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Part 1

Monetary Policy and
the U.S. Economy in 1996



Overview

The economy performed impressivelyFederal Reserve’s commitment to main-
in 1996. Solid advances in the real extaining progress toward price stability,
penditures of households and businessa@say have discouraged aggressive pric-
led to sizable gains in output. Employ-ing behavior. Business firms continued
ment rose briskly, and the unemploy-o rely on cost control and gains in pro-
ment rate edged down to its lowestductivity, rather than on price increases,
level of the current expansion. Con-as the primary channels for achieving
sumer price inflation increased becausprofit growth.
of the probably temporary effects of Still, the Federal Open Market Com-
firmness in food and energy marketsmittee (FOMC) recognized the danger
but some broader price measurethat pressures emanating from the tight
showed inflation holding steady or everiabor market might trigger an accel-
declining. With the economy strength-eration of prices, which could eventu-
ening, intermediate- and long-term interally undermine the ongoing economic
est rates rose on net, but credit continexpansion. Consequently, although con-
ued to be amply available to businesseditions were not deemed to warrant
and most households, and equity pricesnmediate policy action, the Commit-
soared. tee’s policy directives starting in mid-
Several factors helped to restrainl996 reflected a perception that the most
price increases in the face of high leveldikely direction of any policy action
of resource utilization. Workers’ con- would be toward greater restraint in the
cerns about job security helped limit, toprovision of reserves to the banking sys-
some degree, the acceleration of wagetem. Forestalling a disruptive buildup of
and further success in controlling healthinflationary pressures in the near term
care costs helped to temper the rise iand moving toward price stability over
benefits. Moreover, significant declinedime remained central to the System'’s
in the prices of U.S. imports, resultingmission of promoting maximum sus-
from low inflation abroad and apprecia-tainable growth of employment and
tion of the dollar on foreign exchangeproduction.
markets, tended to hold down domestic
prices. Damped inflation expectations]_
probably contributed as well to the
favorable price performance: A length-The FOMC eased the stance of mone-
ening run of years during which infla-tary policy twice around the beginning
tion has been in a more moderate rangef the year—in December 1995 and in
together with an understanding of theJanuary—Ilowering the federal funds
rate ¥> percentage point in total, to
Note. The discussion here and in the next threé¥4 percent. These actions were taken to
chapters is adapted froMonetary Policy Report offset the effect on the level of the real
tonghgeg;:gergségyvﬁ“sgg c"? ;g%(gggrgrgfpggyenfederal funds rate of declines in inflation
i(i:‘lrnors, February 1997). Data cited here and in th nd inflation expectations in the second
next four chapters are those available as of middalf of 1995 and thereby to help ensure
March 1997. the resumption of moderate economic

he Evolution of Policy in 1996
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growth after the marked slowdown andnflation. Core inflation remained mod-
inventory correction in late 1995. erate, but in light of the heightened risk

By the spring, economic growth hadthat it would turn upward, the Commit-
become more vigorous than either théee in its early July directive to the Man-
Committee or financial markets hadager of the Open Market Account indi-
foreseen. In response, intermediate- anchted its view that near-term economic
longer-term interest rates as of mid-Maydevelopments were more likely to lead
were up around a full percentage pointo a tightening of policy than to an eas-
from the two-year lows reached early ining. Labor markets continued to be taut
the year. In combination with some soft-over the balance of the year, and this
ening of economic activity abroad andbias toward restraint was included in
declines in interest rates in major for-directives adopted at all of the Commit-
eign industrial countries, these developtee’s remaining meetings in 1996.
ments contributed to a further apprecia- After having peaked during mid-
tion of the dollar, building on the rise summer, interest rates moved down on
that had started in mid-1995. The Combalance through the fall, as expansion of
mittee anticipated that the increase irtonsumer spending and economic activ-
the cost of credit, along with the higherity in general appeared to be moderating
exchange value of the dollar, would beand markets saw less likelihood of a
sufficient to foster a downshift in eco-need for Federal Reserve firming action.
nomic expansion to a more sustainabl&quity prices fell back for a time during
pace and contain price pressures; thus, fihe summer, reversing some of the sub-
left its policy stance unchanged at itsstantial increase registered over the first
spring meetings. half of the year, but by autumn they had

By early summer, however, the cont+eached new highs. Interest rates and
tinued momentum in demand and presdollar exchange rates turned back up
sures on labor resources that were beingte in the year when signs of rapid
reflected in faster growth in wages wereggrowth and more intense use of the
seen as posing a threat of increaseeconomy’s resources re-emerged.

Selected Interest Rates Debt and the Monetary

— Aggregates
5-year | 30-year

Treasury: | Treasury For the nonfinancial business sector, the
i 7 effect of the higher intermediate- and
long-term interest rates on the overall
cost of funds in 1996 was offset to some
degree by an easing of lending terms at
banks and a narrowing of yield spreads
5 0On corporate bonds over Treasuries, as

Percent

Intended federal
funds rate

| Discountratg § S-morth well as by declines in the cost of capital
BT in the equity market. Encouraged, per-
1995 1996 haps, by the prospects of sustained eco-

Note. Small tick marks refer to dates in 1995 and nomic - expansion and low mfla_tlon,
1996 on which the Federal Open Market Committee helfd@nks, market lenders, and equity inves-
scheduled meetings. Dashed lines indicate dates of medprs disp|ayed a strong appetite for busi-
ings at which the Committee announced a monetary pol.. . . T
icy action: July 6, 1995; December 19, 1995; and Jan-nesS obllgatlons and seemed W”Img to

uary 31, 1996. The data are daily. require less compensation for the pos-
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sible risks entailed. Some households,
by contrast, faced a tightening of stan-
dards and terms with respect to credit
card debt and some other types of con-
sumer debt as banks reacted to a rising
volume of delinquencies and charge-
offs on these instruments. However,
credit availability under home equity
lines increased, particularly from
finance companies but also from banks.
Overall debt growth was slightly above
the midpoint of its 3 percent to 7 percent
monitoring range. The growth rates of
M2 and M3 edged up and, as was antici-
pated in the monetary policy reports to
the Congress in February and July, both
aggregates ended 1996 near or above
the upper end of their growth ranges.
Again in 1996, the growth of M2 rela-
tive to nominal income and interest rates
was generally in line with historical rela-
tionships, in contrast to its behavior dur-
ing the early years of the decade. «



The Performance of the Economy in 1996

The economy turned in a remarkablyemployed, increased about 3 percent
favorable performance in 1996. Realuring 1996. Moderate employment
GDP rose more than 3 percent, one oflains were posted in retail trade, trans-
the larger gains of the past several yeangortation, and finance, and sizable gains
and appreciably more than the FOMGOn hiring continued in some other
was expecting early in the year. Employservice-producing industries, such as
ment rose substantially, and the unemdata processing, computer services,
ployment rate declined further. Tight-and engineering and management. Job
ness of the labor market led to a modgrowth at suppliers of personnel—a
erate pickup in wage increases in 1996category that includes temporary help
However, acceleration of prices wasagencies—was more than 6 percent, a
confined largely to the food and energytouch faster than in 1995 but much
sectors; prices for other consumeslower than it had been over 1992-94;
products decelerated, as did prices paigith the tightening of labor markets in
by businesses for capital goods andhe past couple of years, longer-lasting
materials. commitments in hiring may have come
back into greater favor among some
employers.
The Labor Market Employment changes among pro-
The number of jobs on nonfarm payrollsducers of goods were mixed in 1996.
rose more than2 million from Decem- In construction, employment climbed
ber 1995 to December 1996, an increasabout 3~ percent, to a new high that
of about Z4 percent. At year-end, the was almost 4 percent above the peak of
job count was up more than ¥2mil- the last business expansion. In manufac-
lion from the lows of the early 1990s. turing, increases in factory jobs through
Employment in the private service-the latter part of 1996 were not sufficient
producing sector, in which nearlyto reverse declines that had taken place
two-thirds of all nonfarm workers are earlier in the year. On net, the loss of
factory jobs amounted to abolt per-
Change in Real GDP cent, a shade less than the average rate
Percent, Q4 to Q4 Of decline since 1979, the year in which
manufacturing employment peaked.
Manufacturers of durable goods boosted
employment slightly last year, but many
4 producers of nondurables implemented
further job cuts. As in many other recent
years, reductions in factory employment
were accompanied by strong gains
in worker productivity. Consequently,
increases in output were sizable—the
1992 1994 1996 rise in the Federal Reserve's index of
Note. The data are derived from chained (1992)manUfaCtunng pl’OdUCtIOI’] cumulated to
dollars and come from the Department of Commerce. More than 4 percent over the year.
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Growth of output per hour in the non- some workers continued to express anxi-
farm business sector as a whole pickedty about job security. The employment
up in 1996, rising about 1 percent overcost index (ECI) for the private nonfarm
the year according to preliminary datasector of the economy showed compen-
However, coming after a three-yearsation per hour moving up 3.1 percent
period in which output per hour changedover the year. The index had risen
little, this rise left the average rate of2.6 percent in 1995. The step-up in
productivity growth in the 1990s a bit hourly pay increases was to some extent
below that of the 1980s and well belowthe result of a hike in the minimum
the average gains achieved in the firsivage that took place at the start of
three decades after World War Il. TheOctober. More generally, however, busi-
sustained sluggishness in measured praesses probably had to boost hourly
ductivity growth this decade is difficult compensation either to attract workers
to explain, as it has occurred during aor to retain them at a time when alterna-
period when high levels of investmenttive employment opportunities were per-
in new capital and extensive restructureeived to be more widely available.
ing of business operations should have
been boosting the efficiency of workersLabor Market Conditions
Of course, measurement problems could Millions of jobs, Dec. to Dec.
be distorting the data. As a summary Net change in payroll employment
measure that relates aggregate output Totalnonfam
aggregate input of labor, the nonfarmr
productivity index is affected by what-
ever deficiencies might be present eithe
in adding up the nominal expenditures
for goods and services in the econom:
or adjusting those expenditures for
price change. A considerable amount of
recent research suggests that growt
of output and productivity is in fact 7
understated, but whether the degree ¢
understatement has been increasing ov \M
time is less clear.

In contrast to the experience of mos’
other recent years, the 1996 rise in em ' ' ' ' ' '
ployment was accompanied by a sus Percent, Dec. to Dec.
tained pickup in the labor force partici- Change in employment cost index

Total hourly compensation, private industry

o+ N

Percent

Civilian unemployment rate

pation rate. The rise in participation 6
boosted the labor supply and helped ti
relieve pressures on the labor market 4

Nonetheless, hiring during 1996 was

sufficient to reduce the civilian unem-

ployment rate from a December 199%

rate of 5.6 percent to a December 1996199 1992 1994 1996

rate of 5.3 percent. Note. The data are from the Department of Labor.
Tightness of the labor market appearghe break in data for the unemployment rate at January

to have exerted some upward pressu@{.%g“ marks the introduction of a redesigned survey; data

- m that point on are not directly comparable with those
on the cost of labor in 1996, even asf earlier periods.



The Performance of the Economy in 1996 9

As in 1995, increases in hourly com-panying table, was significantly lower
pensation in 1996 came more as wagthan that of the CPI. The two measures
and salary increases than as increasesafi consumer prices differ to some
fringe benefits. According to the ECI, degree in their weights and methods of
the rise in wage rates for workers in theaggregation. They also differ somewhat
nonfarm sector amounted to nearlyin their selection of price data, with the
3%2 percent after a rise of¥2 percent in PCE measure relying on alternative data
1995. By contrast, the ECI measure ofn some areas in which the accuracy of
the hourly cost of benefits rose onlythe CPI has been questioned. The chain-
2 percent, slightly less than it did intype price index for gross domestic
1995 and much less than it rose on avepurchases, which takes account of the
age over the past decade. Increases prices paid by businesses and govern-
the cost of benefits have been held dowments as well as those paid by consum-
in recent years by reduced inflation forers, moved up % percent during 1996,
medical services and by the actions thadbout the same as the percentage rise
many firms have taken to shift employ-during 1995. By contrast, price mea-
ees into managed care arrangements asdres associated with GDP decelerated
to require them to assume a greater poin 1996 to thirty-year lows of around
tion of the cost of health insurance and percent or less. Conceptually, the GDP
other medical benefits. measures are indicative of price changes
for goods and services that are produced
domestically rather than price changes
for goods and services purchased
The consumer price index rose moralomestically—foreign trade accounting
rapidly than in 1995, but the step-upfor the difference.
was concentrated in the food and energy The 1996 outcomes for all these mea-
sectors—areas in which prices weresures reflected an economy in which
affected by supply limitations thatinflation pressures were muted. Sharp
seemed likely to be of temporary dura-declines in non-oil import prices during
tion. The CPI excluding food andthe year lowered input costs for many
energy—often called the “core” CPI— domestic firms and likely caused other
rose just a touch more thar¥2percent firms to restrain their product prices for
after having increased 3 percent during
1995. Both the total CPI and the COT€Alternative Measures of Price Change
CPI have been affected in the past two

years by technical improvements imple< ™

Prices

mented by the Bureau of Labor Statis- Price measure 1994 1996

tics that are aimed at obtaining more_ d-weight

accurate readings of price change; th€onsumer price index............ 2.7 3.2

rise in the CPI in 1996 would have been Excluding food and energy...... 30 26

somewhat greater if procedures usedhain-type ‘ .

through 1994 had not been altered.  PEAGASTEIIR o DEERIIIES - 24 )2
Other price indexes generally rosesross domestic purchases........ 2.3 2.2

less rapidly than the CPI. Like the over-Sross domestic product............. 25 21

all CPI’ the cham-type price Indexgsé?éoéomestic product.......... 25 18

for personal consumption expenditures

(PCE) accelerated somewhat in 1996, NotE. Changes are based on quarterly averages and
dre measured to the fourth quarter of the year indicated

but its rate of rise, shown in the accom-rom the fourth quarter of the previous year.
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fear of losing market share to foreignsignificant inflation pressures were evi-
competitors. Also important, in all like- dent in 1996. Crude oil prices, which
lihood, were the favorable imprints thathad started firming in the latter part of
several years of moderate and relativelf1995, continued on an upward course
stable rates of inflation have left onthrough much of 1996, rising more than
inflation expectations. Despite the up-30 percent in total. Stocks of crude oil
tick in hourly compensation and adverseand petroleum products were tight
developments in the food and energyluring the year, even after allowing for
sectors, survey data showed little changan apparent downward trend in firms’
in consumers’ expectations of inflation,desired inventories. Inventory building
and private forecasters’ views of thewas forestalled by production disrup-
prospects for prices held steady. Busitions at refineries, a string of weather
nesses commonly described the situgsroblems here and abroad that boosted
tion as one in which competitive pres-fuel requirements for heating or cooling,
sures were intense and the “leverage’and a reluctance of firms to take on
for raising prices simply was notinventories that seemed likely to fall in
present. value once renewed supplies from Iraq
Food and energy prices were théecame available. Natural gas, too, was
exceptions. In the food sector, steepn tight supply at times, and its price
increases in grain prices in 1995 and theurged. With retail prices of gasoline,
first few months of 1996 caused producfuel oil, and natural gas all moving up
tion adjustments among livestock farm-substantially, the CPI for energy rose
ers and substantial price increases for
some Iivgstopk products. Later in theChange in Prices
year, grain prices fell back, but livestock Percent, Q4 to Q4
production could not recover in time to
prevent significant price advances fol
some retail foods. Consumer prices fo
pork, poultry, and dairy products regis-
tered their largest increases in sever:

Consumer

years. Retail beef prices also rose bt 4
only moderately: Expansion of the cattle
herd in previous years had laid the 2

groundwork for a high flow of product
to consumers, and herd reductions the
occurred in 1996 augmented that flow
Elsewhere in the food sector, accelera
tion was reported in the price index for
food away from home—a category that
has a weight of almost 40 percent in the

Consumer excluding food and energy

CPI for food; the rise in the minimum 4
wage appears to have been an importa
factor in the acceleration. All told, the 2

1996 rise in CPI food prices amountec
to 4% percent, the largest increase sinc
1990. 1990 1992 1994 1996
The energy sector was Fhe o;her Note. Consumer price index for all urban consumers.
major part of the economy in which Based on data from the Department of Labor.
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about 2 percent over the four quarters The CPI for non-energy services

of 1996, the largest increase since thancreased 3 percent in 1996. The rise

Gulf War. was somewhat smaller than the
The CPI for goods other than foodincreases of most other recent years.

and energy rose 1 percent during 199@rices of medical services decelerated

one of the smallest increases of recerfor a sixth consecutive year, and

decades. As in 1995, price increases fdncreases in the cost of shelter were held

new vehicles were moderate, and pricedown by another year of moderate

of used cars turned down after severahdvances in residential rent and owners’

years of sizable advances. Prices afquivalent rent. Large increases were

apparel and house furnishings also fellevident only in scattered categories:

these prices, as well as the pricedirfares posted a large increase, and

of vehicles, may have been heavilyeducational costs, maintaining a long-

affected by the softness of import pricesestablished trend, continued to rise quite

Moderate increases were the rule amoniapidly relative to prices in general. =

most other categories of goods in the

CPI. In the producer price index, prices

of capital equipment rose onlyz per-

cent over 1996; computer prices contin-

ued to plunge, and the prices of other

types of equipment rose moderately, on

balance. Materials prices were weak:

Prices of intermediate materials exclud-

ing food and energy declined about

1%. percent from the fourth quarter

of 1995 to the final quarter of 1996,

and the producer price index for crude

materials excluding food and energy

dropped more than % percent over

that period. Productive capacity was

adequate among domestic producers of

materials, and supplies of many materi-

als were readily available at competitive

prices on the world market.
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Domestic Spending and Finance in 1996

Aggregate spending of householdsup comparatively little over the first half
businesses, and governments recordedod 1996, as earlier relative increases in
sizable advance in 1996, rising a touchhese yields associated with discussions
faster than real GDP. Household expenef fundamental tax reform were reversed
ditures picked up, and business investwhen the likelihood of such changes
ment expenditures surged, the latter boko the tax code diminished. Movements
stered by increases in business profiti® interest rates over the year appeared
and ready access to a variety of source® be basically in their real component,
of finance on quite favorable terms.as inflation expectations were little
Government outlays for consumptionchanged, according to surveys.

and investment rose moderately in real The substantial rise in equity prices in
terms. 1996 was only a bit below that regis-
tered in 1995. However, in contrast to
1995, when bond rates declined substan-
tially, the equity gains came despite the
net rise in bond rates. Corporate earn-
Declines in interest rates during the secings were robust, but their advance fell
ond half of 1996, elicited by evidenceshort of share price increases, and price-
that economic growth had moderatedearnings ratios rose to unusually high
only partially reversed the increasedevels; dividend—price ratios were even
over the first half. Longer-term Treasurymore out of line with historical experi-
rates rose on balance on the order afnce. Market participants appeared to
¥> percentage point over the year, andbe anticipating further robust earnings
intermediate rates were up somewhajrowth, and they also seemed to be re-
more. Spreads between most privatquiring much less compensation for the
rates and Treasuries narrowed markedlgxtra risk of holding equities compared
reflecting the high quality of businessto, say, Treasury bonds. Such evalua-
balance sheets. Municipal rates movetions may have been based on a per-
ceived environment of persisting low
inflation and balanced economic growth

The Financial Backdrop:
Interest Rates, Equity, and Debt

Selected Treasury Rates
Percent

Major Stock Price Indexes
Index, December 1995 = 100

15
Thirty-year

'

NASDAQ
10 120

5 100
Three-month  Five-yeaf S&P 500

| Ll Il Il Il Il Ll 80
1965 1970 1975 1980 1985 1990 1995

Note. The twenty-year Treasury bond rate is shown
until the first issuance of the thirty-year Treasury bond, in 1995 1996
February 1977. Note. The data are monthly.
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Total Domestic Nonfinancial Debt problems arose with greater frequency

Trillions of dollars  jn the household sector in 1996 and

may have restrained spending in some

.. instances, ho_useholds _also b_enefited

/L _ 7 from healthy increases in real income
—

Actual

and another year of sizable gains in
wealth. Consumers were relatively opti-
//1/ % mistic about prospects for the economy

145

Range 140 at the start of 1996, and they becgme
Ll more so as the year progressed. Given
1995 1996 this upbeat view, households were will-
Note. The range was adopted by the FOMC for theing to Fake on additional mortgage debt

period from 1995:Q4 to 1996:Q4. at a brisk pace, but they did cut back on

expansion of consumer credit after very

that would lower the odds of disruptionslarge increases in 1994 and 1995.
to economic activity.

Other asset prices were generall . .
subdued. Commodity prices were ﬂaytSpendlng, Income, and Saving
to down. Commercial real estate pricesAfter having risen less than 2 percent in
although no longer falling, rose at little 1995, real personal consumption expen-
more than the rate of inflation. Resi-ditures moved up % percent in 1996.
dential real estate prices increase@Real outlays for consumer durables
moderately. rose more than 5 percent after a gain

Growth of the debt of nonfinancial of only 1¥4 percent the previous year.
sectors in 1996, about/s percent, was As has been true for many years, real
similar to the rise in 1995. The growthexpenditures on computers and elec-
of household sector debt dropped frontronic equipment outpaced the growth
8Y4 percent to 74 percent, a decelera- of other household outlays by a wide
tion accounted for entirely by a sharpmargin in 1996. Sizable increases were
slowing of consumer credit. The expan-also reported for most other types
sion of business borrowing was heldof consumer durables. However, real
below its 1995 pace by an increasexpenditures on vehicles changed little
in internally generated funds, but at
4%, percent it was faster than in any, . .
other year since 1989. lts strengthChange In Real Income an(iecrfer:iu&wﬁtt)l%rl
reflected robust spending, extremely
favorable credit conditions, and financ-
ing needs associated with a high level o
mergers and acquisitions. Growth of

Disposable personal income
\ Personal consumption expenditures

| ;

federal debt slowed a bit further in 1996. 4

State and local debt expanded slightl

after two years of contraction. 2
+
0

The Household Sector

. . . x x x x x
Household expenditures picked up in 1992 1994 1996

199,6_b,0th, consumer Spendlng and Note. The data are derived from chained (1992)
residential investment. Although debtdollars and come from the Department of Commerce.
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on net over the year, as gains achieved percent in real terms over the four
during the first half were reversed aftemquarters of 1996, more than reversing
midyear. Late in 1996, sales of lighta small decline in the previous year.
vehicles may have been constrained tBemand for single-family housing was
some degree by supply shortages thaspecially strong. Although interest rates
arose during strikes in the United Statesn longer-term fixed-rate mortgage
and Canada. Consumer purchases tdans moved up considerably in 1996, a
nondurables rose%k percent in 1996 substantial number of homebuyers side-
after having increased 1 percent duringtepped at least the initial costs by using
1995. Spending for services rose nearlgdjustable-rate loans that were available
2% percent, slightly more than the aver-at lower rates. The effects of the rate
age gain in previous years of theincreases on the single-family market
expansion. were cushioned by other influences
After-tax personal income increasedas well, most notably the growth of
5 percent in nominal terms over the fouremployment and income. Even for
quarters of 1996. Wages and salariefxed-rate loans, mortgage financing
rose briskly, and the income of farmcosts held at a level that, by historical
proprietors surged. Other types ofstandards, was low relative to household
income generally exhibited moderateéncomes. All told, sales of new homes
gains. Given the low level of price infla- surged to the highest annual total of the
tion, the rise in nominal income trans-current expansion, and sales of existing
lated into another significant advance ihomes established a historical high.
real disposable income—abou¥2per- New construction of single-family
cent over the year. dwellings also rose but not so dramati-
As in 1995, strong cross-currentscally as sales, as builders apparently
continued to shape individual housechose to work off some of their inven-
holds’” willingness—and ability—to tories of unsold units, which had
spend from current income. Hugeclimbed in 1995.
increases in stock market wealth pro- Construction of multifamily units
vided some households the wherewithahaintained a path of recovery from the
to boost spending at a pace considerablgxtreme lows of the early 1990s, mov-
faster than the growth of disposabldng up about 14 percent in terms of
income. But a number of householdsnnual totals. The number of multifam-
were likely held back by the need to
divert income to the servicing of debt,Private Housing Starts
and according to some survey evidence, Millions of units, annual rate
households have become more cor
cerned about saving for retirement.
Responding to these influences, thi

Single-family

annual average of the personal savin 10
rate was up slightly from that of 1995;
however, it remained relatively low o5

compared with its longer-run average.
Multifamily

Residential Investment [ Y Y I B
. . . 1990 1992 1994 1996
OUtIays for residential investment Note. The data are seasonally adjusted quarterly aver-

expenditures posted a gain of aboudges and come from the Department of Commerce.
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ily units started—about 315,000—was The slowing in consumer credit
double the number started in 1993growth also was associated with a shift
when construction of these units was atoward increased use of home equity
a low. However, compared with pre-loans. These loans were marketed vigor-
vious peaks, the 1996 total was lessusly, particularly by finance compa-
impressive—starts were twice as highies, in part as a vehicle for consolidat-
in some years of the 1970s and 1980sng credit card and other outstanding
Although market conditions for multi- consumer debt. Some of the growth in
family properties varied considerablyhome equity loans reflected moves by
from city to city in 1996, the national finance companies and banks into the
average vacancy rate for multifamily“subprime” market—lending either to
rental units remained relatively high,higher-risk customers or on terms entail-
and demographic influences were probing unusually high loan-to-value ratios,
ably less supportive of multifamily or both. The push to expand home
housing than they were a decade or sequity lending offset to some degree the
ago. Also, manufactured houses haveffect of tighter lending standards and
provided an increased number of famiterms on credit cards and other forms of
lies with an alternative to rental apart-consumer credit.
ments in recent years. The shift toward home equity loans,
along with a strong housing market, led
to a pickup in mortgage debt growth in
Household Finance 1996 to a rate of B percent, the largest
advance since 1990. Mortgage borrow-

) . . ing for home purchases was restrained
in 1996, just a bit over half the paceg gl little by the increase in

of the preceding two years. The Shar‘?nterest rates over the first half of the

retrenchment likely reflected the bur- :
dens associated with a substantial acc%—e ar. As noted previously, many borrow

; . rs were able to put off, at least for a
mulation of outstanding consumer er ime, much of the impact of the increase
over recent years as well as some tlghﬁ- !

ening of lending terms and standard n rates by shifting to adjustable-rate

; . : ?nortgages, the rates on which rose much
by commercial banks, particularly with less than those on fixed-rate mortgages
respect to credit cards. :

Consumer credit grew %8 percent

Delinquency Rates on Household Loans
Percent

Household Debt-Service Burden
Percent Credit cards

17
Auto loans at finance companie
16

15

Mortgages (more than 60 days)
[N Y S I I I |

I Y [

1984 1987 1990 . 1993 1996. 1981 1984 1987 1990 1993 1996
Note. As a percentage of disposable personal income.

Debt is household mortgage and consumer debt, and debtNote. The data for mortgages are from the Mortgage
service is the sum of required interest and principaBankers Association; for auto loans and credit cards,
payments on such debt. The data are quarterly. from the Federal Reserve. The data are quarterly.
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Although the growth of household The Business Sector

sector debt fell off a bit from the pace OfThe performance of the business sector

recent years, it still exceeded that of . .
disposable income. With loan rates udn 1996 was marked by continued rapid
rowth of fixed investment, a further

on average for mortgages and down onl . ) .
ncrease in profits, and a conspicuous

a little on consumer loans, debt-servic bsence of serious imbalances. In these
burdens continued to rise, and some. . :
Circumstances, businesses were able to

households experienced difficulties S€obtain credit on exceptionally favorable
vicing certain kinds of debt. Delin- P y

quency rates on banks’ consumer loand€rms. They also benefited from the rise
particularly credit card loans, posted e{h share values, which lowered the cost

second year of considerable increasénc obtaining finance through the equity

although they remained below levels inmarkets.

the early 1990s. At finance companies

that are subsidiaries of automakers, autmvestment Expenditures
loan delinquency rates rose to very hig

levels; but this rise apparently resultec;‘?
in large part from a business strateg)é'
to compete in the vehicle market by ;
easing lending standards. Auto loarP €Nt '

delinquency rates at commercial bank%nsn: l:\)l;/astr ?&veir;] t%y r|5|?gfprof|itts,|
also rose but remained well within his-'2V0rabie trenas € cost of capital,
nd the ongoing efforts of businesses

torical ranges. Delinquency rates o i
residential mortgages turned up at som Poost efficiency. Although much of
e investment spending was to replace

lenders but remained low overall. depreciated equipment, the net addition
Despite the rise in delinquencies ?hea re z;]tega tal stock appears to

on consumer debt, household balanc ggreg P ppears
ave been substantial. The rate of rise in

sheets appeared healthy overall, tock h icked th i
growth of household assets in 1995 an € stock has picked up over (he pas
wo or three years after subpar growth

1996 more than kept pace with the
growth of debt. Household net worth,throuqh the latter half of the 1980s and

the sum of household financial cIaimsﬁrSt few years of the 1990s; the result-

and tangible assets less liabilities, . . .
rose approximately $5 trillion from Change in Real Business Fixed Investment
the end of 1994 to the end of 1996, Percent, Q4 to Q4
an amount that is equal to almost ¢ S"“F,C:;‘;ier,s PO —

full year's personal disposable income 20
Roughly two-thirds of that gain was

accounted for by the surge in the price!

of corporate shares, which lifted the

value of a wide range of household

investments, not only directly held

stocks but also assets held in other form

such as pension plans. The ratio o

household net worth to personal dis- 1 1 1 1 1
posable income continued to climb in 1992 1994 1996
1996, mOVing to its higheSt level in Note. The data are derived from chained (1992)
recent decades. dollars and come from the Department of Commerce.

usiness fixed investment recorded a
fth consecutive year of strong expan-

1O +

10
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ing rise in the level of capital per workertion for many types of buildings. Invest-
should enhance labor productivity andment in office buildings scored an espe-
potential output. cially large gain over the year, amid
Equipment outlays moved up almostwidespread reports of firming market
9%4 percent in real terms in 1996. Busi-conditions and reduced vacancy rates,
ness purchases of office and computingnd real outlays for other commercial
equipment once again rose much fastestructures moved up for a fifth consecu-
than the outlays for other types of equiptive year. Financing appeared to be in
ment. Computer purchases were proample supply for commercial construc-
pelled by many of the same forcedion, and according to reports from the
that have been at work in other recenDistrict Reserve Banks, speculative
years—most particularly, the expansioroffice building projects—that is, those
of networks and the availability of new without pre-committed tenants—were
models of computers embodying subbecoming more common.
stantially improved computing power Inventory investment was relatively
at highly attractive prices. Outlays forsubdued in 1996. The stock of nonfarm
communications equipment also rosdusiness inventories rose onlyzlper-
quite rapidly in 1996. Gains for othercent over the four quarters of the
types of equipment were generally morg/ear, the smallest increase since 1992.
modest. Businesses had been moving toward a
Investment in nonresidential struc-reduced rate of stockpiling over much of
tures also rose substantially over thd 995, and the rate of accumulation came
four quarters of 1996, posting the largesalmost to a halt in early 1996, when
advance in several years. Businesstocks of motor vehicles plummeted in
spending on structures went through agonjunction with a strike at two plants
extended contraction in the latter parthat manufacture auto parts. Thereafter,
of the 1980s and early 1990s, and untiinventory developments were relatively
recently the subsequent recovery hasneventful. Stocks of vehicles changed
been relatively slow. That the 1996 gainlittle on net over the final three quarters
in nonresidential investment would beof the year, and accumulation of inven-
so large was not evident until late in thetories by other nonfarm businesses was
year, when incoming data began to tracenoderate on average. Stocks at year-end
out sizable increases in new construcgenerally appeared to be at comfortable
levels—or perhaps even a little tight—

Change in Real Business Inventories relative to trends in sales.
Percent, annual rate

Corporate Profits and
6 Business Finance

Business profits turned in another strong
performance in 1996, building on the
impressive gains of other recent years.
Economic profits earned by foreign sub-
x x x x x sidiaries of U.S. corporations fluqtuated
1992 1994 199 fr_om quarter to quarter but remained at

high levels, and returns from domestic

Notke. Total nonfarm sector. The data are seasonally. perations rose substantially for both

adjusted, derived from chained (1992) dollars, and comQ . ) 8 .
from the Department of Commerce. financial and nonfinancial firms. Domes-

1O+
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tic profits of nonfinancial corporations,a range more favorable than at any time
measured in proportion to the nominain the current economic expansion.
value of these firms’ output, reached the On a gross basis, a pickup in bond
highest levels of the current expansion.issuance by nonfinancial firms in
Although many interest rates rose inl996 was accounted for mainly by
1996, businesses continued to find cred&peculative-grade offerings, likely in
readily available and at favorable termspart a reaction to the improved pric-
This accommodation likely resulted ining. In the fourth quarter, however,
part from the strong financial conditioninvestment-grade issuance was substan-
of firms, reflected in minimal delin- tial, responding to the decline in interest
quency rates on bank loans to busirates that began in late summer. Com-
nesses and very low default rates omercial paper declined in the final
corporate bonds, including those ofmonths of the year, primarily because of
low-rated issuers. With securitization ofpaydowns from bond proceeds, but bank
household debt instruments proceedinggending to businesses was strong, in
apace and with high levels of capital,part because of robust merger activity.
banks appeared to have ample room obBespite a marked increase in gross stock
their balance sheets for business loangssuance—with strong gains both for
This situation encouraged the developinitial public offerings and for sea-
ment of a highly competitive lending soned offerings—equity continued to
environment in which banks furtherbe retired on net, as merger activity
eased a variety of credit terms, such asemained brisk and businesses used
covenants and markups over base rateample cash resources to repurchase their
In capital markets, interest rate spreadsutstanding shares.
of private debt instruments over Trea-
suries narrowed, particularly in the
case of high-yield lE’Jonds. Szrveys byThe Government Sector
the National Federation of IndependenReal federal expenditures on consump-
Business revealed a rising tendency dfon and gross investment—the part of
small businesses to borrow over 1996federal spending that is included in
with credit availability reported to be in GDP—rose about % percent, on net,
from the fourth quarter of 1995 to the

Corporate Profits before Taxes fourth quarter of 1996, but the rise was

Percent

Change in Real Federal Expenditures on
12 Consumption and Investment

Percent, Q4 to Q4
W 9

6

w o+ w

I Y [
1984 1987 1990 1993 1996

Note. Profits of nonfinancial corporations from | | | | |
domestic operations, with adjustments for inventory valu- 1992 1994 1996
ation and capital consumption, as a percentage of GDP
of nonfinancial corporate sector. Last observation is Note. The data are derived from chained (1992)
1996:Q3. dollars and come from the Department of Commerce.
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mostly an artifact of late-1995 real pur-expanding economy has relieved pres-
chases having been pushed to especialure on those outlays that tend to vary
low levels by government shutdowns.inversely with the strength of activity.
The underlying trend of federal con- Federal receipts increased about
sumption and investment expenditure3¥z percent in fiscal 1996, the third year
is probably better represented by thén which growth of receipts outpaced
2% percent annual rate of decline fromgrowth of nominal GDP by a signifi-
the fourth quarter of 1994 to the finalcant margin. Receipts from individual
quarter of 1996. Reductions were apparncome taxes climbed more than 11 per-
ent over this period both in real defenseent in the most recent fiscal year, in
purchases and in real nondefenseonjunction with healthy increases in
purchases. households’ taxable earnings from capi-
Federal expenditures in the unifiedtal and labor. Taxes on corporate profits
budget increased about 3 percent imlso continued to rise rapidly, more or
nominal terms in fiscal 1996 after hav-less in step with the growth of business
ing increased 3. percent in fiscal 1995. earnings. The rapid growth of receipts,
Slower growth was recorded acrossoupled with the restrained growth of
many budgetary categories in fiscakxpenditures, brought the unified budget
1996, and outright declines were redeficit down to $107 billion in fiscal
ported in some. Combined expenditure§996 from almost $165 billion in fiscal
on health, social insurance, and incom&995. The deficit as a share of nominal
security—items that account for moreGDP was 1.4 percent, the smallest in
than half of all federal outlays—movedmaore than twenty years.
up 42 percent, the smallest increase this Federal government debt grew
decade. Defense spending was dow®¥a percent, the lowest rate in more than
about 24 percent in nominal terms, andtwo decades. The growth of federal debt
net interest outlays rose much less rapyas held down in 1996 by legislative
idly than in fiscal 1995. Measured rela-constraints on spending and by the boost
tive to the size of nominal GDP, totalto tax receipts from both the stronger
outlays in fiscal 1996 were the smalleseconomy and a booming stock market.
since 1979. Legislative restraint has The aggregate consumption and
led to cuts in a number of discretion-investment expenditures of state and
ary programs in recent years, and théocal governments rose slightly more
than 2 percent in real terms over 1996.

Change in Real State and Local This gain was about the same as those of
Expenditures on the two previous years. Outlays for ser-
Consumption and Investment vices, which consist mainly of employee

Percent, Q4 t0 Q4 compensation and account for more than

two-thirds of all state and local pur-

3 Chases, rose roughly/4 percent in real
terms. Investment expenditures, which
2 make up the next biggest portion of state

and local purchases, rose aboit per-

1 cent, according to preliminary data. In
the aggregate, the budget picture for
1992 1994 1996 state and local governments was rela-
Note. The data are derived from chained (1992)tive|y stable in 1996, as the SUI‘p|US of
dollars and come from the Department of Commerce. NOminal receipts over nominal current
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expenditures changed little from the
positive readings of other recent years.
Two years of contraction of state and
local government debt ended in 1996.
The declines had occurred as issues that
were pre-refunded earlier in the dec-
ade, when interest rates were unusually
favorable, matured or became eligible to
be called. Pre-refunded debt continued
to be called in 1996, albeit at a reduced
pace, but this decline was just offset by
gross issuance, which picked up. =
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Depository Credit and
the Monetary Aggregates

The growth of credit supplied to the credit that had been securitized by banks
economy by depository institutionsalso rose at a brisk pace in 1996,
slowed in 1996, in part because of although not so rapidly as in 1995. As a
shift to greater caution in making loansresult of the slowing of bank credit, the
to consumers but also because of favosshare of the 1996 advance in nonfederal
able conditions for selling loans in thedebt that ended up on the books of
securities markets. Shifts in the way thatlepositories fell to about 38 percent,
banks financed their credit growth indown from around 44 percent in the
1996 translated into an increased ratpreceding two years.

of expansion of M3. Growth of M2 also  Banks encountered an increased inci-
picked up, rising at a pace close tadence of repayment problems on loans
that of nominal GDP, but M1 contractedto consumers in 1996, and charge-off
as sweep arrangements continued t@tes on these loans rose to around the
expand. peak levels of the last recession, in
1990-91. According to Federal Reserve
surveys of senior loan officers, banks
had anticipated some deterioration in
The slower expansion of depositorythe quality of their consumer loan port-
credit in 1996 entirely reflected a slowerfolios, but they were surprised by its
advance in bank credit. Growth at thriftextent. These surveys also showed that
institutions picked up, benefiting from banks considered the rate of charge-offs
strong demand for residential mortgaget be high relative to the level of delin-
and improved capital positions. Growthquencies and that the credit-scoring
of commercial bank loans moderatedmodels most banks use to evaluate con-
as loans to businesses and, especiallspumer lending decisions have tended to
consumers decelerated from elevatele too optimistic. An important reason
rates of growth in 1995. Bank portfolio for the high level of charge-offs and
expansion also appears to have beehe apparent shortcomings of the credit-
damped somewhat by a faster pace afcoring models was a 30 percent
asset securitization, likely spurred byincrease in personal bankruptcies. This
receptive capital markets. For examplesurge stemmed in part from changes in
real estate loan growth at banks washe bankruptcy code that became effec-
a subdued 4 percent, despite a robusive at the beginning of 1996 against
housing market and a pickup in com-a backdrop of an apparently reduced
mercial real estate. At the same timestigma associated with this method of
outstanding securities backed by mortdealing with financial problems. Banks
gage pools expanded nearly $200 billiomesponded to the deterioration in their
in 1996, well above the pace of theconsumer loan portfolios by tightening
preceding year. Commercial banks are atandards and terms, especially on credit
major source of securitized mortgagescards. In contrast, banks eased terms
The outstanding amount of consumeand conditions on home equity loans.

Depository Credit



24 83rd Annual Report, 1996

Despite the rise in repayment prob-annual range. M2 grew percent, up
lems on consumer loans, the balanc&: percentage point from 1995 and in
sheets and operating results of deposthe upper portion of its 1 percent to
tories remained strong in 1996. Banlks percent range. The ranges for mone-
profits were at historically high levelstary growth in 1996 had been chosen to
for the fourth consecutive year, a recorcbe consistent with approximate price
reflecting the maintenance of relativelystability and a sustainable rate of real
wide interest rate margins, further loaneconomic growth, rather than as indica-
growth, and substantial fee incometors of the range of money growth rates
related to sales of mutual funds adikely to prevail under expected eco-
well as to securitization and other off-nomic conditions.
balance-sheet activities. At year-end, The acceleration of M3 was caused
almost 99 percent of commercial bankpartly by a shift in the way banks
assets were held at banks classified dmanced their credit—specifically, sub-
well capitalized. Underlying thrift prof- stituting issuance of large time deposits
its were also stronger. However, profitdor borrowings from offices abroad.
at thrift institutions and at banks with Both foreign and domestically chartered
deposits insured by the Savings Associdbanks paid down net borrowing from
tion Insurance Fund (SAIF) were heldforeign head offices and branches in
down temporarily by a special assess1996. For domestic banks, this paydown
ment on deposits to recapitalize SAIFmay have been related to the reduction
(Some bank deposits are SAIF-insuredo zero of insurance assessments on
because of mergers with thrift institu-deposits, beginning with the last quarter
tions or acquisitions of them.) of 1995. In addition, the greater growth
of M3 relative to that of M2 reflected
the need to fund particularly strong loan
growth at U.S. branches and agencies of
The slowing of depository credit not-foreign banks, which do not offer the
withstanding, growth of the broaderretail accounts that dominate deposits
monetary aggregates strengthened im M2.

1996: M3 expanded almost 7 percent, Growth of both M2 and M3 was sup-
up from the pace of 1995 and above th@orted again in 1996 by continuing
upper end of its 2 percent to 6 percentobust advances in money market

The Monetary Aggregates

Stock of M3 Stock of M2
Billions of dollars Billions of dollars

5%

6% Actual
A 4900 P>

4800

4700
3700

— 2% .
— } 4600 ~ < 1%
Range Range
- ‘ I | I A 1 1 i S S [ [ Sy [ [ A i |
1995 1996 1995 1996

Note. The range was adopted by the FOMC for the Note. The range was adopted by the FOMC for the
period from 1995:Q4 to 1996:Q4. period from 1995:Q4 to 1996:Q4.
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mutual funds (MMMFs). Because theholds, businesses, and banks. In the pro-
yields on these funds are based on theess, M2 velocity rose substantially and,
average return earned on their assetapparently, permanently. Since 1993,
they lag changes in yields on new marvelocity no longer appears to be shifting
ket instruments; thus, the funds tend tdigher, and M2 velocity and opportunity
attract additional inflows when marketcosts are moving together about as they
rates are falling. Accordingly, MMMFs did before 1990. However, the recent
advanced rapidly in the early part ofperiod of relative stability in this rela-
the year, when the monetary easings dfonship has been too short for the Fed-
December and January pulled dowreral Reserve to place increased reliance
short-term rates, and also later in then M2 as a guide to policy.

year, when short-term rates were again M1 contracted % percent in 1996, as
declining. However, these instrumentgshe pace at which new arrangements
expanded briskly even in the third quarwere established to sweep reservable
ter, when short-term rates were risingretail transactions deposits to nonreserv-
suggesting that part of the attractivenesable nontransaction accounts acceler-
of MMMFs is the convenience theyated. The initial amounts removed from
offer those investors engaged in movindransaction accounts by sweep arrange-
funds in and out of stock and bondments established during the vyear
mutual funds, which expanded at aamounted to $116 billion, compared
record pace last year. In additionwith $45 billion in 1995. M1 continued
institution-only funds seemed to haveto be supported by currency growth, as
considerable success in marketing cadloreign demands, which were depressed
management programs that capturearlier in the year partly in anticipation
excess cash of corporations and municief the new $100 bill, picked up in the
palities. Likely reflecting the attractive- second half. Adjusted for the initial
ness of money market and capital maramounts removed from transaction
ket mutual funds, deposits in M2accounts by sweep arrangements, M1
actually showed little growth in 1996. grew 5/4 percent in 1996. The sweeping
Retail deposit growth also may haveof transaction deposits contributed to
been damped by a lack of aggressive

pricing of deposits on the part.of banksy,, Velocity and M2 Opportunity Cost

as demand for their loans slipped anG;o scale Percentage points, ratio scale
they apparently found it cheaper to
finance a larger share of loan origina-
tions through securitizations and large
time deposits.

The behavior of M2 relative to
income, as summarized by its income18
velocity, again bore a fairly systematic™
relationship to M2’s opportunity cost— , _
the return on M2 assets relative to yields ‘f"’_c"y
available on alternative instruments. The v i
relationship of velocity to opportunity 1980 1984 1988 1992 1996
costs was reasonably stable historically, Nore. The velocity of M2 is the ratio of nominal gross

but it broke down in the ear|y 1990s, domestic product to the stock of M2. The opportunity
. : .. cost of M2 is a two-quarter moving average of the three-
a perlod characterized by eXtenSIVénonth Treasury bill rate less the weighted average return

restructuring of balance sheets by housen assets included in M2.

M2 opportunity cost

- 6

1.9

M2
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Annual Rate of Change in Reserves, Money Stock, and Debt Aggregates
Percent

1996

Item 1993 | 1994| 1995
Year‘ Ql‘ QZ‘ Q3‘ Q4

Depository institution reservés

Total...oo ..122 1.2 -49 -114 -79 -64 -16.4 -16.9
Nonborrowed plus extended credit. ......... 122 -15 -49 -114 -65 -7.6 -17.6 -16.0
Required. ..o ..125 -11 -52 -11.7 -85 -57 -16.6 -183

Monetarybasg ... . 104 8.4 4.1 3.8 1.5 3.0 5.4 5.1

Concepts of money

ML ..10.6 25 -16 -46 -35 -14 -65 -73
CUITENCY .o veee e e e .10.2 102 54 5.7 2.7 4.4 7.6 7.7
Demand deposits. .............c.covvn.. . 135 7 1.4 2.7 8.6 87 -9 -55

Other checkable deposits. ............... . 86 -18 -105 -23.1 -23.1 -195 -29.8 -29.4

M2 .. 1.3 .6 4.0 4.6 5.3 4.5 3.4 5.0
Non-M1 components..................... . 26 -3 6.7 8.8 9.3 7.0 7.7 10.2
Savings (including MMDAS)........... 29 -43 -32 11.7 139 104 84 121
Small denomination time deposits. ... .. -10.6 2.4 15.4 1.3 1.2 -1.8 2.2 3.8
Retail money market mutual funds .. .. | -8 7.6 187 171 146 163 163 17.2
M3 ] . 1.1 1.7 6.2 6.9 6.6 6.4 54 8.4
Non-M2 components oo 6.6 153 155 117 139 127 204
Large-denomination time deposits. . ... . . -6.5 7.3 16.1 17.6 99 147 164 255
Institution-only money market mutual
funds........ooo . =24 -49 240 198 214 121 206 198
Repurchase agreements.............. . 234 134 5.7 4.1 28 16.2 4.7 2.1
Eurodollars. ......................oes .-16 234 122 174 118 110 8.7 347
Domestic nonfinancial sector debt............ 5.2 5.2 55 5.4 5.0 5.8 5.3 5.0
Federal ...t . 8.4 5.7 4.4 3.8 3.0 4.7 3.8 3.2
Nonfederal............coooiiiiiiiiiiiin, » 4.0 5.1 5.9 6.0 5.7 6.2 5.8 5.6

Note. Changes for quarters are calculated from the M2 is M1 plus savings deposits (including money
average amounts outstanding in each quarter. Changes forarket deposit accounts); small-denomination time
years are measured from Q4 to Q4. Based on seasonallieposits (including retail repurchase agreements), from
adjusted data. which have been subtracted all individual retirement

1. Data on reserves and the monetary base incorporagecounts (IRAs) and Keogh accounts at commercial
adjustments for discontinuities associated with regulatorypanks and thrift institutions; and balances in taxable and
changes in reserve requirements. tax-exempt retail money market mutual funds (money

2. The monetary base consists of total reserves; pluinds with minimum initial investments of less than
the currency component of the money stock; plus, for al$50,000), excluding IRAs and Keogh accounts.
quarterly reporters, and for all weekly reporters without M3 is M2 plus large-denomination time deposits at all
required reserve balances, the excess of current vault cadepository institutions other than those due to money
over the amount applied to satisfy current reserve requirestock issuers; balances in institution-only money market
ments. For further details, see the Federal Reserve’'s Hiutual funds (money funds with minimum initial invest-
Statistical Release. ments of $50,000 or more); wholesale RP liabilities (over-

3. M1 consists of currency in circulation excluding night and term) issued by all depository institutions, net
vault cash; travelers checks of nonbank issuers; demaraf money fund holdings; and Eurodollars (overnight and
deposits at all commercial banks other than those due term) held by U.S. residents at all banking offices in
depository institutions, the U.S. government, and foreigrCanada and the United Kingdom and at foreign branches
banks and official institutions, less cash items in theof U.S. banks worldwide, net of money fund holdings.
process of collection and Federal Reserve float; and othéfor further details, see the Federal Reserve’s H.6 Statisti-
checkable deposits, which consist of negotiable ordersal Release.
of withdrawal and automatic transfer service accounts at *In absolute value, greater than zero and less than
depository institutions, credit union share draft accounts).05 percent.
and demand deposits at thrift institutions.
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a contraction of almost 12 percent indecline in reserve balances of about
required reserves—twice the rate of$12 billion attributable to sweeps must
decline of the previous year. The monebe matched by an accompanying lower
tary base decelerated only a little, howlevel of Treasury securities on the books
ever, as growth of its major componentpf the Reserve Banks. .
currency, was little changed between
1995 and 1996.
The Federal Reserve continued to
monitor sweep activity closely, as per-
sistent declines in the levels of required
reserves have the potential to impinge
on the Federal Reserve’s ability to exert
close day-to-day control over the fed-
eral funds rate—the overnight rate on
reserves traded among depository insti-
tutions. Depositories hold balances at
Reserve Banks to meet daily clearing
needs in addition to satisfying statutory
reserve requirements. At low enough
levels, reserve balances may provide
inadequate protection against adverse
clearings, and banks’ attempts to avoid
overdrafts could generate highly vari-
able daily demands for balances at the
Federal Reserve and a volatile federal
funds rate. Through 1996, however, no
serious problems had emerged, in part
because the substantial drop in deposi-
tories’ required reserve balances attrib-
utable to sweeps was partially offset by
increases in their holdings of required
clearing balances—an arrangement
whereby depositories pay for services
provided by the Federal Reserve through
the holding of specified amounts in
reserve account balances. In addition,
advances in banks’ techniques of moni-
toring balances at the Federal Reserve
and gauging their clearing needs have
enabled them to operate efficiently and
smoothly at relatively low levels of
balances. Sweeps have had an effect
on Federal Reserve earnings and the
amounts it remits to the Treasury. The
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International Developments

Economic activity picked up in most countries generally continued to enjoy
major foreign industrial countries in strong growth, although not as strong
1996, but the pace of expansion, whileas in 1995. While output continued to
brisk at times, was generally uneverdecline in Russia and Ukraine, the pace
over the course of the year. Outpubf contraction slowed further; most of
remained significantly below estimatedhe other republics of the former Soviet
potential in most countries, and unemUnion showed signs of growth. The
ployment remained high or even roseountries of Central and Eastern Europe
in much of Europe and in Canadarecorded moderate growth in line with
These conditions helped keep inflatiorthe recent average for these economies.
in check; by the end of the year, theln Africa, growth for the region as a
average inflation rate in the majorwhole reached 5 percent, significantly
foreign industrial countries was belowhigher than in recent years. Economic
2 percent. activity picked up a bit in the Middle
Growth in most of the major econo-East after several years of relatively
mies of Latin America rebounded inslow growth there.
1996 as the drag associated with the The U.S. trade deficit in goods and
collapse of the Mexican peso in lateservices widened to $114 billion in 1996
1994 and early 1995 dissipated. Asiarirom $105 billion in 1995. Recent
movements in the exchange value of the
Exchange Value of the Dollar dollar had partl_y offsetting effects on net
and Interest Rate Differential tre_lde flows during the year. The appreci-
Percentage points  Ratio scale, December 1973 = 108tion of the dollar t.hat began in 1995
Price adjusted and c_ontmued during 1996 began to
exchange value _ 140 boost imports and hold down exports of
of the dollar services as the year progressed. Mean-
Interest rate differential 20 while, lagged effects of the 1994-95

U.S. minus foreign _ 100 depreciation of the dollar continued

4 to give a boost to merchandise exports.
2 - In addition, with U.S. income growth
0 WW in 1996 close to the average for the
2A/ country’s major trading partners, U.S.
ST T T B imports increased more than exports, as
1981 1984 1987 1990 1993 1996 is typical when increases in income

Note. The exchange value of the U.S. dollar is itsamong these countries are similar.

weighted average exchange value in terms of the curren- T
cies of the other G-10 countries using 1972-76 total trad The current account deficit expanded

weights. Price adjustments are made using relative corio $165_ _bi||i0l’l fr_om its 1995 level Qf
sumer prices. $148 billion. As in 1995, a substantial

The interest rate differential is the rate of long-term : ; ;
U.S. government bonds minus the weighted-average ra@ortlon of the balancmg net Capltal

on comparable foreign securities, both adjusted folNflOws represented accumulations of
expected inflation; expected inflation is estimated by eforeign official assets in the United

thirty-six month moving average of consumer price infla- . .
tion using staff forecasts of inflation where needed. States. Recorded hoIdlngs of assets in

The data are monthly. the United States by private foreigners
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also increased rapidly in 1996, andn the year, activity slowed in France
recorded U.S. private holdings of for-and declined in Italy. In Switzerland,
eign assets likewise rose substantiallleconomic activity again contracted over
The analysis of capital flows in 1996 isthe course of the year. Growth remained
complicated, however, by the statisticakluggish in Canada over the first half
discrepancy’s wide swing from positiveof the year but increased substantially
to negative. thereafter, partly in response to robust
The foreign exchange value of theU.S. growth. In Japan, an exceptionally
dollar rose about 4 percent on balance istrong first quarter was followed by
1996 in terms of a trade-weighted avertwo quarters of stagnation, but in the
age of the other G-10 currencieghe fourth quarter, activity accelerated
dollar’s appreciation was consistent withagain. Stimulated by the easy stance of
the divergence in trends in economianonetary and fiscal policies in recent
activity in 1996 between the Unitedyears, private investment strengthened,
States and most other major industrial
countries. Relatively strong growth here
combined with moderate and unever-hanges in GDP, Demand, and Prices
growth abroad was also reflected in a Percent, from previous year
widening differential between long-term Gross domestic product
interest rates in the United States an
foreign countries. U.S. rates rose abot
¥> percentage point, while a weighted
average of ten-year rates in foreign G- 1( / "Foreign G-10
countries declined abouts percentage
point on balance. Generally lower short- x x x x 1
term interest rates plus fiscal consoli” Total domestic demand
dation, especially in Canada and som
parts of Europe, also contributed to the
fall in foreign long-term rates.

uUs.

