might have saved taxpayers quite a bit of money.
It probably wouldn’t have made any difference,
but | would have felt better.

So, part of the reason that | did push the GSE
issue was a feeling that | was in a position to
understand the issue and the potential gravity

of it. And that’s exactly what an office like this is
for. | have an audience simply by virtue of speak-
ing from this office that | would not have had as a
Brown University professor; so, why not? That's
consistent with my predecessors. That's what
Darryl Francis did. (See sidebar on page 18.) He
went out campaigning about the inflation issue
and about monetary policy. He did not change
policy at the time, but | think he had very sub-
stantial long-run influence on the national debate
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and on the Federal Reserve System. He had much
more impact on dealing with monetary policy
issues than | have had to date on the GSE issue.

Looking at the operating environment of the

St. Louis Fed itself, what do you regard as the
most significant changes that affected the Bank
during your tenure?

There’s no question in terms of the scale of the
effects, it’s the consolidation in financial services
that led to ending check and cash operations in
two branches (Little Rock and Louisville) and sell-
ing the buildings there. That was an enormous
change, going from branches that each had 150
employees down to about eight. We have more
of that coming in St. Louis and Memphis because



we’'ll be closing down check operations in these
locations. And there is consolidation in other
services, too; so, we are much less a stand-alone
company than we were 10 years ago. Some IT and
HR services that used to be here, for example,
are now elsewhere. What's happened here is not
unlike what's happened to a lot of companies
that have outsourced support operations. It's not
unique to the Fed.

What do you think the Federal Reserve might
look Like 10 to 20 years from now?

Who is it that said, “Forecasting is difficult, espe-
cially about the future?” How do | come to grips
with that question, beyond saying that there’s
always uncertainty, and if anyone looks back at
this annual report, they’ll probably laugh at what
I'L say, but that’s the way these things always are.
First of all, historically you don’t find significant
changes in monetary arrangements in the United
States absent of a big problem or screw-up of
some sort. ... | would not expect the Federal
Reserve Act to be opened and revised in any
important respect in the absence of a significant
monetary problem.

That means that we’ll probably have the same
basic framework in the law. It seems to me that
the main thing that the Reserve banks need to do
and probably will do is to manage themselves
efficiently enough—which | think we do a pretty
good job of doing—and provide public services
through economic education, economic research
and so forth that are regarded in the public
debate as being worth what we spend on them.
From time to time, there will probably be some
attacks on us from Congress. That happens. But
if we continue to perform pretty well on the
macroeconomic front, | don’t think we’re going

The most important
aspect of the Federal
Reserve System is
its decentralized
structure. In this
system, the job of
regional Reserve
bank president
encompasses many
duties, but among
the most important
is serving as the con-
nection between the
business and indus-
try of the individual
districts and the
Federal Reserve’s
national monetary
policy mission. In
his tenure at the

St. Louis Federal
Reserve Bank, Bill
has been very much
committed to his
role in the mon-
etary policy process,
bringing his insight
and analysis to the
deliberations

Thomas M. Hoenig

President
Federal Reserve Bank of Kansas City
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to be very vulnerable, and the attacks that occur
from time to time will not have any material
effect on the law. That means that the Federal
Reserve banks will shrink in terms of their operat-
ing responsibilities. | think we need to get used
to the prospect of Reserve banks being smaller

in terms of employment, and more vigorous and
more rigorous in terms of our intellectual output.

What will you miss most about being president
of the St. Louis Fed?

I'lL miss the excitement and challenge of the mon-
etary policy process. That’s been very interesting
to observe and be part of.

Least?

| don’t think anybody likes doing performance
reviews and some of that administrative stuff
(laughter). Fortunately, though, the scale of it is
pretty small. | have said to many people, and |
really believe it, that there is nothing I've done here
that is as awful as grading a huge stack of exams
over winter break. I'm glad | left that behind.

Are there any closing comments you would
like to make?

I am through and through an academic, and | had
no managerial experience coming into this job.

| really enjoyed learning about a lot of modern
management practices, and | felt fortunate to
have some very good people do all the hard work.
There are a lot of really good people here. B



AN EXPLANATION OF KEY TERMS

Pre-rational Expectations Debate - In the 1970s, macroeconomic models of how monetary and fiscal poli-
cies affect the economy began to focus on how the public forecasts future values of economic data and
policies. Macroeconomic models that incorporate rational expectations assume that the public uses all
relevant information when making projections about future values of data and policy actions. Thus, in
such models, monetary and fiscal policies have no permanent effects on output or employment because
the public will anticipate and, acting in its best interest, take actions that offset the impact of policy on the

growth of output and employment.

Keynesian Tradition - Refers to John Maynard Keynes (1883-1946), an English economist who proposed
that high unemployment, being a result of insufficient capital spending by business, could be relieved by
government-sponsored programs. He also advocated deficit spending by governments to stimulate

economic activity.

Milton Friedman - The 20th century’s most prominent economist advocate of free markets. A winner of
the 1976 Nobel Prize in Economics, Friedman (I1912-2006) was noted as a proponent of monetarism and for

his opposition to government intervention in the economy.

Phillips Curve - An inverse relationship between inflation and unemployment first observed in data for
the United Kingdom by the economist A.W. Phillips. Monetarists argued, and most macroeconomists now
agree, that there is no long-run relationship between inflation and unemployment, and that monetary

policy cannot affect the unemployment rate in the long run.
Lucas and Sargent - Refers to Robert Lucas, Nobel Prize winner and professor of economics at the Univer-
sity of Chicago, and Thomas Sargent, professor of economics at New York University. Both were leading

proponents of macroeconomic models that incorporate the rational expectations assumption.

Reaction Function - Refers to how policymakers adjust their policies in response to new economic data and

other information.

Dual Mandate - Refers to the fact that the Federal Reserve Act (as amended) directs the Federal Reserve to

pursue monetary policies to achieve the goals of both maximum employment and stable prices.
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