Transparency at the Federal Reserve

A Report to Congress

By its very nature, and throughout its 95-year history, the Federal Reserve System has been unaccountable for its actions.  Although chartered by the government, the “Fed” is a private banking system with a monopoly on the creation of our money.  Short of changing the Federal Reserve Act, the Congress has no control over the Fed’s control of our money, and cannot even require the Fed Chairman to divulge information in front of a Congressional Committee, as has been seen in a number of cases recently.

Although it is charged with the “stability” of our money supply and economy, there is evidence that all the Fed’s actions may not be in the best interest of our citizens.  It targets interest rates through its Open Market Operations and Discount Window.  It deliberates with foreign central banks and other banking authorities.  The press has recently reported that the Fed may be negotiating a new international currency with its foreign counterparts.  

The Fed is allowed the “monetize” debt, creating money out of nothing in exchange for the holding of debt instruments, including Treasury Notes.

When Bloomberg News asked the Fed last November to account for $2 Trillion in emergency loans, and which troubled assets the Fed was purchasing, they were flatly refused.  According to a recent investigative piece in Rolling Stone, the Fed has been inventing sweeping new rescue facilities like “Term Auction Facility, the Term Securities Lending Facility, the Primary Dealer Credit Facility, the Commercial Paper Funding Facility and a monster called the Asset-Backed Commercial Paper Money Market Mutual Fund Liquidity Facility (boasting the chat-room horror-show acronym ABCPMMMFLF). For good measure, there's also something called a Money Market Investor Funding Facility, plus three facilities called Maiden Lane I, II and III to aid bailout recipients like Bear Stearns and AIG.”

And Congress can demand nothing, nor the press, nor the American people, to know how this private bank holding a monopoly on our monetary base is spending our money.  It is time for an audit.  A good thorough audit looking into every nook and cranny of the Fed.  It is time for transparency in the Fed.

The law which allows the GAO to audit the Fed has been left impotent by a particular subsection.  31 USC 714(b) specifies audits of the Fed but specifically excludes four areas from the audit.  Quoting from the law:

“(b) Under regulations of the Comptroller General,

the Comptroller General shall audit an

agency, but may carry out an onsite examination

of an open insured bank or bank holding

company only if the appropriate agency has consented

in writing. Audits of the Federal Reserve

Board and Federal reserve banks may not include—

   (1) transactions for or with a foreign central

bank, government of a foreign country, or

nonprivate international financing organization;

   (2) deliberations, decisions, or actions on

monetary policy matters, including discount

window operations, reserves of member banks,

securities credit, interest on deposits, and

open market operations;

   (3) transactions made under the direction of

the Federal Open Market Committee; or

   (4) a part of a discussion or communication

among or between members of the Board of

Governors and officers and employees of the

Federal Reserve System related to clauses

(1)–(3) of this subsection.”
Based on the above, what is left to audit?  Employee 401(K)s?  Coffee machines in the break rooms? 

A solution has been proposed by HR 1207, The Federal Reserve Transparency Act of 2009.  The bill would end Section(b) after “shall audit an agency” leaving it as:

“(b) Under regulations of the Comptroller General,

the Comptroller General shall audit an

agency.”

The bill also requires the GAO to complete an audit of the Fed by the end of 2010 and specifies detailed reporting requirements.

The recent massive uncontrolled expenditures by the Federal Reserve make it imperative that full transparency be achieved.  It seems to be an obvious requirement, so much so that one wonders how a valid argument to such legislation could be raised.

As of April 24, 2009, the bill has 84 cosponsors in the House.  There is also a companion bill in the Senate, S.604 The Federal Reserve Sunshine Act of 2009.

