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CHAIRMAN VOLCKER.
elected. We have a list of
identical with that of last
Board's staff. Do you want

Without objection, Mr. Solomon will be
[proposed] officers, which is virtually
year, with a couple of additions from the
to read the list, Mr. Bernard?

MR. BERNARD. Okay.
Staff Director and Secretary, Stephen Axilrod
Assistant Secretary, Normand Bernard
Deputy Assistant Secretary, Nancy Steele
General Counsel, Michael Bradfield
Deputy General Counsel, James Oltman
Economist, James Kichline
Economist (International), Edwin Truman.

Associate Economists from the Board:
Donald Kohn;
David Lindsey;

CHAIRMAN VOLCKER. Those are the two additions, I think.

MR. BERNARD.
Michael Prell;
Charles Siegman; and
Joseph Zeisel.

Associate Economists from the Reserve Banks:
Joseph Burns; ’

John M. Davis;

Richard Davis;

Richard Lang;
Gary Stern.

CHAIRMAN VOLCKER.

and

As usual, the associate economists from

the Reserve Banks reflect the nominations of the Bank presidents
serving [as members of the FOMC]. We have two more, I think.

MR. BERNARD. They come later.

MR. PARTEE. So move.

MS. TEETERS. Second.

CHAIRMAN VOLCKER.

Without objection, those will be approved.

Now we have the selection of a Reserve Bank to operate the System

Account.

MR. PARTEE. Time to move that around, isn’t it?

SPEAKER(?). Let’s bid!

MR. BLACK. New York has already got a Vice Chairman!

CHAIRMAN VOLCKER.

Do you want to propose New York?

VICE CHAIRMAN SOLOMON. I propose New York.

CHAIRMAN VOLCKER.

Do we have a second?
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MS. TEETERS. Second.

CHAIRMAN VOLCKER. Without objection. We have the selection
of the two Managers. I assume the present incumbents have been
approved by their Board.

VICE CHAIRMAN SOLOMON. They have been.

CHAIRMAN VOLCKER. Do we have a nomination for Mr. Sternlight
and Mr. Cross?

SPEAKER(?). So move.
CHAIRMAN VOLCKER. Mr. Cross is not here today. Second?
SPEAKER(?7). So move.

CHAIRMAN VOLCKER. Without objection. No changes are
proposed in the foreign policy--"foreign policy" sounds a little too
grandiose to me.

MR. BERNARD. The Authorization for Foreign Currency
Operations and the Foreign Currency Directive.

CHAIRMAN VOLCKER. In the various directives related to our
purchases and sales of foreign currency there are no changes proposed.
Are there objections? If there are no objections, they will continue
in force. We have a $4 billion intermeeting limit on changes in
System holdings; that's the routine limit. 1I’11 ask whether there are
any objections to retaining that. If there are no objections, we will
retain it. That doesn’'t mean we can’t change it temporarily from time
to time as we go ahead, but that’s the basic authorization. I hear no
objection. There is an agreement with the Treasury to warehouse
foreign currencies. No change is proposed.

MR. PARTEE. That isn’t being used currently. Isn’t that
right?

CHAIRMAN VOLCKER. It is not. But it’'s thought to be a good
idea to keep the authority active even if the implementation is not
currently active.

VICE CHAIRMAN SOLOMON. Right. Does that need a formal
motion?

CHAIRMAN VOLCKER. We need at least a "no objection." Again,
there is no change ([proposed]. I don't hear any objections, so it is
approved. The next item is security of our procedures and related
materials. Mr. Solomon was the chairman of that subcommittee and we
will turn to Mr. Solomon.

VICE CHAIRMAN SOLOMON. You all have copies of the report
that we sent around containing our recommendation. I might summarize
the key points. Before I do that, I should say that none of us on the
subcommittee assumed that the leak that the GAO investigated came from
the Federal Reserve System. But we felt that the GAO report did have
some basis for saying that our procedures were somewhat lax, or could
be tightened up, and that there was a very large number of people with
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access [to FOMC materials]. So, we looked at many alternative ways of
handling the access problem. Basically, our recommendations were in
four major areas: first, updated security classifications, with an

addition of one new category to the two old ones; secondly,
refinements in the procedures for distribution and handling of
classified documents; thirdly, stronger procedures for making sure
that people are familiar with the rules; and finally, a reduction in
the number of people authorized to see the more sensitive documents.

Briefly, the new procedures call for use of double-sealed
envelopes and distinctive cover sheets and for restrictions on
copying. Also, the rules will be circulated annually to each person
on the access list who would sign off on them. In regard to the
number of people who have access to documents, our proposal calls for
certain numbers. At the Board and at the New York Reserve Bank, there
is a reduction of five each in the Class I list and of six each in the
Class II list. At the other Banks there is a reduction of one each in
the Class I list and a limit of seven for access to Class II material.
The most important switch we made in the classification of documents
was classifying part I of the Greenbook as Class II. The systemwide
results of these restrictions and reductions in access work out as
follows: The Class I list is reduced from 86 to 67 people other than
the members of the FOMC themselves; and the Class II list is reduced
from 348 to 183. Even though we think these are reasonable, we did
provide for ad hoc exceptions by the Chairman and exceptions for ad
hoc assignments, which could be granted by governors and presidents.

I should also point out that the limitations in each category--for
example, seven for Class II documents at Reserve Banks other than New
York--apply separately to each type of document. Those having access
to Part I of the Greenbook, for example, may be different from those
with access to the Managers’ reports. I think that summarizes the
main recommendations. We would recommend that, after discussion and
questions, the FOMC adopt this.

CHAIRMAN VOLCKER. Are there questions?

MS. TEETERS. 1I'd like to raise an issue that was not
addressed, which is the continuation of an existing policy, and that
is providing the Greenbook to the Secretary of the Treasury and four
or five other people at the Treasury, the Chairman of the Council of
Economic Advisers, and the Director of OMB. We have never been able
to trace the leaks, but it seems to me that there is a potential there
for leaks coming from outside of the System regardless of how much we
tighten our own procedures.

VICE CHAIRMAN SOLOMON. Well, what we did do for the first
time was recognize the de facto practice by including it in the formal
proposals. But we did not feel that it was up to us--and frankly, I'm
not sure it’'s very practical without raising more dust than it’s
worth--to restrict access to people in the Administration.

MS. TEETERS. Well, there seems to be a lot of access at the
Treasury and we don’t have any idea what their security provisions are
for these documents.

VICE CHAIRMAN SOLOMON. But they don’'t get the Bluebook or
the Open Market directives or the policy records. What they do have
are the two Managers’ reports, and I think they’'re entitled to have



3/26-27/84 -5-

them because those are needed both in the managing of the public debt
and, of course, in the foreign exchange market where the Secretary of
the Treasury [has responsibility].

MR. WALLICH. Do you mean the Managers’' weekly reports?

VICE CHAIRMAN SOLOMON. I think it’s the weekly they get.

MR. STERNLIGHT. Just the weekly report goes to the Treasury.
MR. PARTEE. And, of course, the Greenbook.

VICE CHAIRMAN SOLOMON. What specifically would you propose
to restrict, Nancy?

MS. TEETERS. I would restrict them from the Greenbook
because in the past we have had some distinct and fairly specific
leaks of the contents of the Greenbook.

CHAIRMAN VOLCKER. My memory may not be perfect on this, but
my overall impression is that the record has been very good in terms
of identifiable leaks from them. I can recall one or two occasions
where a newspaper reported that the Federal Reserve staff was thinking
in a certain range or reported a certain number that sounded to me as
if it may well have come from the Administration. It wasn’t
particularly damaging or timely; it wasn’'t that we sent it to them and
it appeared before an Open Market Committee meeting. I can recall one
or two instances that made me suspicious, but generally I think the
record has been pretty good. I don’t know if anybody else has a
different recollection.

MR. BOEHNE. When does the Greenbook go to the Treasury?

CHAIRMAN VOLCKER. Within a day or so of the time it’s
issued, I guess.

MR. KICHLINE. I believe it goes out on Thursday morning.

MR. GRAMLEY. We have been sending the Greenbook to those
three places for at least 20 years, I think. And in the interest of
maintaining an exchange of views with people in the Administration
there are times, regularly, when the Chairman is provided access to
information well ahead of time--about the same time the President gets
it--and is one of the very few people who gets that kind of
information. There are times when we are made privy to what is going
on in the budgetary process, even at the staff level. I think we
would be jeopardizing that free interchange of information if we
didn’'t send the Greenbook over there.

VICE CHAIRMAN SOLOMON. The only thing I could suggest would
be to advise them that we have reclassified Part I of the Greenbook
into a Class II document and that the Chairman and the FOMC would
appreciate it if the three principals who get it--the Secretary of the
Treasury, the Chairman of the Council, and the Director of OMB--would
take comparable measures to restrict access at their own agencies.
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CHAIRMAN VOLCKER. We can. The point has been made to them
but obvicusly it can be made again and probably would be useful to do
so.

VICE CHAIRMAN SOLOMON. Now that we’re moving [up its
classification].

MR. PARTEE. 1In connection with the reclassification it would

be a convenient thing to do. I do believe that there [has been no]
difficulty, Nancy., except for a few times when the Secretary said
something. We can hardly stop that. There have been occasions when

it looked as if it had been circulated pretty widely on the staff.

But with a redoubling of emphasis on security of the document we might
be able to take care of that problem, though not the problem of the
Secretary saying something.

CHAIRMAN VOLCKER. I would agree very much with what Lyle
said about ongoing relationships unless there is an apparent real
problem.

MS. TEETERS. I simply wanted to raise the issue. It was
something that has never been changed and is a potential [for leaks]
that we can’t control.

MR. PARTEE. It recognizes something that we have been doing
since the middle '60s, I think, or certainly since the late '60s.