N o+ DN b

o+ w

_/ N—
Foreign Economies
x x x x

In Germany, domestic demand remaineJCDnSiJmer 2 o
fairly subdued during 1996, but net

exports made a strong contribution tc

growth. Economic activity turned down

early in the year because frigid winter

weather restricted construction activity; 2
the pace of activity rebounded tempo-
rarily in the spring but then slowed 1992 1994 199
sharply at the end of the year. In the Norte. Data for the foreign G-10 countries are from

United Kingdom, France, and Italy, national sources. The data are weighted by the countries’

growth increased after midyear; but latel987-89 GDP as valued after adjusting for differences in
the purchasing power of their currencies; GDP and
domestic demand are in constant prices.
. . Data for the United States are from the Departments of
1. The Group of Ten consists of Belgium, C"’m'Commerce and Labor. GDP and domestic pdemand are
ada, France, Germany, ltaly, Japan, the Netheferived from chained (1992) dollars.
lands, Sweden, Switzerland, the United Kingdom, For GDP and domestic demand, the data are quarterly;
and the United States. for consumer prices, the data are monthly.

w

| | | |
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contributing to a rise in domestic de- General government budget deficits
mand over the year. narrowed further in Canada and the
Weak growth in continental EuropeUnited Kingdom, partly as a result of
contributed to increased slack in theising economic activity but also be-
labor market. The unemployment ratecause of fiscal policy changes aimed at
rose to post-World War Il recordsreining in structural budget deficits.
in Germany, France, and SwitzerlandFrance also experienced some improve-
unemployment also remained high inrment in its deficit. Despite the Maas-
Italy and Belgium. By contrast, the ratetricht objective, budget deficits widened
of unemployment continued to declinein Germany in 1996 to nearly 4 percent
steadily in the United Kingdom, whereof GDP and in ltaly to &2 percent,
expansion has been under way fomainly as a result of slow growthlin
several years. In Canada, unemploymedapan, expansionary fiscal policy contin-
rose slightly after falling a bit in 1995; ued to widen the deficit significantly.
labor market conditions appeared to be Long-term interest rates declined in
improving near the end of the yearall foreign G-10 countries except the
Japan’s unemployment rate rose to &nited Kingdom. The drop was consis-
postwar high of 3.5 percent in the sectent with generally subdued economic
ond quarter and fell only slightly over growth and related downward pressure
the rest of the year. on inflation rates; fiscal consolidation
The deterioration of labor market con-also contributed where it occurred.
ditions in several of the major foreign Short-term interest rates fell as mone-
industrial countries reflected sustainedary policy eased in many countries in
or worsened shortfalls of actual outputresponse to slowing economic activity
from estimated potential output. Withand declining inflation. In Japan, the
growth at or slightly below its potential rate on three-month certificates of de-
rate in Germany, Canada, and Franceyosit remained a¥> percent to maintain
existing gaps were not narrowed; thesupport for economic recovery and to
discrepancy widened in Italy, wherefacilitate restructuring in the Japanese
growth was significantly below its financial sector.
potential rate. Persistent output gaps The current account surplus in Japan
continued to exert downward pressurdell to a six-year low, in part because of
on inflation rates. On average, consumdagged effects on exports from the yen’s
price inflation in the foreign G-10 coun- appreciation in 1995, but also because
tries continued to decline gradually,higher oil prices and the depreciation
reaching about % percent by the last of the yen in 1996 raised the cost of
quarter of 1996. In lItaly, the rate ofimports denominated in dollars. Italy’s
consumer price inflation at the end ofcurrent account surplus widened; weak
the year, 22 percent, was less than halfdomestic demand curbed imports, while
the year-earlier rate. An exception waexports received a boost from the
the United Kingdom, where growth restraints on labor costs that have
exceeded the rate estimated to be susnproved Italy’s international com-
tainable, and the underlying inflation
rate rose slightly above 3 percent. I———
Japan, consumer prices were unchangedz- According to the Maastricht Treaty, only

. »dhose countries that had a general government
on balance over the year; the yen eficit of 3 percent of GDP or less in 1997 may

erreciat@on raised import prices, pﬁsetparticipate in the European Monetary Union upon
ting ongoing domestic price deflation. its scheduled commencement at the start of 1999.
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petitiveness over the past few yearsJ.S. International Transactions
Canada’s deficit was almost eliminated

in part because of strong exports to 5eal imports of goods and services

healthy U.S. economy. The U.K currenftn the United States rose ra_pidly over
account deficit also declined signifi- he four quarters of 1996, increasing

ey lightty more than 8 percent after
cantly, mostly on account of nsmgS . X
income from British investment abroad.exDandlng about 4 percent in 1995. The

Mexico's economy bounced baCkpickup in U.S. economic activity

from the sharp decline in output associ?o?hSteq thet demand ffor IThpogS,” apd
ated with the crisis that followed the 'Urther IMPELUS came from the dofiars

December 1994 devaluation of the pesoappreciation, which put downward pres-

By the end of the year, economic activ-sure on prices of imported goods other

ity had regained the pace achieve(].ihan oll in 1996. Most major categpries
before the crisis. With the currencyOf merchandise trade showed sizable

stable and inflation much lower than in"'c"€S€s in the volume of imports; oil
1995 albeit at just under 30 percent—and semiconductors were the notable

interest rates fell, helping investmenXceptions. While rising faster than in
and other elements of domestic demand
take over from net exports as th’e drivinqjlsl International Trade
force in the recovery. Mexico’s trade
balance remained in moderate surplus
declining somewhat in the second hal
of the year as imports accelerated an
the expansion of non-oil exports slowed
The Argentine and Brazilian economies
which had been adversely affected ir
1995 by spillovers from the Mexican
crisis, grew at fairly rapid rates in 1996. [EN S S [ N —
Monetary t|ghten|ng and a decline in Ratio scale, billions of chained (1992) dollars
copper prices slowed growth in Chile Trade in goods and services
from the high rate recorded in 1995.
Inflation in  Venezuela exceeded
100 percent and, as noted, inflatior
remained high in Mexico; elsewhere in
Latin America, it ranged from zero to
10 percent. | | | | | | |

Economies in Asia slowed a bit on Ratio scale, 1992 = 100
average in 1996 after booming in 19957 Gpp price index (chain-type)
Earlier monetary tightening in some
countries had its intended effect of Total merchandise
moderating strong growth. In addition, exports
exports were dampened in many econc  Non-oil merchandise imports
mies by strong appreciation in their 9%
exchange rates in terms of the yen an
by a generally weak global electronics
market. Inflation remained low, ranging

Note. The data are from the Department of Com-

Trom 2 percem n Smgapore to7 percenlﬂerce; they are quarterly and seasonally adjusted. Data
in China. for trade are at annual rates.

Billions of dollars

Balances
N

Goods and services

Current account

850
Imports

650
Exports

105

100

| | | | | |
1990 1992 1994 1996
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1995, imports of services grew less irter of 1996 as they were a year earlier.
1996 than imports of merchandise. Receipts from services exports grew
Real exports of U.S. goods and sermore slowly in 1996. Much of the slow-
vices expanded ¥ percent over the down was in fees and royalties and in
year, about the same pace as in 199%eceipts from travelers to the United
Merchandise exports were stimulated bystates, spending that was dampened in
the pickup in growth in some importantpart by the appreciation of the dollar.
U.S. trading partners and by lingering Foreign official assets in the United
effects of the dollar's depreciation inStates increased $122 billion in 1996.
1995. Exports to Mexico accounted forA number of countries gained dollar
most of the expansion, but exports taeserves as they attempted to counter the
Canada, South America, and Asia alsalomestic effects of large private capital
increased. Exports to Western Européflows. In addition, exchange market
were about the same in the fourth quarintervention early in the year increased

U.S. International Transactions
Billions of dollars, seasonally adjusted

Quarter
Year
Transaction 1995 1996
1995 | 1996 | Q4 Q1 ‘ Q2 ‘ Q3 ‘ Q4

Goods and services, net...............oiiiiiiin... .-105 -114 -19 =25 -29 -34 26

EXPOMS ..ottt e e e .. 187 836 204 205 209 206 216
Merchandise..................oooiiiii .. 576 612 149 150 153 150 158
SeIVICES. ..ottt ..ooo211 224 54 55 56 56 57

IMPOMS ..o .. 892 950 223 230 238 240 242
Merchandise.....................oooin .. 749 799 187 193 200 202 204
SeIVICES. .ottt .. 142 150 36 37 37 38 38

Investmentincome, net. ... . -8 -8 -2 * -2 -4 -2
Direct investment, net................ ... oo ... . 57 64 15 17 15 15 18
Portfolio investment,net.......................... . —65 =73 =17 -16 =17 -19 =21

Unilateral transfers, private and government, net. . ... . -35 42 -9 -11 -9 -9 -13

Currentaccountbalance .....................oooeee .-148 -165 -30 -35 41 -48 41

Private capital flows, net................ ..ol . 17 89 -10 -21 37 38 36
Bank-related capital, net (outflows) ................ . —44 90 25 -34 2 -34 -23
U.S. net purchases) of foreign securities. .......... -99 -105 -33 -34 -20 -23 -27
Foreign net purchases (+) of U.S. securities. . ... ... 195 285 29 48 60 78 99

Treasury SeCUNtieS .........oveeiieinenennn. . 99 154 2 12 31 43 67
Corporate and other non-Treasury bonds. ........ 82 120 17 33 23 33 31
Corporate StOCKS .. ... ovvu i . 13 12 01 3 6 2 1

Direct investment flows, net (outflows) ............ -35 -4  -29 5 -9 12 -13
U.S. directinvestmentabroad. ................... . 96 88 44 23 26 9 30
Foreign direct investment in United States....... 60 84 15 29 17 21 17

Other corporate capital flows, net.................. L% 3 -3 -6 4 5 n.a.

Foreign official assets in United States (increase, +)...| 110 122 11 52 14 24 33

U.S. official reserve assets, net (increase, ............ -10 7 * * -1 7 *

U.S. government foreign credits and other claims,.net. * -1 * * * * *

Total diSCrepancy. .. .....ovvvi i - 32 -53 29 5 -9 22 -27
Seasonal adjustment discrepancy. ................. . 0 0 1 7 * -8 2
Statistical discrepancy ............c.cooviiiiiii.. . 32 -53 28 -2 -9 -13 -29
Note. Components may not sum to totals because of n.a. Not available. p Preliminary.

rounding. Source. Department of Commerce, Bureau of Eco-

*In absolute value, greater than zero and less thamomic Analysis.
$500 million.
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the holdings of certain industrial coun-ancy in 1996 contrasts sharply with the
tries, and higher oil prices boosted thesizable positive figure of 1995. A nega-
reserves of oil producers. tive discrepancy indicates net omissions

Recorded foreign private assets in ther understatements of capital outflows
United States expanded even more ra@nd current account payments.
idly than the record pace of 1995. Pri-
vate entities abroad made net purchas :
of U.S. Treasury securities amoFL)mting tg—sorelgn Exchange Developments
$154 billion, well in excess of purchasesThe dollar appreciated about 7 percent
in any other year. Net purchases of U.Sin terms of the mark and the other cur-
government agency and corporate bondgncies that were in the European
also surpassed previous sums, reachirexchange rate mechanism (ERM)
$120 billion, much of which representedthroughout the ye&.The rebound was
U.S. borrowing in the Eurobond mar-consistent with growth in the United
kets. In contrast, foreign net acquisitionsStates exceeding that in continental
of U.S. stocks were relatively restrainedEurope and with the associated widen-

U.S. net purchases of foreign securiing of the differential between long-term
ties were also very strong in 1996, buinterest rates in the two regions. Down-
stocks were favored over bonds. Netvard pressure on the mark may also
purchases of stocks in Japan were pahave been related to uncertainties stem-
ticularly large in the first half of the ming from the scheduled introduction in
year. Equities of firms in Central and1999 of a single currency among the
South America and in Asia also attractednitial members of the European Mone-
U.S. investors in 1996, but net purchasetary Union. Nonetheless, the prospects
in both these regions were still belowof a successful launch seemed to
the peak reached in 1993.

Net capital outflows occurred through
banks and security dealers in 1996. With——————

o . - 3. The ERM linked the currencies of Austria,
credit issued by banks in the lJmtedBeIgium, Denmark, France, Germany, Ireland, the

Stat_es slowing, lenders relied less OMetherlands, Portugal, and Spain throughout 1996.
foreign sources of funds. Repurchasen October, the Finnish markka was added, and in

agreements with securities dealers in thiovember the lItalian lira rejoined the ERM after
United States were used by foreigrf" @bsence of about four years.
investors to finance part of their very
large net purchases of U.S. Treasurgxchange Value of the Dollar
securities, contributing to the outflow. versus Selected Currencies

Foreign direct investment in the December 1995 = 100
United States, swelled by mergers ani
acquisitions, reached $84 billion in y

. . apanese yen

1996, surpassing the previous record ¢ 110
$68 billion, reached in 1989. U.S. direct
investment abroad was also strong -
although somewhat lower than in 1995 —70 ————~_ . 100
Investments in formerly state-owned Canadian doliar
enterprises in some foreign countries
along with mergers and acquisitions, 1996
contributed to the l_arge Olftﬂ,OWS- . NortE. Foreign currency units per dollar. The data are

The large negative statistical discrepmonthly.

| | | | | | | |
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improve in the eyes of market partici-Foreign Exchange Operations
pants, judging by the narrowing of long- . . . .
term interest rate differentials betwee P.S. authorities did not intervene in

Germany and other prospective EMSoreign exchange markets in 1996.
members. Reported net purchases of dollars by

; - j foreign central banks were
By contrast, the dollar declined in major fore o
value versus the pound and the ltaliap+0 Pillion in 1996, about $20 billion
lira. Solid growth in the United King- less than in the year before. In January

: ; the Bank of Mexico made a final pay-
dom led to a tightening of monetary o )
policy in late October, which in turn ment of $650 million on its 1995 Fed-

- - | Reserve swap drawing.
boosted sterling 9 percent. The lira®"@
strengthened 4 percent. Inflation in_ At the end of the year, the System
Italy fell to its lowest rate in more held $19,264 million of marks and yen

than twenty-five years, and prospect%,lalued at current exchange rates. With

emerged for a substantial improvemen € d°'.'ar$ appreciation versus both
in the country’s fiscal deficit. currencies in 1996, the cumulative valu-

With weakness in economic activityatlon gains on System foreign currency

persisting in Japan, the yen depreciaterdOldlngs declined $1.’668 _m|II|on: In the
absence of transactions in foreign cur-

12 percent versus the dollar. Switzer-enc the Svstem realized no gains or
land’s recession likewise depressed th ossgé Yy 9
. -

Swiss franc, which fell 16 percent in
terms of the dollar. The Canadian dollar
moved only slightly compared to the
U.S. currency over the year.

Adjusted for changes in consumer
prices, the dollar declined about 1 per-
cent on average measured against the
currencies of eight newly industrializing
countries in Latin America and Asia that
are major U.S. trading partnetsThe
dollar appreciated 2 percent in terms
of the Mexican peso on a nominal basis,
but adjusted for the inflation differential,
the dollar depreciated 17 percent. This
move was largely offset by the dollar's
appreciation of 8 percent versus the
Korean won in inflation-adjusted (and
nominal) terms.

4. The countries are Chile, Hong Kong, Korea,
Malaysia, Mexico, the Philippines, Singapore, and
Taiwan.



37

Monetary Policy Reports to the Congress

Given below are reports submitted toto continued economic expansion, the
the Congress on February 20 and Julyrederal Open Market Committee raised
18, 1996, pursuant to the Full Employ-the federal funds rate an additional
ment and Balanced Growth Act of 1978%2 percentage point, to 6 percent. Infla-
tion did, in fact, pick up in the first part
of 1995, but data released during the
Report on February 20, 1996  spring indicated that price pressures
were receding, and the Committee re-
duced the federal funds rat@ percent-
age point at its July meeting. Through
the remainder of the year, inflation was
The economy performed well in 1995.even more favorable than had been
Moderate economic growth kept the unanticipated in July, and inflation expec-
employment rate at a relatively lowtations decreased. In addition, an appar-
level, and inflation, as measured by thent slowing of economic activity late in
change in the consumer price index, wathe year further reduced the potential for
in a range of 3 percent or less for thenflationary pressures going forward. To
fifth straight year, the first such occur-forestall an undue increase in real inter-
rence in thirty years. This desirableest rates as inflation slowed, and to
combination of low inflation and low guard against the possibility of unneces-
unemployment provided further sub-sary slack developing in the economy,
stantiation of a fundamental point thatthe Committee eased reserve conditions
the Board has made in past reports—n December and again at the end of
namely, that there is no trade-off in theJanuary 1996, reducing the federal funds
long run between the monetary policyrate a total of/2 percentage point.
goals of maximum employment and Monetary policy easings since mid-
stable prices set in the Federal Reservi995 contributed to declines in short-
Act. Indeed, it is by fostering price term market interest rates, which by
stability that a central bank can makemid-February were down 1 to 2 percent-
its greatest contribution to the efficientage points from the highs reached early
operation and overall ability of thelast year. Intermediate- and long-term
nation’'s economy to create jobs andates also moved sharply lower last year
advance living standards over time. as the risks of rising inflation receded
As economic prospects changed irand as prospects for substantial progress
1995 and early 1996, the Federaln reducing the federal budget deficit
Reserve found that promoting full em-seemed to improve. As of mid-February,
ployment and price stability requiredthese rates were¥l to 2% percentage
several adjustments in its policy setpoints below their levels at the begin-
tings. Last February, the economy stillning of 1995. Helped by lower interest
seemed to be pressing against its potemates and favorable earnings, major
tial, and prices were tending to accelerequity price indexes rose 30 percent to
ate. To reduce the risk that inflation40 percent last year and have moved
might mount, with the attendant threatstill higher in early 1996. These finan-

Monetary Policy and the
Economic Outlook
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cial developments reduced the cost tmonfinancial sectors grew slightly more
businesses of financing investment anthan 5 percent last year, just above the
to households of buying homes and conmidpoint of the Committee’s 3 percent
sumer durables; households were alsm 7 percent monitoring range. Rapid
aided by substantial additions to finangrowth of business spending on inven-
cial wealth from rising bond and equity tories and fixed capital early in the year
prices. boosted the credit demands of firms,
The foreign exchange value of thedespite strong corporate profits. Borrow-
U.S. dollar, measured in terms of theng was also lifted by the financing of
currencies of the other Group of Tenheavy net retirements of equity shares in
(G-10) countries, fell about 5 percentconnection with mergers and share
on net, during 1995. The dollar appreci+epurchase programs. Growth of house-
ated substantially from the summer orhold debt slowed a bit but remained
and has advanced further on balance ibrisk; consumer credit continued to
1996 but not enough to offset a shargrow quite rapidly. Federal debt growth
decline that took place in the first fourwas relatively modest for a second year,
months of 1995. Interest rates fell ininfluenced by a lower deficit and con-
most other foreign industrial countries,straints on normal seasonal borrowing at
which also were experiencing sloweryear-end owing to the federal debt ceil-
economic growth, but by less than thang. Outstanding state and local govern-
decline in rates in the United Statesment debt ran off more rapidly than in
Early in 1995, the dollar also was pulled1994.
down by the reactions to the crisis in Commercial banks and thrift institu-
Mexico, but the negative influence ontions again financed a large portion of
the dollar from this source appeared tdahe borrowing last year; their share of
lessen as Mexican financial marketdotal outstanding debt of nonfederal sec-
stabilized over the balance of the yeartors edged up in 1994 and 1995 after
Inflation rates in major industrial coun-having declined for more than fifteen
tries held fairly steady in 1995 at levelsyears. The growth in depository credit
somewhat lower than those prevailingvas funded primarily with deposits,
in this country; thus, depreciation ofboosting the expansion of the broad
the dollar in real terms against othemonetary aggregates. M3 grew 6 per-
G-10 currencies was less than the depreent, at the upper end of its 2 percent to
ciation in nominal terms. Against the6 percent annual range established by
currencies of a broader group of U.Sthe Committee at midyear. Depositories
trading partners, the dollar’s real deprerelied heavily on large-denomination
ciation in 1995 was even smaller. time deposits for funding, but retail
Borrowing and spending in the Uniteddeposits also showed gains as declining
States was facilitated not only by lowermarket interest rates made these depos-
interest rates but also by favorable supits more attractive to retail customers.
ply conditions in credit markets. Spreaddvi2 advanced 4 percent, putting it in
between interest rates on securitiethe upper portion of its 1 percent to
issued by private firms and those issue@l percent annual range. The expansion
by the Treasury generally remained naref M2 was the largest in six years, and
row, and banks continued to ease termiss velocity was unchanged after having
and qualifying standards on loans tancreased during the previous three
businesses and households through mogtars. Nonetheless, growth of the aggre-
of the year. Total debt of domesticgate was erratic through the year, and
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the stability of its relationship to nomi- industries in which efforts are being
nal spending remains in doubt. M1lmade to bring stocks into better align-
declined last year for the first time sincement with sales. Inventory accumulation
the beginning of the official series inapparently slowed in the fourth quarter,
1959. An increasing number of banksand with financial conditions remaining
introduced retail sweep accounts, whictbroadly conducive to growth of private
shift money from interest-bearingfinal sales, inventory problems of a
checkable accounts to savings accountiegree that might prompt a sustained
to reduce banks’ reserve requirementgeriod of widespread production adjust-
Without these shifts, M1 would havements do not seem likely. In the house-
risen in 1995, although slowly. hold sector, the accumulation of finan-
cial wealth brought on by the rise in the
. P stock market has provided the where-
Economic Projections for 1996 withal for increases in consumption
The relatively small amount of informa- greater than would otherwise have been
tion that is available for 1996 indicatesexpected—countering the potential
that the economy has started off slowlynegative influences of more burdensome
early this year, but fundamental condi{evels of consumer debt. At the same
tions appear to be more encouragingime, reductions in mortgage interest
than recent data might seem to suggesiates have put the cost of financing a
Bad weather in a number of regions andhouse within reach of a greater number
the partial shutdown of the federalof families and made it possible for a
government have been disruptive to thaignificant number of households to ease
economy this winter. These influencesheir debt-service burdens by refinanc-
seem likely to leave only temporarying their homes at lower rates. In the
imprints on spending and productionbusiness sector, reductions in the cost of
creating volatility in incoming data over financing investment in new capital are
the near term while having little effect providing some offset to the slowing
on underlying trends. tendencies that normally accompany a
The economy has also been slowedyclical moderation in the growth of
by production adjustments in someaggregate output. In addition, business

Economic Projections for 1996
Percent

Federal Reserve governors
and Reserve Bank presidents
Indicator Administration
Central
Range tendency
Change, fourth quarter
to fourth quartet
NominalGDP ..........coiiiiiene . 4-5 Y4434 5.1
RealGDP ... ... i . Va-2Y> 2-2Y4 2.2
Consumer price indeX. ..............oo.. . 2-3 B3 3.1
Average level,
fourth quarter
Unemploymentrate......................4 . %6 5/>—5¥4 5.7

1. Change from average for fourth quarter of preced- 3. All urban consumers.
ing year to average for fourth quarter of 1996. 4. Civilian labor force. Figure for the Administration
2. Chain-weighted. is an annual average.
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investment in high-tech equipment The central tendency of the Gover-
likely will continue to be boosted not nors’ and Reserve Bank presidents’
only by the ready availability of finance forecasts of the rise in the consumer
but also by technological upgrades angrice index over the four quarters of
ongoing steep declines in the effectivel996 is a range of% percent to 3 per-
price of real computing power. cent, a shade to the high side of the
In the U.S. external sector, growth ofactual outcome of 1995. At this early
exports strengthened after some slugpoint in 1996, with grain stocks excep-
gishness early in 1995. Expansion ofionally tight, there is some risk that
income abroad seems likely to pick upfood price increases at retail could be
this year, although the prospects still aréarger than those of recent years, espe-
subject to some downside risk. Importsgially if crop production should remain
meanwhile, have slowed from the verysubpar again this year; and, even though
rapid pace seen earlier in the expansiomecent upward pressures on energy
On net, the underlying trends in exportgprices should diminish with the return of
and imports of goods and servicesiormal weather, another year of declin-
appear to be essentially canceling ouihg prices cannot be taken as a given.
in terms of their combined contribution Nonetheless, the experience with infla-
to growth of U.S. real gross domestiction at high levels of resource utilization
product. was favorable in 1995, and with busi-
Against the backdrop of these develnesses still tightly focused on cost con-
opments, members of the Board otrol and efficiency gain, broad tenden-
Governors and the Reserve Bank Presies toward increased rates of price
idents, all of whom participate in theincrease are not anticipated. The Admin-
deliberations of the Federal Open Maristration forecast of inflation is higher
ket Committee, anticipate that the U.Sthan the forecasts of the Federal Reserve
economy will grow moderately, with officials, but the difference is not
little change in underlying inflation significant given the uncertainties of
trends. The central tendency of thdorecasting.
participants’ forecasts of real GDP Price increases like those being fore-
growth ranges from 2 percent tocast for the coming year would leave
2Y4 percent, measured as the cumuinflation no higher than it was in the first
lative change in output from the finalyear or so of the current economic
quarter of 1995 to the final quarterexpansion, with the rate of increase
of 1996. The rise in activity is expectedholding appreciably below the average
to be accompanied by further expanrate seen during the expansion of the
sion of job opportunities and little 1980s. Although the Federal Reserve’s
change, on net, in the civilian unemploy-4ong-run goal of restoring price stability
ment rate over the four quarters of 1996has not yet been achieved, the capping
The central tendency of the unemploy-of inflation and its diminution over
ment rate forecasts for the fourth quarterecent business cycles is a clear indica-
of 1996 is a range of % percent to tion of the substantial progress that has
5%4 percent, compared with an averagdéeen made to date.
of 5.6 percent in the final quarter of
1995. The Committee’s forecasts of,
economic growth and unemploymemlvIoney and Debt Ranges for 1996
are quite similar to those of theThe Committee’s intention to make fur-
Administration. ther progress over time toward price sta-



Monetary Policy Reports, February 41

bility formed the basis for the selectionof the relationships between the aggre-
of the growth ranges for the monetarygates and nominal GDP that have yet to
aggregates in 1996. In reaffirming thebe resolved.
ranges that were adopted on a provi- The Committee also reaffirmed the
sional basis in July, the Committee3 percent to 7 percent growth range for
noted that it viewed them as benchdebt. Although there are indications that
marks for what would be expectedlenders may no longer be easing terms
under conditions of reasonable price staand conditions for granting credit to
bility and historical velocity behavior. businesses and households, the Commit-
The Committee set the range for M2 atee anticipated that credit supplies would
1 percent to 5 percent and the range faremain ample and that debt would grow
M3 at 2 percent to 6 percent. at about the same pace as nominal GDP.
Given its expectations for inflation in Such increases would be consistent with
1996, the Committee anticipates thatontaining inflation and promoting sus-
nominal GDP will grow somewhat tainable growth.
faster this year than would be the case
if the economy already were at pric
stability. If velocities of the aggrega’[eg-rhe Performance of the Economy
were to exhibit roughly normal behaviorMeasured in terms of the chain-type
this year and nominal income were tandexes that are now being emphasized
expand as anticipated by the Committedyy the Bureau of Economic Analysis,
M2 and M3 might grow near the uppergrowth of real GDP averaged slightly
ends of their ranges. In assessing thkess than ¥ percent at an annual rate
possible outcomes, the Committee notedver the first three quarters of 1995 after
that considerable uncertainty remaing gain of 32 percent in 1994. The rise
about the usefulness of the monetaryn aggregate output this past year was
aggregates in guiding the pursuit of itsaccompanied by an increase in payroll
macroeconomic objectives. Althoughemployment of ¥ million, and the
the monetary aggregates have beetnemployment rate, after having fallen
behaving more in line with historical sharply in 1994, held fairly steady over
patterns than was the case earlier in thihe course of 1995, keeping to a range
decade, the effects of financial inno-of about 32 percent to %2 percent.
vation and deregulation over the year€onsumer prices, as measured by the
have raised questions about the stabilit¢PI for all items, rose % percent over
the four quarters of 1995, an increase
that was virtually the same as those of

Ranges for Growth of Monetary the two previous years.

and Debt Aggregates Growth of output during the past year

Percent was slowed in part by the actions of
Aggregate| 1994 ‘ 1995 ‘ 1995 businesses to reduce the pace of inven-

tory accumulation after a burst of stock-

M2 e = = e piling in 1994. Final sales—a measure
Debtz......| 48 37 37 of current output that does not end up in

NotEe. Change from average for fourth quarter of pre-mventones_rose at an average rate of
ceding year to average for fourth quarter of year indi-2 P€rcent over the first three quarters of
Catled-R <od at July 1995 FOMC meet 1995 after an increase of 3 percent over

" Monitoring ran o e ;the four quarters of 1994. The slowing

2. Monitoring range for debt of domestic nonfinancial § N
sectors. of final sales was largely a reflection of
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a downshifting in growth of the real sions of one sort or another to buyers
outlays of households and businessegrobably gave some lift to sales in 1995.
from elevated rates of increase in 1994owever, “pent-up” demand, which
to rates that were more sustainable. Realad helped to boost sales earlier in the
government outlays for consumptionexpansion, probably was no longer an
and investment edged down slightly, orimportant factor. Recent sales data do
net, during the first three quarters ofnot seem to point to any big shifts in
1995. Increases in real exports and realemand for vehicles around the turn of
imports of goods and services werdhe year: The average rate of sales of
smaller than those of 1994; their com-cars and light trucks in December and
bined contribution to GDP growth in the January was a touch above the average
first three quarters was slightly negativefor 1995 as a whole.

Real outlays for durable goods other
than motor vehicles continued to rise at
a brisk pace in 1995 but not so rapidly
Real personal consumption expenditureas in other recent years. Spending for
rose at an annual rate of aboutazper- furniture and household equipment hit a
cent over the first three quarters of 199%emporary lull in the first part of 1995
after having risen slightly more thanbut picked up again over the next two
3 percent over the four quarters of 1994quarters, lifted in part by a rebound
Available data suggest that growth ofin construction of new houses. Fourth-
real outlays slowed further in the fourthquarter data on retail sales seem to
quarter. The reduced rate of rise in conpoint to a further sizable increase in
sumption spending this past year cameutlays for household durables; accord-
against the backdrop of moderate gainsig to most anecdotal accounts, spend-
in employment and income. The finaning for home computers and other
cial wealth of households surged, buklectronic gear, which has been surg-
impetus to spending from this sourceng in recent years, continued to move
evidently was countered by other influ-up rapidly through the latter part of
ences, such as increases in debt but995.
dens among some households and an Consumer expenditures for nondu-
apparent rise, according to surveyables increased at an annual rate of
data, in consumers’ concerns about jolabout %2 percent, in real terms, over the
security. first three quarters of 1995, a little less

Real consumer expenditures for durathan the average of the previous ten
ble goods increased at an annual rate glears and considerably less than in
2% percent over the first three quarterd994. The growth of real expenditures
of 1995, a slower rate of rise than inon apparel slowed sharply after three
other recent years. Consumer expendirears of sizable advances. In the fourth
tures for motor vehicles declinedquarter, real outlays for nondurables
slightly, on net, over the first three quar-appear to have been lackluster.
ters after having moved up nearly Real expenditures for services—
20 percent over the three previous yearsyhich account for more than half of
in the fourth quarter, unit sales of cardotal consumer outlays—increased at an
and light trucks, a key indicator of realannual rate of about¥2 percent over the
outlays for vehicles, were down slightlyfirst three quarters of 1995, moderately
from their third-quarter pace. Incentivefaster than in either 1993 or 1994. After
programs that provided price conceshaving declined in 1994, outlays for

The Household Sector
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energy services increased sharply oveshare prices and the rally in the bond
the first three quarters of 1995: Themarket provided a substantial boost to
unusually mild weather of late 1994the wealth of households holding large
gave way, first, to more normal winteramounts of those assets. However,
conditions in early 1995 and, later on, tohouseholds holding few such assets bene-
hot summer weather that lifted fuelfited little from the rally in securities
requirements for cooling. Spendingprices, and some of these households
gains for other categories of servicebegan to experience greater financial
proceeded at an annual rate of abouiressure in 1995. Debts taken on earlier
2¥4 percent over the first three quarterproved to be difficult to repay in some
of 1995, about the same rate of rise as imstances, and a rising number of house-
the two previous years. holds saw their loans fall into delin-
Real disposable personal income rosquency. Overall, however, the incidence
at an average annual rate of aboudf financial stress among households
2¥> percent over the first three quarter@appears to have been limited, as sus-
of 1995, a gain that was about in linetained increases in personal income
with the previous year's increase.helped to facilitate timely repayment of
Monthly data through November sug-obligations.
gest that growth of real income may Consumers maintained relatively up-
have picked up a little in the fourth beat perceptions of current and future
quarter. Nominal personal incomeeconomic conditions during 1995. The
appears to have increased slightly fastaneasure of consumer confidence that is
in 1995 than it did in 1994, and growth prepared by the Conference Board held
of nominal disposable income, whichfairly steady at a high level. The index
excludes income taxes, apparently heldf consumer sentiment that is compiled
close to its 1994 pace. Inflation contin-by the University of Michigan Survey
ued to take only a moderate bite fromResearch Center edged down a little, on
increases in nominal receipts: Thenet, from the end of 1994 to the end of
chain-type price index for personal con-1995, but its level also remained rela-
sumption expenditures rose at an annugively high. By contrast, some survey
rate of 22 percent over the first three questions dealing specifically with per-
quarters of 1995, matching, almostceptions of labor market conditions
exactly, the increases in each of the twgointed to increased concerns about job
previous years. prospects during the year; although em-
After little change during 1994, the ployment continued to rise in the aggre-
real value of household wealth surged igate, announcements of job cuts by
1995. The value of assets was boostesbme major corporations may have
substantially by huge increases in theekindled consumers’ anxieties about
prices of stocks and bonds. Liabilitiesjob security. In January of this year,
continued to rise fairly rapidly but at a consumer assessments of labor market
rate well below the rate of increase inconditions softened further, and the
household assets; rapid growth of conbroader indexes of sentiment also
sumer credit was again the most notabldeclined. The January levels of the
feature on the liability side. Behind indexes were on the low side of their
these aggregate measures of househdadsterages of the past couple of years but
assets and liabilities was some widavere well above levels that were
variation in the circumstances ofreported through most of the first three
individual households. Appreciation ofyears of the expansion.
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Consumers tended to save a slightigomewhat during the autumn, but per-
higher proportion of their income in mits held firm.
1995 than they had in 1994. Large The intrayear swings in the various
increases in financial wealth usuallyhousing indicators left the annual totals
cause households to spend a greatéosr these indicators at fairly elevated
share of their current income, therebyevels. The average pace of sales of
reducing the share of income that isxisting homes over the first eleven
saved. However, rising debt burdens andhonths of 1995 was well above the
increased nervousness about job proswverage for the 1980s, even after having
pects would work in the opposite direc-adjusted for increases in the stock of
tion, and these influences may have offhouses. Starts and sales of new single-
set the effect of increases in wealthfamily dwellings in 1995 were about
Some households also may have startezhe-tenth higher than their averages for
focusing more intently on saving forthe 1980s. So far in the 1990s, demo-
retirement, especially in light of graphic influences have been less sup-
increased political debate about curbingportive of housing activity than in the
the growth of entitlements provided1980s, as the rate of household forma-
under government programs. Nonethetion has lagged—in part because many
less, the personal saving rate for all offoung adults have delayed setting up
1995, while moving up a little, remainedtheir own domiciles. However, an offset-
in a range that was relatively low byting impetus to demand has come from
historical standards. the improved affordability of housing,

Residential investment fell in the firstbrought about in particular by declines
half of 1995 but turned up in the third in mortgage interest rates.
quarter. Both the downswing in the first Construction of multifamily units,
half and the subsequent rebound afteafter having taken a notable step toward
midyear appear to have been shaped, etcovery in 1994, rose only moderately
least in a rough way, by swings in mort-further in 1995. Over the first eleven
gage interest rates. Although housingnonths of 1995, starts of multifamily
activity had been slow to respond tounits amounted to 280,000 at an annual
increases in mortgage interest ratesate, compared with about 260,000 the
through much of 1994, sizable declinegprevious year and a low of 162,000 in
in sales of new and existing homesl993. Financing for the construction of
started to show up toward the end of thahew multifamily projects appeared to be
year, and by early 1995, permits andeadily available this past year. How-
starts also were dropping. However, thever, the national vacancy rate for multi-
decline in activity proved to be rela- family rental units, while down from the
tively short and mild. By March, mort- peaks of a few years ago, remained rela-
gage interest rates already were dowtively high, and increases in rents were
appreciably from the peaks of late 1994not of a magnitude to provide much
and midway through the second quarteincentive for the construction of new
most indicators of housing activity wereunits.
starting to rebound. Sales of new homes
surged to especially high levels durin
the summer, and permits and starts o
single-family units rose appreciably. InMost indicators of business activity
the autumn, sales retreated from theiremained favorable in 1995, but strength
midyear peaks. Starts also slipped backas less widespread than it had been

he Business Sector
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in 1994, and growth overall was lessinvestment outlays increased less rap-
robust. The output of all nonfarm busi-idly, on balance, than in 1994, and
nesses rose at an annual rate of slightigrowth after the first quarter was mod-
less than 2 percent over the first threest, on net. In the equipment category,
quarters of 1995, after a gain of 4 peroutlays for information-processing
cent in 1994—a pace that could notquipment other than computers moved
have been sustained given already highp at an annual rate of about 13 percent
operating levels. Inventory problemsin the first half of 1995 but fell back a
cropped up in some lines of manufacturdittle in the third quarter. Spending for
ing and trade in 1995 and promptedndustrial equipment followed a roughly
production adjustments. Scattered strucsimilar pattern, with a small third-
tural problems were apparent as wellguarter decline coming on the heels of
especially in parts of retail trade inlarge gains in the first half of the year.
which intense competition for marketReal outlays for transportation equip-
share caused financial losses and evement declined in the second quarter but
tual bankruptcy for some enterprisesrebounded in the third. Real investment
More generally, however, business profin nonresidential structures moved up in
its remained high in 1995, as firmseach of the first three quarters of 1995,
continued to emphasize strategies thatt an annual rate of more than 6 percent,
have served them well throughout theon average, after a gain of/3percent
1990s—most notably, tight control overduring 1994; the most recent year
costs and rapid adoption of new techbrought increased construction of most
nologies, achieved by way of heavytypes of nonresidential buildings.
investment in high-tech equipment. In the industrial sector, elevated lev-

In total, real business fixed invest-els of investment in equipment and
ment increased at an annual rate oftructures in 1995 led to a gain of about
8 percent over the first three quarters oft percent in industrial capacity. How-
1995 after a gain of 10 percent in 1994ever, in a turnabout from the outcome of
Growth in business spending for equipthe previous year, output of the indus-
ment continued to outpace the growth ofrial sector rose considerably less rap-
investment in structures, even thoughdly than capacity: A gain of 4> percent
the latter scored its largest gain of then total industrial production over the
past several years. On a quarterly basiour quarters of 1995 was a sharp slow-
investment remained very strongdown from a 1994 rise of more than
through the first quarter of 1995. After6¥2 percent. Production of consumer
having slowed sharply in the spring, itgoods followed a choppy pattern during
then picked up somewhat in the thirdl995 and rose less thafa percent over
quarter. Fragmentary data for the fourtlthe year as a whole, the smallest annual
quarter suggest that investment in planincrease of the current expansion. The
and equipment recorded a gain of abutput of business equipment advanced
least moderate size in that period. in each quarter, but a cumulative gain of

Businesses continued to inves#Y2 percent for this category was smaller
heavily in computers in 1995. In realthan the increases of other recent years.
terms, these expenditures rose at aRroduction of materials faltered tempo-
annual rate of nearly 30 percent over thearily in the second quarter, but produc-
first three quarters of the year, artion gains resumed thereafter, leading to
increase that was even more rapid thaa rise of about 24 percent over the four
that of 1994. Excluding computers, realguarters of the year.
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With capacity expanding rapidly and Business profits rose further over the
production growth slowing, the rate offirst three quarters of 1995. Economic
capacity utilization in industry turned profits of all U.S. corporations increased
down sharply in 1995, backing awayat an annual rate of nearly 11 percent, a
from the high operating rates of latepace similar to that seen over the four
1994. As of this past December, thequarters of 1994. The profits of corpora-
utilization rate in manufacturing wastions from their operations in the rest of
about ¥> percentage point above itsthe world moved up sharply, on net, and
long-term average. In January of thissarnings from domestic operations also
year, utilization rates fell noticeably: continued to advance. The strongest
Vehicle producers reduced assemblgains in domestic profits came at finan-
rates last month, and winter storm<ial corporations and reflected, in part,
temporarily shut down manufacturingan increased volume of lending by
operations more generally. financial institutions, reduced premiums

After having risen rapidly during on deposit insurance at commercial
1994, business inventories continued tbanks, and rising profits of securities
build at a substantial pace in the earlydealers. The economic profits earned by
part of 1995. By the end of the firstnonfinancial corporations from their
quarter, real inventories of nonfarmdomestic operations rose at an annual
businesses were aboutzpercent above rate of about 32 percent over the first
the level of a year earlier. Meanwhile,three quarters of 1995 after three years
strength that had been evident in finaln which the annual increases were
sales during 1994 gave way to morel5 percent or more. A moderation of
subdued growth in the first quarter ofoutput growth at nonfinancial corpora-
1995, and the ratio of inventories totions and a flattening of the rise in prof-
sales rose. In the second and third quaits per unit of output both worked to
ters, growth of inventories was roughlyreduce the rate of growth in nominal
in line with growth of business earningsin 1995. Nonetheless, with unit
final sales; consequently, aggregateosts also moving up at a moderate pace,
inventory—sales ratios held fairly steadythe share of the value of nonfinancial
during this period. Although data oncorporate output that ended up as profits
inventory change in the year's finalchanged little, on net, in the first three
quarter are not yet complete, the availquarters, holding in a range that was
able indicators suggest that significantelatively high in comparison to the
imbalances probably were present iraverage profit share over the past couple
only a few industries at year-end. Potenef decades.
tial for wider inventory problems
appears to have been contained throu
apgombination of production restrain?1qhe Government Sector
late in 1995, caution in ordering mer-At the federal level, combined real out-
chandise from abroad, and discountingays for investment and consumption fell
by some retailers during the holidayat an annual rate of about/4 percent
shopping season. Wholesalers reducemer the first three quarters of 1995,
their inventories in the final two dropping to a level about 13 percent
months of 1995, and manufacturersbelow its annual peak in 1990. Both
stocks rose only slightly; aggregateinvestment and consumption were cut
inventory—sales ratios moved down irback over the first three quarters of
both sectors. 1995. Outlays for defense continued to
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contract, and nondefense expendituremoving up more rapidly than spending
turned down, reversing a moderatéen fiscal 1995, the federal budget deficit
increase that took place over the foufell for a third consecutive year, to
quarters of 1994. $164 billion. Progress in reducing the
Federal outlays in the unified budgetdeficit in recent years has come from
which covers items such as transfers andyclical expansion of the economy, tax
grants, as well as consumption andncreases, nonrecurring factors such as
investment expenditures other than théhe sale of spectrum rights, and adher-
consumption of fixed capital, roseence to the budgetary restraints
3% percent in nominal terms in fiscalembodied in the Budget Enforcement
1995, matching almost exactly the perAct of 1990 and the Omnibus Budgetary
centage rise of the previous fiscal yeamReconciliation Act of 1993.
Nominal outlays for defense declined The economic expansion also has
3Ya percent in both fiscal 1995 and fis-helped to relieve budgetary pressures
cal 1994. Outlays for social securitythat many state and local governments
increased about 5 percent in both yearsvere experiencing earlier in the 1990s.
Spending for Medicare and MedicaidExcluding social insurance funds, sur-
continued to rise at rates appreciablypluses in the combined current accounts
faster than the growth of nominal GDP.of state and local governments were
Net interest payments jumped in fiscakqual to about/z percent of nominal
1995 after three years of relatively little GDP in the first three quarters of 1995;
change, but working in the other direc-this figure was more than double the
tion, net outlays for deposit insuranceaverage for 1991 and 1992, when bud-
were more negative than in 1994 (thagetary pressures were most severe.
is, the margin between insurance pre- Even so, state and local budgets
miums and the payout for lossesemain atthe center of strongly compet-
increased). Proceeds from auctions ahg pressures, with the demand for many
spectrum rights also helped to holdof the services that typically are pro-
down expenditures; like the premiumsvided by these governments continuing
for deposit insurance, these proceed® rise at a time when the public also
enter the budget as a negative outlay. Iis expressing desire for tax relief.
the first three months of fiscal 1996—Although states and localities have
that is, the three-month period ended imesponded to these pressures in different
December—federal outlays were abouvays, the aggregate picture is one in
1 percent lower in nominal terms than inwhich expenditures and revenues have
the comparable period of fiscal 1995continued to rise faster than nominal
Nominal outlays for defense have conGDP—but by smaller margins than in
tinued to trend down this fiscal year,the early part of the 1990s. In total, the
and the spending restraint embodied ilcurrent expenditures of state and local
recent continuing budget resolutions hagovernments, made up mainly of trans-
translated into sharp cuts in nondefensgers and consumption expenditures,
outlays. were equal to about ¥2 percent of
Federal receipts rose¥7 percent in nominal GDP in the first three quarters
fiscal 1995, after having increased 9 peref 1995, up slightly from the per-
cent in fiscal 1994. In both years, catecentages of the two previous years and
gories of receipts that are most closelabout B4 percentage points higher than
related to the state of the economyhe comparable figure for 1989. Total
showed sizable increases. With receipteeceipts of state and local governments
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were equal to about #3 percent of  With the expansion of real GDP slow-
nominal GDP in the first three quartersng in the foreign G-10 countries at a
of 1995, up just a touch from the com-time when some slack remained, infla-
parable percentages of the two previouson stayed low. The average rate of
years but about % percentage points consumer price inflation in these coun-
higher than the percentage in 1989.  tries remained about 2 percent last year,
State and local outlays that areessentially the same as in 1994 and
included in GDP have been rising lessomewhat less than in the United States.
rapidly than the current expenditures Economic growth in the major devel-
of these jurisdictions because GDPoping countries slowed on average in
excludes transfer payments, which hav&995 from the strong pace recorded for
been growing faster than other outlays1994. The substantial contraction of
In real terms, combined state and locaéconomic activity in Mexico had impor-
outlays for consumption and investmentant effects on U.S. trade, but real output
increased at an annual rate of aboudlso slowed in other developing coun-
2Y> percent over the first three quarterdries, including Argentina. In response
of 1995. Real investment expendituresto the December 1994 collapse of the
which consist mainly of outlays for con- Mexican peso, the Mexican government
struction, moved up at an annual rate ohdopted a set of policies intended to
almost 7 percent. By contrast, consumptighten monetary conditions, maintain
tion expenditures, which are about fouwage restraint, and reduce government
times the size of investment outlaysspending to mitigate the inflationary
rose only modestly in real terms—impact of the peso’s devaluation and to
at an average annual rate of abouachieve significant reduction in the cur-
1¥2 percent. rent account deficit in 1995. Through
the third quarter, the Mexican current
account was approximately balanced; a
The External Sector deficit of about $20 billion had cumu-
Growth of real GDP in the major for- lated during the comparable three quar-
eign industrial countries other thanters of 1994. The merchandise trade bal-
Japan slowed sharply in 1995 from theance improved to moderate surplus in
robust rates of 1994. In Canada, wher@995 from a substantial deficit in 1994.
economic activity had been particularlyThe improved trade performance in part
vigorous through the end of 1994, thereflected a severe contraction in aggre-
slowdown reflected weaker U.S. growthgate demand. Mexican real output fell
as well as macroeconomic policiessharply early in the year but picked up
intended to achieve improved fiscal baltoward the end of the year, for an annual
ance and to prevent the reemergence afecline of nearly 7 percent.
inflationary pressures. In Germany and The newly industrializing economies
the other European economies, apprecin Asia—for example, Malaysia, Korea,
ation of their currencies in terms of theand Taiwan—continued to grow rapidly
dollar during the early months of theduring 1995, at about the same rate as in
year and efforts to reduce public sectol994. Although growth in most of these
deficits contributed to the decline in thecountries was driven by a strong expan-
rate of real output growth. In contrast,sion in internal demand, especially in
Japan showed some tentative signs dfvestment, most countries also bene-
recovery late in 1995 after almost nofited from very fast export growth. The
growth during the previous three years. marked acceleration in exports was
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attributable at least in part to a realTabulation of the export data by country
depreciation of their currencies againsof destination showed divergent pat-
the yen and key European currencieterns: Exports to Mexico dropped in
during the early part of the year. response to the economic crisis in that
In the first eleven months of 1995 thecountry, but shipments to developing
nominal U.S. trade deficit in goods andcountries in Asia rose sharply. Exports
services reached about $115 billion at & Western Europe, Canada, and Japan
seasonally adjusted annual rate, a levéhcreased as well.
slightly greater than the $106 billion Imports of goods and services
recorded for 1994. U.S. income growthincreased at an annual rate of about
in 1995 was similar to the average for6 percent in real terms during the first
our trading partners, but as is typicallythree quarters, a slower rate of advance
the case, comparable increases ithan during 1994. Imports of computers
income seemed to bring forth anand semiconductors rose sharply, but
increase in U.S. demand for imports thaimports of other machinery, consumer
was larger than the average increases goods, and industrial supplies slowed.
demand for our exports by the foreignimport prices increased abou¥2per-
countries with which we trade. Effectscent in the twelve months ending in
of the dollar’s depreciation during 1994December 1995. An end to the very
and early 1995 worked in the oppositaapid rise in world non-oil commaodity
direction, tending to boost exports andrices and low inflation abroad helped
hold down imports. Overall, the resultto restrain the rise in import prices.
of these offsetting tendencies was that In the first three quarters of 1995,
the dollar value of exports grew some+ecorded net capital inflows into the
what faster than the dollar value ofUnited States were substantial and
imports through November. Nonethe-nearly balanced the deficit in the U.S.
less, with the level of imports exceedingcurrent account. Sharp increases were
the level of exports at the start of thereported in both foreign assets in the
year, these growth rates translated inttnited States and U.S. assets abroad.
a slightly larger deficit. The current Foreign official asset holdings in the
account deficit averaged about $160 bilUnited States increased almost $100 bil-
lion at an annual rate during the firstlion through September. These increases
three quarters of 1995. Both the tradeeflected both intervention by certain
deficit and the deficit on net investmentindustrial countries to support the
income widened somewhat, resulting irfforeign exchange value of the dollar
an increase from the $150 billion cur-and very substantial accumulation of
rent account deficit experienced in 1994reserves by several developing countries
Real exports of goods and servicesn Asia and Latin America. Private for-
grew at an annual rate of about 5 percergign assets in the United States also rose
over the first three quarters of 1995rapidly. Net purchases of U.S. Treasury
Agricultural exports remained at ele-securities by private foreigners totaled
vated levels, and the volume of com-$97 billion, an amount far exceeding
puter exports continued to rise sharplyprevious records. Net purchases of U.S.
Other merchandise exports expanded igovernment agency bonds and corporate
real terms at a marginally slower ratebonds were also very large.
than did the total; within this broad cate- Direct investment inflows reached
gory, machinery and industrial suppliesalmost $50 billion in the first three quar-
accounted for the largest increaseders of 1995; this total was about equal
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to the inflow during all of 1994 and reductions in employment also were
almost matched the record pace of 198%eported by manufacturers of textiles,
Mergers and acquisitions added substamebacco, leather products, and petroleum
tially to the inflow of funds from foreign and coal. In many of these industries,
direct investors in the United Statescyclical deceleration of the economy

U.S. direct investment abroad was evem 1995 compounded the effects of
larger than foreign direct investment inadjustments stemming from longer-run
the United States and also approachestructural changes. In contrast to the
previous peak rates. U.S. net purchasesidespread contraction in employment
of foreign stocks and bonds were upmong producers of nondurables, em-
from 1994 but below the 1993 peak rateployment at the manufacturers of dura-
The bulk of the net U.S. purchases oble goods increased slightly during

foreign securities were from the indus-1995. Hiring continued to expand

trial countries; net purchases frombriskly at firms that produce business
emerging markets played a relativelyequipment. Metal fabricators also sus-

small role. tained growth in employment but at a
slower pace than in 1994. The number
Labor Markets of jobs in transportation equipment

declined, on net.

