to imply that the Fed’s only concern should be inflation would send 
a misleading signal to a public rightly concerned with jobs and 
growth as well as inflation. It would imply that inflation is a seri-
ous current threat to American prosperity, which seems to me un-
warranted. 

What we need now is a continuation of accommodative monetary 
policy plus fiscal policy that combines additional investment in 
long-run growth in jobs with credible long-run action to stabilize 
the debt. 

In short, monetary policy, as executed by the Fed under the dual 
mandate, has a positive track record and is currently appropriate. 
I would urge the Congress not to tamper with legislative language 
that has served us well. Thank you. 

[The prepared statement of Dr. Rivlin can be found on page 272 
of the appendix.] 

Chairman PAUL. I thank the panel, and I now yield myself 5 
minutes for questioning. 

First off, I would like to address my question to Dr. Herbener 
and Dr. Klein. 

Today, with our previous panel and this panel, we have heard a 
lot about the dual mandate, and it seems like that is what we have 
spent most of our time on today. 

Could you put that in perspective? How crucial is that? How 
much difference would it make? I know you have a different opin-
ion about the overall picture and the monetary system, but if we 
are—we are not on the verge of having a commodity standard and 
restraint on the authorities, but how crucial do you think this de-
bate is, and how much difference does it make whether there is a 
single or a dual mandate? 

Dr. Herbener? 
Mr. HERBENER. I don’t see too much evidence— 
Chairman PAUL. Make sure I can hear you. 
Mr. HERBENER. I don’t see too much evidence that in the per-

formance of the Fed, the concentration on one wing of the mandate 
or another has changed their actual performance. So the Fed was 
in the 1980s concentrating on price stability more than the unem-
ployment mandate, and yet they inflated to the extent of creating 
the bubble, the stock market bubble of 1987 that burst and gave 
us a recession in 1990, 1991. 

In other eras where they have concentrated more on unemploy-
ment, their performance likewise has not been spectacular. It has 
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been somewhat similar, I think. And so, I don’t think in practice 
that the dual mandate has been effective in restraining the Fed’s 
monetary policy or improving it one way or the other. 

Chairman PAUL. Dr. Klein, do you have anything to add on that? 
Mr. KLEIN. I agree with that. 
I would add that if you look at the incentives of the central bank, 

the central bank always has a stronger incentive to increase, to be 
accommodative and increase credit rather than to be 
contractionary. So I would be more concerned about an emphasis 
on full employment, which sort of encourages the Fed to go in the 
direction that it wants to go anyway, and I would be less concerned 
about it, relatively speaking, on an emphasis on price stability, 
which would tend to constrain the Fed and go against the direction 
that it naturally wants to go. 

Chairman PAUL. Of course, the argument that it didn’t restrain 
them is precisely the reason they like the mandate because it al-
lows them to expand money at will and of course we see this as 
a problem. 

Quick question for Dr. Taylor, you are emphasizing some of these 
monetary rules, and even more monetary statistics, would you be 
in favor of the Fed once again issuing a report on the size and 
growth of M3? 

Mr. TAYLOR. I would be in favor of the Fed doing that. I think 
the more emphasis on money statistics, the better, in my view. 
They didn’t pay enough attention to that. 

But I would say from the point of view of the Congress, it seems 
to me you want the Fed to report on its strategy, not to dictate ex-
actly what the strategy should be. So that is the Fed’s job. You 
come to this hearing and report the strategy explicitly like they did 
about the M3, which was I think constructive. But it also requires 
the Congress, this committee, to ask the questions about the strat-
egy. I think that dialogue is very important. I wish we would go 
back to that. 

Chairman PAUL. Dr. Galbraith, I tend to agree with you about 
the constitutionality of appointments to the Federal Reserve Board. 
We always have a different opinion about what we should be doing, 
monetary policy and the Federal Reserve. But where does this au-
thority come from, constitutional authority, since you addressed the 
Constitution, the constitutional authority to actually emit the bills 
of credit, which is prohibited by the Constitution, the creation of 
a fiat monetary system. Where does that authority come from ex-
actly? 

Mr. GALBRAITH. I believe, Mr. Chairman, and I would be cau-
tious about tangling with you on this, but the authority for the 
Federal Reserve Act simply comes from the authority given to Con-
gress to coin money and regulate the value thereof and that the 
Federal Reserve Act has been a functional piece of American law 
for over a century now, so it would be a surprise to me if it were, 
per se, unconstitutional on that ground. 

Chairman PAUL. Of course, if there is a prohibition in the Con-
stitution, you can’t change the Constitution by the Federal Reserve 
Act. 

But Dr. Rivlin, I think the removal of the report on M3 came 
after you left the Fed, I am not sure. But why was that dropped? 
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What would it have harmed us to know a little bit about the broad 
money supply? It seemed like it emphasizes a point of money 
growth and many believe still that the true price inflation is a con-
sequence of money growth. Is there any reason that we shouldn’t 
have that figure presented to us? Why was it canceled out? 