MS. TEETERS. Certainly, in my own mind this latest leak came
from the Hill. And we have a continuing problem of maintaining
security if we release confidential material to someone outside of the
System.

CHAIRMAN VOLCKER. I don't think anybody has proposed that we

release the Bluebook to them. I don’t know whether it makes any
difference whether we send it to them a few days before an Open Market
Committee meeting, which is the usual practice, or a day after. I

don’t think we’'ve ever had a leak just before the Open Market

Committee meeting. Nothing in the document is all that sensitive to
issues of timing, I guess. But I don’t think the particular day we
send it to them is sensitive in terms of our relationship with them.

MR. PARTEE. It probably is generally sent out on Thursday
now isn’'t it, Jim?

MR. KICHLINE. Thursday morning.

MR. PARTEE. That’s right away, so they get it very early.
Then the following Monday--

SPEAKER(?). The Bluebook is--
MR. PARTEE. No, not the Bluebook.
CHAIRMAN VOLCKER. They don’t get the Bluebook at all.

MR. PARTEE. It might be better to send the Greenbook to them
the following Monday or something like that.
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MR. BOEHNE. These totals of four and seven [with access at
the Reserve Banks]: Does that include members of the Committee, too?

VICE CHAIRMAN SOLOMON. Yes, it does. We did a spot check at
about a half dozen of the Banks and talked with the staff here. There
was one Bank that had five [on its access list] although most of them
had four. As we analyzed who had a need to know--I don’t mean in the
formal sense of Class III, but in the sense of how the operations went
at the different Reserve Banks--seven seemed a reasonable number. And
then Chuck Partee, Bob Black, and I discussed that. Originally we
were talking about restricting it to three but some of the presidents
felt that would be excessively restrictive and that four would be a
reasonable number.

MR. FORRESTAL. Tony, in that connection--this is a technical
question--on page 5 you talk about limiting the Class I [materials] to
the president and three other officers. Do you really intend it to be
members of the official staff? I think that presents a problem in
some Banks. It would in my Bank, for example, where we have some
people on the research staff who are not officers who are cleared at
the moment for FOMC Class I.

VICE CHAIRMAN SOLOMON. Well, that was our intention. Now,
we made some recommendations on systematizing the downgrading of a
document’s classification. The Bluebook would be downgraded from
Class I to the new Class II at the time of the release of the policy
record and directive. And then it would be downgraded to Class III
four months later, roughly:; in other words, after a six-month period
old Class II is downgraded to Class III.

MR. FORRESTAL. It’s still Class I prior to the meeting.

VICE CHAIRMAN SOLOMON. It’s still Class I prior to the
meeting, right.

MR. BLACK. Bob, I don’'t think we addressed the issue of
whether they had to be officers or not; it just ended up as officers.

MR. FORRESTAL. Well, I think that’s something you really
ought to clarify because, as I said, in my particular case I have two
people who are now cleared for access to FOMC documents--and they do
review the Bluebook--and they are not officials. So, that would put
me in an awkward position. On a broader question, I must say that I
certainly understand why you are trying to reduce the number of people
cleared for access, but I really think clearing only four people is
unduly restrictive for the Reserve Banks, particularly if one of those
people is the first vice president. With the president and the first
vice president, that leaves us with only two people.

MR. PARTEE. We were not thinking of the first vice
president.

MR. FORRESTAL. You were not? Well, that’s the question, I
guess. That makes it a little better if you don’'t include--

MR. PARTEE. You can, of course, if he’s going to substitute
for you at a meeting. You can clear him for that purpose.
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CHAIRMAN VOLCKER. It seems there may be some
miscommunication here. You were thinking the first vice president
would not get it?

MR. PARTEE. That's right.
CHAIRMAN VOLCKER. He’'s an addition to the pot.

MR. FORRESTAL. That puts a little different light on it.
But again, if the first vice president is going to substitute from
time to time, it seems to me he ought to be getting the material on a
fairly regular basis.

MR. BLACK. Bob, in our case, since we had to give up one, we
decided that the first vice president would not be one of the four
unless he was substituting. He can give it up more easily. But if
you were out of the Bank, you could made an ad hoc exception for him.
That was the way we were planning to do it. I’'m sure that will differ
from Bank to Bank. It seems rather bad to have to deny access to your
first vice president, but I don’t think we have any alternative.

MR. FORRESTAL. My druthers would be to leave it at five,
Tony.

MR. BOEHNE. On this ad hoc clearance, do you view that as
being a big deal or is that just something that’'s handled in each
Reserve Bank as it comes?

VICE CHAIRMAN SOLOMON. Each Reserve Bank would handle it but
there would not be a standing ad hoc.

MR. BOEHNE. I understand.

VICE CHAIRMAN SOLOMON. And under our new procedures it would
require that the Secretary of the FOMC be notified immediately.

MR. GUFFEY. Bob Forrestal has raised a question that’'s
troublesome to me also and that is restricting the number to four,
which would mean I'd have to cut out the first vice president. Under
the by-laws, on all other things he operates in my stead when I'm
gone, which is reasonably frequently. To go through the process of
sending a wire to add him on an ad hoc basis for some indeterminate
time while I'm gone seems to me unreasonably burdensome. I'd like to
suggest that this be amended to permit four as designated and to
permit the first vice president to have access without this special
authorization at the time the president is not there. As I say, he
has all the powers that I have when I’'m not present.

CHAIRMAN VOLCKER. He doesn’t have any powers with respect to
the Open Market Committee.

MR. GUFFEY. Yes, that is true. But the fact of the matter
is that he stands in my stead and ought to be able to have the kinds
of information that I would have if I were there. That seems quite
reasonable to me. The only thing I'm suggesting is that there be a
built-in ad hoc exception without the notification process for the
first vice president at the time the president is not in the Bank.
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VICE CHAIRMAN SOLOMON. Well, I don’'t understand. Given the
fact that we all have such good attendance records here, I gather that
you’'re not talking about the very rare case when your first vice
president would be attending [an FOMC meeting] in your absence, Roger?

MR. GUFFEY. No, I'm not. I'm talking otherwise.

VICE CHAIRMAN SOLOMON. He cannot participate on the morning
call.

MR. GUFFEY. That's correct.

VICE CHAIRMAN SOLOMON. So, I don’t understand. What does
the first vice president do in your Bank in regard to the FOMC
directives if he’'s not in on the call?

MR. GUFFEY. Among other things, he has handled my board of
directors for a discount rate action when I’'m not there. He certainly
ought to have available to him what the Committee has done and what it
is thinking about preceding that kind of action.

VICE CHAIRMAN SOLOMON. In effect, it really becomes five,
doesn’'t it then?

MR. GUFFEY. Well, I'm suggesting that it remain four but
that we have an ad hoc exemption without the clearance procedure.

VICE CHAIRMAN SOLOMON. A permanent ad hoc?
MR. GUFFEY. Yes, but only when I'm out of the Bank.
VICE CHAIRMAN SOLOMON. I see.

MR. GUFFEY. Only when the president is not available. It
would seem to me to be a fairly simple matter.

MS. TEETERS. The most likely occasion would be when the
first vice president would sit in for the president in a conference
call. And that has been very rare.

CHAIRMAN VOLCKER. That’s not all that rare.

VICE CHAIRMAN SOLOMON. I have no objection to that if that
is the consensus view of the Committee and if it’'s clearly understood
that it would only be in the president’'s absence.

MR. BLACK. I think it’s a good improvement, Tony. I would
go along with that. In fact, I was planning to send Norm a telegram
saying I'd like an ad hoc exception for just that purpose when I am
out of the Bank.

MR. BALLES. 1I’d like to support that, Tony, because I found
myself in the same position as Roger. We have three people in the
research department who are actively engaged in research and analysis
of policy and I would not want to take any one of those off. My first
vice president is on the list to receive the Bluebook now under the
[current] authorization, although he never in practice gets it. The
only time he would look at it would be an overt occasion when he
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substitutes for me at this meeting or, alternatively, when he would
participate in a conference call when I was out of town or otherwise
unavailable, or on occasion when I'm out of town and he has to handle
a telephone conference on the discount rate, as Roger mentioned. So,
if we could somehow get that exception you’'re talking about carefully
controlled but built-in to avoid the necessity of formally notifying
the Secretary every time I'm out of town, it would surely help. We
would treat it as a true exception, not just a routine everyday access
to the FOMC Class I materials.

MR. GUFFEY. Yes, that’s also true with regard to the
upgraded [classification] of the wire from the Desk. There is
information there that would be helpful if there were going--

CHAIRMAN VOLCKER. Is there consensus on this point?
MR. MARTIN. It sounds good to me.

CHAIRMAN VOLCKER. I interpret this, Mr. Solomon, as not
limiting the prerogative of the Chairman to have more limited
executive sessions for whatever purpose.

SPEAKER(?). And you have even more ad hoc exceptions than
anybody else.

MR. PARTEE. This would be on a strict need-to-know basis.
You would keep a record of when you let the first vice president have
access, I take it. So, if we had to follow down a leak, he would be
caught up in it. But it wouldn’'t be a continuous matter; it would
just be for specific occasions.

MR. FORRESTAL. Special occasions. Did we settle the
question I raised earlier, Mr. Chairman? Does anybody have an
objection to amending this part A to indicate that Class I is limited
to the president and I would suggest language such as "three other
individuals designated by the president."

CHAIRMAN VOLCKER. Where is this?

MR. FORRESTAL. Otherwise, I'm going to make some new
officers.

MR. PARTEE. Well, I think we’'d want them to be on the
payroll of the Federal Reserve Banks!

MR. FORRESTAL. Oh yes, of course.