The number of jobs on nonfarm payrolls In most other sectors of the economy,
increased % million over the twelve employment rose moderately last year.
months ended in December 1995. AfteThe number of jobs in construction
a sharp rise during 1994, gains inincreased 140,000 over the twelve
employment slowed in the first part ofmonths ended in December, a rise of
1995, and the second quarter broughmhore than 3 percent. In the private
only a small increase. Thereafterservice-producing sector, which now
increases picked up somewhat. Nearhpccounts for about three-fourths of all
450,000 jobs were added in the finajobs in the private sector, employment
three months of the year, a gain of abouihcreased 1.7 million in 1995 after hav-
1% percent at an annual rate. In Januaring advanced 2.6 million in 1994. Estab-
of this year, with the weather keepinglishments that are involved in wholesale
many workers at home during the refertrade continued to boost payrolls at a
ence week for the monthly survey ofrelatively brisk pace in 1995. Retailers
establishments, payroll employment fellalso added to employment but at a con-
sharply. siderably slower rate than in 1994;

As in 1994, increases in payroll em-within retail trade, employment at ap-
ployment in 1995 came mainly in theparel outlets fell substantially last year,
private sector of the economy, but gaingnd payrolls at stores selling general
there were more mixed than those ofnerchandise dropped moderately after a
1994. In manufacturing, employmentlarge increase in 1994. Providers of
fell about 160,000 over the twelvehealth services added slightly more jobs
months ended in December, reversinghan in other recent years. At firms that
almost half of the previous year’'s gain.supply services to other businesses, em-
Losses were concentrated in industrieployment growth was sizable again in
that produce nondurables. A decline thid995 but less rapid than in either of the
past year in the number of jobs attwo previous years; in this category, pro-
apparel manufacturers was one of thgiders of computer services expanded
largest ever in that industry. Sizabletheir job counts at an accelerated pace
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in 1995, but suppliers of personnel—a The average unemployment rate for
category that includes temporary hel@ll of 1995 was about/z percentage
agencies—added jobs at a much slowegoint below the average for 1994, and
rate than in other recent years. it was only a little above the levels to

Results from the monthly survey ofwhich the unemployment rate fell in
households showed the civilian unemthe latter stages of the long business
ployment rate holding in a narrow rangeexpansion of the 1980s. The low unem-
throughout 1995, and the rate reportegloyment rates reached back then
in December—b5.6 percent of the labomproved to be unsustainable, as they
force—was near the midpoint of thateventually were accompanied by a sig-
narrow range. In January of this yearnificant step-up in the rate of inflation,
the unemployment rate ticked up tobrought on in part by faster rates of rise
5.8 percent. in hourly compensation and unit labor

The proportion of working-age per-costs. The current expansion, in con-
sons choosing to participate in the labotrast, has remained relatively free of
force edged down slightly, on net, overincreased inflation pressures working
the course of 1995. It has changed littlethrough the labor markets. The employ-
on balance, since the start of the 19903nent cost index for hourly compen-
By contrast, the two previous dec-sation of workers in private nonfarm
ades brought substantial net increasesdustries rose only 2.8 percent over
in labor force participation, althoughthe twelve months ended in Decem-
longer-term trends during the twober, the smallest annual increase on
decades were interrupted at times byecord in a series that goes back to the
spells of cyclical sluggishness in thestart of the 1980s. Hourly wages
economy. Two or three years agojncreased 2.8 percent during the past
cyclical influences also seemed to be gear, the same relatively low rate of
plausible explanation for the sluggish-increase as in 1994. The cost of fringe
ness of labor force participation in thebenefits, prorated to an hourly basis,
current business expansion. But, withrose only 2.7 percent last year, the
the participation rate remaining slug-smallest annual rise on record. With
gish as job opportunities have continuedanany firms still undergoing restructur-
to expand, the evidence is pointingings and reorganizations, many of which
increasingly toward a slower rate ofhave involved permanent job losses,
rise in the trend of participation. Slowerworkers probably have been more reluc-
growth of participation will tend to tant to press for wage increases than
limit the growth of potential output they normally would have been during
unless an offsetting rise is forthcominga period of tight labor markets. Also,
in the trend of productivity growth. So firms have been making unprecedented
far in the current expansion, measureéfforts to gain better control over the
increases in productivity seem to haveate of rise in the cost of benefits pro-
followed a fairly typical cyclical pat- vided to employees, especially those
tern, with larger increases early inrelated to health care. Although some
the expansion and smaller gains, owf these efforts may have only a one-
average, in subsequent years. Overalfime effect on the level of benefit
however, this pattern has not yieldedcosts, groundwork also seems to have
evidence of a significant pickup inbeen laid for slower growth of benefits
the longer-term trend of productivity over time than would otherwise have
growth. prevailed.
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Prices 1% percent in both 1993 and 1994. The
last three-year period in which prices of
Early in 1995, inflation pressures thathese goods rose by such small amounts
had started building in 1994 seemed t@ame in the middle part of the 1960s.
be gaining in intensity. Indexes of spotApparel prices continued to decline last
commodity prices continued to surge inyear but not so rapidly as in the previous
the early part of last year, and in theyear. Price increases for vehicles moder-
producer price index, materials pricesated. The 1995 rise in the CPI for ser-
recorded some of the largest monthlyices other than energy wa%:3percent;
increases of the past decade and a hallthough this increase exceeded the
Consumer prices also began to exhibit994 rise by a slight amount, the results
some upward pressure, with the indexfor both years were among the smallest
for items other than food and energyincreases for this category in the last
moving up fairly rapidly over the first three decades.
four months of the year. Trends in food prices and energy
The surge in inflation proved to beprices remained favorable to consumers
relatively short-lived, however. The spotin 1995. The rise in food prices from the
prices of industrial commodities turnedfinal quarter of 1994 to the final quarter
down in the spring of the year and fellof 1995 was slightly more than¥2 per-
further, on net, after midyear. Pricecent, almost exactly the same as the
increases for intermediate materialsncreases of the two previous years. The
slowed in the second and third quartertast yearly increase in food prices in
of 1995, and by the final quarter of theexcess of 3 percent came five years ago,
year these prices also were decliningin 1990. In the intervening years, pro-
Monthly increases in the core CPlduction adjustments by farmers and
slowed in May; thereafter, increasesveather problems of one sort or another
generally were small over the remaindehave caused temporary surges in the
of the year. The slowing of the economyprices of some farm commodities, but
after the start of the year appears to havihese surges have not resulted in wide-
cut short the buildup of inflationary spread pressures on food prices at the
pressures before they could have muctetail level. Moderate rates of increase
effect on the underlying processes ofn the costs of nonfarm inputs that con-
wage and price determination. In theribute heavily to value added have been
end, the rise in the CPI excluding foodan important anchor in the setting of
and energy from the final quarter offood prices at the consumer level. Also,
1994 to the final quarter of 1995if only by chance, years of poor crops—
amounted to 3 percent, an increase théike that of 1995, when grain and
differed little from those of the two pre- oilseed production plummeted—have
vious years. The increase in the totatended to be interspersed with years of
CPI in 1995 came in at% percent, the good crops, a pattern that has prevented
fifth consecutive year in which it hassustained upward pressures on farm and
been in a range of 3 percent or less.  food prices. In the energy area, prices
In the aggregate, rates of priceat the consumer level fell3% percent,
increase held fairly steady for bothon net, over the four quarters of 1995,
goods and services this past year. Thmore than reversing a moderate 1994
CPI for commodities other than foodincrease. Gasoline prices dropped nearly
and energy rose 3k percent over the 5 percent, on net, over the four quarters
four quarters of 1995 after increases o0bf the year, and consumer prices of natu-



Monetary Policy Reports, February 53

ral gas also declined appreciably. Howearlier. As time passed, it became clear
ever, some upward pressures developdalat these policy tightenings had been
in late 1995 and early this year, largelysuccessful in containing inflationary
in response to unexpectedly cold tempressures, and the System initiated
peratures that boosted fuel requirement point reductions in the federal funds
for winter heating. rate in July and December 1995 and

All told, the price developments of January 1996.

1995 appear to have left a favorable Most market interest rates had peaked
imprint on expectations of future ratesbefore the policy tightening last Febru-
of inflation, if results from various ary. During the spring, interest rates
surveys of consumers and forecasterdeclined appreciably, as market partici-
are an accurate reflection of the viewgants increasingly came to believe that
held by the broader public. Monthly no additional policy restraint would be
responses to the surveys tend to bounderthcoming, and, indeed, that easing
around somewhat, but over 1995 as aight be in the cards. Mounting evi-
whole, average readings of anticipatedlence that the growth of spending had
price increases one year into the futurelownshifted and price pressures were
were slightly lower than those of 1994,muted, along with greater hopes that
and survey responses about inflatiosubstantial progress would be made
prospects over the longer term caméoward reducing the federal budget defi-
down more substantially. Although thecit, contributed to the change in attitudes
responses regarding expected inflatioand to the drop in interest rates, espe-
still tended, on balance, to run to thecially longer-term rates. On balance
high side of actual rates of priceduring 1995, interest rates dropped 1 to
increase, the easing of inflation expecta2¥2 percentage points, with the largest
tions this past year provided anothedeclines registered on intermediate- and
encouraging sign that inflation processelong-term securities. This year, short-
that helped to undermine other recenand intermediate-term interest rates have
business expansions are still in check ifiallen somewhat further, while long-
the current expansion. term rates are unchanged to a little
higher.

During the first part of last year,
expectations of lower U.S. interest rates
relative to other G-10 countries and
In 1995 and early 1996, the Federabther factors such as the crisis in Mexico
Reserve had to adjust its policy stanceontributed to a 10 percent depreciation
several times to promote credit markebdf the trade-weighted exchange value of
conditions supportive of sustainedthe dollar. By year-end, though, the dol-
growth with low inflation. At the begin- lar had retraced about half of these
ning of 1995, some risk remained thatosses, and it has appreciated further on
inflation might rise. To provide addi- balance in 1996.
tional insurance against that develop- The course of interest rates during the
ment, the Federal Open Market Comyear influenced overall credit flows and
mittee (FOMC) tightened reservetheir composition. The expansion of the
conditions, raising the intended federatotal debt of domestic nonfinancial sec-
funds ratelz percentage point, to 6 per-tors was relatively strong during the first
cent, thereby extending the episode ofialf of the year but moderated later in
policy firming that had begun one yearl1995. For the year, debt grew/bper-

Financial, Credit, and Monetary
Developments
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cent, a bit above the midpoint of itsicy, excessive demands on productive
annual growth range. Initially, house-resources and resulting higher inflation
hold and nonfinancial business creditvould have produced strains, threaten-
demands were concentrated in floatinging economic expansion.
rate or short-term debt instruments. As In early February the policy actions
the yield curve flattened, credit demandsaken in 1994 did not appear to be suffi-
shifted to fixed-rate, long-term debtcient to head off inflationary pressures.
instruments. The growth of economic activity had
Because depository institutions arenot shown convincing signs of slowing
important sources of short-term ando a more sustainable pace, and avail-
floating-rate credit to households andible information, including a marked
businesses, depository assets grew rafse in materials prices during the last
idly early on and then backed off. Thehalf of 1994, seemed indicative of
need to fund the increase in assets, alorgmerging resource constraints and build-
with declines in market interest ratesng inflationary pressures. In these cir-
relative to yields on retail deposits, ledcumstances, the FOMC agreed on a
to the fastest growth in M2 and M3 ¥z percentage point increase in the fed-
since the late 1980s; M2 ended the yeagral funds rate, and the Board of Gover-
in the upper part of its annual range, andghors approved an equal increase in the
M3 was at the upper end of its range. Irdiscount rate.
contrast, M1 declined for the first time During the remainder of the winter
since the beginning of the official seriesand through the spring, incoming data
in 1959, as many banks introduced retaiignaled that economic growth was
sweep accounts that shifted depositBnally moderating. At first, it was
from interest-bearing checking accountsinclear if the slowdown was temporary
to savings-type accounts in order toor if it was a lasting shift toward a
reduce reserve requirements. sustainable rate of economic expansion
in the neighborhood of the economy’s
. potential. Adding to the uncertainty was
;ﬂ:grgs(?[uFrisz‘ﬁe%f Policy and a pickup of consumer p_rice_ inflation a_nd
a pronounced weakening in the foreign
The Federal Reserve entered 1995 haexchange value of the dollar. At the
ing tightened policy appreciably duringMarch meeting, the FOMC determined
the previous year. Short-term interesthat it would be prudent to await fur-
rates had risen more tha&2percentage ther information before taking any addi-
points from the end of 1993, and long-tional policy actions, but it alerted the
term rates were up 2 percentage pointdanager of the System Open Market
Policy tightening had been necessitatedccount that, if intermeeting action
by the threat of rising inflation posed bywere to be required, the step would more
unusually low real short-term interestlikely be to firm than to ease.
rates earlier in the 1990s. Rates had By the May meeting, substantial evi-
been kept low to counter the effects ofdence had accumulated that the threat of
impediments to credit flows and eco-ising inflation had lessened. Economic
nomic growth. But as these impedimentgrowth had slowed; although the adjust-
were reduced, the economy expanded atent to inventory imbalances that had
an unsustainable pace and margins afeveloped earlier in the year was con-
underutilized labor and capital began tdributing to the slowdown, the under-
erode. Ultimately, absent a firmer pol-lying trajectory of final sales was still
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uncertain. The FOMC determined thatand equity markets rallied strongly
the existing stance of policy was approimmediately after the change in policy
priate and expressed no presumption agas announced. However, a pickup in
to the direction of potential policy action economic growth during the summer
over the intermeeting period, issuing anade further reductions in the funds rate
symmetric directive to the Accountappear less likely, and interest rates
Manager. backed up for a time.

Intermediate- and long-term interest The Committee did keep rates un-
rates had fallen throughout the winterchanged at the August and September
and spring, as evidence accumulatetheetings. Although inflation had
that the expansion of economic activityimproved, the slowdown had been
was slowing and that inflationary pres-anticipated to a considerable extent.
sures were ebbing. Furthermore, budgéd#loreover, uncertainties about federal
discussions in the Congress seemed taudget policies and their effects on the
foreshadow significant fiscal restrainteconomy remained substantial.
over the balance of the decade, putting At the November meeting, the eco-
additional downward pressure on theseomic signals were mixed. Anecdotal
rates. Short-term rates had declined lesg)formation tended to suggest a soften-
but in late spring, financial market par-ing in spending after the third quarter,
ticipants had begun to anticipate arbut the extent of any slowing of spend-
easing of monetary policy. By midyear,ing and inflation was unclear. Although
the three-month Treasury bill rate hadshort-term rates remained above long-
declined abou¥s percentage point from term averages on a real, inflation-
its level at the beginning of the year,adjusted basis, substantial rallies in bond
while rates on securities with maturitiesand stock markets were thought likely to
greater than one year had dropped dsuoy spending. Against this backdrop,
much as 2 percentage points. the FOMC voted to maintain the exist-

Employment data released shortlying stance of monetary policy.
after the May FOMC meeting were sur- The generally positive news about
prisingly weak, and by the July meetinginflation and hopes for a budget agree-
it appeared that growth of aggregate outment had helped propel the bond mar-
put had sagged markedly during the sedet higher throughout the fall. By the
ond quarter as businesses sought to ke€&ecember meeting, intermediate- and
inventories from rising to undesirablelong-term interest rates were¥4 to
levels. This deceleration of output2¥2 percentage points below their levels
growth was accompanied by a softeningt the beginning of the year. The bond
of industrial prices and a marked reducmarket rally, along with strong earnings
tion in the pace at which materials pricegeports, pushed equity prices higher dur-
were rising. With the economy growinging the year, and by mid-December,
more slowly than had been anticipatecquity price indexes were up about
and potential inflationary pressures re35 percent from levels at the beginning
ceding, the FOMC voted to ease reservef the year. Since the last easing in July,
pressures slightly with &4 percentage inflation had been somewhat more
point decline in the intended federalfavorable than anticipated, and the
funds rate. expansion of economic activity had

Although financial market partici- moderated substantially after having
pants had anticipated a decline in thgosted a strong third quarter. With both
federal funds rate at some point, bondnflation and inflation expectations more
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subdued than expected, and with theemained plentiful: Banks continued to
slowing in economic growth suggestingbe willing lenders, and in securities mar-
that price pressures would continue tdets most interest-rate spreads remained
be contained, the FOMC decided toquite narrow. Debt burdens for house-
reduce the intended federal funds rate anolds increased, but except for a few
additional¥s percentage point, bringing types of consumer credit obligations, de-
it to 5%z percent. linguency rates remained at low levels.
The data available at the time of theRising equity prices bolstered the over-
FOMC meeting in late January gaveall financial condition of households.
stronger evidence of slowing economic Federal debt rose33 percent in 1995,
expansion. This development reducedlightly less than in 1994. The federal
potential inflationary pressures goinggovernment’s demands for credit fell
forward and raised questions aboutargely because the budget deficit shrank
whether monetary policy might unduly about 20 percent for the calendar year.
restrain the pace of expansion. Thd-ederal debt growth also slowed toward
Committee believed that a further slightyear-end as the Treasury drew down its
easing in monetary policy was consiscash balance to keep borrowing within
tent with keeping inflation containedthe $4.9 trillion debt ceiling.
and fostering sustainable growth, given
that price and cost trends were already
subdued. In these circumstances, therowth of Money and Debt
Committee lowered the intended fed-percent

eral funds rate/s percentage point, to Domestic
5%a percent, and the Board approved an measurement| 1 | o | g | non-
equivalent reduction in the discount rate, ~ Period finaricial
to 5 percent.
Partly as a consequence of the Systenff®"
actions in December and January, Shorigeg--------1 54 §¢ 153" 103
and intermediate-term interest rates have 252
fallen ¥ to ¥2 percentage point since1382.---------- R U
mid-December. However, on balancejesa..........)] "54 81 108 146
longer-term rates are unchanged t0 &g 120 86 77 143
little higher. The absence of a firmi9ss........... 155 92 90 133
agreement to reduce the federal budgegs 1§53 82 83 99
deficit, and some tentative signs most989........... 5 52 40 7.8
recently that the economy might not beigeo......... .. 42 41 18 6.8
so sluggish as some market participantgg%::::::::::: 147_'39 1381 162 4‘_1'76
had feared, have held up longer-termoggs........... 105 14 10 5.2
rates. 1994........... 2.4 .6 1.6 5.2
1995........... -1.8 4.2 6.1 5.3
Quarter
Credit and Money Flows %%rlsuglratey -1 14 48 53
On balance in 1995, the debt of the 3. |12 7o 80 49
domestic nonfinancial sectors grew at Q4 - Sl 40 44 3.9

about the same pace as in the previous:. rrom average for fourth quarter of preceding year to
year, although within the year, debtaverage forfourth quarter of year indicated.

f : 2. Adjusted for shift to NOW accounts in 1981.
growth W.aS much stronger II’) the f”_‘St 3. From average for preceding quarter to average for
half than in the second. Credit supplieguarter indicated.
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State and local government debt felreversed about one-half of the decline it
5%2 percent—more than in 1994. A fewposted earlier in the decade.
years earlier, municipalities had taken The average debt-service burden of
advantage of low long-term rates to prenonfinancial corporations—the ratio of
refund a substantial volume of issuesnhet interest payments to cash flow—also
many of which were eligible to be calledrose last year, but it remained well
in 1995. As those securities were calledheneath the most recent peak reached in
and with gross issuance light, the stock990. The increase in debt burden was
of municipal securities contracted for ain part associated with the relatively
second consecutive year. Despite thstrong growth of the debt of nonfinan-
overall reduction in debt outstanding,cial businesses. This sector's debt
the ratios of tax-exempt to taxable yieldggrowth was especially robust early in
jumped in the first half of the year and,the year, when business fixed invest-
for long-term debt, held at an elevatednent picked up further and inventory
level during the remainder of the yearaccumulation was rapid. Debt issuance
This increase was associated with conwas also boosted by the rising wave
cerns about the effect on demands foof mergers, although a good number
tax-free municipal debt of proposals forinvolved stock swaps. Financing needs
changes in federal taxation that wouldell back later on as investment growth
sharply reduce the tax advantages dflowed and profits increased. Funding
holding municipal bonds. patterns also shifted as bond yields fell,

Household borrowing remained ro-and firms relied more heavily on longer-
bust in 1995, moderating only a bit fromterm debt. Despite the increase in credit
1994, and the ratio of household debt talemands, interest rate spreads of
disposable personal income rose furthemvestment-grade private securities over
Even so, the financial condition of thiscomparable Treasuries widened only
sector remained good on balanceslightly and remained narrow by histori-
although there were signs of deterioracal standards, suggesting that lenders
tion. The rally in the domestic equity continued to view balance sheets of non-
markets supported household balancinancial corporations as remaining
sheets by boosting net worth sharplyhealthy on the whole. Spreads on below-
In addition, delinquency rates on homenvestment-grade debt rose more sharply
mortgages and closed-end consuméut stayed well beneath levels reached
loans at banks, while rising, remained aearly in the decade.
low levels. Other indicators, however, Commercial banks met a significant
provided evidence that some householdsortion of the increase in business credit
were likely beginning to experiencedemands last year, which, in turn, con-
increased financial pressures. Fotributed to the rapid expansion of bank
instance, delinquency rates on credit
card debt held by banks and on auto = =
loans booked at captive finance compaE'St”b“.“O” of Bank Assets

. y Capital Status
nies rose sharply. Furthermore, the aver-

. P ¢ f indust 1
age household debt-service burden—°1ceMa9¢ o NAUSTY assets

calculated as the share of disposable 1990:Q4 | 1995:Q3
income needed to meet reqUIred payljndercapitalized ........ 31.3 5
ments on mortgage and consumekdequately capitalized .| . 38.6 2.9
debt—continued to rise last year. Thig/e! capitalized ... 30.1 96.6

measure of debt burden has now Nore. Adjusted for examiner ratings.
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balance sheets. Banks funded a portion Banks and thrift institutions funded a
of the loan increase by reducing theidarge share of their asset growth with
securities holdings, although higherdeposits, and M3 grew 6 percent. The
market prices of securities and off-non-M2 portion of M3 was especially
balance-sheet contracts left reportedtrong, in part as depository institutions
securities holdings slightly higher for substituted large time deposits for non-
the year. In fact, bank security holdingsdeposit sources of funds. The sharp
relative to the size of their balancereduction in deposit insurance premi-
sheets remained elevated and, togethams, which made large time deposits a
with banks’ strong capital positions, more attractive source of funds, prob-
indicated that late in the year banks werably contributed to this shift. Late in the
well positioned to continue accommo-year, branches and agencies of Japanese
dating the credit demands of householdbanks, facing some resistance in U.S.
and businesses. Although qualitativdunding markets, ran off time deposits
information suggested that banks weravhile continuing to increase their fund-
no longer reducing the standards busing from overseas offices.
nesses needed to meet to qualify for M2 rose as lower market interest rates
loans, some easing of credit termsand a flatter yield curve increased the
continued, with interest rate spreadselative attractiveness of retail deposits.
on business loans narrowing furtherAs is typical, deposit interest rates, and
Growth of real estate loans held byto a lesser extent returns on money mar-
banks slowed over the year as the shatet mutual funds, adjusted slowly to
of fixed rate mortgages in total origina-declines in market rates last year. Fall-
tions rose with the decline in long-terming interest rates for comparable matu-
rates. Banks tend to securitize fixed rateity market instruments were not the
mortgages more than adjustable rateshole story for the growth of M2, how-
loans. Consumer loans on the books ofver. As the yield curve flattened, the
banks began the year growing at veryelative gains from holding longer-term
high rates; this growth deceleratedassets with less certain price behavior
throughout 1995 as the volume of secu-
ritization increased. In response to rising 1. In February 1996 M2 was redefined to
delinquency rates, some banks tightenegi¢lude overnight repurchase agreements (RPs)
terms and standards for consumer Ioar}zagd qve_rnlght Eurodqllars, these instruments WI||
main in M3. These items were first included in
toward the end of 1995 and early 1996.m2 in 1980 because they were being substituted
Total assets of thrift institutions arefor demand deposits as businesses were in the
estimated to have risen slightly last yeafZeas & Ba0eam, 0o, et overnaht RPs
Growth at healthy thrift _|nst|tut|ons nd EyL.JrodoIIars héve come to dominateg move-
more than offset a substantial transfer ofyents. Moreover, while RPs and Eurodollars are
thrift assets to commercial banksonly 3 percent of M2, they contribute substantially
through mergers. The revival of growthto the short-run volatility of that aggregate. Re-

in thrift assets, along with the Strongmoving these components from M2 should make
H the weekly levels of the aggregate less volatile and

showing Of, bank Cred,'t’ helped to nudgq’educe the reporting burden on banks that have
up depository credit as a share oOhad to distinguish between overnight and term
domestic nonfinancial debt for the secRPs and Eurodollars. On a monthly and quarterly
ond straight year after fifteen years Opas_is, the relatcijor)ships of the two mealsures _ofdMZ

. el el to income and interest rates are almost indis-
deC“neS' Banks and thrift InStltu.tlonStinguishable. The historical M2 data presented in
still account for more than one-third of s report exclude overnight RPs and overnight

all credit to nonfinancial sectors. Eurodollars.
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fell, and this probably strengthenedcontributed to a rare decline in the cur-
household demand for components ofency component of M1 this past sum-
M2. Even so, M2 velocity was aboutmer, the first decrease since the early
unchanged after having increased fol960s. The demand for existing Federal
four years. Reserve notes also slackened in antici-
M1 fell almost 2 percent in 1995, thepation of the introduction of a newly
first annual decline since the beginninglesigned $100 bill that will be more
of the Board’s official series in 1959. difficult to counterfeit.
Sweeps of deposits from reservable
checking accounts, a component of M1 ;
to nonreservable money market depos’tzonalgn Exchange Developments
accounts were a major influence. With-The weighted-average foreign exchange
out these sweeps, M1 would have risenalue of the dollar in terms of the other
1 percent. By the end of last yearG-10 currencies declined about 5 per-
sweeps had spread to thirty-two bankent on balance last year. The dollar fell
holding companies, and the initialsharply through April and reached a low
amounts swept by these programsimost 10 percent below its value at the
totaled $54 billion. The correspondingend of 1994. The downward pressure
decline of more than $5 billion in against the dollar was sparked by indi-
required reserves largely showedations of some slowing of the pace
through to reserve balances maintainedf U.S. real output growth, which con-
at Federal Reserve Banks. As bankgibuted to expectations that further
continue to introduce retail sweep prodincreases in U.S. interest rates were
grams in the future, the aggregate levalnlikely, and by the acrimony surround-
of required reserve balances will tend tang the ongoing trade dispute between
fall further. Although it has not hap- the United States and Japan. The crisis
pened yet, one possible consequence af Mexico also weighed on the dollar.
the declining required reserve balance®n several occasions in March and early
is greater instability in the aggregateApril the Trading Desk at the Federal
demand for reserves and in overnighReserve Bank of New York, joined by
interest rates. In 1991, after the cut insome other central banks, intervened to
reserve requirements at the end of 199®uy dollars on behalf of the Department
unusually low levels of required reserveof the Treasury and the Federal Reserve
balances were associated with greate3ystem in an effort to counter the pres-
variability in the federal funds rate, assure for dollar depreciation.
banks’ volatile clearing needs began to The release by the G-7 officials of the
dominate the demand for reserves, malcommuniquefrom their meeting in late
ing daily reserve demand more difficultApril supporting an orderly reversal of
to estimate. the dollar's decline and the signing of
The run-off in reserve balances helda trade agreement between the United
down the growth of the monetary baseStates and Japan at the end of June
to 4 percent in 1995. In addition, cur-helped to stabilize the dollar, which had
rency growth slowed, primarily owing fluctuated narrowly until early August.
to reduced shipments abroad. Foreigithe dollar then rebounded somewhat
demand moderated with the stabilizaand remained within a narrow range
tion of financial conditions in some through the end of the year. The recov-
countries where dollars circulate widely.ery of the dollar stemmed, in part, from
Indeed, reduced demands from abroagerceptions that its earlier decline, par-
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ticularly in terms of the yen, had beenthe mark early in the year, the dollar
excessive in light of the underlying fun-stabilized and then partly recovered as
damentals. Moreover, weakness in theconomic indicators revealed significant
economies of some other major indussoftening in economic activity in Ger-
trial countries began to emerge, reducmany. Easing by the Bundesbank during
ing prospective returns available abroadhe second half of the year reinforced
At times from May through August, the the view that mark interest rates were
Trading Desk again entered the markenot likely to rise and might fall further.
in conjunction with other central banksThe dollar depreciated slightly, on bal-
to intervene in support of the dollar,ance, in terms of the Canadian dollar,
reinforcing the view that U.S. authoritiesdespite periods of selling pressure on
were committed to a strong dollar. the Canadian dollar during the year
In all of the major foreign industrial related to Canada'’s fiscal situation and
countries, long-term interest ratespossible secession by Quebec.
declined during 1995, nearly reversing Although the dollar did fall to a
the increases that had occurred duringecord low, below 80 yen to the dollar in
the previous year. On average, rates omid-April, by year-end the dollar had
foreign government issues with maturi-appreciated slightly in terms of the yen
ties of ten years fell about 150 basidrom its level at the end of 1994. So far
points in the twelve months to Decem-this year, the dollar has appreciated
ber, somewhat less than the decline thaomewhat further against the yen. Reso-
occurred in the comparable U.S. ratelution of the trade dispute and repeated
In Canada, where economic activityepisodes of exchange market interven-
slowed sharply, the drop in long-termtion by the Bank of Japan, sometimes in
rates nearly matched that in the Unitedonjunction with U.S. and foreign mone-
States, while in Italy, where political tary authorities, contributed to the
uncertainty remained a concern throughappreciation of the dollar in terms of the
out the year, rates fell only 100 basisyen during the second half of the year.
points. During the first few weeks of However, the fundamental cause of the
this year, long-term rates abroad genelyen’s decline during that period prob-
ally moved down somewhat more butably was the easing of monetary policy
then most recently returned to theirby the Bank of Japan that pushed short-
December average levels. An importanterm market interest rates to extremely
exception is Japan, where rates haview levels.
risen from their late-December levels, In terms of the Mexican peso, the
apparently reflecting market perceptionslollar appreciated sharply from the
that the stage is set for a Japanese econset of the crisis in late December 1994
nomic recovery. Short-term market rateso March. The dollar subsequently
in the major foreign industrial countriesretraced some of those gains, and the
were mixed, but on average rates movegeso—dollar rate fluctuated narrowly
down. through the middle of the year. Uncer-
On balance, the dollar depreciatedainty about the prospects for Mexican
about 8 percent in terms of the Germarconomic performance and macroeco-
mark during 1995 and by similar nomic policy sparked renewed apprecia-
amounts in terms of most other currention of the dollar in terms of the peso in
cies participating in the Exchange RatéNovember. Since November, data indi-
Mechanism of the European Union.cating that the decline in Mexican real
After substantial depreciation againstconomic activity may have ended,
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some intervention by the Bank oflift to job growth. Looking ahead, the
Mexico in support of the peso, and amembers of the Federal Open Market
perception that the decline in the pes&€ommittee (FOMC) anticipate that eco-
may have gone too far given the undernomic activity will grow more moder-
lying fundamentals have contributed toately, on average, in coming quarters
some rebound of the peso. During thend that the unemployment rate will
year, the Mexican authorities drewremain around the level it has averaged
$3 billion on short-term swap lines with over the past year and a half.
the Federal Reserve and the Exchange Although overall consumer price
Stabilization Fund (ESF) of the U.S.inflation was boosted by higher energy
Treasury and $10.5 billion on aprices during the first half of the year,
medium-term swap facility provided bythe underlying trend of prices still
the ESF. By the end of January 1996appears to have been well contained.
the short-term drawings had beerOver the past twelve months, the con-
entirely repaid. sumer price index excluding food and
Adjusted for relative consumer priceenergy items has risen¥2 percent—
inflation, the dollar was little changed,near the lower end of the narrow range
on balance, against a multilateral-tradethat has prevailed since early 1994.
weighted average of the currencies oMoreover, the deflator for personal con-
eight developing countries that aresumption expenditures on items other
important U.S. trading partners. The dolthan food and energy derived from data
lar's 30 percent real appreciation againsteported in the national income and
the Mexican peso was about offseproduct accounts (NIPA) has continued
by real depreciations against the otheto show a slowing trend.
seven currencies. The combination of brisk growth and
favorable underlying inflation so far this
year has, of course, been welcome.
Report on July 18, 1996 Nonetheless, mounting pressures on
resources are apparent in some segments
of the economy—most notably in the
labor market—and these pressures must
be monitored closely. Allowing infla-
The U.S. economy performed well in thetionary forces to intensify would ulti-
first half of 1996. In early February, mately disrupt the growth process. The
when the Federal Reserve prepared itSederal Reserve recognizes that its con-
last report on monetary policy, there wadribution to promoting the optimal per-
some concern about the strength antbrmance of the economy involves con-
durability of the current economic taining the rate of inflation and, over
expansion; The economy was operatingime, moving toward price stability.
at a relatively high level of resource
utilization, but it was not exhibiting a M
great deal of forward momentum. As th arkets, and the Economy
year has unfolded, however, economi ver the First Half of 1996
act|V|ty has proved qwte robust. After
rising only fractionally in the fourth Information available around the turn of
quarter of 1995, real gross domestid¢he year suggested that the economy had
product posted a solid gain over the firstownshifted after posting a strong gain
half of 1996, providing a considerablein the third quarter of 1995. The growth
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of final demand appeared to have The underlying trends in the economy
slowed, reflecting importantly a decel-early in the year were obscured to a
eration of consumer spending. In addidegree by extraordinarily adverse
tion, hesitant growth abroad and aweather that affected a significant part
strengthening in the foreign exchangef the country. Through the course
value of the dollar relative to the levelsof the next few months, however, it
prevailing at mid-1995 were seen as limbecame increasingly clear that the econ-
iting the prospects for further growth inomy had regained vitality. Consumer
exports. The slowdown in the growth ofspending perked up after a lackluster
final demand had given rise to inventoryholiday season and was only tempo-
buildups in some industries; in turn,rarily depressed by the severe winter.
the production cutbacks undertaken irBusiness demand for equipment proved
response to those buildups were havingquite strong, as did housing demand.
a further damping effect on economicThe strengthening in sales facilitated
activity. Meanwhile, data on pricesbusinesses’ efforts to control their inven-
and wages suggested that inflatiortories, and as that situation improved,
performance continued to be fairlyindustrial production rebounded smartly.
satisfactory—indeed, better than manyverall employment growth was brisk,
members of the FOMC had expectecand by June the unemployment rate
as of midyear 1995. To keep the stancesached its lowest level in six years.
of monetary policy from becoming Inflation during the first half of
effectively more restrictive owing to the year was generally well behaved.
the slowdown in inflation in the secondEnergy prices surged, mainly in
half of last year and to promote sus+esponse to a run-up in the world price
tainable growth, the Committee easeaf oil, and bad news about grain crops
the stance of policy in December 1995aised the prospect of higher food prices
and again at the end of January 1996jown the road. However, price inflation
bringing the federal funds rate downfor consumer items other than food and
a half percentage point in total, toenergy held steady or moved a bit lower.
5Ya percent. Labor costs presented a mixed picture.
Most participants in financial marketsThe increase in total hourly compen-
were unsurprised by these policy adjustsation over the first three months of the
ments, given the economic backdropyear, as measured by the employment
Moreover, they anticipated that therecost index (ECI), was in line with its
would be scope for additional easingrecent moderate trend. However, within
steps in the coming months. Thustotal compensation, the wage and salary
between mid-December and the end odomponent of the ECI surged in the first
January, interest rates on Treasury secquarter, and further signals of wage
rities generally moved lower, especiallyacceleration came from a more rapid
at short and intermediate maturities, anihcrease in average hourly earnings in
stock price indexes edged higher on balthe second quarter.
ance. The dollar strengthened slightly Against the backdrop of stronger
on net against the currencies of the otheactivity but subdued inflation trends, the
Group of Ten (G-10) countries, reflect-Federal Reserve made no adjustments
ing, in part, disappointing news aboutto its policy stance after January. With
the pace of activity in Europe and conseeconomic activity more clearly on the
quently larger declines in interest ratesipswing, however, and prospects for a
there than in the United States. breakthrough on the federal budget
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seeming to fade, intermediate- and longgrowth in the monetary aggregates rela-
term interest rates reversed course itive to nominal gross domestic product
February and trended up over subsedas been broadly in line with historical
quent months. Since the end of Decemrelationships, given the structure of
ber, the yield on the thirty-year Treasuryinterest rates.
bond has increased about 1 percentage
point, on net, while the yield on the : L
five-year note has risen abou¥slper- Egggoarglc(j: nggj7ectlons for
centage points over the same period].‘
The rate on three-month bills has edgedés noted previously, the members of the
up only slightly. Despite the backup inBoard of Governors and the Reserve
bond yields, major stock-price indexesBank presidents, all of whom participate
rose considerably further through then the deliberations of the Federal Open
first half of the year; most of those gainsMarket Committee, generally think it
were erased in late June and the first halikely that economic activity will return
of July, however, as company reportdo a moderate growth path in the second
raised questions about the pace of earmalf of 1996 and in 1997 after the larger
ings growth. The rise in bond yields hasgains in the first half of this year. The
boosted the dollar in foreign exchangeesulting increase in real GDP over 1996
markets; since mid-April, the dollar hasas a whole would be in the range of
generally traded against an average df¥> percent to 24 percent, somewhat
the currencies of the other major indusabove the forecasts in the February
trial countries about 4 percent above itseport on monetary policy. For 1997, the
level at the end of December. central tendency of the forecasts spans a
During the first half of the year, credit range of #4 percent to 24 percent. The
remained easily available to most housecivilian unemployment rate, which aver-
hold and business applicants. Interesiged around % percent in the second
rate spreads on private debt over Treaguarter of 1996, is expected to stay near
sury securities remained narrow. Inthis level through the end of this year
response to the recent increase in delirend perhaps to edge higher during 1997.
quencies on credit card accounts, many Economic activity clearly retains con-
banks have tightened their standards faiderable momentum. The trend in final
approval of new accounts, but thisdemand is positive, and inventories
appears to have only partially reversed appear to be well aligned with the cur-
marked relaxation of such standards earent pace of sales—perhaps even a bit
lier this decade, and banks overallean. Accordingly, the members of the
remain aggressive in the pursuit of newrFOMC recognize the possibility that
borrowers, especially business clientsgrowth could remain elevated a while,
The debt of all domestic nonfinancialwith the potential for putting greater
sectors combined expanded at about pressure on resources. Nonetheless,
434 percent annual pace, placing thisnost members think that some slowing
aggregate near the middle of its monitorfrom the rapid growth pace recorded, on
ing range. M2 and M3 are currently nearaverage, in the first half is the most
the 5 percent and 6 percent uppelikely outcome. Housing construction
boundaries of their respective growthand other interest-sensitive activity
ranges, in line with the FOMC's expec-should be restrained to some degree by
tation as of last February. In contrasthe rise in long-term interest rates over
to the experience of the early 1990sthe past several months. And although
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some of the lagging economies abroag@redicted last winter. The projected
are expected to perform better this yeaincrease in the consumer price index is
there are still concerns about the solidityalso somewhat larger than that recorded
of that acceleration and the associatesh 1995. However, that step-up would
lift to U.S. exports. In addition, growth mainly reflect developments in the food
in real business fixed investment appearand energy sectors, which are likely to
to be tapering off, although spendingadd to overall inflation in 1996 after
will likely remain buoyant because of having damped it in 1995. Apart from
the rapid rate of product innovation ancthese volatile sectors, inflation has
dramatic price declines in the computeremained in check so far this year
area. Consumer spending is alsaespite high levels of resource utiliza-
expected to grow less rapidly in comingtion and reports that tightness in some
quarters. Household wealth has beeparts of the labor market is placing
boosted substantially by the run-upupward pressure on wages. Assuming
in stock prices over the past year and ao further adverse shocks to food and
half, but for many households, debt burenergy prices, and in the context of
dens have risen significantly in recenthe Federal Reserve's intent to keep
years and may represent a constraint amend inflation well contained, the Com-
purchases of big-ticket items. mittee believes that overall CPI inflation

Most members of the FOMC expectshould recede. Accordingly, the central
the rise in the consumer price index ovetendency of the FOMC's forecasts
the four quarters of 1996 to be in theshows CPI inflation dropping back to
range of 3 percent to’3 percent, about the range of 24 percent to 3 percent in
Ya percentage point higher than theyl997.

Economic Projections for 1996 and 1997

Percent
Federal Reserve governors
and Reserve Bank presidents
Measure Administration
Central
Range tendency
1996
Change, fourth quarter to fourth quarter
NominalGDP .........cooviiiiiiaenns . 454 5-572 5.0
RealGDP...........coviiiiiiiiiiiis - ¥2-3 22 2.6
Consumer price indeX. .................... . 3% 3-3a 3.2
Average level, fourth quarter
Unemploymentrate....................... . B—5¥4 About 52 5.6
1997
Change, fourth quarter to fourth quarter
NominalGDP ..ot . 435 4Y4-5 51
RealGDP.........coviiiiiiiie - Yi-2Y> 1¥4—2Y4 2.3
Consumer price indeX. .................... . 2-3Ya 2943 2.8
Average level, fourth quarter
Unemploymentrate......................4 . %6 5/>—5¥4 5.7

1. Change from average for fourth quarter of preced- 3. Civilian labor force. Figure for the Administration
ing year to average for fourth quarter of year indicated. is an annual average.
2. All urban consumers.
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The Committee’s inflation projections  In setting the ranges for M2 and M3,
incorporate the technical improvementshe Committee intended to communi-
the Bureau of Labor Statistics is makingcate its expectation as to the growth of
to the CPI in 1996 and 1997; they areghese monetary aggregates that would
expected to shave a little from inflationresult under conditions of approximate
in both years. The Committee also recprice stability, assuming that the aggre-
ognizes that the remaining biases in thgates exhibit the same trends relative to
CPI are not negligible and may not benominal spending that prevailed for
stable over time. Thus, it will continue many years until the early 1990s and
to monitor a variety of alternative mea-that seem to have reemerged after an
sures of price change as it attempts titervening period of marked deviation.
gauge progress toward the long-run godased on that reemergence and on Com-
of price stability. mittee members’ expectations for the

The Administration has just releasedgrowth of nominal GDP in 1996 and
its midyear update to its economic andl997, the Committee anticipates that
budgetary projections. Its forecasts foboth M2 and M3 will probably finish
real growth and inflation in 1996 andnear the upper boundaries of their re-
1997 are broadly in line with the centralspective ranges each year. The Commit-
tendencies of the forecasts of Federake expects that the debt of the domestic
Reserve policymakers. nonfinancial sectors will remain near the
middle of its monitoring range in 1996
and 1997. In light of the rapid pace of
M?q%)égr;%giggsanges te_chnologi_cal .change_ anq innovation

still occurring in the financial sector—
At its meeting earlier this month, theand the attendant uncertainty about the
Committee reaffirmed the ranges forfuture behavior of the aggregates—the
1996 growth of money and debt that itCommittee will continue to rely on a
had established in February: 1 percent taide range of other information in deter-
5 percent for M2, 2 percent to 6 percenmining its policy stance.
for M3, and 3 percent to 7 percent for
the debt of the .d.omestlc nonf'nanc'alEconomic and Financial
sectors. In addition, the Committee evelobments in 1996
set provisional growth ranges for 1997D P
at the same levels. Economic activity has increased sub-
stantially thus far this year. Real gross
domestic product grew at an annual rate

Ranges for Growth of Monetary of about Za percent in the first quarter
and Debt Aggregates of 1996, and the available data point to a
Percent much larger increase in the second quar-
E— ter. The increases in activity have been

Aggregate 1995 1996 for facilitated by generally supportive finan-

1997 cial conditions: Although long-term
M2 1-5 15 15 interest rates have risen considerably on
M3 ......... 2-6 2-6 2-6 net since early 1996, intermediaries

Debt........ 3-7 3-7 3-7

have continued to supply credit to most
Note. Change from average for fourth quarter of porrowers on favorable terms, and inter-
preceding year to average for fourth quarter of year e
indicated. Figures for debt of the domestic nonfinancialeSt rate spreads on 'c'orporate securmes
sector are monitoring ranges. over Treasury securities have remained
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narrow. In the foreign exchange mar-quarter. Meanwhile, spending on ser-
kets, the dollar has appreciated, on averices has remained on a moderate
age, against the currencies of the otharptrend, with short-run variations re-
major industrial countries. flecting the effects of weather on house-
hold energy use.

Consumer spending has been sup-
ported by brisk gains in wage and salary
income associated with the better pace
of hiring this year. However, other com-
After a sluggish performance in lateponents of before-tax income, taken
1995, spending by households hasogether, have risen less rapidly than
picked up noticeably this year. Con-they did in 1995, and gains in after-tax
sumer expenditures increased abouhcome were restrained by larger-than-
32> percent at an annual rate in realisual tax bills (final payments less
terms in the first quarter and appear toefunds) this spring. Accordingly, the
have posted another sizable gain in thievel of the personal saving rate in May
second quarter. In addition, accordingvas somewhat below that recorded in
to indexes such as those compiled by thiate 1995, although fragmentary data
Survey Research Center at the Universuggest that saving rose sharply in June.
sity of Michigan and the Conferenceln any event, taking a longer perspec-
Board, consumer sentiment has gentive, spending and income have grown
erally been relatively upbeat. In theat roughly similar rates over the past
real estate market, sales of new singleéfew years, and the saving rate has gener-
family dwellings have posted an aver-ally fluctuated in a fairly narrow band
age level well above that of last yearbetween 4 percent and 5 percent since
thus encouraging builders to boost houst993—a low level historically.
ing starts. The recent developments in financial

Outlays for durable goods have conimarkets may have had an important
tinued to be the strongest component ahfluence on the spending decisions of
spending, extending the long-standingndividual households. In particular,
uptrend in the share of durables in totahouseholds holding large stock port-
real consumption. Declining relativefolios have enjoyed sizable increases in
prices and the availability of innovativewealth over the past year and a half,
products have continued to lift demandvhich may be inducing them to con-
for home electronic equipment and softsume greater fractions of their incomes
ware products. In addition, sales of lightthan they would otherwise. At the same
motor vehicles, bolstered by relativelytime, a growing humber of households
generous incentives and perhaps by thare apparently finding it difficult to meet
cash freed up by the surge in mortgagéheir debt-service obligations, judging
refinancings last winter, averaged drom the appreciable rise in delinquency
healthy 15 million unit annual rate in therates on consumer loans in recent years.
first half of 1996. In addition, it is possible that job inse-

After a lackluster performance incurity and longer-run concerns about
1995, real outlays for nondurable goodsetirement income have caused many
have also risen this year; the averaghouseholds to raise their targets for
level of these expenditures in April andasset accumulation. However, the rela-
May was nearly 3 percent at an annudiive stability of the saving rate over
rate above that recorded in the fourthhe past few years suggests that the

Economic Developments

The Household Sector
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net effect of these factors on overallpayment on a new home having a given
consumption—at least to date—haset of attributes, divided by average
been limited. monthly household income. Despite the

Residential construction has, on thencrease in mortgage rates this year, this
whole, been robust this year. Privataneasure suggests that the cash-flow bur-
housing starts averaged nearly 1.5 milden of homeownership is still only mod-
lion units at an annual rate through Junegstly above the lows of the past thirty
a pace appreciably above that in 1995years.

In addition, the volume of shipments Construction of multifamily housing
of mobile homes (“manufactured hous-averaged about 300,000 units at an
ing”), which has doubled over the pastannual rate in the first half of 1996, a
five years, now stands around 350,00@ate somewhat above that in 1995 but
units at an annual rate, the highest leved fairly low one historically. Market
since 1974. conditions vary geographically, but the

In the single-family sector, starts andrental vacancy rate for the nation as a
sales of new homes were surprisinglyhole seems to have tilted back up,
firm in the face of severe weather inafter generally trending down between
early 1996, and they moved still highermid-1993 and mid-1995. Also, the
in the second quarter. Moreover, theabsorption rate, which measures the per-
regular survey of the National Associa-centage of apartments that are rented
tion of Homebuilders continued to indi- within three months of their completion,
cate solid demand through early Julyedged back down in 1995 after several
and the Mortgage Bankers Associatioryears of increases.
reported that loan applications for home
purchases remained brisk through midT
year.

Relative to the lows reached in earlyDevelopments in the business sector

1996, the rate on thirty-year conveniwere quite favorable in the first half
tional fixed-rate home mortgages ha®f 1996. After decelerating in 1995,
risen nearly ¥ percentage points andreal business fixed investment rose at a
has been fluctuating aroun&8percent 122 percent annual rate in the first quar-
in recent weeks. However, a number ofer of 1996, with sizable advances for
factors seem to have cushioned théoth equipment and structures. And,
effects of these higher mortgage rates. Ialthough real investment appears to have
particular, rates on adjustable-rate mortdecelerated again in the second quarter,
gages have risen only about half ast probably posted an appreciable gain.
much as have those on thirty-year fixedOver the past four years, real investment
rate loans. Also, house prices havéias grown around 8 percent per year, on
firmed somewhat, which may haveaverage, and now stands at a level that
raised confidence in the investmenimplies quite substantial growth in the
value of residential real estate and thusapital stock. The updating of capital
contributed to the recent rise in theand the increase in capital per worker
homeownership rate, which is now at itsare key to lifting productivity growth
highest level since the early 1980sand living standards.
Probably more important in this regard, Outlays for producers’ durable equip-
however, is the trend in the affordabilityment rose at an annual rate of about
of housing. One simple measure ofl4 percentin real terms in the first quar-
affordability is the monthly mortgage ter, after a %2 percent rise over the

he Business Sector
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course of 1995. As has been trueonstruction, which had moved up over
throughout the expansion, much of thel994 and the first half of 1995, have
first-quarter growth was in real outlaysbeen nearly flat over the past few quar-
for computers and other information-ters, while construction of hotels and
processing equipment; such investmenhotels, which account for less than
received particular impetus from exten-10 percent of structures outlays, has
sive price cutting in virtually all seg- boomed.

ments of the computer market and from Investment in nonfarm business
a push to acquire the state-of-the-arinventories slowed dramatically in the

equipment needed to take full advanfourth quarter of 1995 after running at a
tage of popular new software andfairly rapid pace over much of last yeatr,
opportunities for information transfer.and it nearly ceased in the first quarter
However, incoming orders data andof 1996 as motor vehicle stocks plum-
recent anecdotal reports suggest that theeted. Automotive stocks had risen
growth in real outlays for computersappreciably over the second half of
may be slowing. Meanwhile, demand1995, and some reduction was in train
for other types of capital equipment,even before a March strike at General
which had softened in 1995, firmedMotors curbed production; with the

somewhat in the first quarter. strike, dealer stocks were drawn down

In the nonresidential constructionsharply. In addition, although firms out-
area, real investment continued teide motor vehicles apparently made
expand in the first quarter. However, theconsiderable progress in rectifying
monthly data suggest that outlays softinventory imbalances in late 1995, many
ened in the second quarter, an occurontinued to restrain production in
rence that is consistent with the downtesponse to continued weak orders in
turn in contracts—a forward-looking early 1996; producers of household
indicator of construction outlays—sincedurables and textiles are notable
late 1995. examples.

Trends within the construction sector Inventory investment evidently re-
have been divergent. In the office sectohounded in the second quarter, mainly
the modest recovery that seemed to bleecause motor vehicle stocks stabilized
under way appears to have waned evess sales and production returned to
though vacancy rates have continued toough balance. Outside of motor vehi-
fall and transactions prices have contineles, stocks accumulated moderately, on
ued to rise. Outlays dropped noticeablypalance, in April and May. As of May,
in the fourth quarter of 1995 and the firstinventory—sales ratios for all major sec-
quarter of 1996, and preliminary datators were noticeably below their levels
suggest that they remained at a fairlyn late 1995; the decline in the ratio for
low level in the second quarter. In con-retailers was especially steep.
trast, spending for commercial struc- Economic profits of all U.S. corpora-
tures other than office buildings, whichtions continued to surge in the first quar-
has been rising briskly since 1992, conter, extending the steep climb that began
tinued to advance through the firstin the early 1990s. The strength in prof-
quarter—although further gains may béts in recent quarters has been attribut-
limited by an emerging excess of retailable in large part to robust earnings
space in some parts of the country androwth at domestic financial institutions
the recent leveling out of transactionsand a rebound in profits at foreign sub-
prices. Elsewhere, outlays for industriakidiaries of U.S. corporations. In the
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domestic nonfinancial corporate sectomains realizations associated with the
the profit share—pretax profits dividedstrong performance in financial markets
by the sector's GDP—has been hoverlast year.

ing around 10 percent since mid-1994, In total, federal outlays in the first
after having risen appreciably over theeight months of fiscal 1996 were 4 per-
preceding few years; its current level iscent higher than during the correspond-
similar to the levels attained in the mid-ing period of fiscal 1995. Outlay growth
1980s but well below the highs of thewas damped by the reductions in discre-
1960s and 1970s. About half of thetionary domestic spending implied by
increase in the sector’s profit share sincthis year's appropriations legislation.
the early 1990s has reflected a reductiollowever, expenditures for “mandatory”
in net interest expenses. programs continued to rise rapidly, and
net outlays for deposit insurance were
less negative than in 1995 (that is, insur-
ance premiums and the proceeds from
Although the nation continues to grapplenet sales of thrift assets declined). In
with the prospect of growing federaladdition, net interest payments increased
budget deficits in the years ahead, thenoderately, reflecting the growth in the
incoming news on the budget for fiscalstock of outstanding federal debt.

1996 has been extremely favorable. The Federal expenditures on consumption
deficit in the unified budget over the firstand investment—the part of federal
eight months of the fiscal year—thespending included directly in GDP—
period from October to May—was only increased at an annual rate of about
$109 billion, $27 billion less than dur- 6 percentin real terms in the first quarter
ing the comparable period of fiscalof 1996 after declining about 13 percent
1995. The improvement in the deficitin the fourth quarter of 1995. In part,
primarily reflected exceptionally rapidreal spending rose in the first quarter
growth in receipts; outlays continued tobecause the government shutdowns that
rise at about the same pace as had beeocurred during the budget crisis de-
recorded, on average, over the precegressed real spending less in the first
ing four years. If present trends con-quarter than in the fourth. Even so,
tinue, the fiscal 1996 deficit, when meagiven the enacted appropriations, the
sured as a percentage of nominal GDHjrst-quarter increase was almost surely
will be the smallest since 1979. a transitory spike.

Federal receipts in the first eight The fiscal position of states and
months of fiscal 1996 were 8 percentocalities has been relatively stable in
higher than in the same period a yeathe aggregate over the past few years.
earlier; the rise was considerably greateAs measured in the NIPA, the surplus
than that of nominal GDP. Boosted by(net of social insurance funds) in the
the upswing in business profits, corposector’'s operating accounts has fluc-
rate taxes have been increasing atated in the range of $30 billion to
double-digit rates since fiscal 1993, an&40 billion (annual rate) since the begin-
that path has extended into fiscal 1996ning of 1994; it stood around the middle
Individual income taxes have also riserof that range in the first quarter. On the
sharply this year; little information is whole, these governments are in consid-
available on the factors behind the surgerably better shape than they were in the
in individual payments, but it may haveearly 1990s. Even so, the sector remains
resulted, at least in part, from capitalunder pressure to balance rising demand
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for services—especially in education, After expanding very slowly during
corrections, and health care—against ththe second half of 1995, the quantity of
public desire for tax relief. U.S. imports of goods and services rose
Real expenditures on consumptiorabout 10 percent at an annual rate in the
and gross investment—the part of statéirst quarter, and preliminary data for
and local spending included directly inApril show another sizable increase. The
GDP—declined somewhat in the firstrebound in imports largely reflected the
quarter of 1996. However, the decreasstrengthening of U.S. economic activity.
reflected primarily the effects of theln addition, non-oil import prices have
unusually adverse winter weather, andleclined somewhat since last fall, after
spending appears to have reboundddaving risen sharply in late 1994 and
in the second quarter. State and locaarly 1995. A turnaround in imported
employment posted a respectable gaimutomotive vehicles, consumer goods,
on net, over the first six months of theand non-oil industrial supplies, follow-
year. In addition, outlays for construc-ing more than six months of declines,
tion rose about % percent in real terms accounted for most of the increase in
over the year ending in the first quarterimports during the first four months of
reflecting higher spending on high-1996.
ways and schools; monthly construc- The quantity of U.S. exports of goods
tion data through May suggest thatand services expanded a 2 percent
spending rose substantially in the secannual rate during the first quarter; it
ond quarter. also appears to have expanded at about
Receipts of state and local governthis pace in April. The somewhat sub-
ments rose about 4 percent in nominatlued pace of export growth so far this
terms over the year ending in the firstyear reflects, in part, a bunching of ship-
quarter, about matching the rise in nomiments, particularly of machinery, that
nal GDP. The sector’'s own-source genresulted in an unusually strong increase
eral receipts, which comprise incomejn exports in the fourth quarter of last
corporate, and indirect business taxegear.
rose about 1 percentage point faster, Trends in economic activity have var-
with solid gains in all major compo- ied across the major foreign industrial
nents. Federal grants have changed littlepuntries so far in 1996. In Japan, eco-
on net, over the past four quarters. nomic recovery appears to have taken
hold, although the underlying pace of
real GDP growth is clearly less than the
nearly 13 percent annual rate reported
The nominal trade deficit in goods andfor the first quarter; the first-quarter
services widened from its low fourth- growth rate was boosted, in part, by
guarter level of $78 billion at an annuala temporary surge in government
rate to $97 billion in the first quarter of spending and measurement practices
1996, slightly less than the deficit ofassociated with the leap yeam Can-
$105 billion for 1995 as a whole. Theada, growth remained subdued in the
current account deficit stood at $142 bil-
lion (annual rate) in the first quarter, 2. Although the statistical agencies in many
about the same = the igure for 1995 s ble 1o i vt Cor 0 B
fa whole. I Apnl, the trade deficit gata, the statistical agencies in Japan,yFranJce, a?]d
increased from the average level for thaly among the G-10 countries do not make
first quarter. working-day adjustments.
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first quarter as real GDP rose onlyroughly stable at the level reached
1¥4 percent at an annual rate despitéoward the end of last year after having
much stronger growth in domesticimproved markedly over the course
demand; indicators for the second quaref 1995. Argentina also appears to be
ter suggest some strengthening. emerging from the steep declines in out-
Economic performance so far thisput experienced during the first half of
year in Europe has been mixed. In Gerd995, while Chile continues to enjoy
many, real GDP declined anothersteady growth. Activity in Brazil has
1%2 percent at an annual rate in the firsbegun to expand again in recent months,
quarter, largely because severe weathésllowing a sharp contraction in mid-
caused a substantial contraction in cont995.
struction spending; preliminary data Economic growth in our major Asian
suggest that construction activity re-trading partners (other than Japan)
bounded in the second quarter with th@ppears to have picked up again this
return to more normal weather. In con-year after slowing noticeably during the
trast, French real GDP expanded nearlgecond half of 1995 from the extremely
5 percent at an annual rate in the firstapid rates recorded in 1994 and the first
quarter, supported by a very sizabléalf of 1995. The recent pickup in activ-
rebound in consumption as well as leapity was associated with an easing of
year effects; strikes during the fourthmonetary policy in some of these coun-
quarter of last year depressed economities in the second half of last year and
activity and contributed to a decline inthe early part of this year. In China,
private consumption spending. Indica-output appears to have expanded during
tors for the second quarter suggest thdhe first quarter at around the 10 percent
output growth moderated from its first-annual rate recorded in 1995, with a
guarter pace. In the United Kingdom,pickup in consumption spending com-
real GDP grew at an annual rate ofpensating for weaker growth in the
1%> percent during the first quarter,external sector.
somewhat more slowly than during the Consumer price inflation generally
second half of 1995. On the policy front,stayed low in the major foreign indus-
most European countries are seeking ttrial countries and declined or remained
rein in their fiscal deficits during 1996 moderate elsewhere. In Japan, prices
and 1997, in part to comply with thein the second quarter, on average, were
criterion in the Maastricht Treaty thatslightly above their year-earlier levels
countries participating in the third stagebecause of the effects of yen deprecia-
of the European Monetary Union, nowtion on import prices; this upturn fol-
scheduled to begin on January 1, 1999owed a year of deflation. In western
not have excessive fiscal deficits. As &ermany, inflation slowed through June
reference value, the treaty specifies thab only about ¥4 percent. Inflation in
deficits greater than 3 percent of a counkaly remained higher than in the other
try's GDP are excessive, but it also pro-major foreign industrial countries but
vides scope for accepting deficits aboveslowed to below 4 percent through June.
that level in some circumstances. In Canada, inflation also moved down
In Mexico, robust growth of real GDP further this year, to about¥: percent in
in the first quarter extended the recoveryay.
in economic activity that began in the Inflation trends in Latin America have
second half of 1995. Through Junepeen mixed. In Mexico, the twelve-
the Mexican trade balance remainednonth change in consumer prices dimin-
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ished to about 32 percent in June, com- Developments in manufacturing were
pared with a reading of 52 percent foruneven but showed some improvement
the twelve months ending in Decembein the second quarter. As 1996 started,
1995. Consumer price inflation has alsdirms were still adjusting employment to
declined further in Brazil and remainedthe slower path of output that had been
low in Argentina. In contrast, prices evident since early 1995, and payrolls—
have picked up in Venezuela in responsespecially at firms producing nondura-
to the depreciation of its currency assoble goods—were reduced further. In the
ciated with the adoption of a program ofpast three months, manufacturing em-
macroeconomic stabilization. In Asia,ployment has held fairly steady, buoyed
inflation has decreased so far in 1996 ity the pickup in industrial activity, and
China and remained moderate to lowhe average factory workweek, which
elsewhere. had contracted appreciably in 1995,
trended up through June.