Ms. RIVLIN. I don’t know. I believe that was after I left. But I 
am always in favor of more information rather than less. 

But the emphasis on the monetary aggregates was declining, for 
a good reason. They weren’t stable with respect to anything, and 
we have had all sorts of different kinds of money created in the last 
few decades, and the idea that it was mostly checking accounts and 
savings accounts has just disappeared. 

Chairman PAUL. I, of course, would like to see more attention 
given to the stableness or the definition or explanation or defining 
what the monetary unit is rather than trying to concentrate on the 
consequences of an unstable currency. But we don’t have much 
time to get into that, so now I am going to yield 5 minutes to Mr. 
Clay. 

Mr. CLAY. Thank you, Mr. Chairman. 
Welcome back, Dr. Rivlin. 
Dr. Rivlin, at any time during your tenure on the Board of Gov-

ernors, did the dual mandate interfere with the Board’s ability to 
set monetary policy? 

Ms. RIVLIN. No, I don’t believe it did, Mr. Clay. 
Setting monetary policy is really difficult. And you are always 

weighing different considerations. But we were very focused, when 
I was there, on what was happening to productivity growth, which 
was something of a mystery. We weren’t very worried about infla-
tion because it was falling, and so we continued, I think, thinking 
we were in conjunction with both mandates to keep interest rates 
relatively low. 

Mr. CLAY. And inflation was falling because the economy was ro-
bust. It was growing jobs, and that was because the Administration 
was working with Congress to help the economy along. Is that cor-
rect? 

Ms. RIVLIN. We had strong growth in the economy. We had a re-
strictive fiscal policy in that period. We were trying to get back to 
a balanced budget, which sounds like a fantasy now, and we did 
it. So the Fed’s job was easier at that moment because the fiscal 
policy was quite restrictive. 

Mr. CLAY. Thank you for that response. 
And Dr. Galbraith, as an architect of the dual mandate, can you 

share with this committee the vision and the need that the two leg-
islative authors had for the dual mandate then, back then, Senator 
Humphrey and Congressman Hawkins? 

Mr. GALBRAITH. Yes, Congressman. I had the privilege of work-
ing directly with Congressman Hawkins at that time. Of course, an 
economic policy mandate was not a new thing for the United 
States. We had the Full Employment Act of 1945, which stipulated 
maximum employment production and purchasing power as the 
goals of United States economic policy for the whole of the govern-
ment. 

The Humphrey-Hawkins Full Employment and Balanced Growth 
Act sought to modernize and to make a little more ambitious and 
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a little clearer the objective, particularly with respect to employ-
ment. And it also ended up clarifying what was meant by pur-
chasing power, that is where the reasonable price stability came 
into the preamble. So it was a way of broadly specifying economic 
policy objectives for the entire government. But also with respect 
to the Federal Reserve, this was the moment that codified what we 
had set up through H. Con. Res. 133, in 1975, a process of dialogue 
with the Federal Reserve, regular oversight hearings, which goes 
on. And the Humphrey-Hawkins Act Federal Reserve provisions 
placed those into law and set a regular procedure, and that in-
cluded, of course, as Professor Taylor said, goals for the growth of 
various monetary aggregates, which over time, as Dr. Rivlin has 
just said, became less useful because the relationship between 
those objectives or those statistics and anything you ultimately 
cared about became much noisier and less reliable. 

Mr. CLAY. Thank you for that response. 
Dr. Klein, being from Missouri, my home State, let me ask you 

about something that Americans are concerned about, and that is 
the rise in gasoline prices at the pump, especially the working 
class. 

What measures could the Federal Reserve take to stabilize the 
recent rise in gas prices? Any suggestions? 

Mr. KLEIN. The price of gasoline and the price of oil fall a little 
bit outside the mandate of the monetary authority. So certainly ris-
ing energy prices is one manifestation of a monetary policy that is 
overly accommodative. But on the whole, energy prices, especially 
for oil, gas, and so forth are set primarily in global energy markets 
over which U.S. policymakers have relatively little control. There 
are measures about increasing supply and so on that might be 
within the purview of Congress or the Executive Branch, but in my 
view, there is not much that the Federal Reserve System can or 
should be doing about that. 

Mr. CLAY. Thanks for your response. 
I yield back. 
Chairman PAUL. I now recognize the gentlelady from New York, 

Dr. Hayworth. 
Dr. HAYWORTH. Thank you, Mr. Chairman, and thank you again 

for holding this hearing and for your leadership on this crucial 
question. 

