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Effectiveness
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Abstract

This short paper looks at disagreement within the Federal Reserve's monetary
policy committee, the Federal Open Market Committee or FOMC, following a
change in transparency practices taken in 1993 to publish verbatim transcripts
of FOMC meetings. Other literature has examined the effects of opening the
FOMC's deliberations to public view, and provided empirical evidence that the
publication of transcripts made policymakers less willing to voice disagreement
with the chair-man's policy proposal. This paper adds to that work by
examining whether regional variables are important to the analysis and whether
the transcription effects change when regional variables are included in the
estimation. The results suggest that regional effects, as represented by the
voting share of each Federal Reserve district, are important in explaining
disagreements voiced during FOMC deliberations and do not diminish
transcription effects.
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1 Introduction

This short paper looks at disagreement within the Federal Reserve’s monetary policy committee,
the Federal Open Market Committee or FOMC, following a change in transparency practices taken
in 1993 to publish verbatim transcripts of FOMC meetings. The paper extends the recent work
of Meade and Stasavage (2008 forthcoming) by looking at whether disagreement during FOMC
deliberations before and after the change in transparency practices provides evidence of regional
heterogeneity.

The structure of the Fed’s FOMC is well-known: the 12-member committee is composed of the
seven Board members on the Board of Governors in Washington DC and five of the presidents from
the twelve Federal Reserve Banks (for additional detail, see Purposes and Functions (2005)). While
the seven Board members and the president of the Federal Reserve Bank of New York vote at every
FOMC meeting, the other four voting presidents are determined according to a legislated annual
rotation.! All nineteen officials, whether voting or not, participate in the policy deliberations at
each meeting.

Each FOMC member has some, at least nominal, affiliation with one of the twelve Federal
Reserve regions that were established at the time the Fed was founded. The Bank presidents are
appointed to their positions by the Bank’s board of directors (made up of representatives from local
commercial banks and the public). Each Board member also has some affiliation with one of the
districts and the law stipulates that no two Board members can come from the same district.

A number of authors have looked at a possible regional dimension to the FOMC’s voting pat-
terns. The early literature on this issue was concerned mainly with the differences between the
votes of Board members and Bank presidents, and ignored the regional affiliations of the former
(Belden (1989), Havrilesky and Schweitzer (1990), and Gildea (1990, 1992) are examples of this
work). More recent literature by Meade and Sheets (2005) and Chappell, McGregor, and Vermilyea
(2005) has provided statistical evidence that regional economic information (as measured by a re-
gional unemployment rate) affects the votes cast by FOMC officials and the policy preferences they

voice during meeting deliberations. These recent studies tell us that regional effects are important

' A 1942 amendment to the Federal Reserve Act specifies that one vote is shared by the following districts: Chicago
and Cleveland; Boston, Philadelphia, and Richmond; Atlanta, Dallas, and St. Louis; Kansas City, Minneapolis, and
San Francisco.



not only for Bank presidents, but for Board members as well.

In this paper, I look at the policy preferences voiced during FOMC deliberations before and
after 1993 to see whether there is a regional element to the transparency effect found by Meade and
Stasavage (forthcoming 2008). Before 1993, the FOMC published individual votes of committee
members as well as summary minutes of meetings, but it did not publish full transcripts that would
allow outside observers to determine exactly what individual committee members said about their
policy preferences. Under pressure from the US Congress during the fall of 1993 to increase the
transparency of the monetary policy process, the FOMC agreed to release lightly-edited transcripts
of each meeting after a five-year delay. While many officials knew at the time they agreed to release
the transcripts that FOMC meetings were tape-recorded, most thought the recordings were used
to prepare meeting minutes and then destroyed. Thus, because transcripts exist from a time when
meeting participants did not know that their deliberations would be made public, it is possible
to compare the meeting discussions of policymakers before 1993, when they believed that their
remarks were private, and after 1993, when they knew that all statements would eventually be
made public.

Geraats (2002) identifies two possible effects of increased monetary policy transparency: a re-
duction or elimination of information asymmetries between the central bank and the public, and an
incentive for policymakers to behave strategically. The incentive effect can arise when policymak-
ers have both a public and private objective — for instance, a desire to make the “correct” policy
decision as well as obtain re-appointment or enhance future job prospects (Ottaviani and Sorensen
(2001) model this incentive effect for a committee that deliberates in public). While an increase
in transparency can raise welfare by reducing the information asymmetry, strategic behavior could
potentially offset the welfare gain if policymakers withhold information during their deliberations
in order to enhance their reputations. Gersbach and Hahn (2004, 2005, 2006) model the effects of
publishing monetary policy votes and show that the net effect of increased transparency depends on
whether the public objective of the voter is sufficiently strong relative to his or her private objective.
Meade and Stasavage (2008 forthcoming) model the effects of opening the FOMC’s deliberations
to public view, and provide empirical evidence to support the hypothesis that the publication of

transcripts made policymakers less willing to voice disagreement with the chairman’s policy pro-



posal. This paper adds to their work by examining whether regional variables are important to the
analysis and whether the transcription effects change when regional variables are included in the
estimation.