MR. PARTEE. You said "three other individuals." That could
be anybody. Let’'s see, Jack Anderson and--

CHAIRMAN VOLCKER. "Three other officers and employees." Is
that the language?

MR. FORRESTAL. "Staff members.” And they would, of course,
be research staff.

CHAIRMAN VOLCKER. What’'s the magic word? Employees, staff
members?



3/26-27/84 -11-

MR. BLACK. Staff members, I think.
MR. AXILROD. You use "persons" on Class II.
VICE CHAIRMAN SOLOMON. Use "Federal Reserve personnel.”

CHAIRMAN VOLCKER. Federal Reserve personnel. There seems to
be a consensus on that point. Any other comments?

MR. KEEHN. Tony, it’s not part of what you’'ve taken a look
at, I'm sure, but did you also consider the way in which we distribute
the Bluebooks? The point I would make is that they are distributed at
a time at which our security is at its very lowest level I would
think--namely, over the weekend. And each time we have to develop a
procedure by which we’'re going to handle them. I wonder if there’s a
way we can distribute them to the Banks at a time when our procedures
are best geared to handle them.

CHAIRMAN VOLCKER. How, in fact, do they get to the Banks
now?

MR. ROBERTS. They don’'t get there all the time.

MR. KEEHN. They come in via something called Cannonball
Express. And Cannonball Express delivers at a variety of times; it
could be either Saturday afternoon or anytime on Sunday.

CHAIRMAN VOLCKER. Cannonball Express is a private delivery
service?

SPEAKER(?). Yes.

MR. KEEHN. T hope it is. And we have to go through a
procedure to deal with that.

VICE CHAIRMAN SOLOMON. The alternative, though--to do what
you have suggested--is giving out the Bluebooks on Monday morning. We
checked around and there were objections to that because presidents
and members of the Committee would not have a chance to consult with
their three other people. So, I don’t know what the alternative is.

MR. KEEHN. I suggest it as a possible alternative because we
have some problems. If they were distributed Thursday night by pouch,
I think that would eliminate all the problems and deal with the
concern we were suggesting.

MR. PARTEE. They’'re not ready on Thursday night.

MR. ROBERTS. It is a problem. For example, I didn’'t get
mine this time. Usually I have it delivered late Sunday, so I don’'t
have any time for consultation except while flying on the airplane.

CHAIRMAN VOLCKER. I looked at mine a half hour ago.

MR. BLACK. Don’'t your people work on weekends, Ted?

MR. ROBERTS. Up until Sunday at about midnight!
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VICE CHAIRMAN SOLOMON. Of course, if it’s the consensus view
here, I'd go along with that. But there is one disadvantage to
sending it out Thursday night and to all the Banks having it Friday

morning: We'd be adding one critical weekend of possible leaks. And
that two- to three-day period before we have a meeting is when the
media is the most focused. ©On the other hand, with the general view--

CHAIRMAN VOLCKER. Just looking at it from the production
side, what is the problem in getting it out a day earlier?

MR. AXILROD. It would have been impossible before the money

supply started coming out on Thursday night. It’'s more possible now
to do it Thursday night, but I would say it runs the somewhat needless
risk of errors. But it's certainly possible now, whereas it wasn’'t

possible before.

CHAIRMAN VOLCKER. I don’'t know whether we should someday
review the magic day upon which we hold Open Market Committee
meetings. We wouldn’t get into this weekend problem if it--

VICE CHAIRMAN SOLOMON. If it were on Wednesday instead of
Tuesday or instead of Monday and Tuesday.

MR. PARTEE. We've discussed that too at other times.

MR. GUFFEY. There’'s one other problem associated with this.
The way the Bluebook is sent, two copies come to our Bank that are put
together in one package and we have to designate somebody in the Bank
either Saturday night or Sunday to open that material and repackage
it, with one going to Tom Davis and one to me. If each were packaged
separately with our name on it, we’d eliminate that.

MR. AXILROD. Normand knows better than I do, but my
impression is that distribution of the Bluebook is a continuing,
miserable problem. And I think Cannonball Express is probably only
the latest in the efforts to find a reliable delivery service.

MR. BERNARD. That's primarily because the main delivery
services just don’'t deliver on weekends. Given that it’'s ready only
on Friday evenings, we have to rely on--

MR. BALLES. Well, that’'s exactly--

MR. ROBERTS. In view of all this stepped-up security, Tony,
maybe the [additional] day is not that much exposure.

MR. AXILROD. We were very close, Mr. Chairman, to having it
ready this Thursday night. With a little more experience and if we
don’t have last minute data that would involve [revisions], it may
prove possible. But I would--

CHAIRMAN VOLCKER. Let me just give you a reaction to it. It
has the problem of another day., which means the weekend, which I think
is a problem. We have an existing problem of relying upon these
carriers, which doesn’t make me feel all that happy on the other side.
In terms of substance, let me just raise a question with you: What is
the point of getting it so early? You are supposed to be making up
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your own minds before Mr. Axilrod prejudices your view. Maybe it’'s a
good idea to get it late!

MR. BALLES. 1I’'1l speak to that. I think it's a good idea to
get it early because we do have people at the Reserve Banks--whether
it’'s one, two, or three--who spend a good deal of their time on
analysis of policy options and so forth. As things now stand, if the
Bluebook doesn’t come in until Sunday, they never do get a chance to
read it or provide input or advice to the principal who comes to the
meeting, at least in my case.

CHAIRMAN VOLCKER. Why can’'t they give you that advice
without the Bluebook?

MR. BALLES. Well, they can; it’s just better if they know
all the nuances and the considerations that are in the Bluebook. I
think they would benefit from knowing those before they render advice.
And on the other point, Mr. Chairman, Norm knows we have had some real
horror stories in terms of security in getting this material to the
West Coast. It wasn’'t just a matter of it not arriving but a matter
of it getting lost in the mail. It was out there floating around and
we didn’t know where it was and Norm didn’t know where it was. We
finally retrieved it after extra copies were sent out to us. He and I
were both very. very much concerned about the security problem of it
just getting lost in the mail because of this unreliable weekend
delivery service. I’'m very nervous about that.

CHAIRMAN VOLCKER. How does the ordinary pouch go, whatever
the pouch is? I keep hearing about it. What does it consist of?

MR. BLACK. We would get it Monday morning that way.
CHAIRMAN VOLCKER. Who delivers it?

MR. BERNARD. Well, I'm not sure.

MR. CORRIGAN. It's our check couriers.

MS. TEETERS. It goes in the afternoon, right? It [can’t]
come out Thursday night.

MR. BERNARD. The problem with the pouch is that we would
have to have the Bluebook ready by about 5:00 p.m. or it's just too
late to make it into the pouch.

MR. GRAMLEY. On what day., Friday or Thursday?
VICE CHAIRMAN SOLOMON. Thursday to get it to us on Friday.

MR. AXILROD. Well, we'd never make the Thursday night pouch.
We could make the Friday night pouch if that would get it delivered
any better. But I doubt that it would.

MR. BERNARD. I don’'t believe that delivers until Monday.

MR. AXILROD. Yes, I know. As I said, I don’t think that
will help one bit. But if we tried for Thursday, we’'d be through
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about midnight. As it is we could get it out in the course of the day
on Friday earlier than we used to get it out.

CHAIRMAN VOLCKER. Whom does the pouch go with--our check
couriers?

MR. CORRIGAN. Yes.
CHAIRMAN VOLCKER. How do they get to Washington?

MR. CORRIGAN. It goes out of Richmond; it doesn’t go out of
or come in to Washington. Everything that goes by pouch in and out of
Washington goes through Richmond.

VICE CHAIRMAN SOLOMON. What you’re saying is that if we were
to try and get the Bluebook out to the Reserve Banks on Friday and you
don’t finish preparing it until midnight on Thursday, then you are not
talking about the pouch but some kind of special express service that
will get it to us by Friday afternocon. I don’'t think we’d all get it
by Friday.

MR. AXILROD. Well, that's what we do now. We have an
express service special that goes out whenever it’s ready on Friday.

VICE CHAIRMAN SOLOMON. I know, but it comes in over the
weekend. What I'm saying, though, is that if it doesn’t go out until
sometime after midnight on Thursday, I don’t think everybody would get
it on Friday in time to--

MR. CORRIGAN. There may be a better solution to this. Last
Saturday we tested for the first time this new high speed facsimile
transmission among all 13 of us, the Federal Reserve Board and the 12
Federal Reserve offices. This thing really works fast and produces a
very good copy, and it may be that we can use that. That would
eliminate the carrier and it would also eliminate the security problem
upon receiving it at the Reserve Banks.

CHAIRMAN VOLCKER. How do you control the number of copies?
MR. CORRIGAN. I don’t know where the machines are in most
other Fed offices, but at least in my Bank--and for precisely that

reason--it’s right next to my office and it’s very tightly controlled.

MR. PARTEE. There's a really good suggestion. We could say
at 2:00 p.m. Friday afternoon or something like that.

VICE CHAIRMAN SOLOMON. It's fairly easy to deal with. All
Mr. Bernard would have to do is call that number and say "We’'re about
to transmit" and some designated person would just stand there and
physically take it off the machine.

CHAIRMAN VOLCKER. Is that in operation now?

MR. CORRIGAN. Yes.

CHAIRMAN VOLCKER. Can it take charts?

SPEAKER(?) . Yes.
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MR. CORRIGAN. It really makes good copies.

MR. AXILROD. We could try that, Mr. Chairman.
CHAIRMAN VOLCKER. Is it secure?

MR. CORRIGAN. It's more secure than Cannonball!

MR. AXILROD. We have gone through that, Mr. Chairman, with
the Federal Reserve Bank of New York in getting comments from Mr.
Sternlight. The transmission has been terrible.

MR. CORRIGAN. Not with this new one.