I would like to ask this question of the panel: Is it fair to say 
that we probably would not have to debate as vigorously and as ur-
gently as we do, and legitimately so, under these circumstances, 
the role of the Fed were it not for the fact that the Fed has, as our 
central bank, had to contend over the decades with an increasingly 
incontinent Federal fisc? To me, it strikes me that we talk about 
the mandates for the Fed and the way in which it operates, and 
again thinking about our conversations with Chairman Bernanke, 
that so much of what the Fed has felt compelled to do, if you will, 
I realize I am using a somewhat loose interpretation, has been in 
response to the fact that we have a Federal Government that fun-
damentally has continued, and at an accelerating rate over the 
past few years, to mismanage, if you will, large segments of the 
economy. 

Dr. Klein, perhaps you could start with that, please? 
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Mr. KLEIN. I certainly think it is the case that the job that is 
given to the Fed becomes more difficult under the circumstances 
that you describe. But I am not sure it is right to think of other 
branches of the Federal Government, the Treasury, Congress and 
so on, and the Fed as being sort of antagonists, competing against 
each other or playing off each other. 

One of the major functions performed by, in open market oper-
ations, is, as has already been discussed earlier this morning, mon-
etizing the debt, so the Fed facilitates government expenditures 
and government borrowing that otherwise would not be politically 
feasible if the Fed were not there to monetize the debt. 

I think the Fed and the rest of the Federal Government are 
much more likely to be seen as working hand-in-hand than oppos-
ing each other. 

Dr. HAYWORTH. Which actually, is exactly what I meant. The Fed 
has been the government’s enabler to a certain extent, the Federal 
Government’s enabler, and that is part of our problem. It is very 
difficult to use monetary policy to endlessly accommodate what we 
have taken on. 

Mr. KLEIN. Yes, I agree with that. 
Dr. HAYWORTH. Thank you sir. Dr. Herbener? 
Mr. HERBENER. Yes, I agree, as well. It creates a certain type of 

moral hazard to be able to appeal directly to a printing press or 
to some agency that would monetize debts that are issued. I would 
be profligate as well, anyone would, relative to not having that 
kind of accommodation. 

Dr. HAYWORTH. Absolutely. 
Dr. Taylor. Thank you. 
Mr. TAYLOR. Yes. I think, if you hold out your shingle and say 

you are open for business, then people will come. I think that is 
what basically has happened. The Federal Reserve has provided 
what you describe as an alternative to some actions. It bought 77 
percent last fiscal year of the debt issued by the government. That 
is a big, big intervention. 

I think monetary policy is itself part of the problem now, given 
what it has done, but fiscal policy obviously is a problem, as is reg-
ulatory policy. So there is a whole gamut of policies. I think each 
of those should be addressed separately. Monetary policy can be 
improved and so can fiscal policy and regulatory policy. But the 
idea of working hand-in-hand, I think, leads to the kind of prob-
lems we have seen already. That is why I think questions about 
the mandate are important. 

Dr. HAYWORTH. That indeed is why I myself have become a co-
sponsor of Representative Pence’s bill, because of that moral haz-
ard issue. 

I am eager to hear from Dr. Galbraith and Dr. Rivlin. 
Mr. GALBRAITH. I think many of our problems now are due to a 

disastrous deregulation and desupervision of the financial sector 
which led to a catastrophic meltdown of that industry and of the 
solvency of much of the American middle class, and the con-
sequences, the effects that we see in the Federal budget are largely 
a consequence, not a cause, of that phenomena—tax revenues fall. 
Unemployment payments go up. Other kinds of stabilizing pay-
ments go up. We are much better off actually for having a large 
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Federal Government, a Federal budget that can stabilize the econ-
omy in this situation than we would be if we didn’t have it. 

We didn’t have it in the 1930s, and our output fell by about one- 
third. The overall decline was much less this time around, and that 
was because incomes were substantially stabilized by the fiscal ac-
tions of the government. 

Dr. HAYWORTH. Wow, we have a lot of food for thought there, Dr. 
Galbraith. You have defined the crux of the contrast between the 
two sides of this dais, and I realize we are out of time. 

Thank you, Mr. Chairman, very much. I yield back. 
Chairman PAUL. I now recognize the gentleman from Arizona, 

Mr. Schweikert. 
Mr. SCHWEIKERT. Thank you, Mr. Chairman. 
First, forgive me, but this is sort of an esoteric question, and no 

pointing and laughing, particularly for all of you with Ph.D.s. We 
take a look back over the last 30 years at many of the different 
asset bubbles, whether it be real estate or even certain commercial 
bubbles, whether it be the Internet bubble, where it was often large 
amounts of resources going in and inflating value beyond. 