For the nonfarm business sector as a
whole, productivity rose at an annual
Labor demand was strong over the firstate of about 2 percent in the first quar-
half of 1996. Growth in nonfarm payroll ter of 1996, echoing the acceleration in
employment exhibited considerableoutput. However, productivity had
month-to-month variability but aver- posted an outright decline in the fourth
aged a hefty 235,000 per month. In addigquarter of 1995; all told, productivity
tion, the civilian unemployment rate rose about 1 percent over the year end-
remained low, holding in the narrowing in the first quarter of 1996, in line
range around % percent that has pre- with the average pace this decade. In the
vailed since late 1994. manufacturing sector, productivity rose

Employment gains were fairly 44 percent over the past year, although
broadly based over the first half of thethe reported increase was probably over-
year. The services sector, which nowstated because firms in this sector have
accounts for nearly 30 percent of nonbeen relying increasingly on workers
farm employment, continued to be asupplied by temporary help firms, who
mainstay of job growth, showing are counted as service industry employ-
increases of nearly 120,000 per monthges rather than as manufacturing em-
on average, over the first half. Withinployees in the establishment survey of
services, growth in employment in busi-the Bureau of Labor Statistics.
ness services remained rapid, with large Labor force participation has
gains at computer and data processingmained sluggish this year. The partici-
firms as well as at temporary help agenpation rate, which measures the percent-
cies, and employment in health serviceage of the working-age population that
trended up further. In addition, construc-s either employed or looking for work,
tion payrolls rose a brisk 30,000 perdid retrace the dip that occurred in late
month, on average—an annual rate 0f995. But taking a longer perspective,
about 7 percent. Elsewhere, payrolls athe overall participation rate (adjusted
wholesale and retail trade establishfor the redesign of the household survey
ments continued to increase at about thim 1994) has changed little, on net, since
same pace as that in 1995, and employt989 after rising fairly steadily from the
ment in the finance, insurance, and reahid-1960s to the late 1980s. The flatten-
estate category picked up after havingng reflects mainly a marked decelera-
been nearly flat over 1994 and 1995. tion in women’s participation, owing

Labor Market Developments.



Monetary Policy Reports, July 73

both to a leveling off in the percentageoverstates current wage trends, the
of women who are in the labor force fortwelve-month change in the series
at least part of a given year and slowemoved up to 34 percent, nearly> per-
growth in the average number of weekgentage point larger than the increases
they spend in the labor force that yearin the preceding two years. Separate
Moreover, with the average number ofdata on average hourly earnings of
weeks these women spend in the labguroduction or nonsupervisory workers
force having risen to a level only slightlyalso show a recent acceleration in
below the average for men, a significantvages; the twelve-month change in this
rebound in participation does not seenseries moved up to about3percent in
very likely over the near term. The slug-June.
gishness in participation tends to restrain
the growth of potential output unless it
is offset by a better productivity per-
formance or by faster growth in theThe underlying trend of prices has
working-age population—neither ofremained favorable this year—notably,
which has yet been in evidence. the CPI excluding food and energy rose
Despite the tightness in labor marketst an annual rate of32 percent over the
in recent quarters, the broad trends ifirst six months of the year, near the
hourly compensation appear to havéower end of the narrow range than has
held fairly steady. The employment cosbeen evident since early 1994. Develop-
index for private industry—a measurements in food and energy markets
that includes wages and benefits—rosboosted overall inflation, however, and
at an annual rate of about 3 percent ovahe total CPI rose at an annual rate of
both the first three months of 19963%2 percent over the first half; this pat-
and over the twelve months endingern was the reverse of that seen in 1995,
in March; the ECI had also increasedvhen a small drop in energy prices,
about 3 percent over the twelve monthgombined with only a modest increase
ending in March 1995. Compensationin food prices, held the rise in the total
growth has continued to be dampedCPI to just 2> percent. Meanwhile, the
by a marked deceleration in employerproducer price index for finished goods
paid benefits—especially payments forose about 24 percent over the twelve
medical insurance, which have beemonths ending in June; excluding food
restrained by the slowing in medicaland energy, the PPI rosé/-lpercent, a
care costs, the switch in insurancebit less than over the preceding year.
arrangements from traditional indem- Consumer energy prices picked up
nity plans to health maintenance orgaaround the turn of the year and rose at
nizations and other managed care plangn annual rate of about 12 percent, on
and changes in the provisions of healtimet, over the first six months of 1996.
plans (including greater sharing ofWith crude oil stocks drained by strong
health care costs by employees). On theorldwide demand for heating oil and
whole, wages also seem to have beeneather-related supply disruptions in the
held in check, although the most recenNorth Sea and elsewhere, the spot price
data may be hinting at some accelerasf West Texas intermediate (WTI)
tion. Notably, the wage and salary comsoared from around $18 per barrel, on
ponent of the ECI rose sharply in theaverage, in the second half of 1995 to a
first quarter; although the data are volahigh of around $25 per barrel in mid-
tile and the first-quarter figure likely April; the WTI price has since retraced

Price Developments
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much of that run-up. Reflecting theAssociation of Purchasing Managers
surge in crude oil prices, retail prices ofsuggests that vendor performance dete-
refined petroleum products rose sharplyiorated markedly in June, a develop-
through May, on balance. However, theyment that could portend some firming of
fell markedly in June, and private sur-prices of materials and supplies over the
veys of gasoline prices imply a furthernear term.
decrease in early July. Prices of non-energy services rose
Retail food prices rose at an annuaB¥s percent at an annual rate over the
rate of about 4 percent over the first siXirst half, about the same as the rise over
months of 1996, somewhat above thd995 as a whole. Airfares accelerated
pace of the preceding few years. At thesignificantly in the first half. However,
farm level, prices of grains and othershelter costs increased less rapidly than
commodities rose to exceptionally highthey had in 1995, and prices of medical
levels as adverse crop conditions ircare continued to decelerate; over the
some parts of the country exacerbatedix months ending in June, the CPI for
an already tight stock situation. Formedical care services rose at an annual
some foods—notably, dairy productsrate of only about B percent, roughly
cereals and bakery products, poultryl percentage point below the 1995 pace.
and pork—the pass-through tends tdVoreover, there is some evidence that
occur relatively rapidly, and retail pricesthe CPl may be understating the recent
of such items have already risen appreslowing in medical care inflation, in part
ciably. Beef prices fell through May asbecause it does not fully capture the
producers sold off herds in response taliscounts negotiated between medical
higher feed costs and poor range condproviders and insurers, including man-
tions; they turned around in June andged care plans. The price measure used
will likely rise further over the next to deflate consumer expenditures on
several quarters as the selloff of breedmedical care in the NIPA better reflects
ing stock will eventually lead to tighter such factors; it rose less than 2 percent
supplies. over the year ending in the first quarter
Price increases for consumer goodsf 1996 after having risen’4 percent
other than food and energy slowed tmver the preceding year.
1 percent at an annual rate over the first Judging from the various surveys of
half of 1996, after averaging aboutconsumers and forecasters, expectations
1¥%> percent per year over the preceding@f near-term CPI inflation deteriorated
three years. Increases in goods priceslightly in the first half of 1996. Nota-
have been restrained, in part, by thély, although both the University of
uptrend in the dollar since mid-1995,Michigan and the Conference Board had
which has helped to damp import pricesreported a noticeable drop in their one-
In addition, with the operating rate inyear-ahead measures in the second half
the manufacturing sector having fallenof 1995, that improvement was not sus-
to about its long-term average, pressurtined in 1996; the recent monthly read-
from the materials side has been limitedings have bounced around, but the June
Indeed, the PPI for intermediate materiresults from both surveys were similar
als (excluding food and energy) actuallyto those recorded, on average, in the first
fell a bit over the past twelve months,half of 1995. In contrast, longer-run
after having risen ¥z percent over the inflation expectations, which have pre-
preceding year. Looking ahead, howsumably been less affected by the recent
ever, the latest report from the Nationahews in food and energy markets, have
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held fairly steady. Smoothing throughrelatively high interest rates in the mid-
the monthly data, the University of 1980s. They have pursued these efforts
Michigan’s measure of expected CPlthrough a strategy of advance refunding:
inflation over the next five to ten yearsin the early 1990s, when bond vyields
has not changed much since late 1994yere seen as especially favorable, state
and the survey of professional forecastand local governments issued new debt,
ers conducted by the Federal Reserveven before call provisions on the older
Bank of Philadelphia during the secondbonds could be exercised, and placed
quarter of 1996 produced the samehe proceeds in escrow accounts. As it
expectation for the succeeding ten yealsecame possible to do so, the issuing
as that in the survey taken in the fourtrgovernments began calling the older
quarter of 1995. debt, using the contents of the escrow
accounts to complete the transactions.
Reflecting these retirements, the amount

Financial Developments of state and local government debt out-
standing declined about 4 percent per
Credit year in 1994 and 1995. This process is

. ) N . ] still in train but evidently on a smaller
Financial conditions in the first half of scale; available information suggests
1996 supported the pickup in the growthhat state and local government debt out-
of spending. For the most part, lenderstanding declined only marginally dur-

continued to pursue credit applicantsng the first half of this year.
aggressively as reflected, for example,
in narrow spreads of interest rates on

corporate securities over those on Treal "€ Household Sector

sury securities. The debt of domesticrhe pace of borrowing by households
nonfinancial sectors increased abouippears to have moderated somewhat
4%, percent at an annual rate from thgrom the elevated rates of 1994 and
fourth quarter of 1995 through May of 1995, but it remains substantial. In par-
this year, a pace that was a bit sloweficular, consumer credit expanded at a
than last year but still sufficient to placegy, percent annual rate from the fourth
the level of this aggregate in the middlequarter of 1995 through May of this
of its monitoring range for 1996. year, a rate that was down from
14¥> percent over the four quarters of
1995. Mortgage debt actually expanded
somewhat more rapidly during the first
Federal debt outstanding increaseduarter than in 1995 § percent at an
about 4 percent at an annual rate oveannual rate versus¥6 percent), and
the first half of 1996, a shade below theavailable indicators suggest that growth
average rate of increase last year. Thduring the second quarter dropped back
impasse over the debt ceiling disrupteenly to about last year’'s pace. The
the timing and size of some Treasuryrecent backup in mortgage rates, which
auctions but did not alter the longer-only began in February, has had little
term trajectory of federal debt. effect on borrowing thus far and might
The pattern of net borrowing by stateeven have increased it temporarily by
and local governments in the past sevaccelerating transactions.
eral years has been heavily influenced The rapid growth in household debt
by their efforts to retire debt issued atduring the past few years has resulted in

The Government Sector
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a sizable increase in the estimated ratithe attractiveness of bankruptcy by
of scheduled payments of principal andncreasing the value of assets that can be
interest to disposable personal incomeprotected from liquidation in bankruptcy
This measure of debt-servicing burderproceedings. The “cost” of bankruptcy
has trended up over the past two year$p households has also been effectively
and as of the first quarter of 1996, wadowered by the greater willingness of
approaching—»but still short of—the lev-lenders to extend credit to riskier
els attained toward the end of the lasborrowers—even those with a previous
business cycle expansion. bankruptcy on their records.

Several other recent indicators sug- Other indicators are less suggestive of
gest that some households are expera deterioration in the financial condition
encing financial strains. For examplepf households. For example, the delin-
the Consolidated Report of Conditionquency rate for mortgage loans sixty
and Income shows that the delinquencgays or more past due at all lenders is
rate on credit-card receivables at comnear its lowest level in two decades,
mercial banks has increased signifiwhile the rate on closed-end consumer
cantly in recent quarters, retracing aboutbans—despite having moved up over
one-third of the improvement that tookthe past eighteen months—remains low
place during the first few years of theby historical standards. Moreover, the
current economic expansion. The delinaggregate balance sheet of the house-
quency rate on auto loans at the financhold sector clearly is in very good
companies affiliated with the majorshape; owing in large part to the surge in
manufacturers moved up sharply beginequity prices over the past year and a
ning about two years ago and since latbalf, the ratio of household net worth to
last year has hovered around historicallglisposable personal income moved up
high levels. Anecdotal evidence sug-into record territory recently.
gests that the rise in both credit card and Apparently in response to the recent
auto-loan delinquency rates reflects aun-up in delinquency and charge-off
strategy to liberalize lending standardsates on consumer loans, banks have
as part of an overall marketing effort.selectively tightened their standards
The auto loan delinquency rate has alstor consumer lending. These actions
been boosted a bit by the increasedeversed steps taken earlier in the dec-
prevalence of leasing. Lease customersde, when many card issuers increased
tend to be better credit risks than theahe growth of their credit card receiv-
average conventional borrower, and thables by offering accounts to customers
shift toward leasing has had the effect ofvho previously would have been denied
skimming the more financially securecredit. The belief was that more sophis-
car buyers and thus degrading someticated credit-scoring techniques would
what the remaining pool of peoplecontrol risks adequately, but it appears
financing their purchases through conthat some “adverse selection” occurred
ventional loan contracts. and that the uptick in delinquencies has

The personal bankruptcy rate alsdoeen larger than at least some banks had
surged to a new high this year. Theplanned. About 20 percent of the re-
extent to which this developmentspondents in the Federal Reserve’s most
reflects mounting financial difficulties recent survey of senior loan officers
of households is clouded, however, byeported having tightened standards for
changes in federal law (effective at theapproving applications for credit cards,
start of 1995) that may have increasednd 10 percent reported tightening stan-
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dards for other consumer loans. Notrunning about in line with last year’s
withstanding the recent tightening ofpace. However, the mix of issuers has
standards, supply conditions for loanshifted somewhat, reflecting the chang-
from banks to consumers still appeaing structure of rates. Late last year and
accommodative. early this year, investment-grade corpo-
rations were issuing a hefty volume of
bonds to pay down commercial paper
and to refinance existing long-term debt.
The debt of nonfinancial businesses als8s the rates on investment-grade bonds
appears to have expanded somewhat lesgreased this year, issuance of such
rapidly during the first half of 1996 than debt dropped off. Rates on high-yield
it did last year. In part, the moderation inbonds moved up less, however, and issu-
borrowing can be traced to the behavioers of those bonds continued to offer
of the financing gap for incorporatednew debt at a rapid pace.
nonfinancial enterprises—the excess of Gross issuance of equity shares by
their capital expenditures (includingnonfinancial corporations has been ex-
inventory investment) over their inter-ceedingly strong this year. Indeed, total
nally generated funds. During 1995, thisofferings in each of the three months
gap narrowed quite substantially, reflectof the second quarter set successive
ing strong profits and a marked reducmonthly records. This activity has been
tion in inventory investment. Available fueled by initial public offerings and
indications are that the gap has remainedther equity issuance by relatively
small this year. young companies. Share retirements by
External funding for business spendnonfinancial corporations have also been
ing has been in plentiful supply thus farvery heavy. Announced stock buybacks
this year. One piece of evidence orby such firms in both the first and sec-
this point is that interest rate spreadend quarters ran at $28 billion per
on investment-grade bonds have edgeguarter—the fastest pace since the late
down slightly since the beginning of the1980s. On net, available information
year. Additionally, spreads on high-yieldsuggests that nonfinancial corporations
bonds have declined markedly and areetired even more equity during the first
as low as they have been in at least half of 1996 than they had in 1995.
decade. Also, supply conditions for Share retirements and merger activity
loans from banks to businesses continueave generated much less issuance of
to look quite favorable. According to the debt recently than they did in the 1980s.
Federal Reserve's most recent survelRecent share repurchases have been
of bank lending officers, standards forundertaken mostly by companies seek-
approval of commercial and industrialing to return the excess cash on their
loans were about unchanged from Janwalance sheets to stockholders. And
ary to May of this year, and terms onrecent mergers and acquisitions have
such loans were eased on net. Surveynainly been accomplished through
by the National Federation of Indepen-stock swaps between companies in simi-
dent Business indicate that small busitar lines of business, rather than the
nesses have not faced difficulty gettindeveraged transactions commonplace in
credit, and stories abound of new smallthe 1980s. In line with the limited extent
business lending programs of banks. of debt financing, the mergers executed
Gross offerings of long-term bondsthus far in 1996 have resulted in little
by nonfinancial corporations have beemet change in bond ratings—again in

The Business Sector
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marked contrast to the experience of th#12. In the aggregate, these components
1980s. increased about 11 percent at an annual
rate between the fourth quarter of last
year and June of this year, only moder-
The growth of credit provided by ately below the 1995 average pace of
depository institutions slowed sharply in14¥2 percent. Institution-only money-
the fourth quarter of last year and firstmarket mutual funds increased about
quarter of this year, and commerciall8 percent at an annual rate over this
bank credit—a component of totalperiod. This component of the money
depository credit for which more recentstock increased especially rapidly dur-
data are available—slowed further in theng the first three months of the year.
second quarter. The share of thrift insti-Often, the yields on these funds lag
tutions in total depository credit has con<changes in short-term market interest
tinued to decline in recent quarters. Thigates, making them particularly attrac-
long-standing trend may have beenive investments when short-term mar-
given additional impetus last summer byket rates are declining, as they were
the opening up of a differential between

the premium rates paid by banks and

thrifts for their deposit insurance; this Growth of Money and Debt

differential has reduced the cost of fund®ercent

Depository Intermediation

for banks relative to the cost of funds for Domestic
thrift institutions. Measurement| o0 | o | g3 | NON-
The reduction and subsequent elimi- " financial
nation of the deposit insurance premium
for financially sound banks probablyjeay 75 87 96 95
played a role in shifting bank funding 1981 .......... S 90 124 102
toward deposits. During the first halfiogo ........ .. 88 88 97 9.8
of 1996, banks increased their deposfiggd- -1 155 5] 105 dag
liabilities more rapidly than their non-
deposit liabilittes—a contrast from 1352 -y 122 88 L0 132
the preceding few years when bankges7 .......... 63 42 59 100
relied disproportionately for their fund- iggg R 4;2 g; ff;g ?‘S
ing on nondeposit sources, includin 090 41 41 1s 68
borrowing from their foreign offices. 1901 ... 79 3.1 1.2 4.6
1992 .......... 14.3 1.8 .6 4.7
1993 .......... 10.5 1.4 1.0 52
1994 .......... 2.4 .6 1.6 5.2
The Monetary Aggregates 1995 ... ...... -18 40 59 56
The increased' reliance on deposi?lr’;’;‘]ﬁglf ratey
sources of funding by banks has helpea%gs:m ........ -1 10 45 5.4
support the growth of the broad money 831 12 33 %3 1%
aggregates of late. Between the fourth Q4....... =51 41 45 4.7
quarter of last year and June of this yeakggs.01........ 27 5.9 70 4.7
M3 expanded at an annual rate of about Q2 ....... -5 41 53 na

6 perce.nt, putting it at the upper bound' 1. From average for fourth quarter of preceding year to
ary of its annual grOWth cone. AS in average for fourth quarter of year indicated.

i P 2. Adjusted for shift to NOW accounts in 1981.
1995, the growth in M3 this year was 3. From average for preceding quarter to average for

led by those components not included iRuarter indicated.
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around the turn of the year when thevices, however, it is impossible to know
Federal Reserve eased policy. whether the new parallel movement of
M2 increased # percent at an annual velocity and the opportunity cost will
rate between the fourth quarter of 199%ersist.
and June of this year, leaving it near the M1 declined about 32 percent at an
upper boundary of its growth range. Forannual rate during the first half of 1996,
many years before the early 1990s, th@ust as it had done over the four quarters
velocity of M2 (defined as the ratio of of 1995. The recent sluggish behavior of
nominal GDP to M2) moved roughly M1 reflects the ongoing spread of so-
in tandem with the opportunity cost ofcalled sweep programs, under which
holding M2—that is, the interest earn-idle reservable deposits are “swept”
ings forgone by holding M2 assets rathemto money-market-deposit accounts
than market instruments such as TresfMMDAs). (The appendix provides
sury bills. This relationship implied that additional information on sweep
M2 tended to move in proportion toaccounts.) Estimates based on initial
nominal GDP, except as it was influ-amounts swept suggest that M1 would
enced by changes in the opportunity codtave expanded at abbwa 7 percent
of holding it. When the opportunity costannual rate during the first half of 1996
rose, owners of M2 tended to economizén the absence of these programs.
on their holdings, driving up the veloc- Another factor contributing to the recent
ity of M2. weakness in M1 has been the growth of
Beginning around the early 1990scurrency, which has been sluggish by
however, this historical relationshipthe standards of the early 1990s. Foreign
began to break down. Indeed, in 199demand for currency apparently has
and 1992, the velocity of M2 rosetailed off somewhat. In large part, the
sharply even as the opportunity cost otlackening in net foreign demand owes
holding M2 declined. A number of rea-to substantial reflows from Argentina
sons for this development have beemand Mexico, where earlier worst-case
adduced, including the unusually steeplyears about the stability of the financial
sloped yield curve and very low level of system have not been realized. Reflows
short-term interest rates, which helpedrom Western Europe and Asia have
to attract the public out of liquid bal- also been significant, but net shipments
ances and into more readily availablgo the former Soviet Union remain siz-
long-term mutual funds; the creditable. On the whole, demand for the new
crunch at banks and the resolution o100 bill has been substantial, but this
troubled thrift institutions, which re- has not had any detectable effect on the
duced the aggressiveness with whiclstock of currency outstanding.
these institutions sought retail deposits; The sluggish growth of currency has
and household balance-sheet restructuneld down expansion of the monetary
ing, which entailed in part repayment ofbase to only about 2 percent at an annual
loans out of liquid money balances. Theate thus far this year. The other restraint
divergent movement of the velocity ofon the growth of the base has been the
M2 and its opportunity cost continuedturnaround in the behavior of required
until the end of 1992. More recently, thereserves. After surging at double-digit
variables have once again been movingates in 1992 and 1993, required
essentially in parallel. In light of the reserves have been on a downward
rapid ongoing pace of innovation andtrend, and at an increasing rate. Thus far
technological change in financial serthis year, required reserves have con-
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tracted about ¥z percent at an annual The spread on investment-grade utility
rate. The emergence of this trend is perbonds continued to drift upward, but this
haps the most direct consequence of th@ppeared to reflect the market’s increas-
spread of sweep programs. Absent sudng perception that some firms in that
programs, required reserves probablyndustry might become riskier as a result
would have increased about 10 percerdf deregulation and new competitive
over the same period, owing to strongoressures. The rate spread on high-yield
growth in demand deposits. Continuedonds over the comparable Treasury
spread of sweep programs could affeatotes narrowed sharply, reversing the
the federal funds market, perhaps leaddpward drift of 1995, and returning this
ing to greater volatility like that expe- measure to the low end of its range over
rienced in early 1991 following the the past decade. The continuing low
elimination of reserve requirements orlevel of spreads on most investment-
nontransactions deposits. Thus far, sucgrade securities, as well as the marked
instabilities have not been realized, butlecline of the spread on high-yield
the Federal Reserve is monitoring thesecurities, appeared to reflect in part
situation carefully. market participants’ increasing confi-
dence in the durability of the economic
expansion and consequent optimism

Interest Rates, Equity Prices, about the creditworthiness of corporate
and Exchange Rates borrowers.
Interest Rates Equity Prices

Interest rates on Treasury securities rosghare prices have fallen in recent weeks,
over the first half of 1996, with the mostmostnotablythose of “high-tech” compa-
pronounced increases occurring fonies whose ability to maintain steep
intermediate-term securities. Betweerearnings trajectories has come into ques-
the end of December 1995 and theion. On net, though, broad indexes of
middle of July, the rate on three-monthequity prices have held steady or moved
bills increased somewhat less thamp slightly since the end of 1995. As of
Y4 percentage point, the rate on five-yeaduly 16, the S&P 500 composite index
notes rose about¥k percentage points, of stock prices had increased 2 percent
and the rate on thirty-year bonds rosehus far this year, while the NASDAQ
about 1 percentage point. Despite thesadex had returned to its beginning-of-
increases, nominal Treasury rates overear level. Even this performance has
all continued to be relatively low by the been impressive, given that it occurred
standards of the past twenty years. in the face of appreciable upward move-
The spread between interest rates oment in long-term interest rates.
investment-grade private bonds and
those on comparable-maturity Treasur)é
securities remained narrow during the
first half of the year. In particular, the Since mid-April, the weighted-average
average spread on Baa-rated industriafalue of the dollar in terms of the other
bonds over thirty-year Treasury bonds5-10 currencies has generally been
continued to fluctuate near where it hagbout 4 percent above its level at the end
been for the past several years and wetif December, although the dollar has
below the levels typical of the 1980s.moved down somewhat in mid-July.

xchange Rates
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When compared with an index of cur-nearly 50 basis points, while rates in
rencies from a somewhat broader grouprance are down more than 100 basis
of U.S. trading partners, the dollar hagoints and those in the United Kingdom
appreciated 3 percent since Decembeare down 70 basis points. Official lend-
after adjustment for changes in relativeng rates have been reduced by the
consumer prices. The dollar has risen onentral banks in Germany, France, the
balance about 4 percent in terms of th&nited Kingdom, and several other
German mark and about 6 percent irfEuropean countries in 1996. In Japan,
terms of the Japanese yen. short-term market interest rates remain
The dollar has been supported by pemear the historically low levels reached
ceptions of a disparity in the perfor-during the second half of 1995 as the
mance of the U.S. economy relative tdBank of Japan’s official rates have been
that of many of our major trading part-unchanged. Stock markets in the foreign
ners and the resulting expectations fo66-10 countries have risen 3 percent to
the course of relative interest rates. Spet5 percent since the end of December,
cifically, while data suggesting robustexcept in the United Kingdom, where
growth in the United States caused interstock prices, on balance, are about
est rates to rise, questions remainednchanged.
about the strength of expansions in a The Mexican peso traded during the
number of other industrial countries,first half of 1996 in a range somewhat
particularly in Europe. Average long-stronger than that which prevailed at the
term (ten-year) interest rates in the otheend of 1995. Mexican twenty-eight-day
G-10 countries have risen only slightly,treasury bill (cetes) rates have declined
about 20 basis points, since the end dfom nearly 50 percent in December to
December. With U.S. rates rising sub-around 30 percent as the rate of inflation
stantially more than that, the appreciahas fallen. The economic positions of
tion of the dollar over this period is Mexican households and firms have
consistent with the shift in the long-termimproved since early 1995, but prob-
interest differential in favor of the dol- lems in the financial system remain, as
lar. In addition, the dollar was lifted to evidenced by increasing amounts of
an extent against the yen by data early inonperforming loans at banks. Stock
the year showing that the Japanesprices have risen, on balance, about
external surpluses were narrowing. 5 percent in peso terms since December,
Despite a weak output performancebuoyed by the interest rate declines and
long-term interest rates in Germanyevidence of recovery in the Mexican
have risen about 50 basis points, witheconomy.
much of that increase coming during the The pace at which private foreigners
first quarter. Long-term interest ratesacquired U.S. assets increased markedly
have actually fallen since the end of lastn the first quarter. Although private net
year in some European countries, suchurchases of U.S. Treasury securities
as France and lItaly, where political andvere small, there were large increases in
economic policy uncertainties have beethe private holdings of U.S. government
reduced. In Japan, long-term interesagency bonds and U.S. corporate bonds,
rates have risen about 30 basis pointgs U.S. corporations issued heavily in
on balance. Short-term market interesthe Eurobond market. In addition, direct
rates abroad are generally lower thamvestment capital inflows surged to
they were at the end of last year. Geralmost $30 billion in the first quarter,
man short-term market rates are dowmeflecting a pickup in foreign acquisi-
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tions of U.S. firms. Together, these grosshe non-M1 portion of M2. Such sweeps
inflows totaled nearly $80 billion, shift deposits from reservable (trans-
roughly twice the U.S. current accountactions) accounts to nonreservable (sav-
deficit for the quarter. U.S. net purchasefngs) accounts without impairing
of foreign stocks and bonds were alsalepositors’ ability to access the funds
sizable in the first quarter, with net pur-for transactions purposes. Depositories
chases of foreign stocks from Japan pahave an incentive to establish these
ticularly large. U.S. direct investmentprograms because reserves held at the
abroad slowed somewhat between thEederal Reserve earn no interest. Retail
fourth quarter of 1995 and the first quarsweep programs reduce reported
ter of 1996 but remained near the recordeserves, the monetary base, and M1.
pace for all of last year. In April and

May, private foreign interest in U.S.

securities continued to be strong whileéSweeps of Transaction Deposits

U.S. investor interest in foreign stocksnto Savings Accounts

cooled somewhat from the strong first-Percentage of industry assets

quarter pace. Monthly Cumulative
Foreign official holdings in the United Period averages g{s total
States increased about $52 billion in
the first quarter of 1996 after a rec-ﬁggﬁaw 53 53
ord $110 billion rise in 1995. Theserebruary....... ... 2.2 75
increases reflected both intervention tgfarch-............ 9 73
support the foreign exchange value oftay ............... . 0 7.5
the dollar by certain industrial countriesyjp® 9 72
and substantial reserve accumulation b QUL l.g 15
several developing countries. Data foBgoper ...\ " . o6
April and May indicated continued gg\égmgg ---------- '8 gg
increases in official holdings in the T ' '
i 1995
United States but on a much more modJanuary ............ o 09
est scale. February........... 0 9.9
March.............. .0 9.9
April ... .0 9.9
. . May ..., . 5.0 14.9
Appendix: Sweeps of Retail June I 7.3 222
Transaction Deposits Awgusi I 4 274
. . . September......... 5.9 33.3
In January 1994, depository institutionSoetober ... .. 77 410
i i ovember.......... 43 45.3
began .Implementmg sweep program ecember.......... 9.2 54.5
for retail customer8.In such programs,
H : 996
balances in household transactlorjElnuary ____________ 13.7 68.2
accounts (typically NOW accounts, butFebrLr:]ary ........... 70 782
also some demand deposits, both ofgi" 78 89.4
which are included in M1) are sweptMay ............... - 8.4 97.8

into SaVingS deposits, which are part of NotEe. Figures are the estimated total of transaction
account balances initially swept into savings accounts

3. Sweep accounts for business customers @Wing to the introduction of new sweep programs.
banks became widespread in the mid-1970s, They/onthly totals are averages of daily data.

. | f d d d its int Regular monthly updates of initital amounts swept may
Involve sweeps of deman €POSItS N0 repurpg gpiained by email by sending an email address along

chase agreements or other money market instriyith a phone number teweepsirb @ frb.gov Those
ments whose minimum sizes are too large tauithout access to email may request data by calling
accommodate households. (202) 872-7577.
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They have no effect on M2, because
both transactions and savings accounts
are in M2.

Retail sweep programs have been
established either as daily sweeps or as
weekend sweeps. Under a daily sweep,
a depositor’s transaction balances above
a target level are shifted each night into
a special savings account created for the
purpose. If debits threaten to reduce the
remaining transaction account balances
below zero, enough funds are trans-
ferred back from the savings account to
reestablish the target level of transaction
balances. Because only six transfers are
allowed out of a savings account within
a statement month, on the sixth transfer,
the entire savings balance is returned to
the transaction account. Alternatively, in
a weekend sweep program, all affected
transaction account balances are swept
into the special purpose savings account
over the weekend and then returned on
Monday. Some “weekend sweep” pro-
grams undertake sweeps on certain holi-
days as well.

No information is available on the
current amounts of transaction balances
that are being swept into savings
accounts. The Federal Reserve has
obtained data from depositories only on
the initial amounts swept on the date
each program was established. The
table, which is updated and made avail-
able to the public on an ongoing basis,
shows that the initial amounts swept
under programs implemented through
May 1996 have cumulated to $98 bil-
lion. With a marginal reserve require-
ment of 10 percent on most of these
balances, the cumulative reduction of
required reserves attributable to the ini-
tial amounts swept has been nearly
$10 billion. .



Part 2

Records, Operations,
and Organization



87

Record of Policy Actions
of the Board of Governors

Regulation D The amendments are effective with
Reserve Requirements the reserve computation period begin-
of Depository Institutions ning December 31, 1996, for institutions

reporting weekly and December 17,
November 20, 1996—Amendments1996, for institutions reporting quarterly.

The Board amended Regulation D tq To rgduce reporﬁing burden'for S”?a”
increase the amount of transactiodnstitutions, depository institutions with

balances to which the lower reservdotal deposits below specified levels are
requirement applies. required to report their deposits and

reservable liabilities quarterly or less
Votes for this action: Mr. Greenspan,frequently, while larger institutions must
Ms. Rivlin, Messrs. Kelley, Lindsey, and report weekly. To reflect increases in
Meyer, and Mses. Phillips and Yellen.  the growth rate of total deposits at
all depository institutions, the Board
increased the deposit cutoff levels used
in determining the frequency and detail

Under the Monetary Control Act of
1980, depository institutions, Edge Act

corporations, Agreement corporations,¢ yenosit reporting. to $59.3 million for
and U.S. agencies and branches P b g, 0 $59.

foreian bank bi onexempt depository institutions and
oreign banks are subject to reservg, g4g 7 million for exempt depository

requirements set by the Board. The act, .«it i P, :
directs the Board to annually adjust thgrgsg;?tlons’ beginning in - September

amount subject to the lower reserve

requirement to reflect changes in transpecember 23, 1996—Amendments
action balances nationwide. Recent

decreases in transaction balances wafhe Board amended Regulation D to
ranted a decrease to $49.3 million, an§implify and update the regulation and
the Board amended Regulation Deduce regulatory burden, effective
accordingly. April 1, 1997.

The Garn-St Germain Depository . .
Institutions Act of 1982 establishes a \I\Clost.egi\fl(i)rq, t,\r)"essse:g'?(ne'”e'\y'Lﬁéii;sgig‘
Zero percent reserve I’equn’ement on the Meyer’ and Mses. Ph||||ps and Yellen.
first $2 million of an institution’s reserv-
able liabilities. The act also provides for After a review in accordance with
annual adjustments to that exemptiorits policy of regular review of regula-
amount based on deposit growth nationtions and the requirements of the Riegle
wide. Recent growth in deposits war-Community Development and Regu-
ranted an increase to $4.4 millionlatory Improvement Act of 1994, the
and the Board amended Regulation Board adopted a revision of Regulation
accordingly. D to simplify and clarify the regula-
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tion and remove certain obsolete mate- The National Securities Markets

rial from it. Improvement Act of 1996 removes the

Board’s authority to regulate certain
Regulation E loans by registered broker—dealers
Electronic Fund Transfers unless the Board finds that such rules

are in the public interest or necessary for
March 20, 1996—Amendments  the protection of investors. The Board

The Board amended Regulation E tdssued an interpretation to clarify that it
clarify, simplify, and update the regula-nad not made such a finding and that
tion, effective May 1, 1996, with com- Provisions of its margin regulations for

pliance mandatory by January 1, 1997. which it no_longer had gen_eral autho_rity
were not in effect. The interpretation

Votes for this action: Messrs. Greenspanalso identified regulatory provisions the

Kelley, and Lindsey and Mses. Phillips Board had adopted to implement section
and Yellen: 8(a) of the Securities Exchange Act of
The amendments change the exem 1934, which had been repealed by the
. i ©Mg96 act, and concluded that those
tions for securities or commodities rovisions were no longer in effect. In

transfers and for preauthorized transferg ’

to or from accounts at small institutions onnection V.Vith this action, the Board
simplify the language and format Ofsought public comment on proposed

the requlation. and delete obsolet amendments to its margin regulations to
provisiogns ' ‘?mplement the requirements of the act.

Regulation G Regulation H _
Securities Credit by Persons Other Membership of State Banking
Than Banks, Brokers, or Dealers Institutions in the Federal Reserve

) System
Regulation T
Credit by Brokers and Dealers August 5, 1996—Amendments
Regulation U The Board amended Regulation H to

Credit by Banks for the Purpose  improve compliance with certain flood
of Purchasing or Carrying Margin insurance requirements, effective Octo-
Stocks ber 1, 1996.

November 20, 1996—Interpretation Votes for this action: Mr. Greenspan,

. . Ms. Rivlin, Messrs. Kelley and Meyer,
The Board approved an interpretation of 5,4 \vses. Phillips and Yelien. Absent and

Regulations G, T, and U to implement not voting: Mr. Lindsey.
requirements of the National Securities
Markets Improvement Act of 1996, The Board and five other federal
effective November 19, 1996. agencies adopted rules to implement the
National Flood Insurance Reform Act of
Votes for this action: Mr. Greenspan,1994. The rules did not change the basic
N eSS epaey, e, a1 flood instrance requiremens but were
designed to improve compliance with
1. Throughout this chapter, note 1 indicates tha’fequlrel’nents cor!cernlng mandato.ry
two vacancies existed on the Board when thdurchase of flood insurance and notice
action was taken. of flood hazards.
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December 23, 1996—Interim supervised by the Federal Reserve,
Amendment effective April 1, 1996.

The Board approved an interim amend- Votes for this action: Messrs. Greenspan,
ment to Regulation H to revise the Blinder, Kelley, and Lindsey and Mses.
guidelines for determining the frequency Phillips and Yeller®
of examinations for banks, effective .

The new rule, which was developed

January 30, 1997. by the Federal Reserve, the other federal
Votes for this action: Mr. Greenspan,Panking agencies, and the Financial
Ms. Rivlin, Messrs. Kelley, Lindsey, and Crimes Enforcement Network of the
Meyer, and Mses. Phillips and Yellen. Department of the Treasury, signifi-

, cantly reduces burdens while enhancing
The Board, along with the other fed-the apility of law enforcement authori-
eral banking agencies, revised the crifies to investigate and prosecute crimi-

teria for determining the frequency ofpg| offenses involving U.S. financial
examinations to implement provisionsinstitutions.

of the Riegle Community Development
and Regulatory Improvement Act of _
1994 and the Economic Growth andR€gulation H _
Regulatory Paperwork Reduction ActMembership of State Banking
of 1996. Under the new criteria, well- Institutions in the Federal Reserve
managed banks with a composite rating®yStem
of 2 and with assets of $250 million or .
less are eligible to be examined onc&egulation Y .
every eighteen months instead of onc ank Ho_Idlng Companies and
every twelve months. In connection with hange in Bank Control
this action, the Bo_ard squght publicAugust 7, 1996—Amendments
comment on the revised guidelines.
The Board amended Regulations H and
Y to incorporate a measure of market

R lation H risk in its risk-based capital guidelines
M%%Jb%trghip of State Banking for state mer_nber banks_, and bank hold-
Institutions in the Federal Reserve INg_companies, effective January 1,
System 1997, with compliance mandatory by

January 1, 1998.

ReQUIat.lon K . . Votes for this action: Mr. Greenspan,
International Banking Operations Ms. Rivlin, Messrs. Kelley and Meyer,

and Ms. Phillips. Absent and not voting:

Regulation Y Mr. Lindsey and Ms. Yellen.
Bank Holding Companies and )
Change in Bank Control The Board, along with the other fed-

eral banking agencies, revised the risk-
January 29, 1996—Amendment based capital standards to set forth a
' supervisory framework for measuring
The Board amended Regulations H, K,
and Y to simplify the process for report- 2. Throughout this chapter, note 2 indicates that

ing. 'SFJSpeCted crim.es and Sl;ISpi.CiOU§ne vacancy existed on the Board when the action
activities by banking organizationswas taken.
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market risk of debt and equity positionsFebruary 7, 1996—Amendment

in institutions’ trading accounts and all

foreign exchange and commodity posi-The Board approved an amendment to
tions, wherever located. The amendRegU|ati0n K to establish criteria for
ments require banks and bank holdingVvaluating the operations of certain for-
companies with significant exposure tc€ign banks, effective March 25, 1996.
ma_rket ris_k to measure tha_t risk using Votes for this action: Messrs. Greenspan
their own '”te.”‘a' value-at-risk models, Kelley, and Lindsey and Mses. PhiIIips,
as specified in the rule, and hold com- pq vellent

mensurate amounts of capital.

The amendment sets out the criteria
under which the Board will assess the
U.S. operations of foreign banks that are
not subject to comprehensive, consoli-
dated supervision or regulation by their
home country supervisors. The Board
Will take the criteria into account in
deciding whether and under what terms
uch banks can continue to operate in
e United States.

Regulation K
International Banking Operations

January 19, 1996—Amendment

The Board approved an amendment t
Regulation K to permit certain foreign
banks to establish representative office
in the United States through advancd
notice, effective January 24, 1996.

Votes for this action: Messrs. Greenspan',vIay 9, 1996—Amendments

Kelley, and Lindsey and Mses. F>hi||ipsThe Board amended Regulation K to set
and Yellent - €9 -

a date by which certain foreign banks
The amendments permit foreignmust select a home state and to update

banks that meet certain requirements téhe regulation, effective May 9, 1996.
establish representative offices without . .
Votes for this action: Messrs. Greenspan

filing a formal application. The amend- and Kelley and Mses. Phillips and Yellen.

ments clarify that only those foreign  apsent and not voting: Mr. Lindsey.
banking organizations subject to the

International Banking Act and the Bank The Riegle—Neal Interstate Banking
Holding Company Act may take and Branching Efficiency Act of 1994
advantage of general consent procedurgemoved geographic restrictions on
to establish a representative office tdanterstate banking by foreign banks and
engage in limited administrative func-required certain foreign banks without
tions in connection with their existing U.S. deposit-taking offices to select a
U.S. banking operations. The Boarthome state. The Board amended Regula-
also decided to review on a case-bytion K to require those banks to select a
case basis inquiries by special-purposhome state by June 30, 1996; remove
government banks seeking exemptiongutdated restrictions on certain mergers
from regulation under the Foreign Bankby U.S. bank subsidiaries of foreign
Supervision Enhancement Act on thébanks outside their home states; and
basis that they do not fall within the delete obsolete and superseded provi-
definition of a foreign bank under Regu-sions concerning selection of a home
lation K. state.
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July 17, 1996—Amendment Regulation M

Consumer Leasing
The Board approved an amendment to

Regulation K to establish rules govern-September 18, 1996—Revision

ing the management of offshore bankin _ _ _

offices by U.S agencies and brancheshe Board revised Regulation M to sim-

of foreign banks, effective August 28,plify and clarify required disclosures for

1996. car leasing and other types of consumer
lease transactions, effective October 1,

Votes for this action: Mr. Greenspan,1997.
Ms. Rivlin, Messrs. Kelley, Lindsey, and
Meyer, and Ms. Yellen. Absent and not

voting’ Ms. Phillips. Votes for this action: Messrs. Greenspan,

Kelley, Lindsey, and Meyer and Mses.
. ) Phillips and Yellen. Absent and not vot-
The amendment prohibits foreign ing: Ms. Rivlin.

banks from using their U.S. branches or
agencies to manage types of activities The revision included additional
through offshore offices that could notrequirements for early disclosure of
be managed by a U.S. bank at its foreigfermination charges; requirements for
branches or subsidiaries. The amendiisclosure of the gross cost of a lease,
ment implements a provision of thethe residual value of the leased property,
Riegle-Neal Interstate Banking andand the estimated lease charge; a
Branching Efficiency Act of 1994. requirement that certain leasing disclo-
sures be segregated from other informa-
tion; and new provisions concerning
advertising on radio and television.

Regulation L
Management Official Interlocks
Regulation O
July 10, 1996—Amendments Loans to Executive Officers,

The Board amended Regulation L togggféﬁgagpsdoﬁr&?g:ﬁgler Banks:

conform rules on management inter oans to Holding Companies and
locks to recent statutory changes an ffiliates

to update the regulation, effective Octo-
ber 1, 1996. November 1, 1996—Amendments

Votes for this action: Messrs. GreenspanThe Board amended Regulation O to
ig”e)r/ft ?]r(‘jdn '-t”\‘/dzﬁy_ &”d PI;]/Iiﬁi' Yellen. permit insiders of a bank and its affili-
sentand not voting: Ms. Ps. ates to obtain loans under benefit plans

. . available to all company employees and
The Board revised its rules on man- pany ploy

agement interlocks to implement certai to simplify a procedure, effective

requirements of the Riegle Communit)r/}\lovember 1,1996.

Development and Regulatory Improve- . .
. Votes for this action: Mr. Greenspan,
ment Act of 1994. The revisions also o Rivlin, Messrs. Kelley and Meyer,

clarify the rules and reduce unnecessary and Mses. Phillips and Yellen. Absent and
regulatory burden. not voting: Mr. Lindsey.
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The amendment implements a reRegulation S
quirement in the Economic Growth andReimbursement for Providing
Regulatory Paperwork Reduction Act ofFinancial Records; Recordkeeping
1996. The Board also simplified the pro-Requirements for Certain Financial
cedure under which a bank’s board oRRecords
directors can exclude executive officers
from the policymaking functions of the March 26, 1996—Amendments

pank and, therefo_re, from the restricrhe Board amended Regulation S to
tions of the regulation. conform certain definitions in the regu-
lation to the Uniform Commercial Code,
effective May 28, 1996, and deferred
Regulation R certain other effective dates until that

Relations with Dealers in Securitiesdate.

E_Jggger Section 32, Banklng Act of Votes for this action: Messrs. Green-

span and Lindsey and Mses. Phillips
o and Yellen. Absent and not voting:
October 30, 1996—Rescission of Mr. Kelley.t

Regulation and Related
Interpretation The Board and the Department of the

Treasury jointly adopted amendments to

The Board approved rescission of Reguitheir rules under the Bank Secrecy Act

lation R and a related interpretationthat require enhanced recordkeeping

effective December 6, 1996. related to certain funds transfers by

financial institutions. The amendments

Votes for this action: Mr. Greenspan,revise definitions and conform the defi-
Ms. Rivlin, Messrs. Kelley, Lindsey, and nitions of certain terms to their mean-
Meyer, and Mses. Phillips and Yellen. ings under article 4A of the Uniform

. . . Commercial Code. The two agencies
Regulation R implemented section 32deferred the effective date of the record-

of the Glass—Steagall Act, which prohib- o ning ryles until May 28, 1996, and
its interlocks between member banksps "goard also deferred the effective

anq_ firms primaril_y erigaged in_under-date of subpart B of Regulation S until
writing and dealing in securities. A that date.

related interpretation clarified the appli-

cability of the prohibitions o_f section 32 jyne 5, 1996—Amendments

to bank holding companies. After a

review of the regulation and interpre-The Board amended subpart A of Regu-
tation as required by the Riegle Comdation S to establish rates and conditions
munity Development and Regulatoryunder which payment would be made to
Improvement Act of 1994, the Boardfinancial institutions for assembling or

determined that the regulation, whichProviding certain financial records,

restated the statutory language of se@ffective July 12, 1996.

tion 32, and the interpretation that Votes for this action: Messrs. Greenspan,

applied ’ihe prohibitions to bank holding Kelley, and Lindsey and Mses. Phillips
companies were no longer necessary. In gnd Yellent

addition, certain other interpretations of
section 32 were moved to Miscellaneous The Right to Financial Privacy Act
Interpretations. requires that the Board establish the
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rates and conditions for reimbursemenbhumber of domestic and foreign securi-
of financial institutions for costs in- ties that can be bought on margin and
curred in responding to requests folincreases the loan value of some other
records by government agencies. Theecurities; removes Board rules on
Board’s amendments streamlined subeptions transactions and relies on the
part A and updated the fees it specifies.margin rules of self-regulatory organi-
zations; and reduces restrictions on
November 14, 1996—Amendment transactions involving foreign persons,

foreign securities, and foreign currency.

The Board amended subpart B of Regu: ; 1
lation S to clarify its applicability, effec-uThe new rule also includes certain tech-

tive December 20, 1996. nical changes.

Votes for this action: Mr. Greenspan, .
Ms. Rivlin, Messrs. Kelley, Lindsey, and Regulation V

Meyer, and Mses. Phillips and Yellen. Loan Guarantees for Defense

_ Production
Subpart B of Regulation S refers to

the substantive provision of a joint ruleQctober 1, 1996—Repeal

adopted by the Board and the Depart-

ment of the Treasury relating to record-The Board repealed Regulation V, effec-
keeping requirements for funds transfer§ve October 9, 1996.

and transmittals of funds under the Bank Votes for this action: Mr. Greenspan

Secrecy ACt'. The Board amended sub- Ms. Rivlin, Messrs. Kelley, Lindsey, gnd’
part B to clarify that the regulation does \jeyer, and Mses. Phillips and Yellen.

not apply to any person or transaction

or class of persons or transactions that After a review required by sec-

the Department of the Treasury hasion 303 of the Riegle Community

exempted from the joint rule. Development and Regulatory Improve-
ment Act of 1994, the Board found

Regulation V to be obsolete. The
Board's action did not represent a
change in any policy.

Regulation T
Credit by Brokers and Dealers

April 24, 1996—Amendments

The Board updated Regulation T to takéRegulation Y

into account developing trends in theBank Holding Companies and
securities markets. The updates becan@hange in Bank Control
effective July 1, 1996, except for certain

provisions relating to options transac-August 23, 1996—Amendment

tions, which become effective June 1 . .
1997. The Board amended an interpretive rule

in Regulation Y to permit bank holding
Votes for this action: Messrs. Greenspangompanies under certain conditions to
Kelley, and Lindsey and Mses. Phillipspurchase, as a fiduciary, securities of
and Yellent investment companies they advise,

) - ... __effective September 30, 1996.
The final rule eliminates restrictions

on the ability of broker-dealers to votes for this action: Mr. Greenspan,
arrange for credit, increases the type and Ms. Rivlin, Messrs. Kelley, Lindsey, and
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Meyer, and Ms. Phillips. Absent and notcriteria: (1) risk-based capital thresholds

voting: Ms. Yellen. that are the same as those for deter-

The condition on such purchases immmg that_ a state member bar_1|_< 'S
§veII capitalized and (2) a modified

Lhatr':hey must l?ehsp_ecifically authorizeqe, oo 46 ratio, The Board sought public
y the terms of the instrument creating., ,ment on the definition and how it

the fiduciary relationship, by court order, : : :
or by the law of the jurisdiction underi?;;r!?zgieon?p“ed to foreign banking

which the trust is administered. The
revision conforms the rule to those of
other federal banking agencies and th&egulation Z

standard in section 23B of the Federallruth in Lending

Reserve Act.
January 24, 1996—Amendment

October 23, 1996—Interim Rule The Board amended Regulation Z to
The Board approved an interim amendadjust the threshold amount of mortgage
ment to Regulation Y to provide a defi-points and fees that entails certain addi-
nition of a well capitalized bank holding tional disclosures, effective January 1,
company, effective October 23, 1996. 1996.

Votes for this action: Mr. Greenspan, Votes for this action: Messrs. Green-

Ms. Rivlin, Messrs. Kelley and Meyer, span, Blinder, Kelley, and Lindsey and

and Mses. Phillips and Yellen. Absent and Mses. Phillips and Yellea.

not voting: Mr. Lindsey.

The Home Ownership and Equity

The Board adopted the interim rule inProtection Act of 1994 requires that
connection with easing provisions ofcreditors make additional disclosures on
Regulation Y to eliminate the require-mortgages for which total points and
ment that bank holding companies seekees payable by the consumer exceed
the Board’s approval before engaginghe larger of $400 or 8 percent of the
de novo in permissible nonbankingtotal loan amount and requires that the
activities. The easing would apply toBoard annually adjust the absolute dol-
holding companies that are well capitaljar value of the threshold amount for the
ized and meet other criteria specified irforthcoming calendar year according to
the Economic Growth and Regulatorythe annual percentage change in the con-
Paperwork Act of 1996. The interim sumer price index as of June 1 of the
rule also implements provisions of thepreceding year. On the basis of the CPI
act to establish expedited procedures fagn June 1, 1995, the Board increased the
qualified well capitalized bank holding threshold amount to $412 for 1996.
companies to be approved to acquire
smaller companies that engage in angeptember 11, 1996—Amendments

permissible nonbanking activities Iiste_d.l.he Board amended Regulation Z to

in Regulation Y as well as to engage N onder liability for disclosure errors
nonbanking activities that the Board has, | '+ ' astablish new rules for debt can-

approved only by order. - .cellation agreements, effective Octo-
For purposes of determining the capi;

tal levels at which a bank holding com-ber 21, 1996.

pany is considered well capitalized votes for this action: Mr. Greenspan,
under the act and Regulation Y, the Ms. Rivlin, Messrs. Kelley, Lindsey, and
Board adopted, as an interim rule, two Meyer, and Mses. Phillips and Yellen.
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The Truth in Lending Act Amend- Votes for this action: Messrs. Greenspan,
ments of 1995 established new rules for Blinder, and Kelley and Mses. Phillips
creditor liability for closed-end loans 2and Yellen:
secured by real property or dwellings The amendment clarifies that, for
gnd ggns;gn;ga?ﬁ ogggr after S(?pte”gurposes of qualifying as a financial

er su, - 1he 5 amendment stitution under Regulation EE, an
created several tolerances for accuraCyiir may declare itself, either orally
in disclosing the amount of the finance, "' \yriting, to be a financial market
charge; within those tolerances, Cred'fntermediary
tors have no civil or administrative '
liability. The 1995 amendments also
clarified requirements for disclosure ofMiscellaneous Interpretations
certain fees connected with mortgage
loans. The Board revised Regulation ZApril 15, 1996—Definition

to implement the 1995 amendments angye goard defined unimpaired capital

established new disclosure rules for deb§tock and surplus for purposes of sec-

cancellation agreements. tion 23A of the Federal Reserve Act,

December 3, 1996—Amendment  Efective July 1, 1996.