MR. AXILROD. I don’t know. The new one may work. It’'s the
old one that doesn’t work so well.

MR. CORRIGAN. It really is good.
MR. GUFFEY. Will it print a blue cover? [Laughter.]

MR. ROBERTS. It could be transmitted that way and then we
could pick up the regular report when we come down here.

MS. HORN. Mr. [Vice] Chairman, would you speak just a minute
to the security [unintelligible]?

VICE CHAIRMAN SOLOMON. Our report doesn’t get into this
question. It seems to me that if the Chairman wants, he can authorize
a trial run on it next time.

CHAIRMAN VOLCKER. Yes, let me look at it and we’ll see
whether we can make some alteration next time. This doesn’t enter
into this report. Are there any other issues? Should we reconsider
when we meet? I won’t do it now, but--.

MR. PARTEE. It seems to me that we once went through all the
days of the week and it turned out that Tuesday was the only possible
day.

CHAIRMAN VOLCKER. I don't know.

VICE CHAIRMAN SOLOMON. Yes, but that had to do with the day
of the directors' meetings and the last day of the settlement week.

CHAIRMAN VOLCKER. Actually, I thought that Tuesday was a
particularly awkward day in terms of the data flow.

MR. PARTEE. Yes, it had to do with directors’ meetings.

VICE CHAIRMAN SOLOMON. Do all Banks have their directors’
meetings on Thursday?

MS. HORN. Thursday.

MR. FORRESTAL. We have a lot of ours on Friday.
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VICE CHAIRMAN SOLOMON. So, it's either Thursday or Friday.
No Bank has a day different from that for directors’ meetings?

CHAIRMAN VOLCKER. I thought one Bank had them on Monday or
Wednesday, but that could have changed. Well, we’ll look into these
things. Meanwhile, I guess we can approve the report with the two
amendments that were made. Do I have a motion?

SPEAKER(?). Move to approve.
SPEAKER(?). Second.
CHAIRMAN VOLCKER. Without objection.

MR. PARTEE. Mr. Chairman, did we take up item 7 on the
agenda?

MR. GRAMLEY. ©Not yet. You skipped it.
CHAIRMAN VOLCKER. I don’t know where we are [on the agenda].
MR. GRAMLEY and MS. TEETERS. Bankers acceptances.

MR. PARTEE. Yes. There was a Manager’s recommendation very
different from [the recommendation in the memo], and I thought we
ought to have some discussion of that.

CHAIRMAN VOLCKER. Where am I? I'm following--
MR. PARTEE. You were on number 8. Somehow item 7 got lost.

CHAIRMAN VOLCKER. Let's go back to bankers acceptances. I
skipped it because it’'s not on this [summary] memorandum. Anyway,
let’s consider bankers acceptances.

MR. PARTEE. RPs on bankers acceptances.
CHAIRMAN VOLCKER. Mr. Sternlight., you have a memorandum.

MR. STERNLIGHT. As noted in my memo to the Committee, Mr.
Chairman, I felt the decision on whether or not to continue doing
repurchase agreements in BAs was a very close one. In fact, I had
initially written a summary for my own staff summarizing the pros and
cons, which came out marginally for staying with the operations. We
kicked it around for a while and were persuaded, with varying degrees
of enthusiasm, to come out on the negative side. But again, for some
of us anyway, quite narrowly. That was our evaluation of, on the one
side, the modest usefulness of continuing the operations and, on the
other side, a small but nonnegligible risk of continuing those
operations.

CHAIRMAN VOLCKER. What is the modest usefulness?

MR. STERNLIGHT. Well, that we do part of our operations in
them when we do repurchase agreements. For the System Account it has
worked out in the last year that about 7 percent was in BAs. When
this issue was reviewed a year ago the average had been more like 10
to 15 percent. When Mr. Axilrod and I presented a memo just a year
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ago on this subject we also thought the decision was close and came
out narrowly for continuing the operations. One factor that weighed
in that narrow balance was that our withdrawal might add to general
market anxieties about the banking system, which we regarded then as
less acute than in the previous summer and fall--that is the summer
and fall of 1982--but still present in some measure. We are now
another year past that relatively sensitive period of 1982, so that
reason for not withdrawing seems to carry a bit less weight. In the
meantime the use of BAs in our repurchase agreements has diminished
somewhat further. So, in my view, those factors tip the scale from
narrowly in favor of continuing to narrowly for withdrawing. But as
our recommendation stated: If the decision is to withdraw, it should
be with several months’ notice to the market.

MR. PARTEE. Peter, am I right in thinking that if you knew
some very, very compellingly bad information about a large bank that
you wouldn’t want to make RPs on their bankers acceptances?

MR. STERNLIGHT. We would try to duck it. If it were known
in the market, then I think the market would not present us with such
a name because that just wouldn’t be a good name circulating in the
market. But if we had some information and the market in general
didn’t, then we would hate to make the waves that would be made by
rejecting it, so we probably would take it.

MR. PARTEE. And that would also include a foreign agency or
branch?

MR. STERNLIGHT. It could, yes:; and that tends to be a fairly
sizable proportion of what we do.

MS. TEETERS. Are you typically offered more of these than
you accept?

MR. STERNLIGHT. Yes, but Governor, we don’t really have that
choice. When we are doing RPs, we will make agreements with the
different firms to do an even $5 million or $10 million and so on.
It's only late in the day that we find out what actual acceptances are
being presented. They don’t present us with a million at such and
such a rate in a particular bank that is named then; the names usually
come up later.

VICE CHAIRMAN SOLOMON. What rationale would you give in your
public announcement that gives a few months’ notice?

MR. STERNLIGHT. Well, that we have found this of limited
usefulness and that the market is mature and certainly doesn’t need
our participation for support purposes, but so as not to be
precipitate we are making the change as of 3 months hence or 6 months
hence or whatever. I’'d say something like that.

CHATIRMAN VOLCKER. My reaction to this is that the issue
doesn’t turn at all on its usefulness to open market operations, which
seems to me close to nil one way or the other. We were in there
historically because of some idea that this market ought to be
nurtured and supported and for a kind of regulatory coloration--that
we determine what is an eligible acceptance and all that business.

And there may be some usefulness there yet. I don’t know what it is
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but maybe there is. But against that, and given what I know or have
found out about the bankers acceptance market recently--that it is
operating in a high, wide. and handsome way--it strikes me that I
don’t particularly want to endorse that. And we get into the messy

regulatory question as well--this question you described: If
something goes wrong, do we do it or not do it or what kind of signals
are we sending? We may be well advised to get out. My only
reservation is: Are we really losing something on surveillance on the

regulatory side?

MR. PARTEE. Well, of course, we got out of buying and
selling them some time ago. Isn’t that right, Peter?

MR. STERNLIGHT. The outright [purchases and sales], yes.
CHAIRMAN VOLCKER. We don’'t examine them anymore.

VICE CHAIRMAN SOLOMON. There are some people, I think, who
misinterpret the Federal Reserve eligibility as a good housekeeping
seal. We learned more about bankers acceptances when we looked into
the Mexican line than we did at any other time.

CHAIRMAN VOLCKER. Well, that’s what worries me: that we
give this implicit blessing and we don't really use it to see whether
the market is behaving within certain parameters yet there’s this
assumption that we do. If we don’t use it, get rid of it.

VICE CHAIRMAN SOLOMON. But can we really have an
announcement that we will be discontinuing this within a few months
without raising questions that we think some banks are shaky or
without the market wondering what lies behind our doing this?

MR. MARTIN. Deregulation. And we’'re relieving the reporting
burden on financial institutions.

MR. PARTEE. Well, we say we have plenty of government
securities and no probability of any shortage any time soon. We say
we don’t need it for open market operations and we say the market is
strong on its own and therefore--

MR. MORRIS. The market has matured.

CHAIRMAN VOLCKER. We don’t use this now for any surveillance
purposes or any that I can understand.

MR. STERNLIGHT. 1It’s not used in a significant way.

MS. TEETERS. If we stop using it for repurchase agreements,
could we drop that distinction between eligible and ineligible now?

MR. STERNLIGHT. I think that’s a distinction that still
applies for re-discount at the discount window, and relief from
reserve requirements would still hinge on that aspect. I don’t think
that would be affected.

CHAIRMAN VOLCKER. You haven’t made that distinction in your
operations, have you?
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MR. STERNLIGHT. No. We have a requirement for what is
eligible for our purchase but that goes to the market acceptability or
tradability of the name.

CHAIRMAN VOLCKER. The more I hear, the more I think we ought
to get rid of it.

MR. PARTEE. I do too.

MR. MORRIS. As far as the regulatory aspect, the New York
Reserve Bank could still exercise some surveillance over the market
even though we were not operating in acceptances as RPs. Is that
dependent upon--

CHAIRMAN VOLCKER. Well, I don’t think it is absoclutely
dependent but I may be wrong. Historically when we used to buy them
outright--maybe not in recent years but going back to the ’'20s, ’30s
and '40s--somebody would sit there and say: Is this a good
acceptance? Has it got the document attached? Does it meet the
criteria of eligibility? That has faded away through the years. I
think that was part of the purpose of our being in there: That we
would only buy the good stuff and the idea was that the market would
then gravitate toward the good stuff because that’s the only thing we
would buy.

MR. GUFFEY. Wasn’'t there a time, though, in the recent past
when we used bankers acceptances when collateral was otherwise short?

MR. STERNLIGHT. Going back some years, yes. When government
securities were in short supply it was helpful but it hasn’t been that
critical.

MR. GUFFEY. But that’'s no longer present. The market is
mature; I don’t see why we don’t get out of it.

VICE CHAIRMAN SOLOMON. We could have a line in the
announcement that says that if the budgetary deficit--

MR. PARTEE. It is conceivable that we might have some
embarrassments looking ahead. We don’t have any now. We can get out
gracefully now. And it won’'t present a possible issue later on.