Is it theoretically possible to have a bubble on the Fed’s balance 
sheet by acquiring so much U.S. sovereign paper, so much mort-
gage backed, MBS? At some point, does it create a type of distor-
tion in the market, either by creating dramatically artificially low 
interest rates over here, and at some point, that is a bond bubble— 
it is a cascade effect—or actually on their own holdings itself? And 
is that just as—right now, we have the discussion about, are we 
heading towards a student loan bubble because we are $1 trillion 
there? We are heading to $3 trillion on the Federal balance sheet. 
It is a little esoteric, and it is not as—but is it one off? 

Dr. Herbener, please, share with me, is my concern just sort of 
unfounded? 

Mr. HERBENER. I think the Fed balance sheet, of course, exhibits 
the source of the bubbles that manifest in the economy. So when 
we see the Fed’s balance sheet, they engage in open market oper-
ations, or they buy mortgage-backed securities from the banks and 
so on and generate reserves in the banking system, then it creates 
the possibility of the banks just creating credit on the basis of these 
reserves and channeling this credit into particular lines of activity 
where the bubbles arise. And so this is the very process by which 
the asset-priced bubbles are generated in the economy. We can’t al-
ways tell exactly what lines they will be generated in just by look-
ing at the Fed’s balance sheet because the banks, of course, can 
generate credit in different lines. 

Mr. SCHWEIKERT. Dr. Rivlin, I owe you—you will not remember, 
but many years ago, I ran into you walking down the street and 
you were very, very kind to me. You spent literally 10, 15 minutes 
just talking to me on the street about a couple of esoteric issues, 
so I have always been very appreciative of your time. 

Ms. RIVLIN. Thank you. I am glad you have that memory. 
I think asset bubbles are a real problem for the Fed, but not be-

cause of the balance sheet effect. Because monetary policy is not 
a good tool for dealing with asset price bubbles. It is a good tool 
for dealing with general price inflation. 
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So the Fed needs different tools, credit, specific credit controls 
and controls on excessive leverage to deal with bubbles. And the 
Dodd-Frank Act does put them in that business, and I think that 
is good. 

Mr. SCHWEIKERT. Could current Fed action, and I would like Dr. 
Galbraith’s opinion, could the current Fed sheet balance sheet, the 
mechanics there, could it also be leading to a bond bubble right 
now if we start to move toward more normalized interest rates, 
have we created so much paper that that is in many ways artificial 
rates? Does it create a cascade when we start to move? 

Ms. RIVLIN. I don’t think it has to. I think the Fed can get its 
balance sheet down quickly. It is always much easier for the Fed 
to be less accommodative than more. And I am not worried about 
this astonishing balance sheet. It is very big, but right now, the 
reason to worry would be to, that we had general inflation, and we 
don’t. 

Mr. GALBRAITH. I think it would be very hard for the Federal Re-
serve to raise interest rates rapidly. And I don’t think it is likely 
to do so. One way to interpret your question is to ask whether 
there is a situation in which the markets might sell off U.S. bonds 
rapidly without that being controllable by monetary policy action. 
I think that is also unlikely under present conditions. 

What the markets have shown us is that in adversity, people 
want to hold U.S. bonds. They want to hold U.S. bonds over prac-
tically any other asset because we are the largest, most liquid, and 
completely reliable market in the world for safe liquid asserts. 

Mr. SCHWEIKERT. I am sorry, but how much more capacity do 
you believe is pragmatic for the Fed to continue to grow at? Do 
they go to $4 trillion, $5 trillion? How big do these balance sheets 
get? 

Mr. GALBRAITH. That is a very interesting question for which, 
Congressman, I have to tell you, I don’t have an answer. 

Mr. SCHWEIKERT. Thank you for yielding to me, Mr. Chairman. 
Chairman PAUL. We are going to have a brief second round if you 

are able to stay. 
But I have a question for Dr. Rivlin and also for Dr. Klein. I 

don’t want to get into so much on the cause, but I am trying to get 
an assessment of how serious you think the world financial crisis 
is? A lot of us put a lot of blame on monetary policy and the Fed-
eral Reserve and the dollar reserve standard and excessive debt 
and these issues. We are not going to resolve that today, who is to 
blame. 

But do you consider the world financial situation to be a mess 
or just something that will be taken care of soon and there is not 
that much to worry about? 

Ms. RIVLIN. I am very worried about Europe. I think the aus-
terity policies are the wrong policies at the moment, that they— 
and they will make the situation worse, and that could be bad for 
us. The long-run debt situation in Europe is serious, but at the mo-
ment, I would focus attention on their getting out of the recession. 

For us, I think we have to get out of this recession too, but we 
have to get our long-run debt under control. I think we can, but 
we haven’t. 
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Chairman PAUL. Could you follow up, Dr. Klein, give me your as-
sessment? 