The next section reviews the size of the twelve Federal Reserve regions and their voting patterns.

Section 3 sets up the estimation equation and discusses the empirical results. Section 4 concludes.

2 Regional Representation on the FOMC

Table 1 examines how FOMC votes have lined up with Federal Reserve regions over the 1968-2004
period taking into account the regional affiliations of both Board members and Bank presidents.
The New York district has had by far the largest voting share, with an average 1.93 votes at each
FOMC meeting, for a total of 733 votes. The New York Fed president or his representative cast
a vote at all of the meetings and a Board member affiliated with the New York region voted 93
percent of the time. Furthermore, this voting share probably understates the influence of the New
York district in the formulation of monetary policy because three of the Fed chairmen during this
period (William Martin, Arthur Burns, and Alan Greenspan) were appointed from the New York
district. After New York, the regions can be separated into three groups: Chicago and Richmond
have each cast about 1% votes at FOMC meetings; Boston, Kansas City, Dallas, Philadelphia,
and San Francisco have cast roughly one vote per meeting; St. Louis, Atlanta, Cleveland, and
Minneapolis have had the least voting power, casting only about % vote per meeting.

The data demonstrate that the Fed regions are unequal in terms of voting shares, which is to
be expected since the regions themselves differ in size. Table 2 looks at region size in terms of
financial assets, population, and output. Total assets on the balance sheet of each Federal Reserve
Bank provides an imperfect but rough gauge of the financial size of each region. In 2006, New York
was by far the largest region ($318 billion or more than one-third of total Reserve Bank assets),
followed by San Francisco (11 percent of the total). Six of the twelve regions — Boston, Cleveland,
Dallas, Kansas City, Minneapolis, and Philadelphia — were quite small, each accounting for less
than five percent of the total.

Rankings by region population and real output provide a somewhat different perspective on size.



The former is computed by summing the population of all the counties in a Federal Reserve district
and is thus precise; the latter is estimated by applying the share of a state’s population to state-
level output data for the fourteen US states that are assigned to more than one Federal Reserve
district. Regions are ranked by population and output in 1990, which roughly corresponds to the
middle of the voting sample. According to the population and output measures, San Francisco is
the largest region, followed either by Atlanta or New York, depending on whether size is evaluated
by population or output, respectively. It is worth noting that the San Francisco region accounts
for about 20 percent of total population and output, while New York and Atlanta are about half
as large.

Votes are generally not well aligned with region size regardless of the size measure used. The
most egregious mis-alignment is for the San Francisco district, which ranks second for assets, first
for population and output, but eighth for voting frequency. Atlanta is also clearly underweight
with a voting rank of tenth. At the other extreme, the Boston and Kansas City districts have cast
more votes than would be justified by any measure of their size.

Finally, table 2 gives an estimate of GDP per capita in 1990 for each Fed region based upon
the population and output figures. The range of per capita income is relatively narrow — from a
high of almost $30,000 in the New York region to a low of about $20,000 in the St. Louis district.
This contrasts sharply with the very wide range of per capita income across members in Europe’s
monetary union, which is even wider when the prospective member countries in central and eastern
FEurope are taken into account.

FOMC participants dissent in the formal vote only very infrequently, and the frequency of
dissent has dropped since the mid-1990s (table 3).2 Of the 4067 votes cast by participants other
than the chairman in FOMC meetings and conference calls between 1968 and 2004, only 6.9 percent
(282 votes) were dissents. Board members dissent less frequently than Bank presidents (6 and 8
percent, respectively), an empirical regularity noted in other studies that survives regardless of the
time period examined. However, the magnitude of the difference in dissent rates depends upon the

sample period, as the early 1980s was a time of relatively high dissent for Board members.?

2For a discussion of possible explanations for the low dissent rate, including the structure of the FOMC and the
power of its chairman, see Blinder (1998, 2004).

31f the 1978-2004 period is used instead, then the dissent rate for Board members rises to 8 percent, compared
with 8.2 percent for Bank presidents.