The Board amended Regulation Z to Votes for this action: Messrs. Greenspan,

adjust the threshold amount of mortgage gﬁge¥é||2ﬂ9 Lindsey and Mses. Phillips

points and fees that entails certain addi- '

tional disclosures, effective January 1, The new rule adopts the definition of

1997. unimpaired capital and unimpaired sur-
Votes for this action: Mr. Greenspan plus used to calculate the limits in Regu-
Ms. Rivlin, Messrs. Kelley, Lindsey, andyla_tlon O (Loans _to _Executlve Officers,
Meyer, and Mses. Phillips and Yellen. Directors, and PrInCI_paI. Sharehqlders of

Member Banks) for insider lending and

Acting under the requirements of theused by the Office of the Comptroller of

Home Ownership and Equity Protectionthe Currency to calculate the limit on

Act of 1994, the Board increased thdoans by a national bank to a single

level of points and fees beyond whichborrower.

mortgage creditors must disclose addi-

tional information (see Regulation Z . A

amendment of January 24, 1996, abovefRUles Regarding Availability

On the basis of the CPI on June 1, 19967 Information

the Board increased the threshol .
amount to $424 for 1997. ﬁr%\/eenrggneern%o’ 1996—Interim

The Board approved an interim amend-

Regulation EE ment to its Rules Regarding Availability
Netting Eligibility for Financial of Information to increase certain fees
Institutions associated with requests under the Free-

dom of Information Act, effective Janu-
January 3, 1996—Amendment ary 1, 1977.

The Board amendgd_ Regulation EE V\./ith Votes for this action: Mr. Greenspan,
regard to the definition of a financial s, Riviin, Messrs. Kelley, Lindsey, and
institution, effective February 20, 1996. Meyer, and Mses. Phillips and Yellen.
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The amended fee schedule reflects Votes for this action: Messrs. Greenspan,
increases in the cost of conducting Blinder, and Lindsey and Mses. Phillips
searches and reviewing and copying ‘E‘A“rdKJ%'eZ”' Absent and not voting:
documents. The Board also requested y

comment on the new fee schedule. The revisions make the arrangements
for a foreign service provider subject to
the conditions applicable to the arrange-
ments for a domestic service provider
and to several additional conditions

March 19. 1996—Uniform Rules related to access to examination infor-
of Practice and Procedure for mation and other data.
Administrative Hearings

Policy Statements and
Other Actions

May 7, 1996—Standards for Safety
The Board amended its Uniform Rulesand Soundness
of Practice and Procedure for Adminis-

. : ; The Board approved guidelines pre-
trative Hearings, efiective June 5, 1996'scribing safety and soundness standards

Votes for this action: Messrs. Greenspanfol the asset quality and earnings of
Kelley, and Lindsey and Mses. Phillipsdepository institutions, effective Octo-
and Yellent ber 1, 1996.

The Board, along with the other fed- Votes for this action: Messrs. Greenspan
eral banking agencies, clarified certain and Kelley and Mses. Phillips and Yellen.
provisions of the rules and made other APsentand notvoting: Mr. Lindsey.
changes that are expected to increase the
efficiency and fairness of administrative,
hearings.

As required by section 132 of the
Federal Deposit Insurance Corporation
Improvement Act of 1991, the Board,
along with the other federal banking
October 22, 1996—Amendment agencies, prescribed safety and sound-
As required by the Debt Collectionness standards for the asset quality and
Improvements Act of 1996, the Boardearnings of depository institutions. The
amended its Rules of Practice for Hearguidelines require that institutions
ings to increase the maximum amounfl) establish and maintain systems to

of each civil money penalty under itsidentify problem assets and prevent their
jurisdiction to account for inflation, deterioration and (2) evaluate and moni-
effective October 24, 1996. tor earnings to ensure that they are sulffi-
cient to maintain adequate capital and

Votes for this action: Mr. Greenspan,reserves.

Ms. Rivlin, Messrs. Kelley and Meyer,

ﬁgfv'\gfiﬁs: Phillips digd Yellen. Absent andy1ay 23, 1996—Interest Rate Risk

g- M- y Policy Statement

January 24, 1996—Fedwire Policy The Board provided guidance on sound
Statement practices for managing interest rate risk,

The Board set rules for access to Fede_:ffective June 26, 1996.

wire by a service provider located \ses for this action: Messrs. Greenspan
outside the United States, effective Feb- and Kelley and Mses. Phillips and Yellen.
ruary 1, 1996. Absent and not voting: Mr. Lindsély.
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The policy statement, which was Votes for this action: Mr. Greenspan,
issued in conjunction with the other fed- Ms. Rivlin, Messrs. Kelley, Lindsey, and
eral banking agencies, identifies the key MeYer. and Mses. Phillips and Yellen.
elements of interest rate risk manage-
ment and describes prudent principles
and practices for each element. IOctober 30, 1996—Announcement

emphasizes the importance both of &f Date of Expansion of Fedwire
comprehensive risk-management proOperation Hours and Establishment
cess and of adequate oversight by thef Daylight Overdraft Posting Time
boards of directors and the senior mans
agement of banks. The statement als
describes the critical factors affecting
the agencies’ evaluation of interest rat
risk when making determinations of
capital adequacy.

he Board set December 8, 1997, as

e effective date of its previously
nnounced expansion of operating hours
or the Fedwire on-line funds transfer
service and established a posting time
for certain nonwire transactions.

April 24, 1996—Uniform Cash Votes for this action: Mr. Greenspan,

Access Policy Ms. Rivlin, Messrs. Kelley and Meyer,
and Ms. Phillips. Absent and not voting:

The Board approved a new cash accessMr. Lindsey and Ms. Yellen.

policy for the Federal Reserve Banks o

that provides for greater consistency in The Board announced that beginning

cash service levels at Reserve Bank$ecember 8, 1997, the Fedwire on-line
effective May 1, 1998. funds transfer service will operate from

12:30 a.m. to 6:30 p.m., eastern time,
Votes for this action: Messrs. GreenspanMonday through Friday. The Board also
Kelley, and Lindsey and Mses. Phillips established 8:30 a.m. eastern time as the
and Yellent daylight overdraft posting time for cer-

fain nonwire transactions that had been

The revised policy provides for a bas . o e
level of free-of-charge access to Cuf_oased on the 8:30 a.m. opening time of

rency for all depository institutions but the Fedwire funds transfer service.
restricts the number of offices served

and the frequency of access. Depository

institutions that meet volume thresholds! 996 Discount Rates

will be able to obtain more frequent free

access. Access beyond the free servicehe Board approved one change in

level will be priced. the basic discount rate during 1996, a
decrease from % percent to 5 percent
October 22, 1996—Policy in late January. In addition, thc_—? Board
Statement on Payments System approved numerous changes, including
Risk both increases and decreases, in the

rates charged by the Federal Reserve
The Board modified its procedures forBanks for seasonal and for extended
measuring daylight overdrafts to takecredit; rates for both types of credit are
into account posting times for Treasuryset on the basis of market-related formu-
investments resulting from electroniclas and those rates exceeded the basic
tax payments, effective November 18discount rate by varying amounts during
1996. the year.
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Basic Discount Rate high levels of resource use as reflected
especially in low unemployment. In

The Board’s decisions on the basic rat¢hese circumstances, the Board con-

are made against the background of theluded that there was no clear case for

policy actions of the Federal Open Mar-aising the discount rate.

ket Committee (FOMC) and the related

economic and financial development :

that are covered more fully in paet 1 Of%tructure of Discount Rates

this REporT and in the minutes of the The basic rate is the rate normally

1996 meetings of the FOMC that alsocharged on loans to depository institu-

appear in thiREPORT. tions for short-term adjustment credit,

The Board’s approval of % percent- while flexible, market-related rates gen-
age point reduction in the basic discounerally are charged on seasonal and
rate, to 5 percent, on January 31, 1996Gxtended credit. These flexible rates are
followed the FOMC's decision on the calculated periodically in accordance
same day to ease reserve conditionsith formulas that are approved by the
slightly, an action that was expected tdBoard.
foster a decrease of about percentage  Under the seasonal program, whose
point in the federal funds rate. Thepurpose is to assist smaller institutions
complementary policy actions werein meeting regular needs arising from a
taken against the backdrop of a potentiatlear pattern of intra-yearly movements
reduction in inflationary pressures assomn their deposits and loans, funds may
ciated with the moderation in economicbe provided for periods longer than
growth in previous months. In an envi-those permitted under adjustment credit.
ronment of already subdued price andince its introduction in early 1992, the
wage trends, a slight easing of monetarflexible rate charged on seasonal credit
policy was deemed to be consistent witthas been closely aligned with short-
containing inflation and encouragingterm market rates; it is never less than
further economic expansion at a sustainthe basic rate applicable to adjustment
able pace. credit.

Over the remainder of 1996 the Board A different flexible rate is charged on
considered further requests to changextended-credit loans, which are made
the basic rate but took no action ornto depository institutions that are under
them. All those requests called forsustained liquidity pressure and are not
increases of/s or ¥2 percentage point. able to obtain funds from other sources.
The initial requests to increase the ratdhe rate for extended credit is 50 basis
were submitted by two Federal Reserveoints higher than the seasonal rate and
Banks during the first half of May, andis at least 50 basis points above the basic
the number of outstanding requests rosete. In appropriate circumstances, bor-
gradually to a maximum of eight duringrowings of extended credit could be
September and again from mid-Octobeat the basic rate for up to thirty days,
to early November. All but one had beerbut any further borrowings would be
withdrawn by year-end. In reaching itscharged the flexible rate.
decisions not to approve the requests, Exceptionally large adjustment-credit
the Board took account of the favorabldoans that arise from computer break-
performance of inflation, including the downs or other operating problems that
persistence of subdued increases in labare not clearly beyond the reasonable
compensation and overall prices despiteontrol of the borrowing institution are
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assessed the highest rate applicable toVotes for this action: Messrs. Greenspan,
any credit extended to depository insti- ﬁ'}%ﬁgﬁ '—\i/r(‘)?ggyaag?ns'\{'sﬁ'-s Z'E{:'g’r?
tutions; under th_e current structure, that None. Absent and not%/oting: Vice Chalir-
rate is the flexible rate on extended 3n Blinder

credit.

At the end of 1996 the structure of The Board subsequently approved
discount rates was as follows: a basigimilar actions taken by the directors of
rate of 5 percent for short-term adjustthe Federal Reserve Banks of Boston,
ment credit, a rate of 5.35 percent folRichmond, Chicago, and Kansas City,
seasonal credit, and a rate of 5.85 pekffective February 1, 1996, and by the
cent for extended credit. During 1996directors of the Federal Reserve Bank of
the flexible rate on seasonal creditst. Louis, effective February 5, 1996s
ranged from a low of 5.15 percent to
a high of 5.50 percent, and the flex-
ible rate on extended credit ranged
from a low of 5.65 percent to a high of
6 percent.

Board Votes

Under the provisions of the Federal
Reserve Act, the boards of directors of
the Federal Reserve Banks are required
to establish rates on loans to depository
institutions at least every fourteen days
and to submit such rates to the Board of
Governors for review and determina-
tion. Federal Reserve Bank proposals on
the discount rate include requests to
renew the formulas for calculating the
flexible rates on seasonal and extended
credit. Votes relating to the reestab-
lishment of existing rates or for the
updating of market-related rates under
the seasonal and extended credit pro-
grams are not shown in this summary.
All votes on discount rates taken by the
Board of Governors during 1996 were
unanimous.

Vote on the Basic Discount Rate
January 31, 1996Effective this date,
the Board approved actions taken by the
directors of the Federal Reserve Banks

of New York, Philadelphia, Cleveland,

Atlanta, Minneapolis, Dallas, and San
Francisco to reduce the basic discount
rate¥a percentage point, to 5 percent.
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Minutes of Federal Open Market
Committee Meetings

The policy actions of the Federal Operexecute transactions for the System
Market Committee, contained in theOpen Market Account. In the area of
minutes of its meetings, are presented idomestic open market activities, the
the ANnuaL ReporT Of the Board of Federal Reserve Bank of New York
Governors pursuant to the requirementsperates under two sets of instructions
of section 10 of the Federal Reservdrom the Federal Open Market Commit-
Act. That section provides that thetee: an Authorization for Domestic Open
Board shall keep a complete record oMarket Operations and a Domestic Pol-
the actions taken by the Board and bycy Directive. (A new Domestic Policy
the Federal Open Market Committee orDirective is adopted at each regularly
all questions of policy relating to openscheduled meeting.) In the foreign
market operations, that it shall recordcurrency area, the Committee operates
therein the votes taken in connectiorunder an Authorization for Foreign Cur-
with the determination of open marketrency Operations, a Foreign Currency
policies and the reasons underlying eacBirective, and Procedural Instructions
such action, and that it shall include inwith Respect to Foreign Currency
its annual report to the Congress a fulDperations. These policy instruments
account of such actions. are shown below in the form in which

The minutes of the meetings contairthey were in effect at the beginning of
the votes on the policy decisions madd996. Changes in the instruments during
at those meetings as well as'sualeof the year are reported in the records for
the discussions that led to the decisionghe individual meetings.
The summary descriptions of economic
and financial conditions are based on thz o :
information that was available to the/Uthorization for Domestic Open
Committee at the time of the meetingsV1arket Operations
e ™ 2 &Y MY P, Efrect January 1, 1096

Members of the Committee voting for1. The Federal Open Market Committee
a particular action may differ amongauthorizes and directs the Federal Reserve
themselves as to the reasons for thefpank of New York, to the extent necessary

votes; in such cases, the range of thef Carry out the most recent domestic policy
' ' directive adopted at a meeting of the

views is noted in the minutes. Whencgmmittee:
members dissent from a decision, they
are identified in the minutes along with (a) To buy or sell U.S. Government

a summary of the reasons for theiisecurities, including securities of the Federal
dissent. Financing Bank, and securities that are direct

; ; ; obligations of, or fully guaranteed as to
Policy directives of the Federal Openprincipal and interest by, any agency of the

Market Committee are issued to the Fedgjteq States in the open market, from or to
eral Reserve Bank of New York as thesecurities dealers and foreign and inter-
Bank selected by the Committee tonational accounts maintained at the Federal
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Reserve Bank of New York, on a cash, reguapplying reasonable limitations on the vol-
lar, or deferred delivery basis, for the Systenume of agreements with individual dealers;
Open Market Account at market prices, andprovided that in the event Government secu-
for such Account, to exchange maturing U.Srities or agency issues covered by any such
Government and Federal agency securitiegagreement are not repurchased by the dealer
with the Treasury or the individual agenciespursuant to the agreement or a renewal
or to allow them to mature without replace-thereof, they shall be sold in the market or
ment; provided that the aggregate amount dfansferred to the System Open Market
U.S. Government and Federal agency securAccount; and provided further that in the
ties held in such Account (including forward event bankers acceptances covered by any
commitments) at the close of business on theuch agreement are not repurchased by the
day of a meeting of the Committee at whichseller, they shall continue to be held by the
action is taken with respect to a domestid-ederal Reserve Bank or shall be sold in
policy directive shall not be increased orthe open market.
decreased by more than $8.0 billion during
the period commencing with the opening of 2. In order to ensure the effective conduct
business on the day following such meetingf open market operations, the Federal Open
and ending with the close of business on thélarket Committee authorizes and directs the
day of the next such meeting; Federal Reserve Banks to lend U.S. Govern-
ment securities held in the System Open
(b) When appropriate, to buy or sell in Market Account to Government securities
the open market, from or to acceptance deabealers and to banks participating in Govern-
ers and foreign accounts maintained at thenent securities clearing arrangements con-
Federal Reserve Bank of New York, on aducted through a Federal Reserve Bank,
cash, regular, or deferred delivery basis, founder such instructions as the Committee
the account of the Federal Reserve Bank afay specify from time to time.
New York at market discount rates, prime
bankers acceptances with maturities of up to 3. In order to ensure the effective conduct
nine months at the time of acceptance thadf open market operations, while assisting in
(1) arise out of the current shipment of goodshe provision of short-term investments for
between countries or within the Unitedforeign and international accounts main-
States, or (2) arise out of the storage withirtained at the Federal Reserve Bank of
the United States of goods under contract oNew York, the Federal Open Market Com-
sale or expected to move into the channels ahittee authorizes and directs the Federal
trade within a reasonable time and that ar®eserve Bank of New York (a) for System
secured throughout their life by a warehous®pen Market Account, to sell U.S. Govern-
receipt or similar document conveying tittement securities to such foreign and inter-
to the underlying goods; provided that thenational accounts on the bases set forth in
aggregate amount of bankers acceptancesragraph 1(a) under agreements providing
held at any one time shall not exceedor the resale by such accounts of those
$100 million; securities within 15 calendar days on terms
comparable to those available on such trans-
(c) To buy U.S. Government securities,actions in the market; and (b) for New York
obligations that are direct obligations of, orBank account, when appropriate, to under-
fully guaranteed as to principal and interestake with dealers, subject to the conditions
by, any agency of the United States, andmposed on purchases and sales of securities
prime bankers acceptances of the typem paragraph 1(c), repurchase agreements in
authorized for purchase under 1(b) abovel).S. Government and agency securities, and
from dealers for the account of the Federato arrange corresponding sale and repurchase
Reserve Bank of New York under agree-agreements between its own account and
ments for repurchase of such securities, obliforeign and international accounts main-
gations, or acceptances in 15 calendar dayained at the Bank. Transactions undertaken
or less, at rates that, unless otherwisavith such accounts under the provisions of
expressly authorized by the Committee, shalthis paragraph may provide for a service fee
be determined by competitive bidding, afterwhen appropriate.
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Domestic Policy Directive year that it had set for growth of total domes-
tic nonfinancial debt. The Committee raised
the 1995 range for M3 to 2 to 6 percent as a
In Effect January 1, 1996 technical adjustment to take account of

The information reviewed at this meetingchanging intermediation patterns. For 1996,
suggests a substantial slowing in the exparthe Committee established on a tentative
sion of economic activity after a strong gainbasis the same ranges as in 1995 for growth
in the third quarter. Nonfarm payroll employ- Of the monetary aggregates and debt, mea-
ment increased further in November, but thgured from the fourth quarter of 1995 to the
civilian unemployment rate edged up tofourth quarter of 1996. The behawor of the
5.6 percent. Industrial production was litlemonetary aggregates will continue to be
changed on average over October an@valuated in the light of progress toward
November after a moderate rise in the thirdorice level stability, movements in their
quarter. Total nominal retail sales rose somevelocities, and developments in the economy
what on balance over October and Novemand financial markets. ,
ber. Housing starts were down in October In the implementation of policy for the
after a large increase in the third quarterimmediate future, the Committee seeks to
However, orders for nondefense capitadecrease slightly the existing degree of pres-
goods point to substantial expansion ofure on reserve positions. In the context of
spending on business equipment in the nedhe Committee’s long-run objectives for
term, and nonresidential construction hagrice stability and sustainable economic
risen appreciably further. Wage trends hav@rowth, and giving careful consideration to
been stable and consumer prices have ris@¢onomic, financial, and monetary devel-
relatively slowly on average in recentopments, slightly greater reserve restraint
months. or slightly lesser reserve restraint would
Most market interest rates have declinedpé acceptable in the intermeeting period.
slightly since the Committee meeting onThe contemplated reserve conditions are
November 15. In foreign exchange marketsgxpected to be consistent with moderate
the trade-weighted value of the dollar ingrowth in M2 and M3 over coming months.
terms of the other G-10 currencies has risen
slightly on balance over the intermeeting ) . .
period. Authorization for Foreign
The substantial moderation in the growthCurrency Operations
of M2 and M3 since midsummer continued
in November; however, for the year through
November, M2 expanded at a rate in theIn Effect ‘]anuary 1, 1996
upper half of its range for 1995 and M3 grew1 The Federal Open Market Committee
at a rate at the upper end of its range. Growthythorizes and directs the Federal Reserve
in total domestic nonfinancial debt hasBank of New York, for System Open Market
slowed somewhat in recent months but folccount, to the extent necessary to carry out
the year to date remains around the midpoirthe Committee’s foreign currency directive
of its monitoring range. _and express authorizations by the Committee
The Federal Open Market Committeepursuant thereto, and in conformity with
seeks monetary and financial conditions thaguch procedural instructions as the Commit-
will foster price stability and promote sus-tee may issue from time to time:
tainable growth in output. In furtherance of A. To purchase and sell the following
these objectives, the Committee at its meefforeign currencies in the form of cable trans-
ing in July reaffirmed the range it had estabfers through spot or forward transactions on
lished on January 31-February 1 for growttthe open market at home and abroad, includ-
of M2 of 1 to 5 percent, measured from theing transactions with the U.S. Treasury, with
fourth quarter of 1994 to the fourth quarterthe U.S. Exchange Stabilization Fund estab-
of 1995. The Committee also retained thdished by Section 10 of the Gold Reserve
monitoring range of 3 to 7 percent for theAct of 1934, with foreign monetary authori-
- ties, with the Bank for International Settle-
1. Adopted by the Committee at its meeting onments, and with other international financial
December 19, 1995. institutions:
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Austrian schillings
Belgian francs
Canadian dollars
Danish kroner

Amount
(millions of
dollars equivalent)

Foreign bank

Pounds sterling Austrian National Bank . . . . 250
French francs National Bank of Belgium 1,000
German marks Bank of Canada .2,000
Italian lire National Bank of Denmark .. 250
Japanese ven Bank of England............ . ....3,000
pa Y Bankof France...............c.coviiiininnn. 2,000
Mexican pesos German Federal Bank....................... 6,000
Netherlands guilders Bankof ltaly...........cooiiiiieeiin... 3,000
Norwegian kroner Bank of Japan.................. 5,000
Swedish kronor Bag'é oflxexmo 2000
: gular . ... Rk
Swiss francs SPECIal. - 3.000
Netherlands Bank ....................cooeue 500
Bank of Norway ...........ooovviniiiinannnnns 250
B. To hold balances of, and to haveBankofSweden. .. ... 300
. . Swiss National Bank. ........................ 4,000
outstanding forward contracts to receive OBank for International Settlements
to deliver, the foreign currencies listed in Dollars against Swiss francs................ 600

Dollars against authorized European

aragraph A above.
P grap currencies other than Swiss francs. . ... 1,250

C. To draw foreign currencies and to
permit foreign banks to draw dollars under

the reciprocal currency arrangements Iisteg\ . -

in paragraph 2 below, provided that draw/nY changes in the terms of existing swap
ings by either party to any such arrangemerfif’angements, and the proposed terms of any
shall be fully liquidated within 12 months N€W arrangements that may be authorized,
after any amount outstanding at that timeshall be referred for review and approval to
was first drawn, unless the Committee!n® Commitiee.

because of exceptional circumstances, spe-

cifically authorizes a delay. 3. All transactions in foreign currencies

undertaken under paragraph 1(A) above
D. To maintain an overall open posi- shall, unless otherwise expressly authorized
tion in all foreign currencies not exceedingby the Committee, be at prevailing market
$25.0 billion. For this purpose, the overallrates. For the purpose of providing an invest-
open position in all foreign currencies isment return on System holdings of foreign
defined as the sum (disregarding signs) ofurrencies, or for the purpose of adjusting
net positions in individual currencies. Theinterest rates paid or received in connection
net position in a single foreign currency iswith swap drawings, transactions with for-
defined as holdings of balances in that cureign central banks may be undertaken at
rency, plus outstanding contracts for futurenon-market exchange rates.
receipt, minus outstanding contracts for
future delivery of that currency, i.e., as the 4. It shall be the normal practice to
sum of these elements with due regard tarrange with foreign central banks for the
sign. coordination of foreign currency transac-
tions. In making operating arrangements
2. The Federal Open Market Committeewith foreign central banks on System hold-
directs the Federal Reserve Bank of Newngs of foreign currencies, the Federal
York to maintain reciprocal currency Reserve Bank of New York shall not commit
arrangements (“swap” arrangements) for thatself to maintain any specific balance, unless
System Open Market Account for periods upauthorized by the Federal Open Market
to a maximum of 12 months with the follow- Committee. Any agreements or understand-
ing foreign banks, which are among thoséngs concerning the administration of the
designated by the Board of Governors of theccounts maintained by the Federal Reserve
Federal Reserve System under Section 214Bank of New York with the foreign banks
of Regulation N, Relations with Foreign designated by the Board of Governors under
Banks and Bankers, and with the approval ofection 214.5 of Regulation N shall be
the Committee to renew such arrangementeferred for review and approval to the
on maturity: Committee.
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5. Foreign currency holdings shall beMonetary and Financial Policies.

invested insofar as practicable, considering

needs for minimum working balances. Such 8. Staff officers of the Committee are

investments shall be in liquid form, andauthorized to transmit pertinent informa-

generally have no more than 12 monthsion on System foreign currency operations

remaining to maturity. When appropriate into appropriate officials of the Treasury

connection with arrangements to provideDepartment.

investment facilities for foreign currency

holdings, U.S. Government securities may be 9. All Federal Reserve Banks shall par-

purchased from foreign central banks undeficipate in the foreign currency operations

agreements for repurchase of such securitigsr System Account in accordance with para-

within 30 calendar days. graph 3 G(1) of the Board of Governors’
Statement of Procedure with Respect to For-

6. All operations undertaken pursuant tGsign Relationships of Federal Reserve Banks
the preceding paragraphs shall be reporteghted January 1, 1944.

promptly to the Foreign Currency Sub-

committee and the Committee. The Foreign

Currency Subcommittee consists of the

Chairman and Vice Chairman of the Com-Foreign Currency Directive

mittee, the Vice Chairman of the Board of

Governors, and such other member of th

Board as the Chairman may designate (or iin Effect January 1, 1996

the absence of members of the Board servin ) ) ) )
on the Subcommittee, other Board Memberg- System operations in foreign currencies
designated by the Chairman as alternateghall generally be directed at countering dis-
and in the absence of the Vice Chairman oprderly market conditions, provided that
the Committee, his alternate). Meetings offarket exchange rates for the U.S. dollar
the Subcommittee shall be called at thdeflect actions and behavior consistent with
request of any member, or at the request dhe IMF Article IV, Section 1.

the Manager, System Open Market Account ) .

(“Manager”), for the purposes of reviewing 2. To achieve this end the System shall:
recent or contemplated operations and of

consulting with the Manager on other mat-chas'g'S gﬁgiglaekseofsf%?éiaﬁgxgr:’narg pur-
ters relating to his responsibilities. At the 9 ge.
request of any member of the Subcommittee,  B. Maintain  reciprocal  currency
questions arising from such reviews and cong‘swap”) arrangements with selected for-
sultations shall be referred for determinatiorejgn central banks and with the Bank for
to the Federal Open Market Committee. International Settlements.

7. The Chairman is authorized: C. Cooperate in other respects with
central banks of other countries and with
A. With the approval of the Commit- international monetary institutions.
tee, to enter into any needed agreement or
understanding with the Secretary of the Trea- 3. Transactions may also be undertaken:
sury about the division of responsibility for

foreign currency operations between the Sys-, A To adjust System balances in light
tem and the Treasury: of probable future needs for currencies.

B. To provide means for meeting Sys-
B. To keep the Secretary of the Treatem gng Trgasury commitments in pa?ticzlar
sury fully advised concerning System for-¢rrencies, and to facilitate operations of the
eign currency operations, and to consult W'”Exchange Stabilization Fund.
the Secretary on policy matters relating to
foreign currency operations; C. For such other purposes as may be
expressly authorized by the Committee.
C. From time to time, to transmit
appropriate reports and information to the 4. System foreign currency operations
National Advisory Council on International shall be conducted:
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A. In close and continuous consulta-change in the System’s net position in that
tion and cooperation with the United Statesurrency might be less than the limits speci-
Treasury; fied in 1.B.

B. In cooperation, as appropriate, with D. Any swap drawing proposed by a
foreign monetary authorities; and foreign bank not exceeding the larger of

. . . (i) $200 million or (ii) 15 percent of the size
C. In a manner consistent with the 0b|l-(()% ?ﬁe swap arrang(e)mentp.)

gations of the United States in the Interna-
tional Monetary Fund regarding exchange

arrangements under the IMF Atrticle IV. 2. The Manager shall clear with the Com-

mittee (or with the Subcommittee, if the
Subcommittee believes that consultation
with the full Committee is not feasible in the

Procedural Instructions with time available, or with the Chairman, if the

Respect to Foreign Currency Chairman believes that consultation with the

Operations Subcommittee is not feasible in the time
available):

In Effect January 1, 1996 A. Any operation that would resultin a

change in the System’s overall open position

In conducting operations pursuant to thdn foreign currencies exceeding $1.5 billion
authorization and direction of the FederaBSince the most recent regular meeting of the
Open Market Committee as set forth in theCommittee.

Authorization for Foreign Currency Opera- B. Any swap drawing proposed by a

tions and the Foreign Currency Directive,forei " .
gn bank exceeding the larger of (i) $200
the Federal Reserve Bank of New Yorl('million or (i) 15 percent of the size of the

through the Manager, System Open Marke

Account (“Manager”), shall be guided by éwap arrangement.
the following procedural understandings
with respect to consultations and cIearanchn

. . : Subcommittee or the Chairman about
with the Committee, the Foreign Currenc e .
Subcommittee, and the Chai?man of thﬁ)roposed swap drawings by the System, and

Committee. All operations undertaken pursuf'j‘boUt any operations that are not of a routine

ant to such clearances shall be reporte&haracrer'
promptly to the Committee.

3. The Manager shall also consult with

1. The Manager shall clear with the sup-Meeting Held on
committee (or with the Chairman, if the January 30-31, 1996
Chairman believes that consultation with the .
Subcommittee is not feasible in the time”A Meeting of the Federal Open Market
available): Committee was held in the offices of

A. Any operation that would result in a the Board of Governors of the Federal

change in the System'’s overall open positiofR€S€rve System in Washington, D.C.,
in foreign currencies exceeding $300 millionStarting on Tuesday, January 30, 1996,
on any day or $600 million since the mostat 2;30 p.m. and continuing on Wednes-
recent regular meeting of the Committee.  day, January 31, 1996, at 9:00 a.m.

B. Any operation that would result in a
change on any day in the System’s net posfresent: .
tion in a single foreign currency exceeding M. Greenspan, Chairman
$150 million, or $300 million when the Mr. McDonough, Vice Chairman
operation is associated with repayment of ~ Mr. Boehne

swap drawings. m; ic;ﬁ?e?n

C. Any operation that might generate a Mr. Lindsey
substantial volume of trading in a particular Mr. McTeer
currency by the System, even though the  Ms. Phillips
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Mr. Stern Mr. Beebe, Ms. Browne, Messrs. Davis,
Ms. Yellen Dewald, Goodfriend, and Hunter,
Senior Vice Presidents, Federal

Messrs. Broaddus, Guynn, Moskow, Reserve Banks of San Francisco,

and Parry, Alternate Members Boston, Kansas City, St. Louis,

of the Federal Open Market Richmond, and Chicago

Committee respectively

Mses. Krieger and Rosenbaum,

Messrs. Hoenig, Melzer, and Vice Presidents, Federal Reserve

Ms. Minehan, Presidents of the Banks of New York and Atlanta

Federal Reserve Banks of respectively

Kansas City, St. Louis, and Boston

respectively In the agenda for this meeting, it was
Mr. Kohn, Secretary and Economist reported tr_]at advices of the election of
Mr. Bernard, Deputy Secretary the fO”OWIng members and alternate
Mr. Coyne, Assistant Secretary members of the Federal Open Market
Mr. Gillum, Assistant Secretary Committee for the period commenc-
Mr. Mattingly, General Counsel ing January 1, 1996, and ending Decem-

Mr. Prell, Economist

Mr. Truman, Economist ber 31, 1996, had been received and that

the named individuals had executed
Messrs. Lang, Lindsey, Mishkin, their oaths of office.
Promisel, Rolnick, Rosenblum, The elected members and alternate

Siegman, Simpson, Sniderman,  members were as follows:
and Stockton, Associate

Economists . .
William J. McDonough, President of the

Mr. Fisher, Manager, System Open Federal Reserve Bank of New York,
Market Account with Ernest T. Patrikis, First Vice Presi-

dent of the Federal Reserve Bank of
; ; New York, as alternate;

Mr. Vg;fr;ir;é%s]:sgsgg?é 'g\?lgrfbggsargbard Edward G. Boehne, President of the Federal
of Governors ' Reserve Bank of Philadelphia, with

Mr. Ettin, Deputy Director, Division of J. Alfred Broaddus, Jr., President of the
Research and Statistics, Board of Federal Reserve Bank of Richmond, as
Governors alternate; .

Mr. Madigan, Associate Director, Jerry L. Jordan, President of the Fed-
Division of Monetary Affairs, eral Reserve Bank of Cleveland, with
Board of Governors Michael H. Moskow, President of the

Mr. Slifman, Associate Director, Federal Reserve Bank of Chicago, as
Division of Research and alternate;

Statistics. Board of Governors Robert D. McTeer, President of the Fed-
Mr. Rosine2 Senior Economist, eral Reserve Bank of Dallas, with

Division of Research and Jack Guynn, President of the Federal
Statistics. Board of Governors Reserve Bank of Atlanta, as alternate;
Mr. Reid? Ecdnomist, Division of Gary H. Stern, Presiden_t of the_ Fed_eral
Monetary Affairs, Board of Reserve Bank of Minneapolis, with
Governors Robert T. Parry, President of th_e Fed-
Ms. Low, Open Market Secretariat eral Reserve Bank of San Francisco, as
Assistant, Division of Monetary alternate.

Affairs, Board of Governors
—2 Atended borti " i ating to th By unanimous vote, the following
. endaed portions of meeting relating to the -
Committee’s review of the economic outlook andomcers. of the Federal Open MarkeF
establishment of its monetary and debt ranges fd=0MmMittee were elected to serve until
1996. the election of their successors at the
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first meeting of the Committee after By unanimous vote, the Authori-
December 31, 1996, with the underzation for Domestic Open Market
standing that in the event of the disconOperations  shown  below was
tinuance of their official connection with reaffirmed.

the Board of Governors or with a Fed-
eral Reserve Bank, they would cease t
have any official connection with the
Federal Open Market Committee:

Authorization for Domestic Open
Market Operations

Reaffirmed January 30, 1996

1. The Federal Open Market Committee
authorizes and directs the Federal Reserve

Alan Greenspan Chairman
William J. McDonough  Vice Chairman

Donald L. Kohn SecllrE(etary and Bank of New York, to the extent necessary
d q congmlst to carry out the most recent domestic pol-
Normand R.V. Bernard  Deputy Secretary joy directive adopted at a meeting of the
Joseph R. Coyne Assistant Committee:
Garv P. Gill A Secretary (@) To buy or sell U.S. Government
ary . Giflum ssistant securities, including securities of the Federal
Secretary

Financing Bank, and securities that are direct
obligations of, or fully guaranteed as to
principal and interest by, any agency of the
United States in the open market, from or to
securities dealers and foreign and interna-
tional accounts maintained at the Federal
Reserve Bank of New York, on a cash, regu-
lar, or deferred delivery basis, for the System
' Open Market Account at market prices, and,
for such Account, to exchange maturing U.S.
Government and Federal agency securities
with the Treasury or the individual agencies
or to allow them to mature without replace-
ment; provided that the aggregate amount of
. U.S. Government and Federal agency securi-
By unanimous vote, the Federakies held in such Account (including forward
Reserve Bank of New York was selectedommitments) at the close of business on the
to execute transactions for the Systerflay of a meeting of the Committee at which
Open Market Account until the adjourn-aCt'on is taken with respect to a domestic

h - .. policy directive shall not be increased or
ment of the first meeting of the Commit- e creased by more than $8.0 billion during

tee after December 31, 1996. ~ the period commencing with the opening of

By unanimous vote, Peter R. Fisheibusiness on the day following such meeting
was selected to serve at the pleasur@nd ending with the close of business on the
of the Committee as Manager, Systend@ of the next such meeting;

(b) When appropriate, to buy or sell in
Open Market Account, on the under'the open market, from or to acceptance deal-

standing that his selection was subject t@rs and foreign accounts maintained at the
being satisfactory to the Federal ReservBederal Reserve Bank of New York, on a
Bank of New York. cash, regular, or deferred delivery basis, for
the account of the Federal Reserve Bank of

Secretary’s note: Adv|ce Subse_ New York at market di$Count r{:lt_es, pl’ime
quently was received that the selectiorﬁankers acceptances with maturities of up to

f Mr. Fish M .~ nine months at the time of acceptance that
of Mr. Fisher as Manager was saliS{1) arise out of the current shipment of goods

factory to the board of directors of thepetween countries or within the United
Federal Reserve Bank of New York.  States, or (2) arise out of the storage within

J. Virgil Mattingly, Jr. General Counsel
Thomas C. Baxter, Jr. Deputy General
Counsel
Michael J. Prell Economist
Edwin M. Truman Economist

Richard W. Lang, David E. Lindsey,
Frederic S. Mishkin, Larry J. Promisel
Arthur J. Rolnick, Harvey Rosenblum,
Charles J. Siegman, Thomas D.
Simpson, Mark S. Sniderman, and
David J. Stockton, Associate
Economists
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the United States of goods under contract ofational accounts on the bases set forth in
sale or expected to move into the channels gfaragraph I(a) under agreements providing
trade within a reasonable time and that aréor the resale by such accounts of those
secured throughout their life by a warehoussecurities within 15 calendar days on terms
receipt or similar document conveying titlecomparable to those available on such trans-
to the underlying goods; provided that theactions in the market; and (b) for New York
aggregate amount of bankers acceptanc&ank account, when appropriate, to under-
held at any one time shall not exceedake with dealers, subject to the conditions
$100 million; imposed on purchases and sales of securities
(c) To buy U.S. Government securities,in paragraph I(c), repurchase agreements in
obligations that are direct obligations of, orU.S. Government and agency securities, and
fully guaranteed as to principal and interesto arrange corresponding sale and repurchase
by, any agency of the United States, anégreements between its own account and
prime bankers acceptances of the typefreign and international accounts main-
authorized for purchase under I(b) abovetained at the Bank. Transactions undertaken
from dealers for the account of the FederaWith such accounts under the provisions of
Reserve Bank of New York under agree+his paragraph may provide for a service fee
ments for repurchase of such securities, oblwhen appropriate.
gations, or acceptances in 15 calendar days

or less, at rates that, unless otherwise ex- By ynanimous vote, the Authoriza-

pressly authorized by the Committee, shall; : ;
be determined by competitive bidding, after{'on for Foreign Currency Operations

applying reasonable limitations on the vol-Shown below was reaffirmed.

ume of agreements with individual dealers;

provided that in the event Government secu- o .

rities or agency issues covered by any sucAuthorization for Foreign Currency
agreement are not repurchased by the deal@perations

pursuant to the agreement or a renewal

thereof, they shall be sold in the market or, .

transferred to the System Open Markeﬁe""ﬁ'rmed January 30, 1996
Account; and provided further that in the
event bankers acceptances covered by a
such agreement are not repurchased by f
seller, they shall continue to be held by the
Federal Reserve Bank or shall be sold i,

the open market. nd express authorizations by the Committee

2. In order to ensure the effective ConducEursuant thereto, and in conformity with
of open market operations, the Federal Opeq;ch procedural instructions as the Commit-
Market Committee authorizes and directs thgg o may issue from time to time:

Federal Reserve Banks to lend U.S. Govern- A. To purchase and sell the following

ment securities held in the System OpeRyeign currencies in the form of cable trans-
Market Account to Government securiti€stgs through spot or forward transactions on
dealers and to banks participating in GOVyhe pen market at home and abroad, includ-
ernment securities clearing arrangementi yransactions with the U.S. Treasury, with
conducted through a Federal Reserve Banly,e 'S Exchange Stabilization Fund estab-
under such instructions as the Committegighed by Section 10 of the Gold Reserve Act

may specify from time to time. of 1934, with foreign monetary authorities,
3. In order to ensure the effective conduclith the Bank for International Settle-

of open market operations, while assisting ifyents and with other international financial
the provision of short-term investments for; i tions:

foreign and international accounts main-
tained at the Federal Reserve Bank of

1. The Federal Open Market Committee
MNthorizes and directs the Federal Reserve
nk of New York, for System Open Market
count, to the extent necessary to carry out
e Committee’s foreign currency directive

Austrian schillings Italian lire

New York, the Federal Open Market Com- Belgian francs Japanese yen
mittee authorizes and directs the Federal Canadian dollars Mesxican pesos
Reserve Bank of New York (a) for System  Danish kroner Netherlands guilders
Pounds sterling Norwegian kroner
Open Market Account, to sell U.S. Govern- Erench francs Swedish kronar

ment securities to such foreign and inter-  German marks Swiss francs
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B. To hold balances of, and to have Any changes in the terms of existing swap
outstanding forward contracts to receive oarrangements, and the proposed terms of any
to deliver, the foreign currencies listed innew arrangements that may be authorized,
paragraph A above. shall be referred for review and approval to

C. To draw foreign currencies and tothe Committee.
permit foreign banks to draw dollars under 3. All transactions in foreign currencies
the reciprocal currency arrangements listedndertaken under paragraph 1.A. above
in paragraph 2 below, provided that draw-shall, unless otherwise expressly authorized
ings by either party to any such arrangemertty the Committee, be at prevailing market
shall be fully liquidated within 12 months rates. For the purpose of providing an invest-
after any amount outstanding at that timement return on System holdings of foreign
was first drawn, unless the Committeecurrencies, or for the purpose of adjusting
because of exceptional circumstances, spéaterest rates paid or received in connection
cifically authorizes a delay. with swap drawings, transactions with for-

D. To maintain an overall open posi-eign central banks may be undertaken at
tion in all foreign currencies not exceedingnon-market exchange rates.
$25.0 billion. For this purpose, the overall 4. It shall be the normal practice to
open position in all foreign currencies isarrange with foreign central banks for the
defined as the sum (disregarding signs) ofoordination of foreign currency transac-
net positions in individual currencies. Thetions. In making operating arrangements
net position in a single foreign currency iswith foreign central banks on System hold-
defined as holdings of balances in that curings of foreign currencies, the Federal
rency, plus outstanding contracts for futureReserve Bank of New York shall not commit
receipt, minus outstanding contracts foiitself to maintain any specific balance, unless
future delivery of that currency, i.e., as theauthorized by the Federal Open Market
sum of these elements with due regard t€ommittee. Any agreements or understand-
sign. ings concerning the administration of the

2. The Federal Open Market Commit-accounts maintained by the Federal Reserve
tee directs the Federal Reserve Bank oBank of New York with the foreign banks
New York to maintain reciprocal currency designated by the Board of Governors
arrangements (“swap” arrangements) for theunder Section 214.5 of Regulation N shall
System Open Market Account for periods upbe referred for review and approval to the
to a maximum of 12 months with the follow- Committee.
ing foreign banks, which are among those 5. Foreign currency holdings shall be
designated by the Board of Governors of thénvested insofar as practicable, considering
Federal Reserve System under Section 214reeds for minimum working balances. Such
of Regulation N, Relations with Foreign investments shall be in liquid form, and gen-
Banks and Bankers, and with the approval oérally have no more than 12 months re-
the Committee to renew such arrangementsaining to maturity. When appropriate in

on maturity: connection with arrangements to provide
Amount Amount
Foreign bank (millions of Foreign bank (millions of
dollars equivalent) dollar equivalent)
Austrian National Bank.................... 250 BankofMexico ..............ciiiiii.n. 3,000t
National Bank of Belgium.................. 1,000 NetherlandsBank......................... 500
BankofCanada........................... 2,000 Bank of Norway. ..............c.coovuinne, 250
National Bank of Denmark ................ 250 BankofSweden................ ..ol 300
Bankof England........................o. 3,000 Swiss National Bank. ..................... 4,000
Bankof France...............cocovviinann 2,000 Bank for International Settlements:
German Federal Bank..................... 6,00 Dollars against Swiss francs............ 600
Bankofltaly ................coooiiin, 3,000 Dollars against authorized European
Bank of Japan.....................ooaan 5,000 currencies other than Swiss francs. 1,250

1. The additional temporary $3 billion swap arrange-uary 31, 1996, in line with its original terms. See minutes
ment with the Bank of Mexico, approved by the Commit- of the FOMC meeting of December 19, 1995.
tee on February 1, 1995, was allowed to lapse on Jan-
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investment facilities for foreign currency eign Relationships of Federal Reserve Banks
holdings, U.S. Government securities may belated January 1, 1944.

purchased from foreign central banks under

agreements for repurchase of such securities gy, ynanimous vote, the Foreign
within 30 calendar days. 6. All operations : . '

undertaken pursuant to the preceding par -urrency Directive shown below was
graphs shall be reported promptly to the Forf€affirmed.

eign Currency Subcommittee and the Com-

mittee. The Foreign Currency Subcommittee

consists of the Chairman and Vice Chairmar]: . . .

of the Committee, the Vice Chairman of theFOreign Currency Directive

Board of Governors, and such other member

of the Board as the Chairman may designat®eaffirmed January 30, 1996

(or in the absence of members of the Board '

serving on the Subcommittee, other Board 1. System operations in foreign curren-
members designated by the Chairman as aties shall generally be directed at countering
ternates, and in the absence of the Viceisorderly market conditions, provided that
Chairman of the Committee, his alternate)market exchange rates for the U.S. dollar
Meetings of the Subcommittee shall bereflect actions and behavior consistent with
called at the request of any member, or at thehe IMF Article 1V, Section 1.

request of the Manager, System Open Mar- 2. To achieve this end the System shall:
ket Account (“Manager”), for the purposes A. Undertake spot and forward pur-
of reviewing recent or contemplated operachases and sales of foreign exchange.

tions and of consulting with the Manager on B. Maintain  reciprocal  currency
other matters relating to his responsibilities(“swap”) arrangements with selected for-
At the request of any member of the Subeign central banks and with the Bank for
committee, questions arising from suchinternational Settlements.

reviews and consultations shall be referred  C. Cooperate in other respects with
for determination to the Federal Open Marcentral banks of other countries and with

ket Committee. _ _ international monetary institutions.
7. The Chairman is authorized: _ 3. Transactions may also be undertaken:
A. With the approval of the Commit- A. To adjust System balances in light

tee, to enter into any needed agreement @f probable future needs for currencies.
understanding with the Secretary of the Trea- ~ B. To provide means for meeting Sys-
sury about the division of responsibility for tem and Treasury commitments in particular
foreign currency operations between the Syseurrencies, and to facilitate operations of the
tem and the Treasury; Exchange Stabilization Fund.
B. To keep the Secretary of the Trea-  C. For such other purposes as may be
sury fully advised concerning System for-expressly authorized by the Committee.
eign currency operations, and to consult with 4. System foreign currency operations
the Secretary on policy matters relating toshall be conducted:
foreign currency operations; A. In close and continuous consulta-
C. From time to time, to transmit tion and cooperation with the United States
appropriate reports and information to theTreasury;
National Advisory Council on International B. In cooperation, as appropriate, with
Monetary and Financial Policies. foreign monetary authorities; and
8. Staff officers of the Committee are C. In a manner consistent with the obli-
authorized to transmit pertinent informa-gations of the United States in the Interna-
tion on System foreign currency operationsional Monetary Fund regarding exchange
to appropriate officials of the Treasuryarrangements under the IMF Article IV.
Department.
9. All Federal Reserve Banks shall par- By unanimous vote, the Procedural
ticipate in the foreign currency operations . h -
for System Account in accordance with para/nStructions with Respect to Foreign
graph 3 G(1) of the Board of Governors’ Currency Operations shown below were

Statement of Procedure with Respect to Forreaffirmed.
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Procedural Instructions with A. Any operation that would resultin a

Respect to Foreign Currency change in the System’s overall open position

Operations in foreign currencies exceeding $1.5 billion
since the most recent regular meeting of the
Committee.

Reaffirmed January 30, 1996 B. Any swap drawing proposed by a

foreign bank exceeding the larger of

In conducting operations pursuant to thdi) $200 million or (ii) 15 percent of the
authorization and direction of the Federasize of the swap arrangement. )
Open Market Committee as set forth in the 3. The Manager shall also consult with
Authorization for Foreign Currency Opera_the Subcommittee or the Chairman about
tions and the Foreign Currency Directive,Proposed swap drawings by the System and
the Federal Reserve Bank of New yOrk’about any operations that are not of a routine
through the Manager, System Open Markegharacter.
Account (“Manager”), shall be guided by
the following procedural understandings “ "
with respect to consultations and clearance@dreement to Warehouse
with the Committee, the Foreign CurrencyForeign Currencies
Subcommittee, and the Chairman of the . .
Committee. All operations undertaken pursut its meeting on January 31-February
ant to such clearances shall be reported, 1995, the Committee had approved an
promptly to the Committee. _ increase from $5 billion to $20 billion

1. The Manager shall clear with the Sub4n the amount of eligible foreign curren-
cc;]mmntteeb(clgr W'thth”;e Challtrrrtl.an, 'fthtr,:ﬁ cies that the System was prepared to
Chairman believes that consultation with the; »
Subcommittee is not feasible in the time warehouse fo_r_ the_ Treasury and the
available): Exchange Stabilization Fund (ESF). The

A. Any operation that would result in a purpose of the warehousing facility,
change in the System’s overall open positionhich has been in place for many
in foreign currencies exceeding $300 millionyears, is to supplement the U.S. dollar
on any day or $600 million since the mostyogq rces of the Treasury and the ESF
recent regular meeting of the Committee. . . .

B. Any operation that would result in afor f',nanc'ng purCha_SeS of fprelgn cur-
change on any day in the System’s net postencies and related international opera-
tion in a single foreign currency exceedingtions. The enlargement of the warehous-
$150 million, or $300 million when the ing agreement was intended to facilitate
operation is associated with repayment of) S, participation in the Multilateral

swap drawings. . : e,
C. Any operation that might generate a'Program to Restore Financial Stability

substantial volume of trading in a particular’l . M€xico, announced by President
currency by the System, even though th&linton on January 31, 1995, by ware-
change in the System’s net position in thahousing up to $20 billion in German
currency might be less than the limits specimarks and Japanese yen held by the
fied in 1;Eriy swap drawing proposed by Treasury through the ESF. The Com-
foreign bank not exceeding the larger ofmIttee had agreed that 't.WO.L"d review
(i) $200 million or (ii) 15 percent of the each year the need to m_alnt_aln j[hIS level
size of the swap arrangement. of Warehousmg authorlty n |Ight of
2. The Manager shall clear with the Com-the progress and requirements of the
mittee (or with the Subcommittee, if the program.
Subcommittee believes that consultation The Treasury and the Exchange Sta-

with the full Committee is not feasible in the |.:j:_ .+:
time available, or with the Chairman, if the bilization Fund had made no use of the

Chairman believes that consultation with thevarehousing facility over the past year.
Subcommittee is not feasible in the timeNevertheless, consistent with Federal

available): Reserve support for the program of



Minutes of FOMC Meetings, Januaryl13

assistance to Mexico, the member&ets. He indicated that the swap line
agreed that it was appropriate to postdrawing by the Bank of Mexico had
pone consideration of an adjustment ibeen repaid in full on January 29, 1996.
the overall size of the facility at leastThe Committee ratified that transaction
until the end of the disbursement phaséy unanimous vote.
of the Mexican program currently The Manager also reported on recent
scheduled for August 1996. Accord-developments in domestic financial
ingly, the Committee reaffirmed themarkets and on System open market
warehousing authority by unanimoustransactions in U.S. government securi-
vote. ties and federal agency obligations
By unanimous vote, the Program forduring the period December 19, 1995,
Security of FOMC Information was through January 30, 1996. By unani-
amended to conform it to the treatmenmous vote, the Committee ratified these
of transcripts of FOMC meetings andtransactions.
the procedures that the Committee had The Committee then turned to a dis-
been following for some time in regardcussion of the economic and financial
to redactions of confidential informationoutlook, the ranges for the growth of
in transcripts and other documents thamoney and debt in 1996, and the imple-
are released to the public after fivementation of monetary policy over the
years. In addition, the Committee agreeihtermeeting period ahead. A summary
to amend the program so that the autosf the economic and financial informa-
matic extension of Federal Reserve stafion available at the time of the meeting
access to confidential material after siand of the Committee’s discussion is
months could be suspended for certaiprovided below, followed by the domes-
particularly sensitive documents. tic policy directive that was approved by
On January 23, 1996, the continuinghe Committee and issued to the Federal
rules, resolutions, and other instrumentReserve Bank of New York.
of the Committee had been distributed Only a limited amount of new infor-
with the advice that, in accordance withmation was available for this meeting
procedures approved by the Committeehecause of delays in government re-
they were being called to the Commit-leases; that which was available, along
tee’s attention before the January 30—3wWith anecdotal commentary, suggested
organization meeting to give memberghat the economy had been growing rela-
an opportunity to raise any questiongively slowly in recent months. Con-
they might have concerning them. Mem-sumer spending had expanded modestly
bers were asked to indicate if theyon balance, growth in business invest-
wished to have any of the instrumentsnent in capital goods appeared to have
in question placed on the agenda foslackened somewhat recently, and hous-
consideration at this meeting, and nang demand seemed to have leveled out.
requests for such consideration wer&lower growth in final sales was leading
received. to inventory buildups in a few indus-
By unanimous vote, the minutes oftries, and these buildups, together with
the meeting of the Federal Open Markethe disruptions from government shut-
Committee held on December 19, 1995downs and severe weather, were having
were approved. a restraining effect on economic activity.
The Manager of the System OpenlThe demand for labor was still grow-
Market Account reported on recenting at a moderate pace, though, and the
developments in foreign exchange marunemployment rate remained relatively
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low. The recent data on prices andset much of the sales gains registered at
wages had been mixed, but there was nautomotive dealerships, furniture and
firm evidence of a change in underlyingappliance stores, and building and sup-
inflation trends. ply outlets. Consumer surveys indicated
Nonfarm payroll employment contin- some deterioration in consumer con-
ued to expand moderately in Decemberfidence in January. Recent indicators
the gain was in line with the averageof housing demand and activity were
monthly increase for 1995. Employmenimixed. Sales of new homes edged still
in manufacturing, boosted by the settlelower in November (latest data avail-
ment of a strike at a major aircraftable), and sales of existing homes
manufacturer, reversed the declines adeclined by a larger amount in Decem-
October and November. Constructiorber than in November. However, hous-
payrolls rose further in December,ing starts rebounded in November from
despite unfavorable weather in soma sizable October decline, and condi-
parts of the country. Job growthtions in mortgage markets remained
remained solid in much of the serviceqquite favorable, led by a further decline
industry, although employment at per-n rates.
sonnel supply firms was little changed. The sparse statistical data available
The civiian unemployment rate on business fixed investment, along with
remained at 5.6 percent in December. anecdotal information, suggested a mod-
Industrial production edged up ineration recently in the expansion of busi-
December and for the fourth quarter as aess spending on capital goods, includ-
whole advanced only slightly; industrialing some slowing of investment in
activity remained sluggish in Januarycomputers. Investment in transportation
according to the limited statistical infor- equipment, however, apparently had
mation that was available. In Decemberheld up well in the fourth quarter.
manufacturing output rose a bit in assotincoming data on construction contracts
ciation with an increase in motor vehiclepointed to some slowing in the growth
assemblies and aircraft production. Elseef nonresidential building activity from
where in manufacturing, the growth ofa relatively brisk pace during most of
output of office and computing equip-1995.
ment slowed somewhat from the rapid The information available on busi-
pace of previous months, and the proness inventories suggested that inven-
duction of defense and space equipmertory imbalances might have emerged
and of nondurable consumer goodsn a few sectors in association with
registered sizable declines. The outputveaker-than-expected sales. Motor vehi-
of utilities was boosted somewhat incle inventories were at elevated levels
December by the effect of colder-thancompared with sales in late 1995, and
average temperatures on the demamanufacturers responded by offering
for heating services. Utilization of total incentive packages on new cars and
industrial capacity fell slightly but trucks and by adjusting downward their
remained at a moderately elevated levellanuary production schedules. Data on
Retail sales continued to grow at amanufacturing and retail trade inven-
relatively modest rate in December, andories for November had been delayed,
the fourth-quarter increase was considbut published information on inventories
erably smaller than those of the previousield by wholesale distributors indicated
two quarters. In the fourth quarter, lowera decline in that month, reversing part
spending at general merchandisers offef October’'s sizable run-up. Much of
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the decline occurred in nondurableity prices had been mixed recently after
goods, although machinery distributorshaving trended down earlier. Average
also reported a sizable liquidation. Thehourly earnings of production and non-
inventory—sales ratio for the wholesalesupervisory workers increased some-
trade sector edged down in Novembewhat in December after having been
but remained near the high end of itainchanged in November. Increases in
range in recent years. average hourly earnings had been trend-
The nominal deficit on U.S. trade ining up over the past several years.
goods and services narrowed in October At its meeting on December 19, 1995,
from its average rate in the third quarterthe Committee adopted a directive that
The value of imports declined more tharcalled for some slight easing in the
the value of exports. Much of the con-degree of pressure on reserve positions,
traction in imports reflected reductionswhich was expected to result in a
in oil and automotive products that moredecline in the federal funds rate from
than offset another strong rise in com-around % percent to around¥% per-
puter goods. For exports, an advance inent. The directive did not include a
machinery exports to record levels wapresumption about the likely direction
outweighed by a reduction in shipmentf any adjustments to policy during the
of agricultural and automotive products.intermeeting period. Accordingly, the
Available data on economic activity indirective stated that in the context of
the major foreign industrial countriesthe Committee’s long-run objectives for
suggested that the pace of expansion iprice stability and sustainable economic
Europe had slowed further on averaggrowth, and giving careful consideration
while growth in Japan had picked up ao economic, financial, and monetary
little. developments, slightly greater reserve
Recent data suggested little change irestraint or slightly lesser reserve re-
underlying inflation trends. Consumerstraint would be acceptable during the
prices increased slightly in Decembeintermeeting period. The reserve condi-
after having been unchanged in Novemtions associated with this directive were
ber; food prices were quiescent over thexpected to be consistent with moderate
two-month period while energy pricesgrowth of M2 and M3 over coming
rose on balance, with a Decembemonths.
rebound more than offsetting a sizable After the meeting, open market opera-
November drop. Excluding food andtions were directed initially toward
energy items, consumer prices were upnplementing the slight easing in the
modestly over the November—Decembedegree of reserve pressure that had been
period and for all of 1995 advancedadopted by the Committee and there-
slightly more than in 1994. Producerafter toward maintaining this new
prices of finished goods were up considreserve posture. Operations were com-
erably in November and December afteplicated by large swings in reserve
having risen slowly in earlier months; indemands associated with year-end pres-
large part, the price increases late in theures and the adverse effects of unusu-
year reflected sharp upward movementslly severe winter weather on check
in both finished foods and finishedclearings. Although the federal funds
energy prices. For 1995, producer pricegate exhibited somewhat greater vola-
of finished goods other than food andility than normal over the period, it
energy rose at a subdued pace, thougionetheless averaged close to the
somewhat more than in 1994. Commodexpected level of % percent. The occa-
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sional periods of firmness in reserveM2, whose offering rates tend to be
market conditions contributed to higheradjusted downward with a considerable
adjustment plus seasonal borrowing, ofag. In addition, the flattening of the

average, over the period. term structure of interest rates had less-

Most market interest rates hadened the comparative attractiveness of
declined somewhat further over thebond mutual funds, which had contin-
period after the December 19 meetingued to experience only light inflows.
Rates moved lower immediately afterFaster growth of M3 in December and
the policy easing action, and most fellJanuary was associated with both the
still more on balance over the remaindepickup in M2 expansion and the issu-
of the intermeeting interval in responseance of additional large time deposits to
to incoming information about the econ-help finance a noticeable step-up in bank
omy and the prospects for fiscal policyloan demand in January. The expansion
at least in the near term. Both were seenf M2 from the fourth quarter of 1994
as suggesting slower economic exparto the fourth quarter of 1995 was in the
sion for a time and an increased likeli-upper half of the Committee’s annual
hood of additional easing of monetaryrange, and M3 grew at the upper end of
policy in coming months. With bond its range. Growth of total domestic non-
yields down on balance, and occasionfinancial debt had been moderate in
ally approaching two-year lows, majorrecent months, and for the year was near
indexes of equity prices advancedhe midpoint of this aggregate’s moni-
sharply further. toring range.