Mr. KLEIN. I think it is a huge crisis, both in Europe and in the 
United States, with tremendous consequences, not only the crisis 
itself but in my view, the response to the crisis by the monetary 
authority. The hugely accommodative policy, the zero interest rates 
and so on have taken a bad situation and sown the seeds for mak-
ing that situation much, much worse. Of course, we haven’t seen 
substantial rises in the overall price level since 2008. But if you 
look at the amount of money that has been pumped into the sys-
tem, the increase in bank reserves and so on, there is simply no 
theoretical model of which I am aware, no empirical study that I 
can cite, in which those kinds of actions do not have very serious, 
long-run consequences on price inflation. So I think we haven’t 
seen the worst of the results that our current policy is bringing 
about. 

Chairman PAUL. Thank you, and I yield to Mr. Clay. 
Mr. CLAY. Thank you, Mr. Chairman. I would like to start with 

a panel-wide question. Perhaps you can briefly try to answer it, 
starting with Dr. Herbener, do you think the Federal Reserve’s 
monetary policy execution would be more effective if it set explicit 
inflation targets and was held accountable to those targets? 

Mr. HERBENER. Not really. I think when the Fed engages in any 
kind of expansionary monetary policy, they always generate the 
same ill effect in the economy. They always generate some kind of 
credit expansion, which leads to a pattern of malinvestments, even 
when they keep overall price levels stable. They generate asset 
price inflation within the general price level, and these lines of 
malinvestment is the sort of thing that we saw in the 1920s, very 
similarly also in the 1980s. 

So even if there were stable price-level targets that the Fed could 
hit, they would still generate the same kind of financial instability 
and patterns of malinvestments and then the necessary liquidation 
that we see in the bus. 

Mr. CLAY. How about, Dr. Klein, your opinion? 
Mr. KLEIN. Yes, sir, I think posing the problem as a trade-off be-

tween, say, inflation targeting as opposed to targeting nominal in-
come is sort of a false dichotomy. Something that Representative 
Paul mentioned in the first round was the idea of increased produc-
tivity resulting in decreases in prices as, of course, we see in many 
industries, computers, information technology and so on. 

There is no reason that we should expect or desire, ‘‘stable price 
level’’ of 2 percent a year or whatever. In a growing economy, we 
might easily expect the price level to fall. That is exactly what hap-
pened during the 19th Century in the United States, which is the 
period of the strongest sustained economic growth in U.S. history, 
that increased growth, which was driven by productivity improve-
ments resulted in a decreasing, and decreasing average price lev-
els. There is no reason for policy to try to prevent that. 

Mr. CLAY. Thank you, Dr. Taylor. 
Mr. TAYLOR. We already have an inflation target that is an-

nounced, 2 percent. But in the meantime we continue to do this 
highly interventionist policy, so it seems to me that is not enough, 
and that is why people are talking about the dual mandate. That 
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is why I am talking about returning to reporting about the strategy 
of the Fed. So I think you need more than that to get out of the 
terrible situation we are in now. 

Mr. CLAY. Thank you. Dr. Galbraith? 
Mr. GALBRAITH. I think explicit targets can be useful. In the 

Humphrey-Hawkins law, there was an interim target for 4 percent 
unemployment, 3 percent inflation to be achieved after 4 years. It 
took 22 years until Alice Rivlin was running things and it actually 
happened. But the difficulty, I think, was in setting too ambitious 
a target and allowing too long a timeframe for there to be real ac-
countability. 

If you are going to set targets, it should be on an interactive 
basis and something where you can come back in a year and say, 
look, how did you do in relation to those targets, and what have 
you learned about the world from your experience? That would 
make a useful contribution, it seems to me. 

Mr. CLAY. Dr. Rivlin, your opinion? 
Ms. RIVLIN. I would agree with that. I think that the 2 percent 

target is about right. I wasn’t a big enthusiast of setting an explicit 
target, but 2 percent is about right as long as you don’t take it too 
seriously, because there might be reasons to deviate in one direc-
tion or another. 

Mr. CLAY. Thank you so much. 
Mr. Chairman, I yield back. 
Chairman PAUL. I now recognize the gentleman from Arizona for 

a follow-up. 
Mr. SCHWEIKERT. Thank you. We were sort of heading on the 

question, I was going to start with Dr. Taylor and then move to Dr. 
Klein. How big can the balance sheet get? 

Mr. TAYLOR. I already think it is too big. I think the quantitative 
easings, QE-1 and QE-2, are not appropriate, and that is why the 
balance sheet is as big as it is. If we had just done the interven-
tions during the panic period, the balance sheet would already be 
back to normal. 

I don’t think see any evidence that those have been helpful, I 
have done research on QE-1, and I think that it is already too big. 
I do worry about the size of it already because it has to be pulled 
out, or there will be a bubble. In fact, right now we are already 
running the risk of a bubble because of the commitment to hold 
rates so low for so long. 

I think, when you talk about bubbles, and we talk about the 
Fed’s efforts to stop bubbles, I think the problem really is more is 
the Fed causing bubbles rather than the responsibility to deal with 
them. 