MR. BOEHNE. To me, the marginal reasons for being in this
have gotten weaker and weaker over the last few years and there aren’t
any good reasons that I can see.

CHAIRMAN VOLCKER. Is there any point in putting this out for
comment? What do our lawyers say?

MR. OLTMAN. You don’t need to.

CHAIRMAN VOLCKER. We’ve said that about some other things.
MR. MARTIN. You're asking for a legal opinion.

MR. BLACK. It might make it a tad easier to resist buying

something else if we are going to get any pressure to buy something we
don’'t want--some favored security somewhere.
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VICE CHAIRMAN SOLOMON. You are recommending, though, that
you continue to have the authority just as you have the authority,
although you haven’t used it, to buy them outright?

MR. STERNLIGHT. Yes.

VICE CHAIRMAN SOLOMON. Does this require a formal vote? Or
what does it require?

CHAIRMAN VOLCKER. What are we doing? We would still have
the authority to buy but we’'re not going to exercise it? I didn't
understand that.

MR. STERNLIGHT. That’'s what was done when we withdrew from
the outright [market]. There was no formal change in the
authorization.

MS. TEETERS. Did we announce it when we withdrew from that?
MR. STERNLIGHT. I think we did.

MR. PARTEE. I think all it takes is Committee acceptance of
the manager’s recommendation, which is to stop in practice doing RPs
on bankers acceptances over the next several months in a graceful way.

CHAIRMAN VOLCKER. I really have no problem with that but it
raises the question of why we have the authorization. But we can face
that down the road.

VICE CHAIRMAN SOLOMON. Well, one could conceive of a
situation in which we would want to use the authority and we might
want to use the authority without waiting for the next FOMC meeting.
Presumably the Executive Committee could authorize that if there were
some reason.

MR. PARTEE. Executive Committee on what?

VICE CHAIRMAN SOLOMON. There is an Executive Committee on
foreign currency.

MR. PARTEE. No, I think it would have to be a wire by the
Chairman or a notification vote.

CHAIRMAN VOLCKER. For the time being we don’t have to face
that. If there is no objection, we’ll leave the authorization for the
time being and review it later.

MS. TEETERS. Are we going to have an announcement?

CHAIRMAN VOLCKER. Yes. Well, I guess we're up to [agenda
item 9], the minutes.

MR. AXILROD. Mr. Chairman, do you want to decide whether
there should be a length of time between indicating to the market that
we’'re not going to be in and actually not being in?

CHAIRMAN VOLCKER. That is the presumption isn’t it?
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MR. STERNLIGHT. Yes. But I don’t know whether agreement was
reached on what that time interval should be. I would suggest about 3
months.

CHAIRMAN VOLCKER. You can delegate that to the Chairman and
the Manager if there is no objection. We have to get to the minutes
in a minute. The thought occurred to me in our discussion of
confidentiality that we have a request--I guess from Mr. Fauntroy. but
I'm not sure how hard it is being pressed by Mr. Fauntroy--that we
give his staff rather than the whole subcommittee on the House Banking
Currency Committee Part II of the Greenbook modified to redact those
very few sentences that have some confidential projection or policy
implication. There is very little of that in Part II. It is mostly a
pretty straightforward rendition of the business picture and the
financial picture and so forth. There is an obvious problem with it
at least in the sense that we did it recently for the Redbook and it
becomes a question of whether conceding some of these things to them
is helpful in terms of harmonious Congressional relationships,
assuming it’'s harmless, or whether it only encourages the next
request. The fact is that it is a little hard to make a big
intellectual case about this because there isn’t much in [Part II of]
the Greenbook that is not in the public domain anyway.

MR. PARTEE. But it’s our analysis of the statistics, of
course, which may differ from other analyses from time to time.

CHAIRMAN VOLCKER. It’'s a pretty straightforward analysis, I
think, for the most part.

MR. GUFFEY. When is that released--if ever?
MR. AXILROD. After five years.
SPEAKER(?). Except for the parts discussing foreign banks.

MR. GRAMLEY. What about the parts from the international
division?

CHAIRMAN VOLCKER. That is one place where some deletions
would have to be made.

MR. GRAMLEY. If we do this, it might be wise to put a
different cover on it and stop calling it an FOMC document.

MR. ROBERTS. Stop calling it a Greenbook. That’s how they
identify these things. They hear there’s--

CHAIRMAN VOLCKER. That's what we did with Redbook.
MR. GRAMLEY. Make this one beige too!

MS. TEETERS. But Lyle, if we do that, then it is not being
limited to Fauntroy and his staff. It becomes almost a public
document and not an FOMC document.

CHAIRMAN VOLCKER. I think one would have to assume this is
virtually a public document anyway whether they promise not to



3/26-27/84 -22-

reproduce it. Copies go to every member [of Mr. Fauntroy's
subcommittee] of the House Banking Committee.

VICE CHAIRMAN SOLOMON. Why not give them a Blackbook?

CHAIRMAN VOLCKER. They already think it is accompanied by a
black file.

MR. PARTEE. If I were sitting down in Mr. Kichline’'s chair,
I would object strenuously because I think it would affect the way it
is written. I think the Redbook has been greatly affected by becoming
the Beigebook and I think the Greenbook would be affected by becoming
a public document. One is just much more careful--much more stylistic
and formalistic--in the way things are said. For example, the staff
wouldn’t point out that there’s something wrong with the GNP figures
because of the treatment of PIK or they would say it in such a subtle
way that no one could understand what they were saying. And I think
there would be a loss of capability to communicate with the Committee.

MR. MORRIS. Couldn’t all that be brought over to Part I?

MR. PARTEE. Well, I suppose so. You remember, there didn’t
used to be a Part I; there was just a Part II. Part I came about
because we thought we would do those projections and that they ought
to be more confidential than Part IT.

CHAIRMAN VOLCKER. It didn’t used to have any projections at
all?

MR. PARTEE. It had no projections at all when I came here.
But I must say, I think it is a way of communicating. What you’ll
probably have to do is develop a Part I supplement or something that
has more of the material that used to be in Part II.

CHAIRMAN VOLCKER. Well, I think you’re right in worrying
about some inhibition on the way the document is written. I don’t
know how great that is and I don’'t know whether there is any general
impression that the Redbook has diminished since it is written to be
distributed or whether in fact that has led to any difference in the
way people write it. Is that a common appreciation? We do delete
these sections--they are distributed separately.

MR. GRAMLEY. I have the perception from reading the
Beigebook that apart from some certain stylistic changes--taking out
comments such as one director said something and taking out the view
of panelists--that the content of the Beigebook is not materially
different from what the Redbook was before.

MR. BOEHNE. Another way to approach this is to ask: What
will be the next request and is it easier to say no at that point than
to say no at this point?

CHAIRMAN VOLCKER. Well, we took a very strong line that Part
I was verboten and that has not been pressed at this point. Now, what
they will do six months from now or a year from now--.

MS. TEETERS. Just looking at the current Greenbook, I think
the very first sentences of Part II would have to be totally
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rewritten. That reads: "The pace of activity picked up vigorously
early this year. Housing activity surged, auto purchases and other
retail sales rose strongly, and industrial production advanced rapidly
in both January and February." There’s no question about where the
Federal Reserve staff views the first quarter as a result of that.
Practically every one of those adjectives would disappear.

MR. KICHLINE. We didn’'t try to leave any doubts in that
document.

MS. TEETERS. That goes to Chuck’'s point about communication.
MR. MARTIN. You wrote 4 headlines.

MR. BOEHNE. That would become: "The economy grew in the
first quarter on several fronts."

MR. KICHLINE. I think there is some concern. When you go
through these with a little time lag, it’s pretty difficult to spot a
whole series of things that are a potential problem. They come up in
Ted’s area particularly. On the domestic side., in the past there have
been occasions when the monetary data we had were not for the full
month and we put in rates of growth for the full month. Or we have
put in our corporate bond and stock markets forecasts of various
things going out several months. With time, I think the sensitivity
declines. I do remember for many years I was assigned the unpleasant
chore of writing the Quarterly Report for Mr. Proxmire’'s Joint
Economic Committee and that report was very different from the
Greenbook. It supposedly said the same thing--it was on current
financial conditions--but it was quite a different animal. When you
write something you have in mind the nature of the audience and it
makes you more sensitive.

CHATIRMAN VOLCKER. I think there is something to that. But
of course you are risking that if they really press, we’ll tell them
we will reinstate the Proxmire-type reports.

MR. KICHLINE. Well, I'm not adverse to that. And if I have
to do this, I would like to get some double mileage out of it. For
example, we can get some bulletin articles out of doing that and save
some staff time to do something else. If we put a public document out
but beef up Part I in a selected way to cover other things, it’'s
conceivable that the Committee might be better off with a different
Part I and a Part II that we use [as a public document].

CHAIRMAN VOLCKER. Well, I don’t want to probe all your
minds, but how many people read Part II?

VICE CHAIRMAN SOLOMON. Now you have to ask how many people
read it some of the time.

MR. BALLES. Once a year.

MR. PARTEE. [The Governors] don’t have the personal staffs
that the Presidents have to give us all that information. We have to
read Part II.
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CHAIRMAN VOLCKER. I don't think we have to linger on this
any more. We won’'t do anything immediately but I think we ought to
review the whole issue. I don’t have any particular feeling that Part
I should be longer. But we’'ll get the answers to Part I when we
discuss Part II. We won’t do anything for the moment. Now I’ll go to
the minutes. Do we have a motion?

SPEAKER(?). So move.
MR. MARTIN. Second.

CHAIRMAN VOLCKER. Without objection, the minutes are
approved. Foreign currency operations, Miss Greene.