The trade-weighted value of the dol- The staff forecast prepared for this
lar in terms of the other G-10 currenciesneeting suggested that economic activ-
continued to rise over the intermeetingty would expand at a relatively slow
period despite the decline in U.S. interpace over the near term. This forecast
est rates. The dollar's upward movewas not materially different from that
ment against the German mark and othesrepared for the December meeting,
European currencies was associateglkcept for a slightly weaker outlook
with increasing indications of further for the current quarter that was related
weakening of economic expansion inn part to an inventory correction and
key European countries and greatethe effects of unusually severe winter
declines in interest rates in those counweather on spending and output. Over
tries than in the United States. The dolthe remainder of the two-year forecast
lar's appreciation relative to the Japahorizon, the economy was expected
nese yen appeared to be related in patd grow generally along its estimated
to a narrowing of Japan'’s trade and curpotential. Consumer spending was
rent account surpluses. The dollar wasanticipated to keep pace with the growth
unchanged on balance against the Canaf disposable income; concerns about
dian dollar, while the Mexican peso rosgob security remained and consumer
considerably in relation to the dollar.  debt burdens had risen further, but the

Growth of M2 and M3 strengthenedstill-ample availability of credit and the
in December and January. The pickup isubstantial rise in the value of house-
M2 growth partly reflected the effect of hold equity holdings would support
recent declines in short-term interestdditional increases in consumption.
rates; those declines had made monelhe further decline in mortgage rates
market instruments less attractive relarecently from already-favorable levels
tive to household savings accounts itwould help to sustain homebuilding
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activity at a relatively high level. With of concerns, including the extent of the
sales and profits projected to grow morglamping effects of high debt loads and
slowly, and with utilization of existing employment uncertainty on consump-
capacity having eased considerablytion and questions about the sources of
business investment in new equipmenfurther export growth, suggested the
and structures was expected to expangbssibility of sluggish expansion, while
at a more moderate rate. In light of thepossible developments on the upside
recent strengthening of the dollar, thevere more difficult to identify. With
external sector was expected to exert eesource use unlikely to vary appre-
small restraining influence on real activ-ciably, the members generally expected
ity over the projection period as a wholeno significant change in the underlying
Much uncertainty still surrounded theinflation picture over the year ahead.
fiscal outlook, but the recent impasselhe recent performance of inflation had
in the budget negotiations between theome encouraging aspects, and the odds
Administration and the Congress sugon greater price pressures seemed rela-
gested a lower degree of fiscal restraintively small at this time.
over coming years than had been In keeping with the practice at meet-
assumed in the previous forecast. Giveings when the Committee establishes its
the projected outlook, rates of utilizationlong-run ranges for growth of the money
of labor and capital resources and ofind debt aggregates, the members of the
inflation were not expected to changeCommittee and the Federal Reserve
materially. Bank presidents not currently serving as
In the Committee’s discussion of cur-members had prepared individual pro-
rent and prospective economic activityjections of economic activity, the rate of
members noted a number of temporaryunemployment, and inflation for the
factors that were retarding the expanyear 1996. Measured on the basis of
sion. The weakness in business activitghain-weighted indexes, the forecasts of
this winter was to some extent the resulthe growth in real GDP had a central
of the partial shutdown of the federaltendency of 2 to 24 percent and a full
government and the severe storms in eange of ¥2 to 2% percent for the
number of regions; both clearly wereperiod from the fourth quarter of 1995
transitory influences on the economyto the fourth quarter of 1996. The mem-
Growth of economic activity also wasbers and nonmember presidents gener-
being constrained by production cut-ally anticipated that economic expan-
backs stemming from efforts to bringsion in line with their forecasts would be
stocks into better alignment with disap-associated with employment growth
pointing sales in a number of industriesclose to that of the labor force. Accord-
Even so, in the absence of major overingly, their forecasts of the civilian rate
hangs in inventories of business equipef unemployment in the fourth quarter
ment and consumer durables, and giveof 1996 were near the current level, with
favorable conditions in financial mar-a central tendency of%a to 5% percent
kets, members believed that a resummnd a full range of B to 6 percent.
tion of moderate, sustainable growthProjections of the rate of inflation, as
after a relatively brief period of weak- reflected in the consumer price index,
ness was the most likely outlook forhad a central tendency of2to 3 per-
the economy. At the same time, manycent; that central tendency was on the
observed that the risks to such an outhigh side of the outcome for 1995—
come did not seem balanced. A numbewhen the rise in the index was held
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down by damped increases in foochumber of areas to the clearly temporary
prices and declines in energy prices—effects of unusually severe winter
but a few of the forecasts anticipated aveather and the partial shutdown of
slightly lower rate of inflation. the federal government. The members
In their review of developments anticipated that moderate growth in
across the nation, the Federal Reservetail sales would resume, though some
Bank presidents reported modest growtfelt that the consumer sector might
in most major areas of the country.remain vulnerable on the downside. The
Many referred, however, to an admix-consumer spending outlook was com-
ture of strengths and weaknesses iplicated by a number of crosscurrents.
their local economies, and a majorityNegative factors cited by the members
observed that on balance growth irincluded ongoing concerns about job
regional business activity appeared tmecurity that were being sustained by a
have slowed in the last few months. Incontinuing stream of workforce reduc-
keeping with the data available for thetion announcements by major business
nation as a whole, the slowing seemedoncerns, increased consumer debt bur-
to be concentrated in manufacturing andens that were showing up in rising
especially at firms producing motordelinquency rates on some types of
vehicles and parts. Some presidentans, and the apparent satisfaction of
referred to relatively negative, or at leastmuch of the earlier pent-up demand for
cautious, sentiment among many of theiconsumer durables. On the positive side,
business contacts. reduced interest rates, still readily
Much of the recent softening in eco-available credit, and the accumulation
nomic activity appeared to arise fromof financial wealth from the sharp rise
production cutbacks in various sectorsn stock and bond prices were seen as
of the economy in which involuntary likely to support continuing gains in
accumulation of inventories seemed t@onsumer spending.
have occurred as a result of weaker sales Further increases in business fixed
trends in the past few months. The meminvestment were viewed as a likely
bers expected this inventory adjustmenprospect for the year ahead, though the
process to have a relatively pronouncedrowth of such investment probably
effect on production and overall busi-would be well below the strong pace
ness activity in the current quarter andexperienced earlier in the current cycli-
perhaps to some extent in the secondal expansion. Anecdotal reports indi-
While a greater-than-expected inven€ated continuing strength in nonresiden-
tory adjustment with spreading effectdial construction in some parts of the
through the economy could not be ruleccountry, but declining rates of capacity
out, the underlying strength of demandutilization augured reduced growth
was likely to be sufficient to restore andgoing forward. The expansion of invest-
sustain moderate growth in overall ecoment in producers’ durable equipment
nomic activity as the current inventoryalso was expected to slow, but from a
and production adjustments subsided. pace that had seemed unsustainable.
With regard to consumer spendingWhile appreciable further growth could
members referred to overall indicationde expected in expenditures for high-
of lackluster retail sales during the holi-tech equipment as business firms contin-
day season and into January. The aneaed to focus on improving the efficiency
dotal commentary on retail sales attrib-of their operations in a highly competi-
uted some of the recent weakness in eive environment, spending for other
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types of equipment was likely to be The members anticipated that infla-
sluggish. Members noted in particulation would remain contained in 1996,
the prospects for weaker business spentbut they did not expect significant
ing for motor vehicles, especially for progress toward more stable prices.
heavy trucks. However, the fundamentalhey referred to crosscurrents bearing
determinants of investment in businessn the outlook for wages and prices
equipment, including the reduced cosin the year ahead. Factors pointing to
of financing such investment, remainegotentially higher inflation included
positive and this sector of the economyncreased pressures on food prices stem-
should continue to provide considerableming from disappointing harvests in
impetus to the expansion. some areas and relatively low grain sup-
The members also viewed the conplies. More generally, resource utiliza-
siderable decline that had occurred inion was expected to remain high and
mortgage interest rates and the amplgreater pressures could emerge in labor
availability of housing finance as keyand product markets. Members noted
factors in their forecasts of sustainedhat one broad measure of wages had
residential construction at relativelypicked up and that there was a small rise
high levels. Adverse weather conditionsn the number of anecdotal reports indi-
appeared to have retarded homebuildzating that labor shortages were contrib-
ing activity in a number of areas inuting to higher wages in some parts
recent weeks, but several membersf the country. In addition, unusually
commented that underlying trends inmuted increases in the costs of worker
housing demand were favorable and thdtenefits had been holding down overall
residential construction had remainedompensation costs, and this pattern
relatively strong in several parts of themight not persist. On the other hand,
country. high levels of resource utilization had
The outlook for fiscal policy was been associated for some time with
uncertain, especially with regard tolower rates of growth in costs than
whether longer-term spending and taxwould have been anticipated on the basis
ation measures would be enacted tof historical experience. In particular, a
implement the goal of a balanced fedgeneral sense of job insecurity in a
eral budget by the year 2002. For theperiod of major business restructurings
year immediately ahead, however, thevas holding down increases in labor
members continued to anticipate consideompensation. In an environment of
erable restraint in federal spendingstrong competition, which was prevent-
partly as a byproduct of the currenting many businesses from passing on
budget debate between the Congress aniding costs through higher prices, firms
the Administration. With regard to the continued to focus on efforts to control
external sector of the economy, proseosts by improving the efficiency of
pects for economic growth in majortheir operations, and this was helping
trading partners—led by developmentdo hold down inflation. An apparent
in Europe—appeared to have weakenediecline in inflationary expectations also
and the recent appreciation of the dollawould provide a moderating influence
in the foreign exchange markets als®n inflation trends in the period ahead.
might tend to damp net exports. ConseWhile most of the members saw little
quently, several members saw downsideeason to anticipate appreciably lower
risks in the foreign trade sector over thenflation over the year ahead, they also
year ahead. viewed the odds on a pickup in inflation
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as fairly low; they could see possiblemoney growth and the basic objectives
reasons for optimism on the long-runof monetary policy.
trend in inflation; and they generally Most members endorsed a proposal to
remained confident that further progresadopt the relatively low ranges for
toward price stability would be madegrowth of M2 and M3 in 1996 that the
over the longer term. Committee had set on a tentative basis
In keeping with the requirements ofin July 1995. These members favored
the Full Employment and Balancedretention of the tentative ranges because
Growth Act of 1978 (the Humphrey-they could be viewed as benchmarks for
Hawkins Act), the Committee reviewedmoney growth that would be associated
the ranges for growth of the monetarywith price stability, assuming behavior
and debt aggregates in 1996 that it hadf velocity in line with historical experi-
established on a tentative basis at itence, and a reaffirmation of those ranges
meeting in July 1995. The tentativewould underscore the Committee’s com-
ranges included expansion of 1 to 5 permitment to a policy of achieving price
cent for M2 and 2 to 6 percent for M3, stability over the longer term. Some
measured from the fourth quarter ofmembers also noted that any adjustment
1995 to the fourth quarter of 1996. Theof these ranges to align them more fully
monitoring range for growth of total with projections of money growth con-
domestic nonfinancial debt was provi-sistent with the Committee’s expecta-
sionally set at 3 to 7 percent for 1996tions for expansion of the economy and
The tentative ranges for 1996 wereprices in 1996 could be misinterpreted.
unchanged from the actual ranges foBuch an action might be seen as suggest-
1995. In July, the range for M3 had beering that the Committee had a greater
raised 2 percentage points to reflectiegree of confidence in the relationship
developments that seemed to be fostebetween money growth and broad mea-
ing a return to the historical pattern ofsures of economic performance than was
somewhat faster growth in M3 than inwarranted by its current understanding
M2. of that relationship or that the Commit-
In their discussion, the members tookee was now placing greater emphasis
note of a staff analysis which indicatedon the broad monetary aggregates as a
that monetary expansion consistent witlyauge of the thrust of monetary policy.
the moderate growth of nominal GDP Two members favored somewhat
that the members were projecting forthigher growth ranges for M2 and M3 in
1996 most likely would be around thel1996. They noted that the expansion of
upper ends of the tentative rangeshese broad aggregates was anticipated
adopted last July. M2 and M3 velocityto be around the upper ends of their
over the past couple of years had contentative ranges, and perhaps even
formed more closely on balance withhigher, given the Committee’s expecta-
historical patterns, and the projectiondions for the performance of the econ-
assumed that this behavior would conemy and prices. In their view, the higher
tinue in 1996. In light of the experienceranges would be more consistent with
of earlier years, however, when thewhat they saw as the Committee’s obli-
velocities of these aggregates had exhilgations under the Federal Reserve Act
ited pronounced atypical behavior, subto set ranges consistent with expected or
stantial uncertainty still surrounded anydesired economic outcomes for the year,
projections of monetary expansion andénd the reasons for establishing those
the linkage between particular rates ofanges could easily be set forth and
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understood as an appropriate technical Votes for this action: Messrs. Greenspan,
adjustment that would not imply any McDonough, Boehne, Jordan, Kelley,
lessened commitment to the Commit- McTeer, Ms. Phillips, and Mr. Stern. Votes
tee’s price stability goal. Kl/lgsalg(sahetnhls action: Mr. Lindsey and

The Committee unanimously pre- ' '
ferred to retain the 3 to 7 percent range
for total domestic nonfinancial debt in Mr. Lindsey and Ms. Yellen dissented
1996. This position took account of abecause they preferred somewhat higher
staff projection indicating that the debtranges for M2 and M3. They recognized
aggregate was likely to continue to growthat the relationships between the ranges
at a rate generally in line with the expanfor the monetary aggregates and broad
sion of nominal GDP, although somemeasures of economic performance
moderation in private credit demandavere subject to substantial uncertainty,
was anticipated and there were indicabut ranges higher than those adopted on
tions that lenders were no longer easing tentative basis in July 1995 were more
their terms and conditions for grantinglikely to encompass monetary expan-
credit to consumers and businesses. sion consistent with the central tendency

At the conclusion of its discussion,of members’ current forecasts of homi-
the Committee voted to approve withoutnal GDP growth for 1996. Raising the
change the tentative ranges for 1996 thaanges for M2 and M3 would in their
it had established in July of last yearview conform those ranges more closely
In keeping with its usual procedureswith the provisions in the Federal
under the Humphrey—Hawkins Act, theReserve Act that require the System to
Committee would review its ranges atcommunicate to the Congress its objec-
midyear, or sooner if interim conditionstives and plans for the growth of the
warranted, in light of the growth andaggregates for the calendar year. They
velocity behavior of the aggregates andbelieved the Committee could readily
ongoing economic and financial devel-explain that such an adjustment to the
opments. Accordingly, the following ranges did not represent a lessened com-
longer-run policy statement for 1995mitment to its price stability goal or an
was approved for inclusion in theincreased emphasis on the monetary
domestic policy directive: aggregates in policy formulation.

The Committee also discussed alter-

The Federal Open Market CommitteeNatives to the monetary aggregates
seeks monetary and financial conditions thaior communicating its intentions with
will foster price stability and promote sus-regard to the course of inflation over the

tainable growth in output. In furtherance ofjonger run. Some members thought that
these objectives, the Committee at this mee

. . axplicit numerical goals or forecasts for
ing established ranges for growth of M2 andb . -
M% of 1105 percgent anc? 210 6 IC)ememmflatmn over a period of years would

respectively, measured from the fourth quarh@ve several important benefits, includ-
ter of 1995 to the fourth quarter of 1996. Theing enhanced credibility that could
monitoring range for growth of total domes-reduce the costs of achieving price sta-
tic nonfinancial debt was set at 3 to 7 percenpility and greater flexibility to respond
for the year. The behavior of the monetar)%o the emergence of economic weakness

aggregates will continue to be evaluate . : s :
in the light of progress toward price level y easing policy for a limited period

stability, movements in their velocities, andOf time without arousing inflation con-
developments in the economy and financiaf€rns. Other members, while endorsing
markets. fully the long-term goal of price stabil-
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ity, had a number of reservations abouéffects on aggregate demand of the
implementing such proposals, especiallyecent rise in the foreign exchange value
at this time. Based on experience in th@f the dollar, which might continue to
United States and elsewhere, many wemaove higher if interest rate declines
skeptical about the payoff in terms ofexpected by the markets were not forth-
greater credibility or flexibility in policy coming. It was noted that postponing a
implementation. Moreover, they be-decision in this uncertain economic cli-
lieved that substantially more study andnate could be defended on the ground
deliberation were required to explorethat more evidence was needed to ascer-
fully the alternatives and the conse+tain whether the weakness in the econ-
quences of changes in the way the Conemy was quite temporary or more last-
mittee formulated and communicatedng; if it was the former, inflationary
its objectives. They also thought thatpressures could re-emerge at lower
any such assessment would need to takmlterest rates. On the other hand, a few
account of the prospects for, or disposimembers commented that the currently
tion of, closely related legislation thatsluggish performance of the economy
was now being considered in the Coneould be read as calling for a more
gress. The Committee did not take anypronounced easing move, but they pre-
action on this issue at this meeting, buferred a cautious approach to policy
it recognized that the matter would needn light of current inflation trends and
to be revisited from time to time. the uncertainties that surrounded their
In the Committee’s discussion of pol-forecasts of some strengthening in the
icy for the intermeeting period ahead.economy.
the members supported a proposal call- The Chairman informed the Commit-
ing for some slight easing in reservetee that he had asked the members of the
conditions. Although a pickup to anBoard of Governors to convene immedi-
acceptable rate of expansion was seen ately after this meeting to consider a
the most likely course for the economyreduction of¥4 percentage point in the
in coming quarters, the risks of a short-discount rate. Such a reduction had been
fall in growth were believed to be sig- proposed by a total of six Federal
nificant. At the same time, while mostReserve Banks at this point. Given the
members were forecasting high levels oéasing in reserve markets favored by the
resource use and little change in the rat€ommittee and the possibility of a lower
of inflation this year, they saw only adiscount rate, the members did not
very limited risk that a slight easing believe that a further policy move was
move might foster higher inflation underlikely to be needed during the intermeet-
prevailing circumstances, and some feling period. Accordingly, they favored an
that there were favorable prospects for anbiased directive that did not incor-
slightly improved inflation performance. porate a presumption about the likely
Under the circumstances, a slighdirection of any adjustments to policy
decrease was warranted in the real fedduring the next several weeks. In keep-
eral funds rate from a level that a num-ng with its usual practice, the Commit-
ber of members considered still a bit tatee did not rule out the possibility of an
the firm side—a stance that seemed lesatermeeting policy change on the basis
appropriate in light of the reduced threabf unanticipated economic or financial
over the last year of a pickup in infla-developments.
tion. One member pointed out that such At the conclusion of the Committee’s
a decrease would tend to counter theiscussion, all the members supported a
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directive that called for a slight reduc-terms of the other G-10 currencies has risen
tion in the degree of pressure on reserviirther over the intermeeting period.

positions and that did not include a biag, eGCreOn\’,]Vlit)grO];ll"]\gz J%% al\r/lf ?:trrgggtthhee”efguirqh

about the likely direction of an adjust-quarter of 1994 to the fourth quarter of
ment to policy during the intermeeting1995, M2 expanded in the upper half of its
period, should unanticipated devel+ange and M3 grew at the upper end of its
opments warrant a change in policyrange. Growth in total domestic nonfinancial

. . . debt has been moderate in recent months,
Accordingly, the Committee dec'dedplacing this aggregate near the midpoint of

that in the context of its long-run objec-jts monitoring range for the year.

tives for price stability and sustainable The Federal Open Market Committee

economic growth, and giving carefulseeks monetary and financial conditions that
consideration to economic, financiaI,W'” foster price stability and promote sus-

: ainable growth in output. In furtherance of
and monetary developments, Sl'gh“)%hese objectives, the Committee at this meet-

greater or slightly lesser reserve restrainhg established ranges for growth of M2 and
would be acceptable during the inter3 of 1 to 5 percent and 2 to 6 percent
meeting period. The reserve conditiongespectively, measured from the fourth quar-
contemplated at this meeting wer er of 1995 to the fourth quarter of 1996.

. . he monitoring range for growth of total
expected to be consistent with moderatgomestic nonfinancial debt was set at 3 to

growth in M2 and M3 over coming 7 percent for the year. The behavior of the
months. monetary aggregates will continue to be

At the conclusion of the meeting, theevaluated in the light of progress toward
Federal Reserve Bank of New York Wairlce level stability, movements in their ve-

. . L ocities, and developments in the economy
authorized and directed, until instructeq,q financial markets.

otherwise by the Committee, to execute |n the implementation of policy for the
transactions in the System Account inmmediate future, the Committee seeks to
accordance with the following domesticdecrease slightly the existing degree of pres-
policy directive: sure on reserve positions, taking account of
) a possible reduction in the discount rate. In
the context of the Committee’s long-run ob-
jectives for price stability and sustainable
onomic growth, and giving careful consid-
eration to economic, financial, and mone-
h Pell%ary developments, slightly greater reserve
moderately in December, and the civilian es{raint orpslightly Ies%eryrgserve restraint
unemployment rate remained at 5.6 percengyoyid be acceptable in the intermeeting
Industrial production increased only slightly heriod. The contemplated reserve conditions
further in the fourth quarter. Growth of con- 5. expected to be consistent with moderate

sumer spending was modest, on .balancgrowth in M2 and M3 over coming months.
over the past several months. Housing star

rebounded in November from a sizable Octo- Votes for short-run policy: Messrs.
ber decline. Orders for nondefense capital Greenspan, McDonough, Boehne, Jordan,
goods point to a moderation in the expansion Kelley, Lindsey, McTeer, Ms. Phillips,
of spending on business equipment, and non- Mr. Stern, and Ms. Yellen. Votes against
residential construction has risen appreciably this action: None.

further. The nominal deficit on U.S. trade in

goods and services narrowed in October |t \yas agreed that the next meeting of

from its average rate in the third quarter, f
There has been no clear change in undeFhe Committee would be held on Tues-

lying inflation trends. day, March 26, 1996.

Most market interest rates have declined The meeting adjourned at 12:00 p.m.
somewhat since the Committee meeting on
December 19. In foreign exchange markets, Donald L. Kohn
the trade-weighted value of the dollar in Secretary

The information reviewed at this meeting
suggests that the economy has been growi
rather slowly in recent months. Nonfarm
payroll employment continued to expan
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Meeting Held on
March 26, 1996

A meeting of the Federal Open Market
Committee was held in the offices of
the Board of Governors of the Fed-
eral Reserve System in Washington,
D.C., on Tuesday, March 26, 1996, at
8:00 a.m.

Ms. Low, Open Market Secretariat
Assistant, Division of Monetary
Affairs, Board of Governors

Mr. Stone, First Vice President, Federal
Reserve Bank of Philadelphia

Messrs. Davis, Dewald, Goodfriend,
and Hunter, Senior Vice
Presidents, Federal Reserve
Banks of Kansas City, St. Louis,

Present:

Mr. Greenspan, Chairman

Mr. McDonough, Vice Chairman
Mr. Boehne

Mr. Jordan

Mr. Kelley

Mr. Lindsey

Mr. McTeer

Ms. Phillips

Mr. Stern

Ms. Yellen

Messrs. Broaddus, Guynn, Moskow,
and Parry, Alternate Members
of the Federal Open Market
Committee

Messrs. Hoenig and Melzer, and
Ms. Minehan, Presidents of the
Federal Reserve Banks of
Kansas City, St. Louis, and
Boston respectively

Mr. Kohn, Secretary and Economist
Mr. Bernard, Deputy Secretary

Mr. Coyne, Assistant Secretary

Mr. Gillum, Assistant Secretary

Mr. Mattingly, General Counsel

Mr. Baxter, Deputy General Counsel
Mr. Prell, Economist

Mr. Truman, Economist

Messrs. Lang, Mishkin, Promisel,
Rolnick, Rosenblum, Siegman,
Simpson, Sniderman, and
Stockton, Associate Economists

Mr. Fisher, Manager, System Open
Market Account

Mr. Ettin, Deputy Director, Division of

Research and Statistics, Board of

Governors

Mr. Reinhart, Assistant Director,
Division of Monetary Affairs,
Board of Governors

Richmond, and Chicago
respectively

Mr. Judd, Ms. Rosenbaum, and
Mr. Rosengren, Vice Presidents,
Federal Reserve Banks of
San Francisco, Atlanta, and
Boston respectively

Mr. Bentley, Assistant Vice President,
Federal Reserve Bank of
New York

By unanimous vote, the minutes of
the meeting of the Federal Open Market
Committee held on January 30-31,
1996, were approved.

The Manager of the System Open
Market Account reported on develop-
ments in foreign exchange markets dur-
ing the period January 31, 1996, through
March 25, 1996. There were no open
market transactions in foreign curren-
cies for System account during this
period, and thus no vote was required of
the Committee.

The Manager also reported on devel-
opments in domestic financial markets
and on System open market transactions
in government securities and federal
agency obligations during the period
January 31, 1996, through March 25,
1996. By unanimous vote, the Commit-
tee ratified these transactions.

The Committee then turned to a dis-
cussion of the economic and financial
outlook and the implementation of
monetary policy over the intermeeting
period ahead. A summary of the eco-
nomic and financial information avail-
able at the time of the meeting and of
the Committee’s discussion is provided
below, followed by the domestic policy
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directive that was approved by the Comeomputing machines continued to rise at
mittee and issued to the Federal Resenaerapid pace, and the production of other
Bank of New York. types of business equipment picked up.
Much of the information reviewed at Output of consumer goods changed little
this meeting had been influenced to amn balance over the two-month period.
uncertain degree by unusually severdanufacturing production expanded
winter weather, industrial strikes, andabout in line with capacity over the first
U.S. government shutdowns. On baltwo months of the year, leaving the
ance, however, growth of economicoverall rate of utilization of manufactur-
activity appeared to have picked up aftemg capacity little changed.
having slowed appreciably in late 1995. Nominal retail sales increased briskly
Growth in consumer spending seemeth February after having registered little
to have resumed at a moderate rate iohange in January. The February spurt
the wake of January’s storms; busineswas paced by strong motor vehicle pur-
spending on durable equipment waghases, but spending at general mer-
recording further healthy gains; andchandise stores and apparel outlets also
housing demand was showing soma&vas up considerably after a weak per-
signs of strengthening. With businesseformance in previous months. Sales at
making considerable progress in gettinglurable goods stores were less robust,
their inventories under control, indus-rising only slightly in February. Recent
trial production and employment hadindicators of housing demand and activ-
rebounded briskly. The recent data ority were generally favorable. Starts of
prices gave little indication of any both single-family and multifamily units
change in underlying inflation trends. moved higher on balance over January
A surge in nonfarm payroll employ- and February, and sales of new homes
ment in February considerably moreincreased appreciably in January (latest
than offset a large weather-related droplata available). By contrast, sales of
in January. Very large job gains wereexisting homes declined in January for a
recorded in February in the construcfourth consecutive month.
tion, retail trade, and services indus- Business demand for durable equip-
tries; however, some of these increasasment apparently remained fairly robust
reflected the reversal of the depressinn early 1996. Incoming orders for
effects of January’s severe winter stormsomputing equipment were particularly
and the efforts of some firms to makestrong in January, and shipments of such
up for associated production losses. Aquipment posted further healthy gains.
small rise in manufacturing employmentWith airline profits high and new mod-
in February only partially offset a fur- els of airplanes being introduced, orders
ther loss of factory jobs in January. Thefor aircraft had climbed rapidly over
civiian unemployment rate fell to recent months. Orders for other types
5.5 percent in February. of equipment also had picked up on
Industrial production rose sharply inbalance over the last several months,
February, more than offsetting a sizablalthough shipments of such equipment
decline in January. Part of the netdropped in January after a sizable rise
increase in output over the Januaryin the fourth quarter. Nonresidential
February period reflected an upturn irconstruction activity appeared to be
aircraft production after the settlemenigrowing more slowly: Non-office com-
of a strike at a major aircraft manufac-mercial construction continued its
turer. In addition, output of office and upward trend but office, institutional,
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and industrial building activity had Inflation trends had remained stable
slowed noticeably in recent months, andn recent months. At the consumer level,
contracts for those categories also haftbod prices continued to edge up in
softened. February and energy prices again were
Business inventories reboundedinder appreciable upward pressure.
sharply in January from a large drop inExcluding the often-volatile food and
December. Much of the January buildupenergy items, consumer prices advanced
in stocks occurred in manufacturing,in February at a slightly slower rate than
where part of the backup may have beem January; and for the twelve months
associated with delays in shipments as ended in February, consumer prices rose
result of winter storms. The inventory—a little less than in the comparable year-
sales ratio for the sector edged up irearlier period. At the producer level,
January but was little changed on balprices of finished goods other than food
ance in recent months. Inventories at thand energy were unchanged on balance
wholesale level also rose considerablypver January and February; the rise in
in January; the inventory—sales ratiadhis measure of prices over the twelve
increased slightly but was still well months ended in February was some-
below the high levels of last fall. Retail what larger than in the comparable year-
stocks recorded a modest rise in Januamarlier interval. Average hourly earnings
after a sharp decline in December. Thef production and nonsupervisory work-
January increase was in line with theers edged down in February after a con-
advance in sales, and the inventory-siderable increase in January. However,
sales ratio for the sector as a wholdor the twelve-month period ended in
was unchanged from December andrebruary, average hourly earnings rose
remained well below levels seen ovemore than in the year-earlier period.
most of 1995. At its meeting on January 30-31,
The nominal deficit on U.S. trade in1996, the Committee adopted a directive
goods and services in December (lateshat called for a slight reduction in the
data available) was little changed frondegree of pressure on reserve positions,
its November level. On a quarterly-taking account of a possible reduction of
average basis, however, the deficit in thés percentage point in the discount rate.
fourth quarter was substantially smalleiThe directive approved by the Commit-
than it had been in the third quarter. Theee did not include a presumption about
value of exports of goods and serviceshe likely direction of any adjustments
rose appreciably in the fourth quarterto policy during the intermeeting period,
with the largest increases occurring irshould unanticipated developments war-
machinery exports and foreign touristrant a policy change. Accordingly, the
services. The value of imports declinedlirective stated that in the context of
slightly, largely as a result of decreaseshe Committee’s long-run objectives for
in imports of automotive products, con-price stability and sustainable economic
sumer goods, and oil. The data availablgrowth, and giving careful considera-
on economic conditions in the majortion to economic, financial, and mone-
foreign industrial countries in early 1996tary developments, slightly greater
suggested that a moderate recovery wasserve restraint or slightly lesser
under way in Japan, and there wereeserve restraint would be acceptable
some signs of a pickup in activity in during the intermeeting period. The
much of Western Europe, although theeserve conditions associated with this
German economy remained weak. directive were expected to be consistent
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with moderate growth of M2 and M3 stronger than expected and that eco-
over coming months. nomic conditions abroad were compara-
On January 31, the Board of Govertively weaker than they had seemed ear-
nors approved a reduction & percent- lier fostered a rebound in the value of
age point in the discount rate, to a levethe dollar.
of 5 percent. The decrease was made Growth of the broader monetary
effective immediately and was passe@ggregates strengthened considerably in
through to interest rates in reserve marFebruary and early March following the
kets. Open market operations duringlecline in short-term interest rates in
the intermeeting period were directedate 1995 and early 1996. The accelera-
toward maintaining this new policy tion of M2 reflected a surge in demand
stance, and the federal funds rate avedeposits as well as larger inflows to
aged around B: percent, the level retail money market mutual funds,
expected to be associated with thatvhose yields tend to adjust with a lag to
stance. changes in short-term market interest
Because the easing move had beemtes. Larger inflows to institution-only
largely anticipated in financial marketsmoney market funds contributed to
the initial response was a small declineM3’s stronger performance. Growth of
in short-term rates and little change intotal domestic nonfinancial debt slowed
long-term rates. Over the remainder osomewhat in December and January,
the period, however, most interest rateseflecting reduced federal government
moved higher in response to incomingoorrowing, but remained moderate on
economic data that were seen as sudpalance.
gesting improved prospects for eco- The staff forecast prepared for this
nomic growth and, accordingly, ameeting suggested that the pace of eco-
reduced likelihood of further easingsnomic expansion would pick up over
in monetary policy. In addition, the coming months after a sluggish fourth
absence of much progress in federajuarter. Other than a better performance
budget negotiations was viewed by thever the first half of 1996 associated
markets as indicating that the chances with a somewhat faster increase in final
major multiyear deficit-reduction plansales, this forecast differed little from
would be adopted this year were becomthat prepared for the previous meeting
ing more remote. Despite the increase iand indicated that the economy was
bond yields, major indexes of equityexpected to expand generally along its
prices recorded sizable gains. estimated potential. Consumer spending
In foreign exchange markets, thewas projected to grow slightly more than
trade-weighted value of the dollar indisposable income; the favorable effect
terms of the other G-10 currenciesof higher equity prices on household
declined slightly over the intermeetingwealth and the still-ample availability of
period. The dollar fell appreciably dur-credit were expected to outweigh per-
ing the initial portion of the period— sisting consumer concerns about job
before evidence of a more robusisecurity and the effects of already high
U.S. economy emerged—while data orhousehold debt burdens. Homebuilding
the German money supply and the Japaactivity was projected to decline a little
nese economy were suggesting upwari response to the recent backup in resi-
revisions to expected interest rateslential mortgage rates butto remain at a
abroad. In late February, emerging signselatively high level. A less rapid pace
that the U.S. economy was generallyof business investment in equipment and
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structures was expected in light of therialize over the projection period.
decline over the past year in the rate oRegarding the outlook for inflation,
utilization of production capacity and members’ assessments tended to center
the moderate growth projected for salesn expectations of little change in aver-
and profits. The external sector wasge consumer price inflation over the
expected to exert a small restrainingorojection horizon.
influence on economic activity over The review of regional economic
the projection period. The persistingdevelopments by the Federal Reserve
impasse in the federal budget negotiaBank presidents pointed to moderate
tions suggested little further fiscal con-expansion in economic activity across
traction in coming quarters. Given themuch of the nation, though growth was
outlook for economic activity, rates of described as modest in a few regions
utilization of labor and capital were notand relatively robust in some others.
expected to change materially and inflaBusiness conditions appeared to have
tion was projected to increase modestlyimproved in a number of areas since
In the Committee’s discussion ofearly in the year, but as had been true
current and prospective economic develpreviously, activity in various sectors of
opments, members commented on ththe economy remained uneven. Manu-
resiliency of the economy, which facturing of most durable goods other
appeared to have strengthened apprecittan motor vehicles and some defense
bly after a period of subpar growth. Theindustry products displayed consider-
latter had been induced to a large exterdble strength, while the production of
by inventory adjustments whose effectsnany nondurable goods tended to lag.
were exacerbated temporarily by govdin agriculture, high feed costs and low
ernment shutdowns, unusually severenarket prices were depressing the cattle
winter weather, and industrial strikes.industry, while elevated grain prices
The adjustment in inventory investmentwere boosting the incomes of farmers
seemed to be nearing its completionnot subject to the effects of locally
and some members observed that thedverse weather conditions.
settlement of the recent strike in the The economy had displayed consider-
motor vehicle industry might well able resilience in the face of adjustments
impart added impetus to the expansiomo production associated with efforts by
over the nearer term. Considerable volamany business firms to reduce inven-
tility could be expected in the short-runtories and a number of additional, albeit
performance of the economy, but thdéemporary, developments that had
members continued to view trendtended to retard the expansion in the
growth at a pace near the economy’satter part of 1995 and at the start of this
potential as the most probable outcomeyear. Apparently, relatively low long-
Many also commented that the risks tderm interest rates and the related sub-
such a forecast appeared to have shiftextantial appreciation in the value of
from being predominantly on the down-stock and bond market holdings had
side earlier in the year to better balancetdeen important factors helping to sus-
currently. Still, substantial uncertaintiestain spending in this period. In the con-
attended the economic outlook, and &ext of continued underlying momentum
number of members observed that aim final demand and some decline in
economic performance that differedexcess stocks of unsold motor vehicles
considerably in either direction from stemming from the recently ended strike
their current forecasts might well mate-at a major domestic producer, inven-
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tories now seemed to be in better balhighly competitive markets would tend
ance with sales and the economy tdo support growth in business fixed
be better positioned to accommodaténvestment. Profits and cash flows were
sustained expansion. Some membemexpected to remain reasonably strong,
observed, however, that the recenthough there were tentative signs of
increase in intermediate- and long-ternsome softening in profit margins. On the
interest rates would tend to bluntother hand, the longevity of the current
demand in interest-sensitive sectors oéxpansion had resulted in the addition of
the economy. Moreover, stock marketa good deal of production capacity in
prices had risen to comparatively highrecent years. This development in con-
levels in relation to earnings and interesjunction with some decline in capacity
rates and might be vulnerable to furtheutilization over the past several quarters
weakness in the debt markets or to anpointed to less need for expansion in
tendency for business profit margins tglant and equipment. The rise in outlays
erode. for computers and related products was
In the course of their comments aboutikely to remain fairly robust in light of
developments in key sectors of the ecornthe continuing advances in technology
omy, members referred to recent indi-and the marked downtrend in computer
cations, including anecdotal reports, oprices, but the growth of computer
appreciable strengthening in retail salesxpenditures was projected to be well
that tended to support forecasts of suselow the extraordinary pace of the past
tained growth in consumer spending irfew years. The slowdown would reflect
coming quarters. In addition, surveys offactors that were expected to damp the
consumer sentiment, which had beegrowth of overall business investment
more favorable recently, and sharplyspending and a greater saturation of
increased household net worth wergotential computer markets that might
seen as positive factors in the outlookead to more emphasis on replacement
for consumer expenditures. On the negademand rather than the further expan-
tive side, some members observed thaion of capacity.
the rise in consumer indebtedness and Housing activity generally was
the recent increase in interest ratesxpected to be well maintained in com-
would tend to damp consumer spendingng quarters, though likely to moderate
Given these financial crosscurrents, ito some extent from current levels in
was suggested that growth in consumdagged response to the rise that had
spending might approximate that ofoccurred in mortgage interest rates. The
disposable income over the forecastesponse of housing expenditures to rate
horizon. increases was uncertain, and a few
The prospects for business capitainembers commented that the prospec-
spending remained a supportive elemerive slowing in housing construction
in the outlook for further economic could be fairly pronounced. For the
expansion, but growth in such spendingnearer term, however, recent data were
was expected to slow considerably fronmindicative of considerable underlying
its rapid pace over the past few yearsstrength in housing markets, especially
The ready availability and fairly low in light of the adverse effects of notably
cost of business finance in equity andinfavorable weather conditions in many
debt markets and the continuing comparts of the country this winter. Those
mitment of business firms to moderniz-data tended to be supported by anec-
ing their facilities to hold down costs in dotal reports of significant improvement
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in housing markets in several regiongeen unusually subdued in light of the
over the course of recent months. Conrelatively low unemployment nation-
tributing to that performance, howeverwide and widespread anecdotal reports
might be a temporary acceleration ofof labor shortages. In this view the rise
purchases by homebuyers who anticiin labor costs could well accelerate at
pated further increases in mortgagsome point, though not necessarily in
interest rates. The latter were viewedthe near term, with some feedthrough to
nonetheless, as still low in comparisorprices. Other developments that gener-
with their average level over the pastated some concern about the outlook for
several years. inflation included the rise in the costs of
The outlook for fiscal policy remained medical benefits in the fourth quarter,
uncertain, especially for future yearsprice pressures in the energy and food
It was suggested that the stalematsectors of the economy, and the possibil-
between the Congress and the Adminisity that the recent rise in intermediate-
tration on major spending and tax issueand long-term interest rates might to
might not be resolved in coming monthssome extent reflect worsening inflation-
or indeed during the current session ofiry expectations. Other members saw
the Congress. However, already legisenly a limited risk of higher inflation,
lated appropriations and current continuand a few indicated that they did not
ing resolutions still pointed to consider-rule out some reduction in consumer
able restraint in federal spending thigrice inflation from that experienced in
year. With regard to the external sectod995. In this view there was sufficient
of the economy, projections of appre-capacity in the economy to allow room
ciable growth in exports tended to befor moderate growth of economic activ-
supported by anecdotal comments oity in line with their forecasts without
strong export demand for goods profostering added inflation. Moreover,
duced in various parts of the countrythere was only scattered evidence of
including some improvement in exportsaccelerating increases in worker com-
to Mexico. At the same time, imports pensation associated with labor short-
might well expand somewhat more rap-ages and little indication that possibly
idly than exports if the domestic econ-diminishing worries about job security
omy strengthened as projected this yeawould induce rising labor militancy.
from its reduced rate of growth in 1995. Some members also stressed the persis-
The members did not differ greatly intence of strong competition in numer-
their assessments of the most probableus markets that tended to preclude or
course of inflation. Their expectationsrestrain raising prices.
ranged from essentially unchanged to Inthe Committee’s discussion of pol-
slightly higher inflation in comparison icy for the intermeeting period ahead, all
with 1995. At the same time, memberghe members endorsed a proposal to
expressed somewhat differing viewsmaintain an unchanged degree of pres-
about possible deviations of inflationsure in reserve markets. This policy
from their expectations. Those whopreference was based on expectations of
emphasized the risks of higher-thangrowth in business activity at a pace
projected inflation tended to cite theaveraging in the vicinity of the econo-
potential for increasing wage and pricemy’s potential, a perception among the
pressures in an economy that alreadynembers that the risks to such an out-
was operating at or close to its estimatetbok were more balanced than earlier,
capacity. Increases in labor costs hadnd anticipations that under these cir-
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cumstances inflation would remain conthat slightly greater or slightly lesser
strained. The economy seemed to havweserve restraint would be acceptable
adequate forward momentum and didluring the intermeeting period. The
not appear to require any further stimureserve conditions contemplated at this
lus, whose implementation might con-meeting were expected to be consistent
tribute to inflationary pressures in thewith moderate growth in M2 and M3
economy. Several members observedver coming months.

that robust growth in broad money for At the conclusion of the meeting, the
some months suggested that monetafyederal Reserve Bank of New York was
policy had been supportive of sustaineduthorized and directed, until instructed
economic expansion. At the same timeptherwise by the Committee, to execute
information on the economy and pricedransactions in the System Account in
did not seem to indicate developingaccordance with the following domestic
inflation pressures that needed to be compolicy directive:

tained by tightening policy at this junc-

ture. Indeed, some members commented Many of the data for recent months
that, judged from one perspective, finanreviewed at this meeting were influenced to
cial conditions had tightened somewhaf" uncertain degree by unusually severe win-

._ter weather, industrial strikes, and U.S. gov-
as a consequence of the recent rIS?mment shutdowns. On balance, the expan-

in intermediate- and long-term intereskjon in economic activity appears to have
rates, though it was difficult to disen-picked up after slowing appreciably in late
tangle the real and the inflation compo-1995. Nonfarm payroll employment surged
nents of the rate increases. Nonethelest, February, considerably more than offset-
a number of members noted that inflaling & large drop in January, and the civilian

. d d f unemployment rate fell to 5.5 percent.
tion was not expected to moderate Turyjanufacturing production increased sharply

ther over the projection horizon and thain February after a sizable decline in Janu-
it could move higher and the Committeeary. Growth of consumer spending, which
would need to be particularly vigilant in had been sluggish earlier in the winter,

guarding against such an outcomeSPurted in February, paced by strong motor
vehicle purchases. Housing starts rose in

Against this ba(_:kgroupd, the_ me_mberﬁanuary and February. Orders and contracts
favored an unbiased instruction in theoint to continuing expansion of spending
directive that did not prejudice possibleon business equipment and nonresidential

intermeeting adjustments to policy instructures. The nominal deficit on U.S. trade
either direction. in goods and services narrowed substantially

. . ,.in the fourth quarter from its average rate in
At the conclusion of the Committee Sthe third quarter. There has been no clear

discussion, all the members indicated @hange in underlying inflation trends.

preference for a directive that called for Changes in short-term market interest
maintaining the existing degree of pres¥ates have been mixed while long-term rates
sure on reserve positions and that diave risen appreciably since the Committee

: ; eeting on January 30-31. In foreign
not include a presumption about thégxchange markets, the trade-weighted value

||ke_|y dlre(_:tlon of any adju_stments_ 10 of the dollar in terms of the other G-10
policy during the intermeeting period.currencies has declined slightly over the
Accordingly, in the context of the Com- intermeeting period.

mittee’s long-run objectives for price Growth of M2 and M3 has strengthened
stability and sustainable eConomiCconslderany in recent months, while expan-

wth d qivi ful iderati sion in total domestic nonfinancial debt has
growtn, and giving careiul considerationiemained moderate on balance.

to economic, financial, and monetary The Federal Open Market Committee
developments, the Committee decidedeeks monetary and financial conditions that
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will foster price stability and promote sus-Present:

tainable growth in output. In furtherance of
these objectives, the Committee at its meet-
ing in January established ranges for growth
of M2 and M3 of 1 to 5 percent and 2 to
6 percent respectively, measured from the
fourth quarter of 1995 to the fourth quarter
of 1996. The monitoring range for growth of
total domestic nonfinancial debt was set at
3 to 7 percent for the year. The behavior of
the monetary aggregates will continue to be
evaluated in the light of progress toward
price level stability, movements in their
velocities, and developments in the economy
and financial markets.

In the implementation of policy for the
immediate future, the Committee seeks to
maintain the existing degree of pressure on
reserve positions. In the context of the Com-
mittee’s long-run objectives for price stabil-
ity and sustainable economic growth, and
giving careful consideration to economic,
financial, and monetary developments,
slightly greater reserve restraint or slightly
lesser reserve restraint would be acceptable
in the intermeeting period. The contemplated
reserve conditions are expected to be consis-
tent with moderate growth in M2 and M3
over coming months.

Votes for this action: Messrs. Greenspan,
McDonough, Boehne, Jordan, Kelley,
Lindsey, McTeer, Ms. Phillips, Mr. Stern,

and Ms. Yellen. Votes against this action:
None.

It was agreed that the next meeting of
the Committee would be held on Tues-
day, May 21, 1996.

The meeting adjourned at 10:35 a.m.

Donald L. Kohn
Secretary

Meeting Held on
May 21, 1996

A meeting of the Federal Open Market
Committee was held in the offices of the
Board of Governors of the Federal
Reserve System in Washington, D.C.,
on Tuesday, May 21, 1996, at 9:00 a.m.