So that, I see that concern in the housing bubble, I see some 
other bubbles in the past, and when you think about bubbles, let’s 
not forget the fact that the Fed itself can and, in fact, has in the 
past caused bubbles and it may be doing that again right now. 

Mr. SCHWEIKERT. Dr. Klein? 
Mr. KLEIN. Yes. I agree strongly with what Dr. Taylor has said 

about the Fed being the cause of bubbles and the idea that the Fed 
needs additional tools to be able to pop bubbles when they emerge 
is taking the wrong view of the nature and sources of those bub-
bles. But as to your question about the balance sheet, I agree with 
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Dr. Taylor, but would add that it isn’t just the overall size of the 
balance sheet that matters, it is the composition of the balance 
sheet. 

And my concern, as a microeconomist in looking at quantitative 
easing and other interventions by the Fed, is not so much their ef-
fect on the Fed’s overall balance sheet, but the effect on particular 
firms and industries. The winner picking, preventing 
restructurings that are needed to get the economy back on the 
right track is just as important as looking at the overall size of the 
balance sheet. 

Mr. SCHWEIKERT. Dr. Galbraith, and then we are going to bounce 
back. Do you have a comment on, first, how big the balance sheets 
can get, and second, does the mix or the size or both create a dis-
tortive effect on the allocation of capital? 

Mr. GALBRAITH. As I said earlier, I don’t have a clear view on 
how big the balance sheet might get. I do think that as one looks 
at the composition of the balance sheet, what is in the portfolio, 
one has to evaluate the quality of the assets. And that is a process 
which has ramifications for the financial structure going forward. 
There comes a point when you do need to address those questions. 

Mr. SCHWEIKERT. Okay. Dr. Herbener? 
Mr. HERBENER. I would just add one thing. I think most of us 

would agree that the real problem is how exactly is the Fed going 
to unwind the balance sheet, not how big is it going to get, but 
what will be the process by which they take these assets off of their 
books, and what will the repercussions be in the markets when 
they begin this process seriously of unwinding things? 

Mr. SCHWEIKERT. There goes my bond bubble concern. That is, 
what do I know. Dr. Rivlin, you also have been outspoken both on 
fiscal policy and that has always been appreciated to have other 
voices out there saying we are—we have some great difficulties. 

Has the fact that the Fed has been able to grow its balance 
sheets to such extraordinary levels, has, in many ways, has that 
been a way to help Congress avoid fiscal policy? 

Ms. RIVLIN. I don’t think so. I think the Congress has not wanted 
to face up to the hard choices. 

Mr. SCHWEIKERT. It is the same thing. 
Ms. RIVLIN. And the Fed’s buying bonds is a small part of the 

whole world buying bonds. As Dr. Galbraith said, counter to re-
ality, the world believes that we are a very safe investment. 

Mr. SCHWEIKERT. But in U.S. sovereign debt issues over the last 
24 months, hasn’t the Fed represented close to half? 

Ms. RIVLIN. I don’t know exactly what the figure is, but right 
now, we can’t have a rapid reduction in our national borrowing be-
cause it would derail the recovery. 

So I don’t think the Fed has much of a choice. I would be cau-
tious about increasing the balance sheet much further. I don’t 
think there is an answer to your very good question about how big 
can it get, but right now, I think we need a double kind of fiscal 
policy. 

It shouldn’t be too severe in the short run, but we have to get 
the long run debt under control. 

Mr. SCHWEIKERT. Mr. Chairman, thank you so kindly. 
Chairman PAUL. I now recognize Mr. Green from Texas. 
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Mr. GREEN. Thank you, Mr. Chairman. I thank you and the 
ranking member for calling this hearing today, and I thank the 
witnesses for being in attendance. 

Mr. Chairman, I also want to thank you because I am one of the 
Members who signed the letter requesting such a hearing, and I 
thank you for honoring the request to the witnesses. 

Let’s start with something very basic. 
The bills that we have range from tweaking to the abolishing of 

the Fed, and I am curious as to how many of you are of the opinion 
that we should totally eliminate the Fed? Is there anyone who 
thinks that it should be abolished, one, two persons think we 
should abolish the Fed. And, if you could, just give me a quick, if 
you can, summary of why you think the Fed should be abolished. 
And then I would like to hear from your colleagues as to why you 
think we should maintain it, just quickly, because obviously time 
is of the essence. 

And I will start with you, Dr. Herbener. 
Mr. HERBENER. The Fed should be abolished because the conduct 

of monetary policy under the Fed can bring no benefit to society at 
large, as I mentioned in my previous remarks. 

Mr. GREEN. The Fed will make bad decisions every time? There 
will be no good decisions made? It just can’t have the positive im-
pact on the economy? 