MS. GREENE. [Statement--see Appendix.]
CHAIRMAN VOLCKER. Questions or comments?

MR. BOEHNE. I have two questions in two quite different
areas. The first question: When the chart show was given in January,
as I recall there was a chart that forecast some decline of the dollar
this year. I don’t think it was given with a great deal of confidence
but as I recall the chart the dollar was down. The Greenbook forecast
is a good bit stronger and I gather that whatever your interest rate
forecast was two months ago it is probably higher now. How would you
draw the chart on the dollar now, if you had to do it, compared to two
months ago?

MR. TRUMAN. Fortunately, since we do the forecasting for
that purpose on the basis of quarterly averaging, it allows us to
smooth out some factors. The chart show forecast was based on
projections from the fourth quarter of 1983 through the end of the
projection period and we had particular numbers for the intervening
quarters just because we do that for the convenience of it. In fact,
we had felt that the dollar was going to stay up longer than we have
in this forecast although we have left the projection mostly the same
for the balance of the period--going out after the third quarter of
this year. So it is the same for the fourth quarter of 1984 and the
fourth quarter of 1985. For the first and second quarters we moved it
down just slightly, from 131 to 130 on average for the first quarter
and 129 or something like that to 126 or so for the second quarter,
because it looked like interest rates, if anything, could have firmed
a bit--and also because we have been burned so badly, if I may put it
that way, as you alluded to President Boehne. We had felt that it
might be some time before the cumulative effects of the current
account would begin to show through; in fact, they have come in
somewhat sooner and stronger than we had implicitly projected at that
time.

MR. BOEHNE. My other question has to do with the debt
situation. Is there anything that can be said about that at this
point?

CHAIRMAN VOLCKER. You’'re looking at me rather than at the
people at the other end of the table. Well, I think the answer to
that is "Yes." Most of the attention right now is focused on
Argentina where, as you know, they have a new government and a very
difficult external problem. The amount of indebtedness is large; it’'s
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half the size of Brazil’'s or Mexico’s, but it is still fairly large.
The new government has had a lot on its mind to say the least
internally as well as externally and they were not moving very rapidly
toward an external--or internal for that matter--economic adjustment
program. In a sense they lost a quarter or so while they were
pursuing other priorities. As a result, there are possibilities at
least of more substantial problems. I suppose it’s fair to say that
the possibility of getting a letter of intent this week before the end
of the quarter is at the vanishing point. It seems very unlikely
under those conditions that interest [arrears] will be brought up to
date through the fourth quarter of last year, which means those loans
will become nonperforming early in April and will affect earnings
statements early in April.

But more important than that: This is the first time, I
think, that this has happened to any of these major borrowers. And
what psychological reaction it will have on the banks’ attitudes or on
the market, and indeed on Argentina, remains to be seen. That would
be amplified further if it is followed by a classification of the
loans, which isn’t automatic and which seems to be natural unless
activity picks up pretty rapidly with the [International Monetary]
Fund. There are some indications that it is picking up now and there
has been a reasonably straightforward effort going on to reach
agreement with the Fund just in the last week--in terms of actual
discussions with the Fund even in the latter part of last week, to be
more precise. There are indications that the government wants to
reach an agreement. Certainly, the Fund wants to reach an agreement.
There are discordant voices within Argentina and some very real
difficulties on such little matters as how far they can reduce the
budget deficit, to take one example. Wage policy traditionally enters
into these negotiations. They have been following an ad hoc policy
from month-to-month of increasing real wages. Inflation is
accelerating; monetary policy is lax: and the [peso] is probably a
little overvalued. And two-thirds of their exports would be eaten up
by the need to pay interest. Otherwise there wouldn’'t be any problem!

I might say in just looking at the Argentina problem that
they have a big trade surplus, very largely based on agricultural
exports. The country is reasonably self-sufficient. Part of their
big debt reflects some recent current account deficits, but not half
of it and maybe not more than two-thirds of it. In rough numbers they
have had proportionally an exceptionally large amount of capital
outflow, and like some of these other countries they finance private
capital outflow by the government borrowing the money back. But the
assets have flown. They don’t generate any income for Argentina
because the income stays abroad as well as the assets, and it puts a
very large burden on their current account to manage their external
debt. We have a problem within Argentina and, of course, we have the
contrary problem that whatever happens to Argentina--which in and of
itself might be a manageable situation--how can you expect a situation
to remain manageable or what are the risks that it will spread to
other borrowers and we will have a much bigger problem on our laps?
So, that is the focus of concern.

Now, there are continuing concerns with other countries.
Peru lost a finance minister recently. Mexico continues to look good
from the external side but it still has sluggish growth. However, it
does look as if they may be approaching a situation where they will
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not have to rely much, if at all, on net new external expansion.
Brazil, on the other hand, is just in the middle of what has finally
become, I think--there are still some questions about it--a pretty
forceful internal adjustment program, tightening their monetary
policy. But the success of that is still not clear.

MR. BOEHNE. Do you think there will be interest rate
concessions forthcoming from the banks?

CHAIRMAN VOLCKER. Well, I don’t know what you mean by
concessions. It’'s a very foggy word. The idea of giving what one
might term a subsidy, which Argentina no doubt would like, would be an
extremely difficult one for the banks and in itself would raise a lot
of questions of precedent for the other countries. Certainly, the
Argentines will at the very minimum go for whatever concession--more
narrowly defined as a low spread--they can get. That would give banks
some heartburn too on the theory that the Argentine payments are not
as large as the payments of other countries and why do they deserve as
narrow a spread as Mexico has gotten. The Argentines probably won’t
be very happy with the Mexican spread. That poses a problem.

VICE CHAIRMAN SOLOMON. On those 22 reschedulings that have
been held up, one went through; it was controversial. The new
government came in and they basically want better terms. On those,
what the banks have offered them is to reconsider the maturities but
not the spreads, and so far there has been no movement because
everything is held up in Argentina. It’'s not only the IMF thing,
which of course is the key. There is also still that billion dollars
of money that they could make available to Argentina that would be
coming back to them as interest. Then there are the 22 reschedulings
on which there is no movement. So, there is an impasse.

CHAIRMAN VOLCKER. One can say increases in interest rates in
the United States don’t help any of these problems.

MR. PARTEE. It’s close to a six month give-up of interest
for them. I think the last payment was October 12th.

CHAIRMAN VOLCKER. It was October 3rd or something.
MR. TRUMAN. It was the 13th.

CHAIRMAN VOLCKER. However, some banks have told me that they
have gotten scattered payments since then.

MR. TRUMAN. They are [not] paying the interest. They have
been paying some of their trade arrears, which in some cases involves
payments to banks.

MR. PARTEE. I see.

MS. TEETERS. 1In these renegotiations, Tony, are the rates
being offered these countries a spread over LIBOR or prime and then
the rate moves as those rates move? Is that the way they transmit the
change in rates in the United States?

VICE CHAIRMAN SOLOMON. Or in the Eurodollar market.



3/26-27/84 -27-

MR. GUFFEY. How much of that Argentina debt resides in U.S.
banks and how much in non-U.S. banks?

CHAIRMAN VOLCKER. It’'s $9 billion dollars or something like
that for U.S. banks.

MR. TRUMAN. It’'s something like $9-1/2 billion for U.S.
banks out of the $25 billion.

VICE CHAIRMAN SOLOMON. I looked at the hit that the New York
banks would take if the loans become nonperforming on March 31. It
doesn’t add up to a lot. is the most vulnerable
but the numbers still are not terribly large yet, although it has a
definite impact.

MR. GUFFEY. When the loans go nonperforming, what percentage
do the banks have to charge off?

VICE CHAIRMAN SOLOMON. They don’t have to charge off
anything automatically just because a loan is nonperforming.

MR. BOEHNE. They have to take out what they put in, I guess.
Don’t they?

CHAIRMAN VOLCKER. They would have to not record the accrued
interest for the first quarter and also subtract out from the first
quarter earnings what they already had accrued from the fourth
gquarter. So they get a double hit in the first quarter.

MS. TEETERS. Do they have to put up reserves?

CHAIRMAN VOLCKER. No, not at this point. They don’t have to
but the process is beginning that leads to classification and then to
further classification and at that point they would have to.

MR. TRUMAN. Our investigation, Mr. Chairman, suggests that
not all banks would automatically in all cases back out the fourth
quarter [accrued interest] under those circumstances. It’'s not
explicitly required by the instructions. It’'s an acceptable practice.

MR. PARTEE. They would deduct it from their reserve for bad
debts, wouldn't they?

MR. TRUMAN. They don't always. That's the form in which
they often would take out the fourth-quarter [accrued interest] if
they were doing the fourth quarter. But at least my information
suggests that they don’'t always do that in all cases. They do stop
accruing after 90 days but the previous period in some cases--

MR. ROBERTS. The previous period is usually a reserve
adjustment and the current period is a reversal.

MR. PARTEE. That’s the way they are supposed to do it
according to the Call Report.

MR. TRUMAN. That’s right. That’s the so-called acceptable
way of doing it: to deduct it against loan loss reserves and then
replenish the loan loss reserves to that extent. That, in effect,
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takes the income hit in the first gquarter. But in some cases, I
understand, banks have declined to do that--or their internal
accounting people have chosen not to do that.

MR. ROBERTS. If you had an adequate reserve you wouldn’t
have to replenish it?

MR. PARTEE. Yes. You might have to later on.

VICE CHAIRMAN SOLOMON. Adequacy is in the eye of the
beholder.

MR. ROBERTS. That’s right. The bank is the beholder.

MR. PARTEE. Banks are supposed to have some outside
accountants that tell them.