Mr. Greenspan, Chairman

Mr. McDonough, Vice Chairman
Mr. Boehne

Mr. Jordan

Mr. Kelley

Mr. Lindsey

Mr. McTeer

Ms. Phillips

Mr. Stern

Ms. Yellen

Messrs. Broaddus, Guynn, Moskow,
and Parry, Alternate Members
of the Federal Open Market
Committee

Messrs. Hoenig and Melzer, and
Ms. Minehan, Presidents of
the Federal Reserve Banks of
Kansas City, St. Louis, and Boston
respectively

Mr. Kohn, Secretary and Economist
Mr. Bernard, Deputy Secretary

Mr. Coyne, Assistant Secretary

Mr. Gillum, Assistant Secretary

Mr. Mattingly, General Counsel

Mr. Baxter, Deputy General Counsel
Mr. Prell, Economist

Mr. Truman, Economist

Messrs. Lang, Lindsey, Mishkin,
Promisel, Rolnick, Rosenblum,
Siegman, Simpson, and Stockton,
Associate Economists

Mr. Fisher, Manager, System Open
Market Account

Mr. Ettin, Deputy Director, Division of
Research and Statistics, Board of
Governors

Mr. Slifman, Associate Director,
Division of Research and
Statistics, Board of Governors

Mr. Madigan, Associate Director,
Division of Monetary Affairs

Ms. Low, Open Market Secretariat
Assistant, Division of Monetary
Affairs, Board of Governors

Mr. Rives, First Vice President, Federal
Reserve Bank of St. Louis
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Mr. Beebe, Ms. Browne, Messrs. Davis,had been quite robust early in the year,
Dewald, Eisenbeis, Goodfriend, was showing some signs of slowing

and Hunter, Senior Vice : :
Presidents, Federal Reserve Bank'sn recent data. Consumer spending

of San Francisco, Boston, appeared to be growing at a moderate
Kansas City, St. Louis, Atlanta,  Pace; business expenditures on durable
Richmond, and Chicago equipment had registered further large
respectively gains, though new orders had flattened

Mr. A\I/t_lg, I\Iélses_d(:htengng R?ssnbaum,out; and housing demand seemed to be
Bgﬁksrgfs'céceﬁén; ,%Law Y%Srflrve holding up well despite th(_a increase ir)
and Atlanta respective|y mortgage interest rates thIS yeal’. Busi-

ness inventories, most notably in the
By unanimous vote, the minutes ofautomotive industry, had been brought
the meeting of the Federal Open Marinto better alignment with sales, and
ket Committee held on March 26, 1996jndustrial production and employment
were approved. had risen appreciably. Upward pressures
The Manager of the System Operon food and energy prices accounted for
Market Account reported on develop-somewhat larger increases in consumer
ments in foreign exchange marketgrices.
during the period March 26 through Nonfarm payroll employment was
May 20, 1996. There were no open maressentially unchanged in April after ris-
ket transactions in foreign currenciesng substantially in the first quarter;
for System account during this periodpart of the slowdown resulted from an
and thus no vote was required of theinwinding of special factors that had
Committee. boosted job growth in the first quarter.
The Manager also reported on develPayrolls continued to expand in April
opments in domestic financial marketsn retail trade; finance, insurance, and
and on System open market transactiongal estate; and the services industries.
in government securities and federaln contrast, employment in construction
agency obligations during the periodfell sharply, reversing much of the large
March 26 through May 20, 1996. Byfirst-quarter gain. In manufacturing,
unanimous vote, the Committee ratifiecemployment declined further in April
these transactions. despite the settlement of a major strike
The Committee then turned to a dis-in the automotive sector and the return
cussion of the economic and financiabf affected workers to their jobs. The
outlook and the implementation ofcivilian unemployment rate fell to
monetary policy over the intermeeting5.4 percent.
period ahead. A summary of the eco- Industrial production rebounded in
nomic and financial information avail- April from an appreciable decline in
able at the time of the meeting and oMarch. The changes in industrial out-
the Committee’s discussion is providedout over the two-month period largely
below, followed by the domestic policy reflected fluctuations in motor vehicle
directive that was approved by the Comassemblies associated with a strike and
mittee and issued to the Federal Resenits subsequent settlement. Manufactur-
Bank of New York. ing of products other than motor vehi-
The information reviewed at thiscles rose moderately in April on the
meeting suggested that economic activstrength of further large advances in the
ity had expanded moderately on balanceutput of office and computing equip-
in recent months. Final demand, whichment and of construction supplies. Utili-
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zation of total industrial capacity, which the ratio of stocks to sales was not far
had varied in recent months in conceribove historical lows. In the wholesale
with movements in production, climbedsector, inventories declined a little fur-
in April to a rate slightly above that of ther in March, reflecting a reduction
the fourth quarter of 1995. in stocks of motor vehicles, and the
Retail sales declined somewhat innventory—sales ratio remained near the
April after posting a strong gain in themiddle of its range in recent years.
first quarter. Sales of durable goodsRetail inventories also declined in
which had increased substantially in theMarch, with cuts in stocks of motor
first quarter, retraced part of thatvehicles more than accounting for the
advance in April; the drop more thandrop. The inventory—sales ratio for the
offset a further rise in sales of nondurafetail sector was near the low end of its
ble goods. Housing activity was wellrange in recent years.
sustained in April, with the run-up in  The nominal deficit on U.S. trade in
mortgage rates that began in Februargoods and services in the first quarter
having had little perceptible effect towas substantially larger than in the
date. Single-family housing starts werdourth quarter of last year. The value of
up considerably in April, and sales ofimports increased sharply in the first
new and existing homes remained briskjuarter after declining in the two previ-
in March (latest data available). ous quarters. Moreover, growth in the
Business fixed investment acceleratedalue of exports slowed considerably in
sharply in the first quarter of 1996 fol- the first quarter from the pace of other
lowing three quarters of relatively mod-recent quarters. Available data indicated
erate expansion; however, recent datdnat the performance of the economies
on orders and contracts pointed, on balef the major foreign industrial countries
ance, to some deceleration in businessas mixed in the first quarter. The
spending on both durable equipment antecovery in Japan was still under way
nonresidential structures. Much of thewhile economic activity in continental
first-quarter pickup reflected strongerEurope remained generally weak, with
spending for durable equipment; purthe German economy apparently having
chases of computing equipment re€ontracted further and the French econ-
mained robust and spending on otheomy exhibiting signs of only a modest
durable equipment increased. Nonresupturn after a fourth-quarter decline.
dential construction activity also Moderate further expansion in economic
advanced further in the first quarter;activity evidently was occurring in Can-
however, construction of office build- ada and the United Kingdom.
ings continued to lag, and construction Rising crude oil and, to a lesser
of other commercial buildings slowedextent, food prices led to somewhat
after recording strong gains for severalarger increases in consumer and pro-
years. ducer price indexes in March and April.
Business inventories declined inFor nonfood, non-energy items, how-
March after rising appreciably on aver-ever, consumer prices rose only slightly
age over January and February; invenin April after three months of somewhat
tory accumulation over the quarter adaster advances; over the twelve months
a whole was of modest proportions, agnded in April, this measure of con-
firms sought to bring stocks into bettersumer inflation increased a little less
balance with sales. In manufacturingthan the rise over the comparable year-
inventories changed little in March andearlier period. At the producer level,
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prices of finished goods other than foodvere seen by market participants as
and energy items recorded a thircdpointing to stronger growth in output
straight small increase in April. Over theand employment and therefore to a
twelve months ended in April, this mea-somewhat tighter monetary policy
sure of producer prices rose slightly lesstance than previously had been
than over the comparable year-earlieexpected. Despite the increase in bond
period. Hourly compensation of privateyields, most indexes of stock prices rose
industry workers expanded in the firston balance over the intermeeting period,
quarter at the average rate for all ofapparently reflecting generally favorable
1995; the growth was associated with dirst-quarter earnings reports and the
decline in benefit costs and a sharp risenproved economic outlook.
in wages and salaries. In foreign exchange markets, the rise
At its meeting on March 26, 1996, theof U.S. interest rates contributed to a
Committee adopted a directive thatconsiderable appreciation of the trade-
called for maintaining the existing weighted value of the dollar in terms of
degree of pressure on reserve positiorthe other G-10 currencies. The dollar was
and that did not include a presumptiorparticularly strong against the German
about the likely direction of any adjust-mark, reflecting incoming data that sug-
ments to policy during the intermeetinggested continued weakness in economic
period. The directive stated that in theactivity in Germany and, accordingly,
context of the Committee’s long-runa greater likelihood of further mone-
objectives for price stability and sustain-tary policy easing by the Bundesbank.
able economic growth, and giving care-The dollar rose less against the yen,
ful consideration to economic, financial,partly owing to information indicating a
and monetary developments, slightlystrengthening of the economic recovery
greater reserve restraint or slightly lessein Japan and heightened market expecta-
reserve restraint would be acceptabléons of a near-term tightening of mone-
during the intermeeting period. Thetary policy by the Bank of Japan.
reserve conditions associated with this Growth of M2 and M3 slowed sub-
directive were expected to be consistergtantially in April after having recorded
with moderate growth in M2 and M3 sizable increases earlier in the year.
over coming months. Weakness in demand deposits after
Open market operations were directedinusually rapid first-quarter expansion
toward maintaining the existing degreeand sluggishness in currency demand
of pressure on reserve positions throughwere factors in the slowdown. In addi-
out the intermeeting period, and the fedtion, the rise in market interest rates
eral funds rate averaged nea¥s5per- in recent months, which had increased
cent, the level expected to be associateitie opportunity costs of holding retail
with that unchanged policy stance.deposits, likely had a restraining effect
Other short-term market interest rate®n these deposits. For the year through
changed little over the period, andApril, both aggregates grew at rates
because the Committee’s decision hadomewhat above the upper bounds of
been largely anticipated in financialtheir respective ranges for the year.
markets, longer-term rates also werd&xpansion in total domestic nonfinan-
little changed initially. Over the remain- cial debt remained moderate on balance
der of the period, however, intermediateover recent months, and this aggregate
and long-term rates came under upwardtayed near the middle of its monitoring
pressure when incoming economic dataange for the year.
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The staff forecast prepared for thisally expected the expansion to slow,
meeting suggested that the economigeeping the economy close to its poten-
would remain generally around its esti-tial. Views differed to some extent with
mated potential. Consumer spendingegard to the risks surrounding such an
was expected to grow in line with dis-outlook. Some saw those risks as fairly
posable income; the favorable effecevenly balanced, given prospective
of higher equity prices on householdrestraint from the rise in bond yields and
wealth and the still-ample availability of the foreign exchange value of the dollar
credit were expected to outweigh persince early this year. Others expressed
sisting consumer concerns about jolzoncern that economic growth might
security and the influence of already-continue at a pace that could increase
high household debt burdens. Homepressures on resources, with adverse
building was projected to decline a littleimplications for inflation in an economy
in response to the recent backup in resilready operating in the neighborhood
dential mortgage rates but to remain at af its estimated long-term potential.
relatively high level because of generMoreover, faster increases in energy and
ally supportive employment and incomefood prices could contribute to higher
conditions and the still- favorable cashoverall inflation, both directly and by
flow affordability of homeownership. boosting inflationary expectations, and
Business spending on equipment anthe proposed increase in the minimum
structures was expected to grow leswage would add to cost pressures if it
rapidly in light of the projected moder- were enacted into law. Nonetheless,
ate growth of sales and profits and thevhile the chances of a pickup in infla-
lower rate of utilization of production tion later had risen to some extent, a
capacity now prevailing. The externalnumber of members emphasized that
sector was projected to exert a smalho firm evidence had surfaced thus far
restraining influence on economic activto signal that labor compensation was
ity over the projection period, evenincreasing at a faster rate or that core
though an anticipated firming of eco-inflation was worsening, and even the
nomic activity abroad would bolsterearly signs of increased pressures on
demand for U.S. exports. Little addi-costs and prices were mixed. The past
tional fiscal contraction was anticipatedfew years had witnessed significantly
over the projection period. Inflation lower cost pressures and more subdued
recently had been lifted by adversenflation than typically would have been
developments in the energy market andxperienced in earlier years with similar
was projected to remain above the levelsates of resource utilization, but whether
of recent years, given the high level ofthis favorable outcome would persist
resource utilization and the effects ofwas an open question.
tight grain supplies on food prices. Fur- Members observed that the stronger-
ther risks of inflationary pressure werethan-expected performance of the econ-
associated with a possible elevation obmy thus far this year reflected rela-
the federal minimum wage. tively rapid growth in final demand.

In their discussion of current and pro-Favorable financial conditions, notably
spective economic conditions, memberthe relatively low interest rates of the
commented that the economy had beelatter part of 1995 and early 1996 and
stronger this year than they had anticiincreases in wealth stemming from siz-
pated and appeared to be growing at able advances in stock market prices,
quite robust pace. However, they generevidently were undergirding the expan-
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sion. Indications of improving or con- underlying factors, continued growth
tinuing high levels of economic activity in consumer spending seemed likely,
were widespread across the natiomlthough members referred to develop-
according to recent anecdotal reportsents that could begin to slow such
and regional data, though agriculturagrowth over the months ahead. The lat-
conditions in many areas were cited as gr included the satisfaction of much of
significant exception. While the econ-the earlier pent-up demand for consumer
omy appeared to have solid and baldurables and fairly elevated levels of
anced momentum that pointed to suseonsumer debt. On balance, moderate
tained growth, a number of factors wereexpansion in consumer expenditures,
seen as likely to foster more moderat@erhaps in line with the growth in
expansion beginning in the second halincomes, seemed likely over the projec-
of the year. These included the effectsion period.
of higher intermediate- and long-term Business fixed investment was
interest rates on interest-sensitive sedelieved likely to remain a source of
tors of the economy such as housinggonsiderable strength in the expansion,
consumer durables, and business fixetthough growth in this sector of the econ-
investment. The appreciation of theomy also was expected to moderate
dollar over the past year and near-ternfrom the elevated pace thus far this year.
moderation in federal governmentThe desire of many business firms and
spending also were expected to exemther users of capital equipment to take
some restraint on economic activity overadvantage of new, more effective, and
the forecast horizon. Some membertess expensive computer and other tech-
also questioned the sustainability of thaologies and more generally to add fur-
performance of the stock market; a corther to capital in an effort to reduce costs
rection in this market would help toin highly competitive markets would
restrain aggregate demand. Nonethelesspntinue to underpin investment spend-
the continued strength in economidng. In addition, equity and other financ-
activity raised questions about whethemg remained available on relatively
these developments would damp deattractive terms. On the other hand, the
mand sufficiently to keep resource utili-rise in business investment in recent
zation at sustainable levels. years had brought capital stocks into
In their review of recent develop- more acceptable alignment with ex-
ments and the outlook for key sectors opected sales, damping the need for fur-
the economy, members noted that corther sizable additions.
sumer spending had strengthened con- Business firms appeared to have com-
siderably this year after a period of slugpleted, or nearly completed, their efforts
gish growth in late 1995. The recentto bring inventories into better balance
data on consumer spending were reinwith sales, including the rebuilding of
forced by anecdotal reports from vari-motor vehicle stocks after the strike at
ous parts of the country. The wealtha major manufacturer was settled in
effects from the further gains that hadMarch. On the basis of recent experi-
occurred in stock market prices, alongnce, subdued growth in inventories
with sustained increases in employmentould be anticipated in the context of the
and a ready availability of consumerprojected expansion of overall economic
financing, were seen as playing aactivity at a pace near the economy’s
positive role in boosting consumerlong-run potential. It was suggested,
expenditures. Barring changes in theskowever, that such an expectation
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implied relatively restrained inventory more rapid rise in consumer prices thus
investment in comparison with pastfar this year, and they likely would con-
cyclical patterns. Accordingly, muchtinue to add to inflation in the months
stronger growth in such investmentahead. Retail energy prices had risen
could occur, with concomitant effects onappreciably, but at least some of that
incomes and the growth of overallincrease was expected to be reversed
spending. over the near term. Retail food prices
With regard to the outlook for hous- did not yet display any significant effects
ing, the rise in mortgage rates in the pasrom the sizable rise in grain prices in
few months could be expected to retardecent months, and while some effects
residential construction activity to someon retail prices were likely, their extent
extent. Thus far, however, increasedand duration were difficult to gauge at
interest costs did not appear to have hatthis point. Moreover, it was difficult to
any perceptible effects on housing saleanticipate how much the higher food
or construction. Indeed, the housing secand energy prices might affect inflation
tor was continuing to display a goodexpectations and wage demands and
deal of strength in many parts of thethereby potentially become embedded
country. Some members observed thahore generally in the price structure.
the appreciable momentum in housing Also of concern to the members were
activity reflected strength in the under-the possible effects on inflation of con-
lying fundamentals, including continuedtinued pressures on resources, especially
affordability, that seemed likely to sus-if the current pace of the expansion
tain a high level of housing constructionshould fail to moderate as much as pro-
for a considerable period of time despitgected. In recent years, the relationship
somewhat higher mortgage rates. between resource use and inflation had
In the area of fiscal policy, legislative not followed earlier patterns. In particu-
agreement had not yet been reached dar, increases in labor compensation had
how to implement the objective of abeen comparatively subdued over an
balanced federal budget over time, buéxtended period of what seemed to be
decisions covering the nearer ternrelatively full employment highlighted
implied continued budget restraint. Onby anecdotal reports of scarcities of vari-
the foreign trade side of the economypus types of labor in numerous parts
an anticipated firming of economic con-of the country. In part, worker willing-
ditions abroad would provide impetus toness to accept comparatively limited
real net exports. At the same time, howincreases in compensation could be
ever, imports were expected to riseattributed to the apparent rise in insecu-
appreciably in response to the expansiority about the permanence of jobs or the
of domestic economic activity and theavailability of alternative jobs, but the
appreciation of the dollar, and on bal-reasons were not fully understood. From
ance the external sector probably wouldhe standpoint of the inflation outlook, it
not be boosting real GDP. therefore was uncertain how long the
The outlook for inflation was of key period of relatively restrained increases
importance to the formulation of mone-in labor compensation would last.
tary policy at this time, but it was Against this background, a number of
clouded by substantial uncertainty. Onenembers indicated that they perceived
source of uncertainty was the behavioan appreciable risk of rising labor costs
of food and energy prices. Increases imnd related inflation, even though there
these prices largely accounted for thevas little evidence to date of such devel-
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opments; others noted that they couldate of inflation that, if it were to materi-
not rule out the possibility that the favor-alize, would be difficult and costly to
able experience would be extended. reverse. In this regard, the view was
In the Committee’s discussion of pol-expressed that a firming in policy sooner
icy for the intermeeting period ahead, allrather than later was likely to end up
the members supported a proposal tpromoting stability in output and prices.
maintain an unchanged degree of pres- In the Committee’s discussion of pos-
sure in reserve markets. The membersible intermeeting adjustments to policy,
agreed that the balance of risks on inflaall the members indicated at least some
tion had shifted substantially since earlypreference for retaining a symmetric
in the year. At that time, the economydirective. Members commented that the
had seemed sluggish and inflation waprobability of developments during this
seen as possibly easing, but more recepteriod that would warrant a change in
developments indicated that the econpolicy before the next meeting was quite
omy was stronger and rising inflationlow. Moreover, symmetry did not rule
down the road could not be ruled outout an intermeeting adjustment, and the
Nonetheless, while policy might need toChairman could call for a Committee
be firmed at some point to head offconsultation should the incoming infor-
emerging inflation pressures, financiamation raise questions about the stance
conditions were not so obviously stimu-of monetary policy. Some members felt
lative as to counsel a need for anythat it was especially appropriate that a
immediate tightening of policy. The realpolicy action that represented a reversal
federal funds rate probably was nobf the previous move be made with a
greatly out of line with its appropriate full discussion at a regular meeting.
level, and the rise in longer-term interesSome members also commented that an
rates and the exchange rate meant thasymmetric directive toward restraint
financial conditions were now exertingwould imply a predisposition on the part
more restraint than earlier this yearof the Committee to tighten policy at
More information might provide a bet- some point, possibly at the next meet-
ter sense of how the higher interestng. While they would be prepared to
rates were affecting aggregate demanthke such a step if the evidence war-
and perhaps also help—to a smaltanted, their preference was to come
degree—to shed light on the considerinto the July meeting without such a
able uncertainties surrounding the relapresumption.
tionship of output to inflation. In any At the conclusion of the Committee’s
event, actual inflation data—apart fromdiscussion, all the members indicated a
food and energy prices—and many ofreference for a directive that called for
the usual early warning signs of mount-maintaining the existing degree of pres-
ing price pressures did not yet indicate &ure on reserve positions and that did
pickup in the underlying trend of prices.not include a presumption about the
Accordingly, the members viewed pol-likely direction of any adjustments to
icy as appropriately positioned undemolicy during the intermeeting period.
current circumstances, though ongoind\ccordingly, in the context of the Com-
developments would need to be reasmittee’s long-run objectives for price
sessed at the upcoming meeting in earlgtability and sustainable economic
July. Some members noted that thgrowth, and giving careful consideration
Committee would need to anticipateto economic, financial, and monetary
and act to preclude, a rise in the cor@evelopments, the Committee decided
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that slightly greater or slightly lesser The Federal Open Market Committee
reserve restraint would be acceptabléeeks monetary and financial conditions that

; ; ; ; will foster price stability and promote sus-
during the intermeeting period. The.tainable growth in output. In furtherance of

reserve conditions contemplated at thig,eqe objectives, the Committee at its meet-
meeting were expected to be consisterig in January established ranges for growth
with moderate growth in M2 and M3 of M2 and M3 of 1 to 5 percent and 2 to
over coming months. 6 percent respectively, measured from the
At the conclusion of the meeting, thefourth quarter of 1995 to the fourth quarter

of 1996. The monitoring range for growth of
Federal Reserve Bank of New York Wajjotal domestic nonfinancial debt was set at

authorized and directed, until instructec to 7 percent for the year. The behavior of
otherwise by the Committee, to executehe monetary aggregates will continue to be
transactions in the System Accoungvaluated in the light of progress toward
in accordance with the following domes-Price _t!e"e' Sg"’(‘jb'“t{' movetm.e”ttﬁ in their
: : . . velocities, and developments in the economy
tic policy directive: and financial markets.

In the implementation of policy for the

The information reviewed at this meetingimmediate future, the Committee seeks to
suggests that, on balance, economic activityhaintain the existing degree of pressure on
has grown moderately in recent monthsreserve positions. In the context of the Com-
Nonfarm payroll employment changed lit-mittee’'s long-run objectives for price sta-
tle in April after rising substantially in the bility and sustainable economic growth, and
first quarter; the civilian unemployment rategiving careful consideration to economic,
fell to 5.4 percent. Industrial production financial, and monetary developments,
increased sharply in April, largely reflectingslightly greater reserve restraint or slightly
a rebound in motor vehicle assemblies aftelesser reserve restraint would be acceptable
a strike in March. Retail sales declined somein the intermeeting period. The contemplated
what in April after posting a strong gain in reserve conditions are expected to be consis-
the first quarter. Single-family housing startstent with moderate growth in M2 and M3
rose considerably in April. Orders and con-over coming months.
tracts point to some deceleration in spending
on business equipment and nonresidential Votes for this action: Messrs. Greenspan,
structures after a very rapid expansion in the McDonough, Boehne, Jordan, Kelley,
first quarter. The nominal deficit on U.S. Lindsey, McTeer, Ms. Phillips, Mr. Stern,
trade in goods and services widened signifi- and Ms. Yellen. Votes against this action:
cantly in the first quarter from its rate in the None.
fourth quarter of last year. Upward pressures

on food and energy prices have led to some- |1 \was agreed that the next meeting

what larger increases in the consumer pric :
index over recent months. of the Committee would be held on

Short-term market interest rates havel Uesday—Wednesday, July 2—-3, 1996.
changed little while long-term rates have The meeting adjourned at 1:15 p.m.
risen somewhat further since the Committee
meeting on March 26. In foreign exchange
markets, the trade-weighted value of the dol- Doréeggrléialiohn
lar in terms of the other G-10 currencies has y
appreciated considerably over the intermeet-
ing period.

Growth of M2 and M3 slowed substan-\jeeting Held on
tially in April after recording sizable ulv 2—3. 1996
increases earlier in the year. For the yea\;| y ’

through April, both aggregates grew at rate :
somewhat above the upper bounds of the% meeting of the Federal Open Market

| . : .
respective ranges for the year. Expansion i#omm'ttee was held in the offices of
total domestic nonfinancial debt remainedhe Board of Governors of the Federal

moderate on balance over recent months. Reserve System in Washington, D.C.,
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on Tuesday, July 2, 1996, at 1:00 p.m.
and continued on Wednesday, July 3,
1996, at 9:00 a.m.

Present:
Mr. Greenspan, Chairman
Mr. McDonough, Vice Chairman
Mr. Boehne
Mr. Jordan
Mr. Kelley
Mr. Lindsey
Mr. McTeer
Mr. Meyer
Ms. Phillips
Ms. Rivlin
Mr. Stern
Ms. Yellen

Messrs. Broaddus, Guynn, Moskow,
and Parry, Alternate Members of
the Federal Open Market
Committee

Messrs. Hoenig and Melzer, and
Ms. Minehan, Presidents of the
Federal Reserve Banks of
Kansas City, St. Louis, and Boston
respectively

Mr. Kohn, Secretary and Economist
Mr. Bernard, Deputy Secretary

Mr. Coyne, Assistant Secretary

Mr. Gillum, Assistant Secretary

Mr. Mattingly, General Counsel

Mr. Baxter, Deputy General Counsel
Mr. Prell, Economist

Mr. Truman, Economist

Messrs. D. Lindsey, Mishkin, Promisel,
Rolnick, Rosenblum, Siegman,
Simpson, Sniderman, and

Messrs. Madigan and Slifman,
Associate Directors, Divisions of
Monetary Affairs and Research
and Statistics respectively, Board
of Governors

Mr. Brayton? Ms. Johnsort,

Messrs. Reinhart and Smith,
Assistant Directors, Divisions

of Research and Statistics,
International Finance, Monetary
Affairs, and International Finance
respectively, Board of Governors

Ms. Kuskdt and Mr. Wilcox# Senior
Economists, Divisions of Research
and Statistics and Monetary
Affairs respectively, Board of
Governors

Ms. Garrett, Economist, Division of
Monetary Affairs, Board of
Governors

Ms. Low, Open Market Secretariat
Assistant, Division of Monetary
Affairs, Board of Governors

Ms. Holcomb, First Vice President,
Federal Reserve Bank of Dallas

Mr. Beebe, Ms. Browne, Messrs. Davis,
Dewald, Eisenbeis, Goodfriend,
and Hunter, Senior Vice
Presidents, Federal Reserve Banks
of San Francisco, Boston,
Kansas City, St. Louis, Atlanta,
Richmond, and Chicago
respectively

Messrs. Kos and Meyer, Vice
Presidents, Federal Reserve Banks
of New York and Philadelphia
respectively

By unanimous vote, the minutes of
the meeting of the Federal Open Market

Stockton, Associate Economists Committee held on May 21, 1996, were
approved.

Mr. Fisher, Manager, System Open

The Manager of the System Open

Market Account Market Account reported on recent

Mr. Winn,3 Assistant to the Board,
Office of Board Members,
Board of Governors

Mr. Ettin, Deputy Director, Division of

developments in foreign exchange mar-
kets. There were no open market trans-

4. Attended portion of the meeting relating to

Research and Statistics, Board of the Committee’s discussion of the economic out-
Governors look and its longer-run growth ranges for the
e monetary and debt aggregates.
3. Attended portion of meeting concerning 5. Attended portion of the meeting relating
issues relating to the long-run price objective forto the Committee’s review of its swap line
monetary policy. agreements.
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actions in foreign currencies for Systemndustries, while employment in manu-
account during the period since thefacturing was stable on balance over the
meeting on May 21, 1996, and thus ndApril-May period after having declined
vote was required of the Committee.  somewhat in 1995 and the first quarter
The Manager also reported on recendf 1996. The civilian unemployment
developments in domestic financial marrate rose in May to 5.6 percent, which
kets and on System open market transwvas the average rate for the year to date.
actions in U.S. government securities Industrial production increased appre-
and federal agency obligations duringciably further in May. In contrast to
the period May 21, 1996, throughApril's advance, much of which had
July 2, 1996. By unanimous vote, theresulted from the resumption of opera-
Committee ratified these transactions. tions at a major motor vehicle manufac-
The Committee then turned to a disturer after the settlement of a strike, the
cussion of the economic and financiaMay rise largely reflected gains in a
outlook, the ranges for the growth ofwide range of non-auto-related manu-
money and debt in 1996 and 1997, anéacturing industries as well as a weather-
the implementation of monetary policyrelated jump in electricity generation.
over the intermeeting period ahead. AThe surge in overall output lifted total
summary of the economic and financialtilization of industrial capacity some-
information available at the time of thewhat above the average rate recorded
meeting and of the Committee’s discusduring the previous two quarters.
sion is provided below, followed by the Total nominal retail sales surged in
domestic policy directive that was ap-May after having changed little in April;
proved by the Committee and issued tdhe increase in sales, coupled with avail-
the Federal Reserve Bank of New York.able information on prices, suggested
The information reviewed at thisthat real consumer spending on goods
meeting suggested that economic activhad risen substantially on balance since
ity advanced considerably further inthe first quarter. Recent data (available
the second quarter, although growth irthrough April) indicated that spending
aggregate final demand showed somen services had increased moderately on
signs of slowing. Consumer spendinghalance in recent months. Single-family
continued to post sizable gains, buhousing starts fell considerably in May
business investment in equipment anéfom the relatively high April level. The
structures apparently was rising lesslecline suggested that the rise in mort-
vigorously, and higher mortgage rategage rates in recent months had begun
evidently were starting to exert someto damp construction activity, but indi-
restraint on housing construction activ-cators of housing demand, such as sales
ity. Business inventories had beerof new and existing homes, remained
brought into better balance with salesrelatively robust.
and production and employment had Growth in business expenditures on
risen appreciably. Upward pressures odurable equipment and nonresidential
food and energy prices had led to somestructures appeared to be slowing fol-
what larger increases in the consumeowing a surge in outlays in the first
price index over recent months. quarter. In May, shipments of nonde-
Nonfarm payroll employment contin- fense capital goods rebounded from the
ued to expand briskly over April and substantial decline in April; however,
May. Job gains were concentrated irexcluding movements in the volatile air-
the service-producing and constructiorcraft category, shipments were down on
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balance over the two months. Amongappeared to have expanded moderately
the major components, shipments obn balance since the beginning of the
both computing and communicationsyear. In the first quarter, economic per-
equipment fell sharply in April and formance ranged from unexpectedly
retraced only part of that decline in May.robust in Japan to further weakness in
Recent data on new orders pointed t&ermany; the limited data available for
more modest increases in spending othe second quarter suggested a slow-
business equipment over the monthdown in Japan, a bounceback in Ger-
ahead. Nonresidential building activitymany, and moderate growth in other
increased considerably further in Aprilmajor trading partners.

(latest data available), but incoming Although upward pressures on energy
information on contracts suggested thaprices continued to boost overall con-
growth in nonresidential constructionsumer prices in April and May, price
would weaken somewhat in comingincreases for nonfood, non-energy items
months. remained small. Over the twelve months

Businesses had made considerablended in May, the increase in core con-
progress in recent months in bringingsumer prices was appreciably smaller
their inventories into better alignmentthan in the previous twelve-month
with sales. In manufacturing, stocks ros@eriod; much of the deceleration
moderately in April after a decline in reflected swings in automobile finance
March. The stock-to-shipments ratiocharges. At the producer level, higher
dropped further in April and was at aprices for finished energy goods over
low level. At the wholesale trade level, April and May were partially offset by
inventory accumulation was appreciablsslightly lower prices for finished foods;
in April after several months of modestprices for nonfood, non-energy finished
growth. The inventory-to-sales ratio forgoods were little changed over the two-
this sector edged up in April but month period and rose less over the
remained well below the elevated leveldwelve months ended in May than in the
of last fall. Retail inventories increasedcomparable year-earlier period. Data on
slightly in April after a large decline average hourly earnings of production
in March associated with a substantiahnd nonsupervisory workers indicated
liquidation of motor vehicle stocks. Thethat this measure of labor costs had
aggregate ratio of inventories to saleincreased by a somewhat larger amount
for retail establishments was around thén the year ended in May than in the
lower end of its range in recent years. comparable year-earlier period.

The nominal deficit on U.S. trade in At its meeting on May 21, 1996, the
goods and services widened in AprilCommittee adopted a directive that
from its rate in the first quarter, reflect-called for maintaining the existing
ing a slightly larger increase in the valuedegree of pressure on reserve positions
of imports than in that of exports. Theand that did not include a presumption
expansion in imports was concentrate@bout the likely direction of any adjust-
in oil as U.S. refiners sought to meetments to policy during the intermeeting
growing domestic demand and rebuildperiod. The directive stated that in the
their inventories. The rise in exports waontext of the Committee’s long-run
broadly based, although exports of comebjectives for price stability and sustain-
puters, semiconductors, and automotivable economic growth, and giving care-
products edged off. Economic activityful consideration to economic, financial,
in the major foreign industrial countriesand monetary developments, slightly
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greater reserve restraint or slightly lesseweakness in M2 and M3 was associated
reserve restraint would be acceptablen part with the adverse effects of the
during the intermeeting period. Theearlier rise in market interest rates on
reserve conditions associated with thishe opportunity costs of holding depos-
directive were expected to be consisterits. Deposit balances also may have been
with moderate growth in M2 and M3 drawn down to meet unusually large
over coming months. individual tax liabilities on the April 15
Open market operations were directedax date. Partial data for June pointed to
toward maintaining the existing degreea rebound in both aggregates. For the
of pressure on reserve positions throughyear through June, these aggregates
out the intermeeting period. The federalvere estimated to have grown at rates
funds rate averaged nead/s5percent, around the upper bounds of their respec-
the level expected to be associated witlive annual ranges. Expansion of total
the unchanged policy stance. Becausgomestic nonfinancial debt had slowed
the Committee’s decision had beersomewhat in recent months, but the debt
largely anticipated in financial markets,aggregate had remained in the middle
other market interest rates also wer@ortion of its annual range.
little changed during the early part of The staff forecast prepared for this
the period. However, market ratesmeeting suggested that, after a sizable
increased appreciably following theadvance in economic activity in the sec-
release of a strong employment report iond quarter, growth would moderate and
early June, though most of that rise washe economy would expand around or
later retraced as expectations of neaperhaps a little above its estimated
term tightening of monetary policy potential. Consumer spending was pro-
diminished. On balance, most markejected to expand at a more moderate
rates were up a little over the intermeetpace, in line with disposable income; the
ing period. Major indexes of stock favorable effect of higher equity prices
prices were down on balance over the@n household wealth and the still-ample
period. availability of credit were expected to
In foreign exchange markets, thebalance persisting consumer concerns
trade-weighted value of the dollar inabout job and retirement security and
terms of the other G-10 currencieshe restraining effect of high household
depreciated slightly over the intermeetdebt burdens. Homebuilding was fore-
ing period. The dollar declined againstcast to slow somewhat in response to the
the German mark and other Europeaback-up in residential mortgage rates but
currencies as growing indications of avas expected to remain at a relatively
recent pickup in economic activity in high level in the context of sustained
Germany damped market expectationsicome growth and the still-favorable
of any further easing of monetary policycash flow affordability of home owner-
by the Bundesbank. By contrast, theship. Business spending on equipment
dollar rose against the yen in apparenand structures was projected to grow
response to a series of statements Hgss rapidly in light of the anticipated
Japanese officials suggesting that themaoderate growth of sales and profits and
would be no near-term firming of Japa-the reduced rate of utilization of produc-
nese monetary policy. tion capacity now prevailing. The exter-
The broad monetary aggregates werpal sector was expected to exert a small
weak in May: M2 declined, and M3 restraining influence on economic activ-
expanded relatively sluggishly. Theity over the projection period, even
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though an anticipated firming of eco-might be trending higher, although key
nomic activity abroad would bolster measures of price inflation, excluding
demand for U.S. exports. Little furthertheir food and energy components, con-
fiscal contraction was forecast over thainued to display a flat or even a declin-
projection period. Inflation recently hading trend.
been lifted by adverse developments in In keeping with the practice at meet-
energy markets and was projected tings when the Committee sets its long-
remain above the levels of recent yeargun ranges for the money and debt
given the still-high level of resource uti- aggregates, the members of the Commit-
lization and the effects of tight graintee and the Federal Reserve Bank presi-
supplies on food prices. dents not currently serving as members
In the Committee’s discussion of cur-provided individual projections of the
rent and prospective economic develgrowth in real and nominal GDP, the
opments, members commented on thete of unemployment, and the rate of
stronger-than-expected expansion imflation for the years 1996 and 1997.
overall economic activity in recent(The ranges in this paragraph take into
months, but for a variety of reasons theyaccount minor revisions made by a few
anticipated that growth would slowmembers subsequent to the meeting.)
appreciably over the second half of thelhe forecasts of the rate of expansion
year to a pace more in line with thein real GDP for 1996 as a whole had a
growth in the economy’s potential. Keycentral tendency of 2 to 2% percent,
factors bearing on this outlook includedreflecting expectations of considerable
the prospective effects of the rise inmoderation in the rate of economic
interest rates and the dollar that hadjrowth over the second half of the year;
occurred since earlier in the year and théor 1997, the projections centered on
waning influence of transitory factorscontinued moderate growth of GDP in a
that had stimulated economic activity inrange of ¥4 to 2¥4 percent. With regard
the second quarter. The members genete the expansion of nominal GDP, the
ally agreed, however, that, apart fronforecasts were concentrated in growth
evidence of some moderation in theanges of 5 to % percent for 1996 and
growth of business investment expendi4¥s to 5 percent for 1997. The civilian
tures from a very rapid pace, there wereate of unemployment associated with
few hard indications of a slowing in thethese forecasts was expected by most
expansion and the risks were clearly tanembers to remain around/bpercent
the upside of their current forecaststhis year and to be in a range o¥5to
Against that background, they were con5%s percent in 1997. This level of
cerned that inflation could begin to riseresource utilization was expected to be
Cost and price pressures had been suassociated with a slightly higher rate of
prisingly well contained at high levelsinflation in 1996, as measured by the
of resource utilization, but this unusu-consumer price index, than that recorded
ally favorable performance might notin 1995 owing to developments in the
be sustained, and in any event evefood and energy sectors, but a decline
greater resource utilization, as wouldvas anticipated in 1997. Specifically,
occur if growth did not moderate appre-the projections converged on rates of
ciably, carried substantial inflation risk.3 to 3Ys percent in 1996 and32 to
There were some scattered indication8 percent in 1997. The projections for
in statistical and anecdotal reports thaboth 1996 and 1997 were based on indi-
tended to suggest that wage inflatiorvidual views concerning what would be
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an appropriate monetary policy over the Housing was seen as another impor-
projection horizon. tant sector of the economy that was
In their assessment of factors bearindikely to exert a retarding effect on the
on the outlook for final demand, mem-expansion as the rise that had occurred
bers commented that growth in conin mortgage interest rates was felt
sumer spending was likely to moderateéncreasingly in housing markets. The
in coming quarters from its pace thus famnecdotal information from around the
this year. This moderation would reflectnation and the available statistics sug-
the projected slowing in income growth.gested, however, that those markets
While overall employment conditions, generally had remained surprisingly
the buildup of household net worth, andebullient thus far, and there were only
access to financing would bolster confimited indications of some softening in
sumer expenditures, members also citeldlome construction activity.
a number of limiting factors. The lat- Business inventory investment was
ter included the increase in consumeviewed as a key upside risk in the eco-
indebtedness, satisfaction of earlienomic outlook for coming quarters. An
pent-up demand for consumer durablénventory overhang at the end of last
goods, and continuing concern about jolyear had been corrected in the first quar-
security. Higher interest rates also werger, and inventory investment was indi-
expected to exert an inhibiting effect oncated to have turned positive again in
purchases of consumer durables, includhe second quarter. However, current
ing those related to housing. Someénventory-to-sales ratios appeared to
members observed that while slowebe relatively lean, and final sales that
growth in consumer spending was thexceeded current expectations might
most probable forecast, they saw anvell induce a sharp upward adjustment
upside risk from the wealth effects ofin inventory accumulation, especially if
the large rise that had occurred in thdead times were to lengthen and produc-
value of stock market holdings. ers perceived shortfalls in their safety
Business expenditures for plant andtocks.
equipment were expected to grow at a Members viewed the outlook for
slower though still appreciable paceinflation as a source of substantial uncer-
Indeed, such spending already appearddinty in their forecasts, though many
to be moderating. Contract data sugsaw reasonable prospects that a rate
gested that nonresidential constructiolf economic expansion in line with their
activity was on a slowing growth tra- forecasts and associated levels of capac-
jectory and expansion of outlays fority utilization would prove to be con-
producers’ durable equipment also apsistent with little change in the core
peared to have softened. Given the outate of inflation. Some important mea-
look for slower growth in final demand, sures of price inflation, after adjust-
many businesses would not have tenent to exclude their volatile food and
add significantly to capacity. However,energy components, had shown a flat
spending for computing equipment,or even a declining trend in recent
while perhaps moderating from thequarters. The outlook for overall price
exceptional pace of recent quarters, waisicreases would remain contingent in
thought likely to remain buoyant as con-part on food and energy price devel-
tinuing innovations and declining pricesopments, but more importantly on
stimulated further solid gains in this seg-underlying cost pressures in the
ment of business spending. economy.
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Several members commented that thievel presented difficult problems for
levels of utilization of capital and labor assessing progress toward price stabil-
resources that had prevailed over thé&y. Some also observed that the precise
past couple of years would have beetevel of average price inflation that
expected, on the basis of historical patmight be compatible with the optimal
terns, to foster rising cost pressures anflinctioning of the economy was an
greater inflation. However, labor com-unsettled issue owing, for example, to
pensation gains had been subdued ipotential rigidities in labor markets.
relation to earlier cyclical experience, Thus far, such rigidities had not
likely as a consequence of increase@mpeded the economy from functioning
worker concerns about job security angit a very high level as inflation came
job opportunities. Despite the continueddown, and continued adaptation to even
low rate of unemployment and wide-lower inflation rates was very likely.
spread anecdotal reports of tight laboHowever, the Committee would need to
markets across the country, there werpay careful attention to these potential
only limited indications in national data problems as inflation fell further. For
that wage inflation might be increasing.now, the members agreed that some
Whether greater labor cost pressureadditional progress in reducing inflation
would emerge in the context of thewas very likely to improve the ultimate
members’ consensus forecast for ecgerformance of the economy, and that it
nomic activity was a critical issue in thewas particularly important at this junc-
outlook for prices, though it was notedture to resist firmly any tendency for
that at least some of the rising costsnflation to worsen.
were likely to be absorbed in shrinking In keeping with the requirements of
profit margins. Even if greater pricethe Full Employment and Balanced
inflation were averted under that sceGrowth Act of 1978 (the Humphrey—
nario, the members saw a substantidhawkins Act), the Committee at this
risk that if economic growth did not meeting reviewed the ranges for growth
slow in line with their current forecasts, of the monetary and debt aggregates that
the resulting added pressures on rdt had established in January for 1996,
sources would at some point translatand it decided on tentative ranges for
into higher price inflation. Accordingly, those aggregates for 1997. The current
the factors bearing on the outlook forranges set in January for the period from
resource use and inflation needed to bihe fourth quarter of 1995 to the fourth
monitored with special care in thisquarter of 1996 were unchanged from
period. the ranges for 1995 and included expan-

With regard to inflation over the long sion of 1 to 5 percent for M2 and 2 to
run, the members agreed that it wa$ percent for M3. An unchanged moni-
essential for the Committee to continudoring range of 3 to 7 percent was set in
to focus on reducing inflation overJanuary for growth of total domestic
time because the achievement of an evamnfinancial debt in 1996.
less inflationary economic environ- A majority of the members favored
ment would foster a more productiveretaining the current ranges for this year
economy and maximum sustainableand extending them on a provisional
economic expansion. The memberdasis to 1997. They anticipated that
acknowledged that as inflation dimin-growth of M2 and M3 probably would
ished to very low levels, questions aboutontinue at rates close to the upper limit
the measurement of the overall priceof their respective ranges in both years,
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given the Committee’s expectations foreconomic outcomes for the period cov-
the performance of the economy andred by the ranges. They believed that
prices. However, despite a degree ofhe reasons for establishing the higher
concern about setting ranges that did naanges could readily be explained and
more comfortably encompass expectednderstood as appropriate technical
growth, these members preferred not tadjustments that did not imply any less-
change the ranges for a variety of reaened commitment to the Committee’s
sons. The current ranges for the broagrice stability goal. For example, such
monetary aggregates could be viewedn explanation appeared to have been
as anchors or benchmarks for monewccepted with little or no comment by
growth that would be associated withthe public when the range for M3 was
approximate price stability and sus-increased in July 1995.
tained economic growth, assuming The Committee members were unani-
behavior of velocity in line with histori- mously in favor of retaining the current
cal experience. Accordingly, a reaffir-monitoring range of 3 to 7 percent for
mation of those ranges would undergrowth of total domestic nonfinancial
score the Committee’s commitment to alebt in 1996 and extending that range
policy of achieving price stability over on a provisional basis to 1997. They
time; and in the view of some memberstook account of a staff projection indi-
higher ranges could raise questions igating that growth of the debt aggregate
this regard. Moreover, a change in thevas likely to slow somewhat from its
ranges might be misinterpreted as a sigpace earlier this year in line with some
nal of greater reliance on the broadmoderation in the expansion of nhominal
monetary aggregates in the formulatioincome. According to the staff projec-
and conduct of monetary policy. In thistion, growth in the debt measure would
connection, the members noted that thbe near the midpoint of the existing
behavior of M2 in relation to nominal range over the period through 1997.
GDP and interest rates had displayed At the conclusion of this discussion,
a pattern over the past two years or sthe Committee voted to reaffirm the
that was in line with historical norms ranges for growth of M2 and M3 and the
before the 1990s. However, in lightmonitoring range for expansion of total
of difficulties in the early 1990s and domestic nonfinancial debt that it had
changes in financial markets, the proestablished in January for 1996. For the
spective growth of M2 and its velocity year 1997, the Committee approved
remained subject to considerable uncemprovisional ranges for M2 and M3 and a
tainty and the members felt that itprovisional monitoring range for total
would be premature for the Committeedomestic nonfinancial debt that were
to place increased reliance on M2 at thisinchanged from the 1996 ranges. In
point. keeping with its usual procedure under
A few members preferred somewhathe Humphrey—Hawkins Act, the Com-
higher growth ranges for M2 and M3mittee would review its preliminary
because such ranges would more comranges for 1997 early next year, or
fortably surround the Committee’ssooner if interim conditions warranted,
expectations for monetary growth. Thein light of their growth and velocity
higher ranges would be more informa-behavior and ongoing economic and
tive for the Congress and the public aginancial developments. Accordingly,
to the money growth likely to be asso-the Committee voted to incorporate the
ciated with the Committee’s expectedfollowing statement regarding the 1996
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and 1997 ranges in its domestic policyeasily be explained and understood as a
directive: technical adjustment that did not repre-
sent a reduced commitment to the goal
The Federal Open Market Committeeof price stability or an increased empha-

seeks monetary and financial conditions thag; ; ;
will foster price stability and promote sus-aéIS on the monetary aggregates in policy

tainable growth in output. In furtherance Offormulatlon. . . .
these objectives, the Committee reaffrmed In the Committee’s discussion of pol-
at this meeting the ranges it had establisheity for the intermeeting period ahead,

in January for growth of M2 and M3 of 1 to all but one of the members supported
5 percent and 2 to 6 percent respectively, proposal to maintain an unchanged

measured from the fourth quarter of 1995 tq_ . g
the fourth quarter of 1996. The monitorinc‘sjopoIICy stance. These members also indi-

range for growth of total domestic nonfinan-cated that they preferred or could accept
cial debt was maintained at 3 to 7 percent foRn asymmetric directive that was biased

the year. For 1997 the Committee agreed otoward restraint. In their view, the most

tentative ranges for monetary growth, meatikely outcome was a slowing of the

sured from the fourth quarter of 1996 to the : ;
fourth quarter of 1997, of 1 to 5 percent foreXpansion to a more sustainable pace

M2 and 2 to 6 percent for M3. The Commit- @nd & continuation of subdued inflation.
tee provisionally set the associated monitorNevertheless, they were concerned that
ing range for growth of total domestic non-the risks to that outcome were tilted
financial debt at 3 to 7 percent for 1997. Theoward higher inflation. While a strong
behavior of the monetary aggregates W'”economy generally was a welcome

continue to be evaluated in the light ofd | t t £ | "
progress toward price level stability, move- evelopment, at current levels o

ments in their velocities, and development§esource use a continuation of rapid
in the economy and financial markets. growth was not likely to be sustainable
Votes for this action: M G because it would have the potential for
otes for this action: viessrs. reenspangdding significantly to inflation pres-
D EO, e KeheYsures. However, inflaion had remained
and Mr. Stern. Votes against this actionflatively damped thus far, and the rise
MTr. I_indsey and Ms. Yellen. In interest rates among other factors was
expected to curb demand. Moreover, any
Mr. Lindsey and Ms. Yellen dissentedtendency for price pressures to mount
because they preferred somewhat highevas likely to emerge only gradually
ranges for M2 and M3 growth in 1996and be reversible through a relatively
and 1997. The central tendencies of thémited policy adjustment. The current
members’ forecasts of nominal GDP forstance of monetary policy could not be
the two years were likely to be associ-described in this view as clearly accom-
ated with growth of the broad monetarymodative. While the federal funds rate
aggregates at rates around the top of thead been reduced appreciably in nomi-
current ranges. Somewhat higher rangasal terms over the past year, its current
would more comfortably encompass thdevel on an inflation-adjusted basis
anticipated growth of the monetaryseemed to be only marginally below its
aggregates and in their view would conpeak prior to mid-1995. In the circum-
form more closely with the provisions stances, the Committee could afford to
and intent of the Federal Reserve Actvait for more evidence to see whether
that require the System to communicatadditional inflation pressures were likely
its objectives and plans for monetaryto develop. A number of key economic
growth to the Congress. They believediata would become available over the
the reasons for raising the ranges couldext several weeks that would provide a



150 83rd Annual Report, 1996

much better basis for assessing thsible firming of reserve conditions dur-
economy’s momentum over the seconéhg the intermeeting period. Accord-
half of the year and the outlook foringly, in the context of the Committee’s
inflation. long-run objectives for price stability
A differing view gave more emphasisand sustainable economic growth, and
to prospects for rising inflation and thegiving careful consideration to eco-
need for immediate action to forestallnomic, financial, and monetary devel-
a buildup of cost and price pressure®pments, the Committee decided that
before they undermined the expansionrsomewhat greater reserve restraint
There was little firm evidence that eco-would be acceptable and slightly lesser
nomic growth was slowing and reportsreserve restraint might be acceptable
of appreciable wage pressures werduring the intermeeting period. The
increasing. Inflation expectations perteserve conditions contemplated at this
sisted in financial markets, and probablyneeting were expected to be consistent
in product and labor markets as well; ifwith moderate growth of M2 and M3
they were allowed to worsen, the Com-over coming months.
mittee’s long-run goal of price stability At the conclusion of the meeting, the
would become much more difficult to Federal Reserve Bank of New York was
achieve. Delaying action risked the neecuthorized and directed, until instructed
for a greater adjustment in policy at aotherwise by the Committee, to execute
later date with possible disruption to thetransactions in the System Account in
economy. accordance with the following domestic
Members observed that an asymmetpolicy directive:
ric directive would represent a shift from
the symmetric directives that had been The information reviewed at this meeting
adopted over the st year butwould ERUSHESES 1, SCoTome, 2oy s
n keeplng with t_he|r assessments of th%ut increasgs in final demand showeqd some
risks of higher inflation. Several com-giyng of moderation. Nonfarm payroll em-
mented that an asymmetric directive dighioyment was up substantially in April and
not imply a commitment to tighten May; the civilian unemployment rate rose to
monetary policy at some point, whethei5.6 percent in May. Industrial production
during the intermeeting period or at aincreased appreciably further in May, reflect-

: T Ing gains across a wide range of industries.
future meeting, but it did imply the needReaI consumer spending rose substantially

for.speqal V|g_|lance. Some noted that &, pajance over April and May. Single-
policy tightening action could tend to family housing starts fell considerably in
have a more pronounced effect thamay from a relatively high level in April.
usual because it would indicate a shift irf@rders and contracts point to some decelera-
the direction of policy and might gener_tlon in spending on business equipment and

: - . nonresidential structures after a very rapid
ate expectations of further tlghtenlng'e><pansion earlier in the year. The nominal

Under the circumstances, the CommMityeficit on U.S. trade in goods and services
tee would consult in some way beforewidened in April from its rate in the first
any policy tightening was undertaken. quarter. Upward pressures on food and
At the conclusion of the Committee’s energy prices have led to somewhat larger
discussion. all but one member indiincreases in the consumer price index over

: . cent months.
cated that they supported a directive tha{FMost market interest rates have edged

called for maintaining the existing higher since the Committee meeting on
degree of pressure on reserve positiongay 21. In foreign exchange markets, the
and that included a bias toward the postrade-weighted value of the dollar in terms
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of the other G-10 currencies has depreciated Phillips, Rivlin, and Yellen. Vote against
slightly over the intermeeting period. this action: Mr. Stern.

M2 declined in May, though partial data
for June pointed to a rebound. Growth of M3 Mr. Stern dissented because he was

was relatively sluggish in May but also cqnyinced that a modestly more restric-
appears to have turned up in June. For thg'I

year through June, both aggregates are estl”® policy was warranted. In his view,
mated to have grown at rates around théh€ momentum of the economy and
upper bounds of their respective ranges fostrains on capacity in labor and some
the year. Expansion in total domestic nonother markets raised the possibility of
financial debt has been moderate on balanggn acceleration of inflation that would
over recent months and has remained in thfeopardize the economic expansion. This

m'$ﬂ|: F;:oggg?a?f gspg?]ng&érket CommitteeCONCENM aside, Mr. Stern also believed

seeks monetary and financial conditions thahat current circumstances were favor-
will foster price stability and promote sus-able for policy action to reduce infla-
tainable growth in output. In furtherance oftion further and thereby help to sus-

these objectives, the Committee reaffirmedqin the ongoing improvement in the
at this meeting the ranges it had eStab"Shegionomy

in January for growth of M2 and M3 of 1 to . .

5 percent and 2 to 6 percent respectively, As a prelude to its fo.rmal review later

measured from the fourth quarter of 1995 tdn the year, the Committee at this meet-
the fourth quarter of 1996. The monitoringing considered its existing network of

range for growth of total domestic nonfinan-swap arrangements with a number of
cial debt was maintained at 3 to 7 percent foforeign central banks and the Bank for

the year. For 1997 the Committee agreed o ; :
tentative ranges for monetary growth, mea[hternatlonal Settlements. From time to

sured from the fourth quarter of 1996 to thefiMe in recent years the Committee had
fourth quarter of 1997, of 1 to 5 percent fordiscussed a variety of issues relating
M2 and 2 to 6 percent for M3. The Commit-to its foreign exchange activities and
tee provisionally set the associated monitorits financial arrangements with other
ing range for growth of total domestic non-centra| banks. In this discusssion, the

financial debt at 3 to 7 percent for 1997. Th : : : :
behavior of the monetary aggregates WiﬁCommlttee considered in particular

continue to be evaluated in the light ofWhether the swap arrangements, all

progress toward price level stability, move-Of which had been put in place in
ments in their velocities, and development¢he 1960s, remained an appropriate
in the economy and financial markets. approach to international financial coop-

_In the implementation of policy for the eration among central banks in light
immediate future, the Committee seeks t f the evolution of the international

maintain the existing degree of pressure o . .
reserve positions. In the context of thefinancial system in recent decades, and

Committee’s long-run objectives for price Whether other approaches should be
stability and sustainable economic growthconsidered. The Committee made no
and giving careful consideration to eco-decisions relating to these matters,

nomic, financiz?]l,tand rtnonetary develtOp.‘though it was understood that these
ments, somewhat greater reserve restrairn
would or slightly lesser reserve restraintIésues would be explored further.

might be acceptable in the intermeeting |t Was agreed that the next meeting of
period. The contemplated reserve conditionshe Committee would be held on Tues-
are expected to be consistent with moderatday, August 20, 1996.

growth in M2 and M3 over coming months.  The meeting adjourned at 12:50 p.m.

Votes for short-run policy: Messrs.
Greenspan, McDonough, Boehne, Jordan, Donald L. Kohn
Kelley, Lindsey, McTeer, Meyer, Mses. Secretary
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Meeting Held on
August 20, 1996

A meeting of the Federal Open Market
Committee was held in the offices of the
Board of Governors of the Federal
Reserve System in Washington, D.C.,
on Tuesday, August 20, 1996, at
9:00 a.m.

Present:

Messrs. Madigan and Slifman,

Ms.

Ms.

M

=

Associate Directors, Divisions of
Monetary Affairs and Research
and Statistics respectively,
Board of Governors

Johnson, Assistant Director,
Division of International Finance,
Board of Governors

Low, Open Market Secretariat
Assistant, Division of Monetary
Affairs, Board of Governors

Mr. Greenspan, Chairman
Mr. McDonough, Vice Chairman
Mr. Boehne

Mr. Jordan

Mr. Kelley

Mr. Lindsey

Mr. McTeer

Mr. Meyer

Ms. Phillips

Ms. Rivlin

Mr. Stern

Ms. Yellen

Messrs. Broaddus, Guynn, Moskow,
and Parry, Alternate Members
of the Federal Open Market
Committee

Messrs. Hoenig, Melzer, and
Ms. Minehan, Presidents of the
Federal Reserve Banks of

. Connolly, First Vice President,
Federal Reserve Bank of Boston
Beebe, Ms. Browne, Messrs. Davis,
Dewald, Eisenbeis, and
Goodfriend, Senior Vice
Presidents, Federal Reserve Banks
of San Francisco, Boston,

Kansas City, St. Louis, Atlanta,
and Richmond respectively
Krieger, Vice President, Federal
Reserve Bank of New York

. Sullivan, Assistant Vice President,
Federal Reserve Bank of Chicago
Bryan, Consultant, Federal Reserve
Bank of Cleveland

Mr.

Ms.
M

=

Mr.

By unanimous vote, the minutes of
the meeting of the Federal Open Market
Committee held on July 2—-3, 1996, were
approved.

The Manager of the System Open

Kansas City, St. Louis, and BostonMarket Account reported on recent

respectively

Mr. Kohn, Secretary and Economist
Mr. Bernard, Deputy Secretary

Mr. Coyne, Assistant Secretary

Mr. Gillum, Assistant Secretary

Mr. Mattingly, General Counsel

Mr. Prell, Economist

Messrs. Lang, Lindsey, Mishkin,
Promisel, Rolnick, Rosenblum,
Siegman, Simpson, and Stockton,
Associate Economists

Mr. Fisher, Manager, System Open
Market Account

Mr. Ettin, Deputy Director, Division of
Research and Statistics, Board of
Governors

developments in foreign exchange mar-
kets. There were no open market trans-
actions in foreign currencies for System
account during the period since the
meeting on July 2-3, 1996, and thus no
vote was required of the Committee.

The Manager also reported on devel-
opments in domestic financial markets
and on System open market transac-
tions in U.S. government securities and
federal agency obligations during the
period July 3, 1996, through August 20,
1996. By unanimous vote, the Commit-
tee ratified these transactions.