Mr. HERBENER. Yes. I would say that there is no other instance 
where the government has completely monopolized the production 
of something on the market to impact society at large. 

Mr. GREEN. All right. I am going to take that as your answer and 
move on to the next person. Dr. Klein? 

Mr. KLEIN. Yes. We can talk about the Federal Reserve System 
per se as an example of the central bank or the institution of cen-
tral banking more generally. And in my written testimony, I give 
some reasons why the institution of central banking is not only 
unneeded, but is also harmful to a market economy. 

Mr. GREEN. But in your opinion, there should not be a central 
bank in the United States of America? 

Mr. KLEIN. Yes, sir, we don’t have a central automobile manufac-
turer or a central dairy or a central computer company. 

Mr. GREEN. How do you juxtapose that with the central banks 
around the world, where major countries in the world all have cen-
tral banks? 

Mr. KLEIN. What I am expounding is certainly not the majority 
view among policymakers, but that hardly makes it incorrect. 

Mr. GREEN. I think that is a fair statement. Dr. Taylor? 
Mr. TAYLOR. Continuing, I think we should reform the Fed. I 

think the evidence, especially in the last few years, is that the pol-
icy is not working. I look back in history, and I see the 1980s and 
1990s, a part of the time where Alice Rivlin was on the Fed and 
things worked pretty well. 

They had—it wasn’t intervening like it is doing now. It had a 
more steady-as-you-go policy. It had a lot of focus on the overall 
stance of policy, and it worked. 

So I think we need to get back to that. I call it a rules-based pol-
icy, not a more systematic policy, and I think some of the reforms 
we are discussing today will help us get back to that. 
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Mr. GREEN. Dr. Galbraith? 
Mr. GALBRAITH. I think on the whole, Congressman, that the 

20th Century was better than the 19th Century, and that having 
a central bank was a modest, useful part of the institutional struc-
ture that gave us a very successful century. 

I am very cautious about taking radical institutional steps when 
there is very little going on in the world that would give us con-
fidence that they would be stabilizing rather than destabilizing. 

Mr. GREEN. Dr. Rivlin? 
Ms. RIVLIN. I feel strongly that we need a strong and inde-

pendent central bank. I think the evidence of the 19th Century is 
not as encouraging as some would think, and the idea that the 
world’s greatest economy could make due without a central bank, 
without a lender of last resort, without a monetary policy seems to 
me quite bizarre. 

Mr. GREEN. Thank you. Let me go back now in reverse order. I 
will start with you, Dr. Rivlin, first. 

The question is, would we be at a disadvantage if we had no cen-
tral bank and other major economic powers have central banks? 

Ms. RIVLIN. I think we would be, and I think we would lose our 
preeminence as a great— 

Mr. GREEN. Currency supremacy. The dollar, as you know, is a 
fairly well-accepted currency around the world. Would it have an 
impact on the dollar? 

Ms. RIVLIN. Yes. I think it would. 
Mr. GREEN. Okay. Let me go to the next person please. 
Mr. GALBRAITH. Yes, I think it would clearly have an impact. It 

would make the dollar, U.S. Treasury bonds much riskier. 
Mr. GREEN. Mr. Taylor, and then I am going to go quickly be-

cause my time is about up. 
Mr. TAYLOR. I don’t recommend abolishing the Fed, I would rec-

ommend reforming the Fed. 
Mr. GREEN. Would we be at a disadvantage, sir, Mr. Klein, if we 

had no central bank and other countries did? 
Mr. KLEIN. Of course, it would depend on how such a reform 

would be implemented but, look, right now people are fleeing from 
the dollar and heading toward hard assets, like precious metals. 

Mr. GREEN. Dr. Herbener? 
Mr. HERBENER. If the dollar was backed by gold, I don’t see how 

that could harm our— 
Mr. GREEN. But you would back the dollar with gold? 
Mr. HERBENER. Yes, sir. 
Mr. GREEN. Thank you, Mr. Chairman. 
Chairman PAUL. Thank you. 
I now recognize the gentlelady from New York. 
Dr. HAYWORTH. Thank you, Mr. Chairman. 
I have a thought for us as we conclude, and I thank you so much 

for your insights, each of you. It strikes me that the size of the 
Fed’s balance sheet is going to be largely determined given the 
structure of our representative democracy by the will of the Amer-
ican people to take in hand what we have created for ourselves at 
this juncture in our history. 

Is there any sense that it is really going to take a lot of political 
will, if you will, to get our fisc in order for us really to, unless there 
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is some significant change in the role of the Fed or the structure 
of the Fed. I think so much of it is going to lie in how we manage 
our Federal budget going forward. 