MR. BALLES. Mr. Chairman, I have a request that may be too
delicate for you to comment on--I'm not sure--but I'm going to read it
anyway. I'm scheduled in early April to give a talk to a banking
association for foreign trade, as Chuck knows. They tried to get him
and had to settle for me. In any event, the point may come up at that
meeting in terms of comments that have been made in the press that you
have had a role, and maybe a leading role, in urging the banks to
reduce the interest rate that they are charging these troubled Latin
American countries. If that question comes up, is it true or not?
What should I say? No comment? I don’t know? Maybe?

CHAIRMAN VOLCKER. I don’t think you want to get drawn deeply
into that subject, but I haven’'t made any great secret of the fact
that in the situations where there has been clear improvement I think
that ought to be taken into account in setting terms--whether interest
rate terms or maturity terms or the size of the package or whatever.
But we haven’t gone around on a case-by-case basis [unintelligible]
drawing out interest rate spreads. A clear case of improvement is
Mexico.

MR. PARTEE. I think it was stated quite a bit more broadly
than that in the article in The Wall Street Journal that you probably
are referring to.

MR. BALLES. It was. That’'s the article I was referring to.

MR. PARTEE. I don’'t know. As a matter of fact, I called to
find out if anybody knew whether you had been doing this or not after
I read that article and I couldn't find anybody who did. I think it
was more broadly stated in terms of a considerable interest rate give-
up. It reminded me of the days when they used to say that the Fed
told the banks they ought to continue with those REIT loans. We never
said it, but that was what all the bankers said we said.

VICE CHAIRMAN SOLOMON. Well, if interest rates keep going
up, the question is going to arise as to whether the [unintelligible]
banks are capable of devising some kind of new relationship in regard
to the increase or whether the financing put together by the IMF is
going to have to be revised in the middle of the year, although that
could create consequences. In other words, there has been some talk,
but it has only been in general terms, about the banks and a cap on
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payment of interest rates; and any rise in interest rates would be
capitalized so that it wouldn’t disturb the cash flow projections and
the financing that has been arranged for the year. So far there is
nothing very concrete, even though there has been a good deal of talk.

CHAIRMAN VOLCKER. I detect an interesting phenomenon in this
area. When you talk to the banking statesmen, if there are such
people--or to those who would like to think they are banking statesmen
at large banks or small banks or American banks or foreign banks--they
talk very freely about reducing interest rates and the need for
concessions, for caps, or whatever. When their delegates arrive at
the banks’ advisory committee meetings that atmosphere seems to be
noticeably absent. I think it’s fair to say that we can have formal
conversations that probably encourage larger thinking but it doesn’t
get transmitted very much in their--

MR. BALLES. That's surprising, because I know that at least
at two of our big banks on the West Coast
those at the top level have stated that they feel
concessions ought to be made on interest rates. I wasn’'t aware that
the people who show up at these meetings are taking a different view.

CHAIRMAN VOLCKER. by and large does not
show up at these meetings. does. 1In some cases where
banks were not at these meetings, I could only report an impression.

I don’'t try to track all these down. Bankers who have talked in

rather sweeping terms are also reported to be with banks that don't
want to participate or want to raise the interest rate when the
telegrams go out. They think the terms are too narrow. I don’t think
I'm completely misreading this situation: There’s a difference between
the guy [whose] bonus is being determined by the performance of these
loans and the interest rates on them and the executives who are
somewhat above those levels.

MR. BOEHNE. Some of the regional bankers in my territory
have said that they won’t kick another dime into these but they would
talk about interest rate concessions. Apparently what you are saying
is that they will talk about it, but that’s about as far as it goes.

CHAIRMAN VOLCKER. Well, a lot of very tricky problems arise
in interest rate concessions or roll-ups or whatever in maintaining
any sense that these loans are then currently performing and

[unintelligible]. That raises a whole range of other problems about
how many reserves and so forth and it changes the whole nature of the
negotiation with foreign countries. There’s a legitimate fear that

once they began making concessions, where does it stop?

MR. BOEHNE. Right. I was told by the regional bankers in my
territory that regional banks around the country were getting together
to come up with a uniform approach to the next round when they would
be asked to kick in more. But I never did actually hear the result of
that get-together. Have you heard anything about that?

VICE CHAIRMAN SOLOMON. No, and I don’t think it’s very
likely, or practical either, for them to organize and talk that way
because among the banks that aren’t coming along there is a mixture.
There are very few of the important regional banks that don’t come
along eventually, although there may be 30 or 40 of the smaller banks.
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MR. BOEHNE. I think the next time you try to get them to
come along it’s going to be a heck of a lot tougher than the last
time.

CHAIRMAN VOLCKER. It gets a lot tougher not just for them;
it gets tougher for the bigger banks and for the European banks. The
whole process is getting tougher. But if you want to look at the
other side of it and hold this thing together a while longer, it is
quite feasible, as I suggested earlier, that Mexico will come back
next year and we can forget about all those regional banks and smaller
banks. And maybe the bigger banks wouldn’'t have to provide anything
either. That doesn’'t say there isn’'t a lot of refunding to be done.
But I think it’s easier if we can make a distinction between
restructuring or refunding and new money. Mexico might be getting
close to becoming a country that in some sense has made the adjustment
and isn’t totally dependent upon these greatly ginned up programs.

And then people will begin saying yes, conceivably they are beginning
to see the end of the process--"end" is stretching a little, but at
least an end of the process of a mass draft of new money for one
country--and we can begin looking more hopefully at other countries.
But we have to hold it together for a little while longer before that
can happen.

MR. FORRESTAL. There was some talk in my District, Mr.
Chairman, about the banks getting together in connection with the
Brazilian situation to resist any kind of new money going in but that
never did materialize either. I was going to ask some--

CHAIRMAN VOLCKER. The basic arithmetic here, of course, is
still very strong. They can sit there and talk about not getting any
new money. The fact is that they’'re getting more interest out of all
these countries and they’re putting in new money. It may be nice to
say the choice is no new money, but the response of the [debtor]
country is no interest.

MR. FORRESTAL. In that connection, if the Argentineans don’t
make an accommodation with the IMF and these loans are put into a
nonperforming status, does that automatically trigger a technical
default on the part of Argentina?

CHAIRMAN VOLCKER. Well, it could. In some sense they’'re in
technical default now. They’'re in a position where a lot of banks
could say Argentina is in default if they wanted to take action.

MR. FORRESTAL. Are the Europeans likely to do that, for
example? That’'s what I was thinking about.

MR. ROBERTS. It just takes one, doesn’t it?

CHAIRMAN VOLCKER. There is a mixture of opinion in Europe
and a mixture of opinion in the United States. So far they’ve held
ranks, but I think the nonperforming status will give some of them
that idea. It will be an event. We will see what happens.

MR. GUFFEY. 1Is there any significance to the fire in your
ashtray?

MR. GRAMLEY. He’s an arsonist!
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CHAIRMAN VOLCKER. No.

MS. HORN. Mr. Chairman, just a point. When these loans are
renegotiated and when regional banks do express reluctance on various
grounds, is it sometimes appropriate when that happens for presidents
to make calls and just state the Federal Reserve’'s position?

CHAIRMAN VOLCKER. We were trying to avoid that.

MS. HORN. Yes, and so am I. Sometimes we get calls from
staff members from various places and it’s a little hard--at least
speaking for myself--to read the seriousness of the problem and
whether it really does warrant a Fed president stepping in or whether
to tell these staff members that they really ought to try the regular
channels [through] the correspondent banks. It’'s a little hard to
read the calls we’'re getting from the System to the banks.

CHAIRMAN VOLCKER. From the System?

MS. HORN. From the Federal Reserve System to the banks.
Sometimes I get calls from staff members either in Washington or New
York suggesting that I call this, that, and the other bank.

CHAIRMAN VOLCKER. Recently?
MS. HORN. No, during these negotiations.

VICE CHAIRMAN SOLOMON. But even then, wasn’'t it couched in
terms of asking the banks what their view was on this matter and
whether they were going to go along or weren't going to go along?
[Unintelligible] stating the Board’'s policy as we saw it but saying
that, of course, they have to make up their own mind.

CHAIRMAN VOLCKER. You are raising the specter in my mind
that there are more such calls than I was aware of. And I hope that’s
not the case.

MR. PARTEE. Always a disturbing thought.

CHAIRMAN VOLCKER. I have not been encouraging such calls.
MR. PARTEE. Unless we are prepared to guarantee the loans.
VICE CHAIRMAN SOLOMON. Well, we did those about a year ago.

CHAIRMAN VOLCKER. In the case of Mexico I can recall that
there were a few calls of inquiry. I’'m not aware of any since then,
but maybe I’'m--

MR. ROBERTS. Yes, Brazil.

VICE CHAIRMAN SOLOMON. Yes, in the case of Brazil there were
a few but not very many.

CHAIRMAN VOLCKER. I didn’t think there were any on this
recent Brazilian exercise. I’'d be interested in knowing where that
came from. Any other questions in this area?
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MR. PARTEE. What did happen with the dollar this morning,
Gretchen? You seemed to allude to a decline.

MS. GREENE. It eased somewhat from Friday.
MR. PARTEE. Just somewhat?

MS. GREENE. Yes.

VICE CHAIRMAN SOLOMON. A four-pfenig drop.

CHAIRMAN VOLCKER. Just to revert to the other issue: I have
told the banks when they have asked that it’s their job to round up

all these things. I've made some statements about general support for
the program, which they can use in publiec, but not in terms of
contacting individual banks. [Let’s turn to] domestic open market
operations.

MR. STERNLIGHT. [Statement--see Appendix.]

MS. TEETERS. Peter, do you anticipate a situation like we
had in September when we had all that money just pouring into our--

MR. STERNLIGHT. It looks very much as though it could be
that large or even a little larger.

MS. TEETERS. Do you expect the total balance to go up into
the $30 to $40 billion area?