Dr. Rivlin, since I missed you last time? 
Ms. RIVLIN. I strongly agree with that. I served on the Simpson- 

Bowles Commission and the Domenici-Rivlin Commission and 
there have been other groups that have all come to the conclusion 
that we really need to get our fiscal house in order so that the debt 
is not rising faster than our economy can grow, and that is going 
to take hard decisions, but we have to do it. 

Dr. HAYWORTH. Thank you, Dr. Rivlin. Thank you for your serv-
ice. It is much appreciated. 

Dr. Klein, I will flip back around. 
Mr. KLEIN. Of course, I agree, this is a tremendous political chal-

lenge. Whether it takes a major crisis to bring, call forth the polit-
ical will to make the necessary changes, I don’t know, but I would 
hope that this body and others would be able to push things in the 
right direction without waiting for the bottom to fall out. 

Dr. HAYWORTH. Right. Now, Dr. Herbener, do you think what we 
are viewing in Europe, we should take as a portent of things to 
come if we don’t do something? 

Mr. HERBENER. I think our situation is perhaps even more pre-
carious than theirs, given what the Fed has done in the wake of 
the crisis to bail out the banking system. So, again, it is going to 
take strong action against some of the political interests that exist 
here to turn things around before. As Dr. Klein said, there is a cri-
sis, and then we have to do something. 

Dr. HAYWORTH. All right. Dr. Taylor, your thoughts? 
Mr. TAYLOR. Fiscal policy is certainly a mess right now, and it 

has to be fixed, or we will be like Europe. But please don’t forget 
about monetary policy. It tends to be arcane, it tends to be too nar-
row, it is difficult, but it is essential right now to get it right. 

I don’t want to see a future where quantitative easing becomes 
the new monetary policy. When the economy slows down, we do gi-
gantic quantitative easings. We don’t even know their effect. We 
don’t even know how large it should be; it is very dangerous. I 
think it will take some oversight exercise by Congress to prevent 
that in the future. 

Dr. HAYWORTH. In view of what you have said, Dr. Taylor, re-
garding the Fed’s purchase of Treasuries and the proportion of 
Treasuries that have gone to the Fed, is there a certain crowding- 
out effect that we might also be witnessing. 

Mr. TAYLOR. Eventually, of course, but in the meantime, actu-
ally, the figure is 77 percent. 

Dr. HAYWORTH. Yes. 
Mr. TAYLOR. The amount of debt increase in Fiscal Year 2011, 

77 percent of that was the Fed and that is a gigantic amount. And 
so crowding out, I believe there is crowding out about that, even 
though the economy is weak. Yes, crowding out in a weak economy. 

Dr. HAYWORTH. So there are Federal budget concerns and the 
Federal investments are crowding out the private markets. 

Mr. TAYLOR. Crowding out occurs because of the deficits and the 
borrowing. And even in a weak economy, I believe it occurs, but as 
the economy picks up, it will be even more of a concern. 
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Dr. HAYWORTH. And more so artificially, if you will, in a sense 
because of what the Fed is endeavoring to do or artificially making 
the picture for Treasuries look perhaps a bit rosier than it would 
be if we had a real marketplace for them. 

Mr. TAYLOR. Actually, the way I think about what the Fed is 
doing now with respect to oversized balance sheets and effectively 
dictating what the short-term interest rate will be, it doesn’t set it 
in the market. It dictates by telling what the Reserve’s interest 
rates will be on reserves. 

So it is effectively, as the Fed has replaced the entire money 
market with itself, and I tell you, we just don’t know all the impli-
cations of that. Nobody on this panel knows the implications of 
that. 

So the sooner we get back to normal where the supply and de-
mand for money is dependent to determine that interest rate, and 
the interest rate is set according to reasonable methodology and re-
ported to the Congress, the strategy for doing that, the better off 
we will be. 

Dr. HAYWORTH. It is not really a central bank, it becomes an 
uber bank in a sense. 

Mr. TAYLOR. Yes. 
Dr. HAYWORTH. Thank you. Thank you all. Thank you again, Mr. 

Chairman. 
Chairman PAUL. Thank you very much. I want to thank the 

panel today for your time and your testimony. I found the hearing 
very fascinating because even though we might not agree on the 
cause and exactly what we have to do, it seemed like there was a 
general consensus that we do have a problem and we have to deal 
with it. It is not just the United States; it is worldwide. 

And my guess is that someday we will seriously not only look at 
the management of a central bank or whether or not we really 
need a central bank, but ultimately I think what we will have to 
do is talk about the nature of money, the definition of money, be-
cause it is pretty hard to manage something you can’t even define. 
But, once again, thank you very much for coming today. 

The Chair notes that some Members may have additional ques-
tions for this panel, which they may wish to submit in writing. 
Without objection, the hearing record will remain open for 30 days 
for Members to submit written questions to these witnesses and to 
place their responses in the record. 

[Whereupon, at 12:30 p.m., the hearing was adjourned.] 
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