MR. STERNLIGHT. Our figures have it up to about $40 or $42
billion, something like that. I think the Board staff’s projections
are not quite that high, but not far from it.

MS. TEETERS. And there’s no indication on the part of the
Treasury to cut back on their borrowing to compensate?

MR. STERNLIGHT. They cut back a little on Treasury bills a
couple of weeks ago. I’'ve been having conversations suggesting a
review of that. But I don’t think we’ll get very much help there.

MR. RICE. Does it seem likely that these funds will stay
with you as long as they did last year?

MR. STERNLIGHT. [The Treasury balance] comes down again in
early May, fairly fast. I don’'t have a very clear time profile,
Governor Rice.

MR. PARTEE. There could be a debt limit problem couldn’t
there?

MR. STERNLIGHT. 1In early May I think there could be debt
limit problem, yes.

MR. PARTEE. I move it.

MS. TEETERS. I second.
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CHAIRMAN VOLCKER. If there is no objection, we will approve
[the recommended leeway increase] with a note in the commentary that
this is in reaction to a very large increase in the Treasury balance
and not monetary policy. We have to ratify the transactions since the

last meeting.

MS. TEETERS. We didn’t ratify the foreign currency ones, did
we?

VICE CHAIRMAN SOLOMON. There were none.

CHAIRMAN VOLCKER. Do I have a motion?

VICE CHAIRMAN SOLOMON. Motion.

MS. TEETERS and MR. RICE. Second.

CHAIRMAN VOLCKER. Without objection. Mr. Kichline.
MR. KICHLINE. [Statement--see Appendix.]

CHAIRMAN VOLCKER. The [next] item on my agenda says:
Committee discussion of economic situation and policy implications.
Mr. Boykin.

MR. BOYKIN. Mr. Chairman, the Eleventh District economy is
growing, although somewhat unevenly. The weakness in the energy
sector has caused manufacturing to be sluggish, but most economic
reports indicate that both residential and nonresidential construction
have continued their strong growth. In the District, the S&L
situation, which has been in the national news, is a matter of
concern. In Texas the S&Ls had a 32 percent increase in assets in
1983 and the federally insured S&Ls from Texas closed about $20
billion in loans in 1983 as compared to $9 billion in 1982. Of
course, we had the closing of Empire Savings in Mesquite, Texas, which
is out where I had mentioned earlier the land switching that was going
on.

MR. PARTEE. You never said it was Mesquite.

MR. BOYKIN. Well, it’'s right out there next to the cowboys.
It's the largest S&L closure in the history of the corporation. My
notes say that it was caused by funding questionable real estate
development loans with a deposit base that consisted of 90 percent
jumbo CDs and 10 percent core deposits and that about $9-1/2 million,
or roughly 3 percent, is uninsured. Office construction continues
strong. Just to cite Dallas as an example: In January we had 15
million square feet of office space under construction compared to a
3-year average rate of about 8 million square feet. Vacancy rates in
Dallas are around 22 to 23 percent and in Houston are 26 percent.
Most people we talk to seem quite concerned about the whole real
estate picture, particularly that there has been so much built in the
multifamily area; but a lot of that concern is now beginning to shift
to single-family construction, although the pace of activity doesn’t
seem to slow down. There are anecdotal comments such as that the
Mesquite situation was the tip of the iceberg and that there are some
real problems in the making out there. Land prices continue to jump--
and jump daily. wanted to buy a little piece of
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land in downtown Dallas for a parking lot. The owner was asking $40 a
square foot. He offered $38 and the seller didn’'t take it and two
weeks later he bought it for $52. So, it’s moving pretty fast.

On the agriculture side--and on the call the other day some
question was raised about agriculture--our feeling is that credit
conditions at our District agricultural banks are characterized by
mostly improved cash flows for District farmers who are cotton farmers
and ranchers who are livestock producers; both now enjoy profitable
price levels for their products. The feed, grain, and wheat farmers
are probably faced with over-production. The rate of loan repayment
seems to have quickened and farmers are requesting fewer renewals and
extensions right now, although the longer-term outlook still causes us
a little concern, Mr. Chairman.

CHAIRMAN VOLCKER. Your comments raise a number of questions
in my mind. Let me just cite some of them and other people can
comment on them. On this last issue, the agricultural situation, your
comments are not what I am getting from some people in the Midwest.
They say the banks are liquid enough but the ability to repay after a
few years is getting less. Land appraised values have declined and
land price [declines] if anything are accelerating and a lot of
farmers are getting increasingly stuck. On this energy situation that
you started out with, my impression is that in recent months it has
been getting a little worse or going downhill instead of uphill for
some reason.

MR. BOYKIN. Well, Mr. Chairman, we did get an improvement in
the rig count; it has backed off a little but it seems to be coming
back slightly. It’s still a difficult situation but what I see at
least is that whatever movement there is seems to be a little on the
positive side. 1I’d say that there is not further deterioration.

CHAIRMAN VOLCKER. Prices of unused rigs went up a little
from a very low level and have begun receding again.

MR. BOYKIN. Well, I would think that reflects the demand.
We had a little uptick in drilling and that has slackened off a bit.
I don’t have any specific knowledge of the price but I know there is
an abundant supply stacked up in the yards. So, if the price is
trending down, people might not be able to hold those things forever.

CHAIRMAN VOLCKER. I guess I just don't comprehend what is
going on down there with all this land speculation and the S&Ls and
all of that. I’'m confused [unintelligible] exposed.

MR. BOYKIN. It’s difficult for me, as I say, to get a feel
for this. The banks tell us that they don’t feel exposed--that what
they are doing is good and that it will be all right. The S&Ls, I
think, have fully anticipated that there will be fallout from Mesquite
and that there are a number of other S&Ls--

CHAIRMAN VOLCKER. There are almost 50 S&Ls down there that
have grown by more than 100% in the last year.

MR. BOYKIN. Right. And the largest increase was a thousand
and some odd percent.
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MS. TEETERS. Are these brokered deposits?

MR. BOYKIN. Mostly it seems to be brokered deposits, and
about half of the money is going into construction loans as opposed to
just the mortgages at the end. They are taking equity positions.

They are--well, like Mesquite. They were building up the value daily,
two or three transactions a day, and getting it up to the price where
they wanted it and then packaging it and selling it out to less
sophisticated small S&Ls out in the country.

CHAIRMAN VOLCKER. And in many cases apparently making no
attempt to sell the houses.

MR. PARTEE. Less sophisticated!

MS. TEETERS. The most recent housing starts figures showed a
very large increase in multifamilies in the Southern and Southwestern
areas. And you seem to have an increase in commercial building also.

MR. BOYKIN. Yes.
MS. TEETERS. What is your vacancy rate?

MR. BOYKIN. The vacancy rate is about 22 percent in office
buildings; I was told by a broker that the warehouse construction
seems to be doing a little better. Prices had been going for about
$2.00 a square foot right before the first of the year and now those
prices are up to $2.35 to $2.50 a square foot. I'm trying to remember
what the absorption rate percentage is and I really can’t, but the
feeling is that the absorption is picking up.

CHAIRMAN VOLCKER. How do you explain this record or near-
record volume of office building in a city that has a 25 percent
vacancy rate?

MR. BOYKIN. A lot of optimism and the fact, first of all,
Mr. Chairman, that the funds are available. Take the big build-up in
funds in S&Ls, for example. We know they are going to have to do
something with that money and they are trying to shove it out as fast
as they can. On the office building side, there seems to be enough
activity to continue to encourage developers and builders.

CHAIRMAN VOLCKER. What is happening to the price on all
these existing buildings that have all these vacancies?

MR. BOYKIN. Well, there have been a lot of concessions made.
If you want a year’'s free rent, that’s not too hard to get on a five-
year lease. There has been some shaving of prices but I would say the
price is pretty well holding at around the $20 a square foot level but
with incentives such as paying moving costs or maybe a year’s free
rent or something like that. That is the way they have been doing it.
I heard fairly reliably that a small insurance company went out to the
Los Galenos area close to Dallas-Fort Worth and took a very long-term
lease and got the first 5 years free.

CHAIRMAN VOLCKER. I don’'t think you can build a new building
any place at these interest rates and expect to rent it at $20 a
square foot.
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MR. BOYKIN. ©No. We just started a hole for the first of two
of our Twin Towers. The excavation is underway. There is a bank
that’'s going to be the lead tenant of that. A 55 story building was
just topped off for [unintelligible]. Mercantile Bank has announced
their 60 story building. The InterFirst building is a 70 story
building; the steel is about half way up. There continue to be new
announcements about an area we call the "crescent development." They
just dug the biggest hole that has ever been dug in Dallas and it’'s on
the north side outside the loop. It’s going to have a really first
class hotel and three office buildings of over 20 stories, another
hotel, shops, and an underground parking garage for about 2600 cars.
And that [project] is underway.

MS. TEETERS. Are there vacancies in the residential area or
are the sales of new houses--?

MR. BOYKIN. New houses are selling. Used houses are turning
over now. Three of four sold in my neighborhood that had been on the
market three or four days.

MS. TEETERS. You don’'t have the same evidence of excess
capacity in the residential sector?

MR. BOYKIN. No, but now in the multifamily area it does seem
to me that we really are overbuilt. The condos built at Faulkner
point, which the Mesquite Empire Savings & Loan was behind, consist of
over 6,000 units, which is estimated to be about a 7- to 12-year
supply. They have over 6,000 vacant and they are selling them at a
rate of about 20 a month.

CHAIRMAN VOLCKER. Mr. Keehn.

MR. KEEHN. I thought I might amplify a bit on the comments
that I made on the phone last week about the agricultural sector. In
our area there are some parts of the District where the agricultural
problems are getting somewhat on the serious side b