The Committee then turned to a dis-
cussion of the economic and financial
outlook and the implementation of
monetary policy over the intermeeting
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period ahead. A summary of the ecoelectricity generation dropped sharply as
nomic and financial information avail- a result of unseasonably cool weather. A
able at the time of the meeting and ofsubstantial increase in the production of
the Committee’s discussion is providedmotor vehicles and parts accounted for
below, followed by the domestic policy most of the advance in manufacturing
directive that was approved by the Comeutput. Elsewhere, the manufacture of
mittee and issued to the Federal Resenafice and computing equipment contin-
Bank of New York. ued on its strong upward trend in July
The information reviewed at this while the production of other business
meeting suggested that the economiequipment slipped. The output of con-
expansion had moderated somewhaumer goods edged lower after having
recently. Growth in consumer spendingisen slightly in May and June. The rate
appeared to be slowing, business pumf utilization of total industrial capacity
chases of equipment and structures werdeclined a little in July but remained at a
rising less vigorously, and higher mort-relatively high level.
gage rates were beginning to exert a Retail sales weakened somewhat over
restraining effect on housing construcJune and July following several months
tion. Business inventory accumulationof robust growth. Sales of motor vehi-
had been quite modest, and productionles were down in both months, and
and employment were expanding lesspending on other goods rose sluggishly
rapidly. Increases in labor compensatiomn balance. Housing starts fell some-
had been somewhat larger this year, bwhat further in July, reflecting a sizable
consumer price inflation, adjusted fordecline in single-family starts that more
food and energy prices, had remained othan offset a bounceback in multifamily
a fairly steady trend. starts. The drop in housing starts,
Private nonfarm payroll employmentcoupled with lower sales of new and
increased relatively rapidly in July, existing homes in June (latest data avail-
though at a considerably slower paceble), suggested that the rise in mort-
than in the second quarter. Job growtlgage rates was exerting a damping effect
in the services industry slowed sharplypn housing demand and homebuilding
and manufacturing employment de-activity.
clined appreciably after having risen Growth in business spending on dura-
somewhat in the second quarter. In conble equipment and nonresidential struc-
trast, the expansion in employment irtures had slowed after a very rapid
wholesale and retail trade picked upexpansion earlier in the year. Shipments
slightly in July, and the number of jobsof nondefense capital goods were little
in construction continued to increase athanged in June after a sizable increase
about the second-quarter pace. The aveir May. Weakness in outlays for aircraft
age workweek for private production ormore than offset persisting strength in
nonsupervisory workers fell consider-spending on office and computing equip-
ably in July, to a level a little below its ment, and purchases of other types
average for the second quarter, and thef equipment, notably communications
civilian unemployment rate edged up toand industrial equipment, continued to
5.4 percent. advance briskly. Nonresidential con-
Industrial production rose slightly struction activity rebounded in June
further in July after three consecutivefrom an appreciable decrease in May.
months of strong gains; manufacturingThe pace of office building picked up,
production expanded less rapidly, anénd construction of other commercial
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and industrial structures posted healthffhe employment cost index for private
gains after May declines. industry workers advanced at a some-
Business inventories increased by avhat faster rate in the second quarter
modest amount in June after having conthan in the first quarter or in the second
tracted in May. In manufacturing, inven-half of 1995. Measured over the year
tories continued to run off in June,ended in June, the index rose by a
reducing the sector's stock-sales ratislightly larger amount than in the previ-
to near its historical low. Wholesaleous year.
trade stocks also fell in June, and the At its meeting on July 2-3, 1996, the
inventory—sales ratio was in the lowerCommittee adopted a directive that
portion of its range over recent yearscalled for maintaining the existing de-
Retail inventories rose in June; largelgree of pressure on reserve positions but
stocks at automotive dealers mordhat included a bias toward the possible
than accounted for the increase. Th&éirming of reserve conditions during the
inventory—sales ratio for the sector as &ntermeeting period. The directive stated
whole edged higher but remained at ahat in the context of the Committee’s
relatively low level. long-run objectives for price stability
The nominal deficit on U.S. trade inand sustainable economic growth, and
goods and services narrowed in Juneiving careful consideration to eco-
but on a quarterly average basis the defomic, financial, and monetary devel-
cit widened in the second quarter fromopments, somewhat greater reserve re-
its rate in the first quarter. In June, thestraint would be acceptable and slightly
value of exports declined slightly, butlesser reserve restraint might be accept-
the value of imports dropped by a con-able during the intermeeting period. The
siderably larger amount from a rela-reserve conditions associated with this
tively high rate in May. Available infor- directive were expected to be consistent
mation suggested that economic activityvith moderate growth of M2 and M3
in the major foreign industrial countriesover coming months.
continued to advance, but at an uneven With economic growth moderating
pace; in Germany, activity reboundedand inflation quiescent, open market
from the contraction in the first quarter,operations were directed toward main-
while in Japan a considerable slowing otaining the existing degree of pressure
growth had occurred in the second quaren reserve positions throughout the
ter after very rapid expansion in the firstintermeeting period. The federal funds
quarter. rate averaged a little higher than the
Price inflation remained moderate orlevel expected with an unchanged pol-
balance in June and July, with declinescy stance, in part because of unexpect-
in energy prices essentially offsettingedly high demand for reserves in late
increases in food prices. Over a someduly and early August. On balance, most
what longer horizon, consumer pricether short-term market interest rates
for nonfood, non-energy items rosedeclined slightly, and intermediate- and
slightly less in the twelve months endedong-term rates fell somewhat more,
in July than in the previous twelve-over the intermeeting period. In the days
month period. Producer prices of fin-immediately following the meeting,
ished goods other than food and energsates rose sharply in response to incom-
also increased more slowly in the twelveng data, notably the employment re-
months ended in July. In contrastport for June that market participants
growth in labor costs had picked up.viewed as indicating increasing pres-
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sures on economic resources and labor The staff forecast prepared for this
costs. Subsequently, however, that rismeeting suggested that the expansion
was more than reversed when furthewould slow to a rate around, or perhaps
data releases were interpreted as sug-little above, the economy’s estimated
gesting that the economic expansiomrowth potential. Consumer spending
might be slowing and that the upturn inwas projected to expand at a more mod-
labor compensation was mild. Equityerate pace that would be in line with the
prices also exhibited considerable volaprojected increase in disposable income;
tility over the period since the Commit- the favorable effect of the earlier run-up
tee meeting on July 2-3, with majorin equity prices on household wealth
indexes of stock prices falling steeplyand the generally ample availability of
through late July before recouping partredit were expected to balance con-
to most of their losses in associatiortinuing consumer concerns about the
with the bond market rally and favor-adequacy of their savings and the
able earnings reports. restraining effect of high household debt
In foreign exchange markets, theburdens. Homebuilding was forecast
trade-weighted value of the dollar into slow somewhat in response to the
terms of the other G-10 currenciesbackup in residential mortgage rates but
declined slightly over the intermeetingto remain at a relatively high level in the
period. The flow of information suggest-context of sustained income growth and
ing a slowing in U.S. economic growththe still-favorable cash flow affordabil-
and reduced prospects for a near-ternty of home ownership. Business spend-
tightening of Federal Reserve policying on equipment and structures was
weighed against the dollar. On the otheprojected to grow less rapidly in light of
hand, the yen was bolstered by incomthe anticipated moderate growth of sales
ing data suggesting that the Japanesend profits. On balance, the external
current account surplus was again widsector was expected to exert a small
ening, and the German mark benefitedestraining influence on economic activ-
from the Bundesbank’s inaction at aity over the projection period. Only
time when market participants weremodest fiscal restraint was anticipated
expecting a policy easing. over the forecast horizon. Inflation
Growth of M2 and M3 moderated in recently had been lifted by adverse
July. Much of the slowdown in the developments in energy markets and
expansion of M2 was associated with amvas projected to remain above the levels
unexpected decline in demand depositf recent years, given the high level of
which had grown rapidly earlier in the resource utilization, the effects of tight
year. With bank credit expanding slug-grain supplies on food prices, and a
gishly, the funding needs of banks werenoticeable step-up in labor compensa-
modest, and the slower growth of M2tion reinforced by the legislated rise in
showed through to M3. For the yearthe federal minimum wage.
through July, both aggregates were esti- In the Committee’s discussion of cur-
mated to have increased at rates someent and prospective economic devel-
what below the upper bounds of theiropments, members commented that on
respective ranges for the year. Expanbalance the information received since
sion in total domestic nonfinancial debtthe July meeting, including anecdotal
had been moderate on balance oveeports from around the nation, pointed
recent months and had remained in theo some slowing in the growth of eco-
middle portion of its range. nomic activity from a very rapid pace
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during the spring. The extent of theexpansion in the first half of the year
slowing remained uncertain, and it washad been provided by large increases in
unclear at this juncture whether thespending for consumer durables, hous-
expansion would slow sufficiently toing, and business equipment; however,
contain pressures on labor and othegrowth in such spending could be
producer resources. Nonetheless, broakpected to slow in the context of
measures of price inflation, adjusted tancreasingly satisfied pent-up demands
exclude their volatile food and energyand the lagged effects of earlier
components, did not exhibit any uptrendncreases in intermediate- and long-term
despite robust growth in economic activ-interest rates on these interest-sensitive
ity this year and high levels of resourcesectors of the economy. A key uncer-
use. Indeed, some price measures sutginty in the outlook was the prospective
gested that inflation had trended lowebehavior of inventories. Should the
through the second quarter. Moreoverexpansion in final demand fail to moder-
there were no early signs of pressureate to a sustainable pace, business firms
or imbalances in the industrial sectorwould be likely to intensify their efforts
In labor markets, however, there werdo build their inventories, which cur-
increasing indications of tightness thatently were widely viewed as satisfac-
might at some point feed through totory or even relatively lean in relation to
greater inflation. Upward wage adjust-sales. While some buildup in inventories
ments were becoming more evident andppeared to be occurring in the current
increases in overall compensation haduarter, developments that might lead to
edged up, suggesting the possibility oh sharp increase in inventory invest-
further increases in labor costs at curreninent, such as shortages of various goods
or higher levels of labor utilization evenand materials and lengthening delays
before taking account of the effects ofin securing deliveries, were not in
the rise in the minimum wage. Althoughevidence at this time. Accordingly,
increases in compensation might beggressive inventory accumulation
moderated by greater productivity orremained an upside risk to the projected
absorbed for a time by lower profit mar-expansion but not one that was likely to
gins, the risks seemed tilted towardmaterialize unless final demand were to
increases in inflation at some pointexceed current forecasts by a significant
especially if the growth of the economymargin.
continued to outstrip its potential and In their discussion of the outlook
added to pressures on resources. for inflation, members observed that
In the course of the Committee’s dis-increases in prices had remained
cussion, members cited a variety of inditemarkably subdued for an extended
cations that economic growth was slowperiod in relation to measures of
ing from a very rapid pace, and theyresource utilization, notably the rate of
pointed to a number of factors that inunemployment. Such behavior differed
their view should promote continued,markedly from the historical experi-
though more moderate, expansion irence under similar circumstances. One
economic activity. These included genfactor tending to hold down prices has
erally supportive financial conditions,been highly competitive markets—
relatively high levels of consumer confi-throughout the nation and internation-
dence, and the absence of major imbaklly as well—that have made it very
ances in the economy. It was noted thadifficult for business firms to raise
much of the stimulus for the strongprices. Another key factor, though one



Minutes of FOMC Meetings, Augusi57

whose importance might now be startbe to the upside, with the potential for
ing to diminish, was the persistence oimore inflation stemming from rising
comparatively small increases in labotabor compensation costs augmented by
compensation, which remained apprea rise in the minimum wage and the
ciably below earlier norms in relation to prospect of higher food prices and per-
levels of unemployment. This develop-haps energy prices over the next several
ment appeared to reflect worker congquarters.
cerns about job security in a period of Inthe Committee’s discussion of pol-
major business restructuring and downicy for the intermeeting period ahead,
sizing activities as well as substantiallymembers focused on indications that
reduced increases in benefit costs, notédhe economy already was slowing, per-
bly those relating to health care. haps by enough to limit pressures on
In assessing whether a relativelyresources, and they noted that broad sta-
favorable inflation performance wastistical measures of prices and the anec-
likely to continue, the members focuseddotal evidence did not suggest that a
on a variety of issues. One was whethepickup in inflation was already under
the expansion would moderate suffiway. Consequently, all but one of the
ciently to keep pressures on labor andnembers supported a proposal to main-
other resources from intensifying.tain an unchanged policy stance. A num-
Another was whether a rate of unember also commented that real interest
ployment in the vicinity of its current rates were not unusually low, suggesting
level would foster added wage presthat any pickup ininflationary pressures,
sures. Uncertainty also surrounded thehould that occur, would be modest and
extent to which further increases in laboreadily contained. One concern was that
compensation costs, should they materpolicy tightening at this point might gen-
alize, would be passed through to higheerate an excessive reaction in financial
prices. Improvements in productivity markets, both because it was not gener-
were likely to offset part of such ally expected and because it would rep-
increases, but how much remained aresent a change in policy direction that
open question. In addition, profit mar-might well lead to expectations of fur-
gins were high, but the extent to whichther policy tightening. Such a develop-
they might narrow to absorb increasingnent could have serious adverse con-
labor costs was difficult to predict. With sequences for economic activity if the
regard to the outlook for wages,expansion was in fact already slowing to
members observed that, though it wasa more sustainable and less inflationary
too early to reach a firm judgment, thepace. These members therefore con-
acceleration of wage increases this yearluded that the prudent course at this
might well augur faster advances thapoint was to await further developments
were more in line with historical experi- that would permit them to assess the
ence under essentially full employmenpossible need for some tightening with
conditions. Moreover, the tendencya higher degree of confidence. At the
toward reduced increases in the costs afame time, it was emphasized that the
benefits might tend to dissipate, thougifCommittee remained committed to a
some members commented that furthgolicy that would resist a rise in infla-
economies in the provision of medicaltion; such a policy would entail moving
services might well be achievable forin anticipation of greater price pressures
some period. On balance, the inflatiorand before they showed through to
risks in the outlook clearly seemed toactual inflation. Accordingly, they also
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agreed on the desirability of a directive At the conclusion of the meeting, the
that remained biased toward possibl&ederal Reserve Bank of New York was
tightening in the intermeeting periodauthorized and directed, until instructed
ahead. Such a directive would implyotherwise by the Committee, to execute
that any tightening should be imple-transactions in the System Account in
mented promptly if developments wereaccordance with the following domestic
perceived as pointing to rising infla-policy directive:
tion. For now, the Committee should
remain particularly vigilant to incoming  the information reviewed at this meeting
information bearing on the outlook for suggests that growth in economic activity
inflation. recently has moderated somewhat. Private
A differing view gave more weight to honfarm payroll employment grew less
the risks of rising inflation. In this view, rapidly in July, the average workweek fell

sharply, and the civilian unemployment rate

while there were uncertainties, theedged up to 5.4 percent. Industrial produc-

weight of the evidence suggested that fon increased slightly in July after three
prompt policy action was needed to conmonths of strong gains. Real consumer
tain inflation and set the stage for furthespending weakened somewhat on balance

progress toward price stability. The pos©Ver June and July following several months

L S ._1 of robust growth. Housing starts fell some-
sibility of an overreaction in financial ;i -+ irther in July. Growth in spending on

markets to a tightening move could nofyysiness equipment and nonresidential struc-
be ruled out, but such a reaction wasures has slowed after a very rapid expansion
likely to be short-lived. More impor- earlier in the year. The nominal deficit on

tantly, a prompt action would reduce thdJ-S. trade in goods and services widened in

; ; ; the second quarter from its rate in the first
risk that inflation would worsen and quarter. Increases in labor compensation

pose difficult problems for monetaryhave heen somewhat larger this year, but

policy later. consumer price inflation, adjusted for food
At the conclusion of the Committee’s and energy prices, has remained on a fairly

discussion, all but one member indi-steady trend. _

cated that they supported a directive thaé Most short-term market interest rates have

led f taini th isti eclined slightly while intermediate- and
called Tor maintaining the exisling |ong-term rates have fallen somewhat more

degree of pressure on reserve positionsince the Committee meeting on July 2-3,
and that included a bias toward thel996. In foreign exchange markets, the
possible firming of reserve conditionstrade-weighted value of the dollar in terms

during the intermeeting period Accord-of the other G-10 currencies has depreciated
. 4 - . slightly over the intermeeting period.
ingly, in the context of the Committe€’s g 51 of M2 and M3 moderated in July.

long-run objectives for price stability For the year through July, both aggregates
and sustainable economic growth, andre estimated to have grown at rates some-
giving careful consideration to eco-what below the upper bounds of their respec-
nomic, financial, and monetary devel-ive ranges fc;_r the year bEtha”E'O” in t(ﬁal
; ; omestic nonfinancial debt has been moder-
opments, the Committee decided th. te on balance over recent months and has
somewhat greater reserve restraiffemained in the middle portion of its range.
would be acceptable and slightly lesser The Federal Open Market Committee
reserve restraint might be acceptableeeks monetary and financial conditions that
during the intermeeting period. TheWill fglster pricg stability ar|1d fprorngnote sus-f
I~ :fainable growth in output. In furtherance o
reserve conditions contemplated af[ thlgj:ese objectives, the Committee at its meet-
meeting were expected to be consistenyin july reaffirmed the ranges it had estab-
with moderate growth of M2 and M3 jished in January for growth of M2 and M3
over coming months. of 1 to 5 percent and 2 to 6 percent respec-
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tively, measured from the fourth quarter of
1995 to the fourth quarter of 1996. The
monitoring range for growth of total domes-
tic nonfinancial debt was maintained at 3 to
7 percent for the year. For 1997 the Commit-

tee agreed on a tentative basis to set the same

ranges as in 1996 for growth of the monetary

The meeting adjourned at 12:45 p.m.

Donald L. Kohn
Secretary

aggregages and debt, measured from t i
fourth quarter of 1996 to the fourth quartepgleepettg%?bgflgfnlgg(s

of 1997. The behavior of the monetary
aggregates will continue to be evaluated irh
the light of progress toward price level sta-

meeting of the Federal Open Market

bility, movements in their velocities, and Committee was held in the offices of the
developments in the economy and financiaBoard of Governors of the Federal

markets.

Reserve System in Washington, D.C.,

In the implementation of policy for the gn Tuesday, September 24, 1996, at
immediate future, the Committee seeks tq.qg 4 m.

maintain the existing degree of pressure on
reserve positions. In the context of the Com-

mittee’s long-run objectives for price stabil- Present:
ity and sustainable economic growth, and Mr.
giving careful consideration to economic, Mr.
financial, and monetary developments, some- Mr.
what greater reserve restraint would or Mr.
slightly lesser reserve restraint might be Mr.
acceptable in the intermeeting period. The Mr.
contemplated reserve conditions are Mr.
expected to be consistent with moderate Mr.
growth in M2 and M3 over coming months. mg
. . Mr.

Votes for this action: Messrs. Greenspan, Ms.

McDonough, Boehne, Jordan, Kelley,
Lindsey, McTeer, Meyer, Mses. Phillips,
Rivlin, and Yellen. Vote against this
action: Mr. Stern.

Mr. Stern dissented because he be-
lieved that policy should become mod-
estly more restrictive. He was concerned
that, in the absence of a substantial and
sustained improvement in productivity,
the prevailing pattern of demand might
engender an increase in inflationary
pressures, and that such pressures would
ultimately threaten the ongoing eco-
nomic expansion. In Mr. Stern’s judg-
ment, it was prudent at this point to
resist such a development in order to lay
a foundation for the long-term health of
the economy.

It was agreed that the next meeting of
the Committee would be held on Tues-
day, September 24, 1996.

Greenspan, Chairman
McDonough, Vice Chairman
Boehne

Jordan

Kelley

Lindsey

McTeer

Meyer

Phillips

Rivlin

Stern

Yellen

Messrs. Broaddus, Guynn, Moskow,

and Parry, Alternate Members
of the Federal Open Market
Committee

Messrs. Hoenig, Melzer, and

Ms. Minehan, Presidents of the
Federal Reserve Banks of
Kansas City, St. Louis, and Boston
respectively

. Kohn, Secretary and Economist
. Bernard, Deputy Secretary

. Coyne, Assistant Secretary

. Gillum, Assistant Secretary

. Mattingly, General Counsel

. Baxter, Deputy General Counsel
. Prell, Economist

. Truman, Economist

Messrs. Lang, Lindsey, Mishkin,

Promisel, Rosenblum, Siegman,
Simpson, Sniderman, and
Stockton, Associate Economists
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Mr. Fisher, Manager, System Open The Manager also reported on recent
Market Account developments in domestic financial

. . o markets and on System open market

Mr. Ethér;,elg:ac%u;yndDg;:iosrt,ig,vggc;r;dogf t_ransactions in U.S. government se_curi-
Governors ties and federal agency obligations
Messrs. Madigan and Slifman, during the period August 20, 1996,
Associate Directors, Divisions of through September 23, 1996. By unani-

Monetary Affairs and Research  mgys vote, the Committee ratified these
and Statistics respectively, transactions

Board of Governors

Mr. Smith$ Assistant Director, The Committee then turned to a dis-
Division of International Finance, cussion of the economic and financial
Board of Governors outlook and the implementation of

Ms. Low, Open Market Secretariat  monetary policy over the intermeeting
Assistant, Division of Monetary  period ahead. A summary of the eco-

Affairs, Board of Governors . . oo : .
Ms. Pianalto. First Vice President nomic and financial information avail-

Federal Reserve Bank of able at the time of the meeting and of
Cleveland _ the Committee’s discussion is provided
Messrs. Beebe, Davis, Dewald, below, followed by the domestic policy

Eisenbeis, and Hunter, Senior Vicejractive that was approved by the Com-

Presidents, Federal Reserve Banks . -
of San Francisco, Kansas City, Tittee and issued to the Federal Reserve

St. Louis, Atlanta, and Chicago ~ Bank of New York.

respectively The information reviewed at this
Messrs. Bentley, Hetzel, Ms. Krieger, meeting suggested that the expansion of
3?&??&?3?232?2[ I\?/Iecseel’ve economic activity had moderated appre-
Banks of New York. Richmond.  ciably from an elevated second-quarter
New York, and Boston " pace. Growth in consumer spending had
respectively slowed noticeably, and higher mortgage
Mr. Weber, Senior Research Officer, rates seemed to be exerting some mod-
Federal Reserve Bank of est restraint on housing demand. While

Minneapolis business demand for durable equipment

By unanimous vote, the minutes Ofremalr;ed strong, shpedndmg kon ndonrelsl—
the meeting of the Federal Open Markeijentla structures had weakened a lit-
Committee held on August 24. 1996 le. Business inventory accumulation

9 ' 'appeared to have picked up, although

were approved. : X . g
The Nanager of he System operdX® V8 O heniones femaned moc:
Market Account reported on recent ' ploy

developments in foreign exchange marProduction had continued to post sizable

ains in recent months, but the increases
kets. There were no open market tran%vere somewhat below those recorded

actions in foreign currencies for SyStemearlier in the year. Consumer price infla-

account during the period since the: AR
meeting on August 20, 1996, and thui'on' excluding its food and energy

. . components, had edged lower this year
no vote was required of the Comm|ttee.despite somewhat larger increases in

labor compensation.
Private nonfarm payroll employment
6. Attended portion of meeting relating to pro-grew less rapidly over July and August

posal to amend the Authorization for Foreign curthan it had in the Seconq quarter; aggre-
rency Operations. gate hours worked by private production
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workers also expanded at a slower pacAugust from a July drop and for the two
over the two-month period. Job growthmonths were about unchanged on aver-
in the services industries was somewhage from their second-quarter level,
lower over the two months comparedhowever, permits for single-family hous-
with that of the second quarter. Manu4ng were unchanged in August and had
facturing employment changed little onfallen from their second-quarter level.
balance over the July—August periodSales of existing homes weakened in
and construction hiring was down con-June and July.
siderably in August after a July increase Demand for business equipment had
that was a little above the pace of theemained strong in recent months. Ship-
second quarter. The civilian unemploy-ments of nondefense capital goods
ment rate declined to 5.1 percent irdeclined in July, retracing part of a sub-
August. stantial second-quarter advance, but
Industrial production also advancedecent data on new orders pointed to
somewhat less rapidly on average ifurther increases in business spending
July and August after having recordedor durable equipment, notably office
strong gains in the previous few monthsand computing equipment, in coming
slower growth was evident in mining months. Nonresidential construction
and utilities as well as in manufacturing.activity fell somewhat in July after hav-
Smaller increases in the output of motoing decreased a little in the second
vehicles and parts accounted for part ofjuarter.
the slowdown in the expansion of the Business inventory investment picked
manufacturing sector in August; in addi-up sharply in July; most of the increase
tion, the output of consumer goods otheoccurred at retail establishments. Manu-
than motor vehicles remained sluggishfacturing inventories rose somewhat,
and the production of construction supwith the gain concentrated at manufac-
plies declined significantly after havingturers of producers’ durable equipment.
surged in the second quarter. Elsewher€he stock—sales ratio for the sector was
in manufacturing, business equipmentaround its historical low. In the whole-
notably its office and computing compo-sale sector, inventories edged higher in
nent, continued its robust expansioruly despite a substantial drop in stocks
over July and August, and defense andf farm products, and the inventory—
space equipment extended the uptursales ratio for the sector fell to the low
that had begun in the second quarteend of its range over recent years. Retalil
The rate of utilization of total industrial stocks expanded considerably at both
capacity was unchanged on balancautomotive dealers and non-auto estab-
from June to August and remained at dishments in July. Inventory—sales ratios
relatively high level. edged higher in most retail categories,
Total retail sales rose slightly overbut they remained at relatively low
July and August after having declinedevels.
substantially in June. Decreased outlays The nominal deficit on U.S. trade in
at food stores, gas stations, and furniturgoods and services widened substan-
and appliance stores in August were gially in July from its June level and also
little more than offset by a sharp pickupfrom its average rate for the second
in sales at general merchandisergjuarter. Despite one-time service pay-
apparel stores, and outlets for durablenents related to the Olympics and larger
goods other than furniture and appli-inflows of imported oil, imports edged
ances. Housing starts rebounded idown in July from the sharply increased
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rate recorded for the second quarter; thimcreased considerably more than it had
latter largely reflected the strength of theover the previous year.
U.S. economy during the first half of At its meeting on August 20, 1996,
the year. Exports fell considerably morethe Committee adopted a directive that
in July than did imports; in addition to called for maintaining the existing
decreased exports in such categories aegree of pressure on reserve positions
consumer goods, aircraft and parts, autdut that included a bias toward the
motive products, and other industrialpossible firming of reserve conditions
supplies, part of the measured declineluring the intermeeting period. The
may have reflected residual seasonalitglirective stated that in the context of the
in the data. Available information sug-Committee’s long-run objectives for
gested that, on balance, the economigwice stability and sustainable economic
of the major foreign industrial countriesgrowth, and giving careful consideration
had strengthened in recent months. Ito economic, financial, and monetary
Japan, a mild second-quarter pause aftelevelopments, somewhat greater reserve
very rapid first-quarter growth hadrestraint would be acceptable and
been followed by renewed expansionslightly lesser reserve restraint might
Economic activity in Germany hadbe acceptable during the intermeeting
rebounded sharply in the second quartgeeriod. The reserve conditions associ-
from a first- quarter contraction, andated with this directive were expected to
further expansion appeared to be irbe consistent with moderate growth of
train. Although economic growth hadM2 and M3 over coming months.
been sluggish in Canada and the United With incoming information generally
Kingdom in the second quarter, recentonfirming that economic growth was
indicators suggested a pickup in activmoderating and that price inflation
ity in those countries as well. By con-remained subdued, open market opera-
trast, France and ltaly had experiencetions were directed toward maintaining
little, if any, growth since early in the the existing degree of pressure on
yeatr. reserve positions throughout the inter-
Consumer price inflation remainedmeeting period. The federal funds rate
moderate on balance over July andenerally remained close to the level
August; declines in energy prices offseexpected with an unchanged policy
higher food prices. Excluding food andstance, but most other market interest
energy, consumer prices recorded &ates exhibited considerable volatility
somewhat smaller advance over thend rose somewhat on balance over the
twelve months ended in August thanintermeeting interval. Despite the rise in
over the previous twelve months. Pro-many market interest rates, equity prices
ducer prices of finished goods other thamebounded over the period, and most
food and energy were unchanged on nehajor market indexes reached record
over July and August, and this indexhighs.
rose at a significantly slower pace over In foreign exchange markets, the
the twelve months ended in August tharirade-weighted value of the dollar in
over the preceding twelve months. Averterms of the other G-10 currencies
age hourly earnings of production orappreciated slightly over the intermeet-
nonsupervisory workers rebounded iring period. The dollar’s rise reflected in
August, more than offsetting a smallpart the increase in U.S. long-term inter-
July decline. Over the year ended inest rates over the period. Declines in
August, this measure of labor costsnarket rates abroad, both short- and
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long-term, also contributed to the dol-a relatively high level in the context
lar's strengthening. In Japan, newlyof sustained income growth and the
released data led market participants tetill-favorable cash flow affordability of
lower their assessments of the strengthome ownership. The expansion of busi-
of that country’s economic expansionness investment in equipment and struc-
and of the prospects of any near-terntures was projected to slow gradually
increase in official interest rates. In Gerin response to an easing of pressures on
many, a reduction by the Bundesbank irtapacity, a prospective slackening in the
its repo rate in late August and sub-growth of corporate cash flows, and the
sequent statements by Bank officialgise in long-term interest rates that had
regarding possible additional declines iroccurred this year. Only modest fiscal
official rates appeared to foster marketestraint was anticipated over the fore-
expectations that monetary policy mightcast period. Inflation, which had been
be eased further. boosted thus far in 1996 by adverse
Growth of M2 and M3 picked up in developments in food and energy mar-
August from sluggish rates in July butkets, was projected to remain somewhat
remained below the average increasesbove that of recent years, given high
over the first half of the year. A continu-levels of resource utilization and a
ing, rapid runoff in the liquid deposit noticeable step-up in labor compensa-
components of these aggregates was offion that would be reinforced by the
set in part by solid gains in retail moneylegislated rise in the federal minimum
market funds and small time depositswage.
whose yields had not declined in step Inthe Committee’s discussion of cur-
with decreases in market interest rateeent and prospective economic develop-
in early August. For the year throughments, members commented that the
August, both aggregates grew at rates iimcoming information had been mixed
the upper portions of their respectivesince the August meeting but that on
annual ranges. Expansion in totathe whole it continued to suggest appre-
domestic nonfinancial debt had beermiable slowing in the economic expan-
moderate on balance over recent monthsion from a rapid and unsustainable pace
and had remained in the middle portiorin the second quarter. Data for many
of its range. components of final demand, notably in
The staff forecast prepared for thisthe consumer sector, indicated that eco-
meeting, which differed little from that nomic growth had moderated consider-
for the previous meeting, suggested thaibly in recent months. At the same time,
the expansion would slow to a ratesupply-side data including employment
around, or perhaps a little above, theand industrial production had remained
economy’s estimated growth potentialrelatively robust, contributing to uncer-
Expansion of consumer spending wasainty about underlying growth and
forecast to rebound from the sluggistsuggesting that inventory accumulation
third-quarter rate in light of strong had picked up during the summer. While
income trends, the favorable effect othe extent of the slowing in the overall
the rise in the stock market this year orexpansion remained unclear, there were
household wealth, and the generallyho indications of serious imbalances in
ample availability of credit. Homebuild- the economy, and the members gener-
ing was anticipated to slow somewhat irally viewed further growth at a pace
response to this year’s increase in resiear that of the economy’s potential as a
dential mortgage rates but to remain alikely prospect. They continued to be



164 83rd Annual Report, 1996

concerned, however, about the outlookhe whole, however, the completion of
for inflation, given the high level of numerous capital spending programs
production. In that regard, some comin conjunction with slower projected
mented that labor markets appeared tgrowth in overall demand could be
have tightened further in recent monthexpected to temper the expansion of
and that wages were rising at a somebusiness investment over coming quar-
what faster pace. Even so, the rate dfrs. In the housing sector, recent devel-
price inflation had not picked up and theopments were somewhat mixed, but
prospects were good that inflation wouldhey suggested on balance that housing
remain contained for some time.activity had held up better than expected
Whether the factors that had contributedhn the light of increased mortgage inter-
to such a price performance would perest rates. It was suggested in this regard
sist remained a key uncertainty in thehat the retarding effects of higher rates
economic outlook, and the memberon fixed-rate mortgage contracts were
generally agreed that the risks continuetieing blunted to some extent by shifts
to be tilted to some extent in the direc-toward adjustable rate mortgages. Even
tion of rising price inflation over the so, and consistent with the softening
forecast horizon. already observed in a number of areas,
In their discussion of the outlook for residential construction was thought
spending in key sectors of the economyljkely to drift lower over time.
members commented that consumer The outlook for inventory investment,
expenditures were likely to pick up afteras is typically the case, was very diffi-
their summer lull, though probably to acult to assess. The moderation in the
pace appreciably below that in the firsexpansion of final demand in recent
half of this year. Favorable factors in themonths, together with still relatively
outlook for consumer spending includedobust growth in employment and pro-
strong gains in employment and incomeduction, suggested that inventory invest-
the wealth effect stemming from the risement had picked up since the second
that had occurred in the value of finan-quarter. The strength in inventories in
cial assets, and generally buoyant conjuly tended to confirm that assessment.
sumer sentiment. The improvement irHowever, assuming moderate economic
the consumer sector would tend to bgrowth in line with current forecasts,
restrained, however, by the increase ithere was no reason to anticipate sub-
consumer debt burdens and the probabkantial further strengthening in inven-
satisfaction of much of the pent-uptory investment over coming quarters.
demands for consumer durables durinindeed, the recent rebuilding of inven-
the current expansion. Business fixedories after little or no growth earlier in
investment likewise was expected tahe year made rapid expansion less
provide considerable further stimuluslikely going forward. The members
to the economy. Expenditures for busi-acknowledged, nonetheless, that inven-
ness equipment, notably for office andory developments needed to be moni-
computing equipment, were expected toored with care, including such indirect
expand substantially further, and recensigns as rising pressures on the prices
weakness in nonresidential constructioof intermediate goods and tightening
might well prove to be temporary, judg-delivery schedules that might provide
ing in part from anecdotal reports ofincentives for a rapid buildup. With
considerable strength in commerciakapacity utilization already at high lev-
real estate markets in many areas. Oals, relatively rapid growth in inventory
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investment, if it were superimposed orProductivity had increased fairly sharply
stronger-than-projected expansion ifn manufacturing, and the slowdown in
final demand, could portend seriousoverall productivity since 1973 had been
pressures on resources and inflationargoncentrated in the service areas of the
consequences for the economy. economy. Indeed, measured productiv-
In their comments about the outlookity in noncorporate businesses—Ilargely
for inflation, members observed that theservices—had displayed a negative
recent behavior of price inflation was atrend for many years. This result was
welcome though highly unusual develimplausible and suggested considerable
opment, given current pressures oORrror in estimating output and prices for
resources. The statistical and anecdotahany services. Consequently, it was
information provided evidence of in-likely that actual productivity growth
creasingly tight labor markets that undemas higher than the current measures
similar conditions historically had beenindicated. By the same token, the rate of
associated with considerable upwargrice inflation was lower than had been
pressure on nominal labor compensatioreported, consistent with the findings of
and, in turn, on prices. While wages,a number of studies of distortions in
and probably total labor compensationpublished price data.
were rising more rapidly this year, the The implications for the inflation out-
acceleration in the latter still appeared tdook were not clear-cut. The key ques-
be held down by worker insecurity andtion was how long the favorable price
relatively subdued increases in the codbehavior would persist. Advances in
of benefits. Moreover, for a variety of productivity had boosted profit margins,
reasons rising labor costs were not curand high margins were helpful in that
rently being passed through to pricesthey could absorb some portion of any
which by several key measures adjustedost increases for a time. However,
for their volatile food and energy com-many business contacts indicated that
ponents exhibited a steady or even they would resist squeezes in profit mar-
declining trend. Explanations tended tajins, and continued acceleration in costs
concentrate on the intense competitiomvould eventually feed through to greater
in many markets, which prevented firmsprice inflation whatever the rate of pro-
from raising prices to absorb costductivity growth. The behavior of costs
increases. and the ability of businesses to pass
Competitive pressures also weralong any greater increases over time
compelling firms to curb cost increasesvould depend on the extent to which the
through improvements in their produc-expansion would slow and how much
tivity performance. Widespread reportsassociated pressure there would be in
suggested major gains in productivity inlabor and product markets. In this con-
numerous industries, induced in recentection, some members observed that
years by business restructuring aneven if the expansion were to slow to
related activities and by large capitala sustained pace around the rate of
investments that had introduced increasncrease of the economy’s potential,
ingly productive equipment. Although price inflation could well trend at least
currently available measures of pro-modestly higher at current levels of
ductivity for the economy as a wholeresource utilization. Others did not dis-
showed only weak gains, sectoral disagree that the odds might be tilted mar-
aggregation of the data gave reasons fginally in that direction, but they con-
question the productivity measurementdinued to believe that a great deal of
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uncertainty surrounded the outlook forone for them, and in light of the uncer-
resource use and, in turn, the relationtainties that were involved, they were
ship between a given degree of pressumilling to join the majority and wait for
on resources and overall price changegurther evidence bearing on the outlook
In sum, assuming economic growth genfor inflation. With regard to possible
erally in line with their forecasts, the intermeeting adjustments to policy, the
critical question for some was when andnembers agreed that retaining an asym-
how much inflation would rise; many metric directive that was biased toward
others were not persuaded of the inevitarestraint would be consistent with their
bility of such an outcome. assessments of the inflation risks in the
In the Committee’s discussion of pol-economy. Accordingly, information sug-
icy for the intermeeting period aheadgesting that the odds on higher inflation
nearly all the members indicated thatad risen should be met with a prompt
they could support an unchanged policyolicy firming.
stance and the retention of a bias toward A differing view focused on the
restraint in the directive. The membergesirability of a prompt move toward
generally agreed that while the risksrestraint to curb what were seen as
were greater that price inflation wouldgrowing inflationary pressures in the
rise than that it would fall, higher infla- economy. Tight labor markets were
tion was not a foregone conclusion andikely to exert continuing upward pres-
most believed that the uncertainties irsure on labor costs, barring unexpected
the outlook made it prudent to holdweakness in the economy, and at some
monetary policy on a steady course angoint those costs would begin to be
await further developments. The expanpassed through to prices. In the circum-
sion appeared to be slowing substanstances, it was important for policy to be
tially and broad measures of pricesforward-looking and to move promptly
adjusted for fluctuations in their foodto head off intensifying inflationary
and energy components, still indicated @ressures. Potentially, waiting could
steady or even slightly declining infla-require more disruptive policy tighten-
tion trend. In these circumstances, théng actions later and could risk the
Committee could wait for more informa- credibility of the System’s anti-inflation
tion on the momentum of the expansiorpolicy.
and the degree of pressure on resourcesAt the conclusion of the Committee’s
and its implications for inflation. A discussion, all but one of the members
delay in adjusting monetary policy wasindicated that they could accept a direc-
facilitated by its current positioning, tive that called for maintaining the exist-
which did not appear to be far from aing degree of pressure on reserve posi-
desirable longer-term stance becaustons and that included a bias toward the
any pickup in inflation was likely to be possible firming of reserve conditions
relatively small and gradual, and wasduring the intermeeting period. Accord-
further supported by the possibility ofingly, in the context of the Committee’s
an excessive reaction in financial mariong-run objectives for price stability
kets to a change in the direction of pol-and sustainable economic growth, and
icy. A few members indicated that theygiving careful consideration to eco-
could vote for some slight tighteningnomic, financial, and monetary devel-
in policy, although they did not feel any opments, the Committee decided that
urgency about such a move. Theyomewhat greater reserve restraint
observed that the decision was a closeould be acceptable and slightly lesser
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reserve restraint might be acceptable The Federal Open Market Committee
during the intermeeting period. Theseeks monetary and financial conditions that
reserve conditions contemplated at thi%‘"” foster price stability and promote sus-

. dto b it ﬁinable growth in output. In furtherance of
meeting were expected 1o be consistenfese gpjectives, the Committee at its meet-

with moderate growth of M2 and M3 ing in July reaffirmed the ranges it had estab-
over coming months. lished in January for growth of M2 and M3

The Federal Reserve Bank of Newof 1 to 5 percent and 2 to 6 percent respec-
York was authorized and directed, untilfively, measured from the fourth quarter

. - . of 1995 to the fourth quarter of 1996. The
instructed otherwise by the Committee,, ;iiqring range for growth of total domes-

to execute transactions in the SysteMc nonfinancial debt was maintained at 3 to
Account in accordance with the follow- 7 percent for the year. For 1997 the Commit-
ing domestic policy directive: tee agreed on a tentative basis to set the same
ranges as in 1996 for growth of the monetary
The information reviewed at this meetingaggregages and debt, measured from the
suggests that growth in economic activityfourth quarter of 1996 to the fourth quarter
has moderated appreciably from an elevategdf 1997. The behavior of the monetary
second-quarter pace. Private nonfarm payaggregates will continue to be evaluated
roll employment grew less rapidly over Julyin the light of progress toward price level
and August than in the second quarter, whilgtability, movements in their velocities, and
the civilian unemployment rate declined todevelopments in the economy and financial
5.1 percent in August. Industrial productionmarkets.
increased somewhat less rapidly on average In the implementation of policy for the
in July and August than in the prior few immediate future, the Committee seeks to
months. Total retail sales rose slightly oveimaintain the existing degree of pressure on
July and August after having declined subteserve positions. In the context of the Com-
stantially in June. Housing starts in July andmittee’s long-run objectives for price stabil-
August were unchanged on average fronity and sustainable economic growth, and
their second-quarter level. Demand for busigiving careful consideration to economic,
ness equipment has remained strong, whilfinancial, and monetary developments, some-
spending on nonresidential structures hawhat greater reserve restraint would or
changed little on balance in recent monthsslightly lesser reserve restraint might be
The nominal deficit on U.S. trade in goodsacceptable in the intermeeting period. The
and services widened substantially in Juljcontemplated reserve conditions are ex-
from its average in the second quarterpected to be consistent with moderate growth
Increases in labor compensation have bedn M2 and M3 over coming months.
somewhat larger this year, but consumer
price inflation, excluding its food and energy Votes for this action: Messrs. Greenspan,
components, has edged lower. _ McDonough, Boehne, Jordan, Kelley,
Most market interest rates have risen Lindsey, McTeer, Meyer, Mses. Phillips,
somewhat on balance since the Committee Rivlin, and Yellen. Vote against this action:
meeting on August 20, 1996. In foreign Mr. Stern.
exchange markets, the trade-weighted value

of the dollar in terms of the other G-10 Mr. Stern dissented because he be-

currencies has appreciated slightly over thgayeq that a modestly more restrictive
intermeeting period.

Growth of M2 and M3 picked up in POliCy was appropriate. In his view,
August, but they continued to expand at rateBistorical precedents suggested that pro-
below those in the first half of the year. Forlonged periods of taut labor markets
the year through August, both aggregates asgere eventually associated with rising

estimated to have grown at rates in the Uppqpfiation. Given prevailing pressures
portions of their respective ranges for the

year. Expansion in total domestic nonfinan 2N FESOUTCES, especially labor, Mr. Stern

cial debt has been moderate on balance ov¥f@s concerned about the distinct risk of
recent months and has remained in th@&n acceleration of inflation. Should this

middle portion of its range. acceleration occur, he believed it would
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prove disruptive to the favorable perfor-March 31, 1992, the Committee decided
mance of the economy, and he preferrethat the enhanced liquidity of the SOMA
to begin to address this risk promptly. portfolio that had been achieved should
be maintained but that net additions to
. System holdings should continue to
fc\)rple:rc])?g?ger?t(_‘:[gré%tgfnozggr%\r':ions be spread across all maturity areas. In
the course of their discussion at this
At this meeting the Committee consid-meeting, the members agreed that the
ered a proposal to replace the existingrimary objective in the management
twelve-month maturity limit on the of the SOMA portfolio was to ensure a
investment of foreign currency balancesigh degree of liquidity so that prompt
with an eighteen-month average duraand effective adjustments could be made
tion limit. The proposal was designed towithout unduly affecting the market for
allow the Manager a wider choice ofTreasury securities.
maturities and hence somewhat greater It was agreed that the next meeting
operational flexibility in the implemen- of the Committee would be held on
tation of the System’s primary portfolio Wednesday, November 13, 1996.
objectives of liquidity with respect to The meeting adjourned at 1:40 p.m.
investments in foreign government secu-
rities and limits on overall interest rate Donald L. Kohn
and credit risks. At the conclusion of Secretary
their review, the Committee members
voted unanimously to amend section 5
of the Authorization for Foreign Cur- Meeting Held on
rency Operations to read as follows:  November 13, 1996

5. Foreign currency holdings shall beA meeting of the Federal Open Market
invested to ensure that adequate liquidity iCommittee was held in the offices of the
maintained to meet anticipated needs and 8oard of Governors of the Federal
that each currency portfolio shall generallygageryve System in Washington, D.C.,

have an average duration of no more tha
18 months (calculated as Macaulay dura'-an Wednesday, November 13, 1996, at

tion). When appropriate in connection with9:00 a.m.

arrangements to provide investment facilities

for foreign currency holdings, U.S. Govern-Present:

ment securities may be purchased from for- Mr. Greenspan, Chairman

eign central banks under agreements for  Mr. McDonough, Vice Chairman

repurchase of such securities within 30 cal- Mr. Boehne
endar days. Mr. Jordan
Mr. Kelley

. Mr. Lindsey

Liquidity Management and the Mr. McTeer
Maturity Structure of the SOMA Mr. Meyer

Portfolio Ms. Phillips
Ms. Rivlin

The Committee also reviewed, on a pre-  Mr. Stern
liminary basis, its current practices with ~ Ms. Yellen
regard to the maturity structure of the

Messrs. Broaddus, Guynn, Moskow,
System Open Market Account (SOMA) and Parry, Alternate Members
portfolio of Treasury obligations. In of the Federal Open Market
its last such review, at its meeting on Committee
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Messrs. Hoenig, Melzer, and
Ms. Minehan, Presidents of the
Federal Reserve Banks of

Kansas City, St. Louis, and Boston

respectively

Mr. Bernard, Deputy Secretary
Mr. Coyne, Assistant Secretary
Mr. Gillum, Assistant Secretary
Mr. Mattingly, General Counsel
Mr. Prell, Economist

Mr. Truman, Economist

Messrs. Lang, Lindsey, Mishkin,
Promisel, Rolnick, Siegman,
Simpson, Sniderman, and
Stockton, Associate Economists

Mr. Fisher, Manager, System Open
Market Account

Mr. Ettin, Deputy Director, Division of
Research and Statistics, Board of
Governors

Messrs. Madigan and Slifman,
Associate Directors, Divisions of
Monetary Affairs and Research
and Statistics respectively,
Board of Governors

Mr. Reinhart, Assistant Director,
Division of Monetary Affairs,
Board of Governors

Ms. Low, Open Market Secretariat
Assistant, Division of Monetary
Affairs, Board of Governors

Mr. Moore, First Vice President,
Federal Reserve Bank of
San Francisco

Ms. Browne, Messrs. Davis, Dewald,
Eisenbeis, Goodfriend, and
Hunter, Senior Vice Presidents,
Federal Reserve Banks of Boston
Kansas City, St. Louis, Atlanta,
Richmond, and Chicago
respectively

The Manager of the System Open
Market Account reported on recent
developments in foreign exchange mar-
kets. There were no open market trans-
actions in foreign currencies for System
account during the period since the
meeting on September 24, 1996, and
thus no vote was required by the
Committee.

The Manager also reported on devel-
opments in domestic financial markets
and on System open market transactions
in government securities and federal
agency obligations during the period
September 24, 1996, through Novem-
ber 12, 1996. By unanimous vote, the
Committee ratified these transactions.

By unanimous vote, the Committee
authorized the renewal for an additional
one-year period of the System’s recipro-
cal currency (“swap”) arrangements
with foreign central banks and the Bank
for International Settlements. The
amounts and maturity dates of the
arrangements approved for renewal are
shown in the table below.

The Committee then turned to a dis-
cussion of the economic and financial
outlook and the implementation of
monetary policy over the intermeeting
period ahead. A summary of the eco-
nomic and financial information avail-
able at the time of the meeting and of
the Committee’s discussion is provided
below, followed by the domestic policy
"directive that was approved by the Com-
mittee and issued to the Federal Reserve
Bank of New York.

Messrs. Cox and Judd, Vice Presidents, The information reviewed at this

Federal Reserve Banks of Dallas
and San Francisco respectively

Ms. Perelmuter, Assistant Vice
President, Federal Reserve Bank
of New York

meeting suggested that the growth of
economic activity slowed substantially
in the third quarter, and the limited
information available for the period
since then indicated continued moder-

By unanimous vote, the minutes ofate expansion. A marked softening in
the meeting of the Federal Open Markethe growth of consumer expenditures
Committee held on September 24, 1996ccounted for much of the slowing in

were approved.

the third quarter, but slight weakening
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Amount roll growth had moderated on balance
arrg; . since midyear but nevertheless had
ment Term | Maturity remained substantial. In October, job
Foreignbank | (Millons | months)  date gains were large in service industries;
dollars construction employment registered
ey another moderate gain; and manufac-
turing payrolls edged up after a sizable
Austrian National ivili -
pan National 250 12 12/04/9 September loss. The civilian unemploy
Bank of England....| 3,000 12/04/96 ment rate in October was unchanged at
Bank of Japan...... 5,000 12/04/96
Bank of Norway. .. .. 250 izioaie  O-2 percent. )
Bank of Sweden .| 300 120419 Industrial production appeared to
Bwiss National Bankd. 4,000 049 have declined appreciably in October
Settlements: after having grown briskly on balance
o e 600 12104196 over earlier months of the year. Much of
Other authorized .
E&rﬂggec?é‘s 1950 1o0a0s e slackening in October resulted from
Bank of Mexico .....| 3.000 12/13/96 work stoppages in the motor vehicles
Bank of Canada.....| - 2,000 121519 " industry, but the output of other indus-
“Belgium........ 1,000 12/18/96  tries also apparently decreased slightly
National Bank of | 12896 ON balance. The drop in production was
gg?rﬁgLFFrggggl----- 2,000 12/28/9%6 accompanied by a slight decline in
Bank.......... 6,000 12128/96  capacity utilization in manufacturing.
Bank of ltaly ........ 3,000 12/28/96 i i i
Netherlands Bank .|. 500 12/28/96 SeTp?ﬁq tgztralf?::eﬁaﬁz i%gﬁgcézb'ﬁn'lg

on net over July and August; for the

in housing demand, net exports, andhird quarter as a whole, total retail sales
federal purchases of goods and servicesiged higher after having expanded
also exerted retarding effects. On thédriskly in the first half of the year.
other hand, a sizable increase in invenSeptember sales totals were boosted
tory investment, greater strength in busiby strong spending at automotive deal-
ness demand for durable equipment, aners, food stores, and nondurable goods
an upturn in spending on nonresidentiabutlets. However, expenditures for fur-
construction helped foster moderataniture, appliances, and other non-auto
further economic growth in the third durable goods fell, and apparel sales
quarter. Employment posted sizableveakened a little further. Housing starts
increases over the third quarter and rosdeclined in September from the unusu-
substantially further in October, but onally high level recorded in August, and
balance the gains were somewhat belowermits moved lower for a second
those recorded earlier in the year. Indusstraight month. Home sales were mixed,
trial production had weakened somewith sales of new homes well sustained
what recently. Consumer price inflationin September while those of existing
had picked up this year because of largenomes continued on a downtrend.
increases in food and energy prices. Growth of business fixed investment
Increases in labor compensation, thougbkurged in the third quarter. Outlays for
moderating in the third quarter, also hadlurable equipment picked up sharply,
been somewhat larger this year. and new orders for business equipment

Private nonfarm payroll employmentremained on an upward trend. Sales of
increased considerably in October aftecomputers and communications equip-
a small rise in September; private payment increased rapidly, but demand for
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other capital goods was up only slightly Consumer price inflation had picked
during the quarter. In the transportatiorup on balance this year as a result of
sector, expenditures on motor vehiclesizable increases in food and energy
and aircraft strengthened while sales ofrices. Over August and September,
heavy trucks continued to drift lower. however, increases in food prices were
Spending on nonresidential structuresffset by a net decline in energy prices,
more than reversed a second-quartemd overall consumer prices rose more
decline; however, incoming data on conimoderately. For the twelve months
tracts pointed to a continuation of theended in September, the advance in con-
pattern of somewhat slower growthsumer prices of items other than food
recorded thus far in 1996. and energy was a little smaller than it
The pace of inventory investmenthad been over the previous twelve
picked up markedly after midyear,months. At the producer level, price
but inventory—sales ratios nonethelesmflation also was moderate over August
remained relatively low. In manufactur-and September despite appreciable
ing, inventories rose moderately in thencreases in the prices of food and
third quarter, more than offsetting aenergy items; producer prices of items
small rundown in stocks in the previousother than food and energy rose con-
quarter; stock—shipments ratios for mossiderably less over the twelve months
industries remained near the low end oénded in September than they had over
their recent ranges. In the wholesale se¢he previous twelve months. Growth in
tor, inventories declined sharply in Septhe employment cost index for private
tember after having edged down in theéndustry workers slowed considerably in
previous two months, and the aggregatthe third quarter after having trended up
inventory—sales ratio for the sector fellover the first two quarters of the year;
to the low end of its range over recentowever, this measure of labor compen-
years. At the retail level, substantialsation was up slightly over the twelve
inventory accumulation occurred overmonths ended in September compared
the July—August period (latest data)with the previous twelve months.
Although stock-sales ratios roseAverage hourly earnings of production
slightly, inventories remained relativelyand nonsupervisory workers were
well aligned with sales. unchanged in October, but the twelve-
The nominal deficit on U.S. trade inmonth rise in this index through October
goods and services narrowed somewhatas a bit larger than the increase over
in August from a high rate in July; how- the previous twelve months.
ever, for the two months combined, At its meeting on September 24,
the deficit was considerably wider thanl996, the Committee adopted a directive
its average rate for the second quartethat called for maintaining the existing
Exports declined appreciably over thedegree of pressure on reserve positions
July—August period, with most of thebut that included a bias toward the
decrease occurring in nonmonetary golgossible firming of reserve conditions
and aircraft. Imports rose only margin-during the intermeeting period. The
ally on balance over the two monthsdirective stated that in the context of the
The limited available information sug- Committee’s long-run objectives for
gested that, on average, economic actiprice stability and sustainable economic
ity in the major foreign industrial coun- growth, and giving careful considera-
tries expanded moderately in the thirdion to economic, financial, and mone-
quarter. tary developments, somewhat greater
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reserve restraint would be acceptablef the recent elections in that country.
and slightly lesser reserve restrainThe dollar declined against the pound
might be acceptable during the intersterling in response to the release of
meeting period. The reserve conditiongavorable data on the U.K. economy as
associated with this directive werewell as an unexpected increase in the
expected to be consistent with moderatBank of England’'s minimum lending
growth of M2 and M3 over coming rate.
months. M2 grew at a slower pace in Septem-
With incoming information continu- ber and October than it had over earlier
ing to suggest moderate economienonths of the year; the weaker expan-
growth and subdued price inflation,sion resulted from a continuing rapid
open market operations during the interrunoff in its liquid deposit components.
meeting period were directed towardNonetheless, M2 was estimated to have
maintaining the existing degree of presgrown for the year through October at a
sure on reserve positions, and the fedrate in the upper half of the Committee’s
eral funds rate generally remained closannual range. By contrast, M3 expanded
to the level expected with an unchangeat a substantially faster rate in Septem-
policy stance. Market participants hadber and October than it had earlier in the
anticipated some tightening of monetaryear, reflecting a surge in its large time
policy at the September 24 meeting, andeposit and other managed liability
the announcement of an unchangedomponents to meet business demand
policy led to an immediate decline infor bank loans. For the year through
interest rates, with the larger decreaseSctober, M3 was estimated to have
occurring at the shorter end of the yieldgrown at a rate around the top of its
curve. Interest rates, especially thosannual range. Total domestic nonfinan-
at intermediate and longer maturitiescial debt had expanded moderately on
dropped further over the remainder obalance over recent months and had
the period in response to informationremained in the middle portion of its
indicating that price and labor cost presfange.
sures were lower than market partici- The staff forecast prepared for this
pants had expected. Equity marketsneeting suggested that the expansion
responded to the declines in interestvould continue at a rate close to, or
rates as well as to favorable earningperhaps a little above, the economy’s
reports, and most major indexes reacheestimated growth potential. Consumer
record highs. spending was projected to rebound in
In foreign exchange markets, thethe current quarter and subsequently to
trade-weighted value of the dollar inexpand at a moderate pace in line with
terms of the other G-10 currencieshe projected increase in disposable
depreciated slightly on balance over théncome; the favorable effect on house-
intermeeting period. Interest rates in théold wealth of the rise that had occurred
foreign industrial countries fell some-in stock prices and the ample avail-
what less on average than did U.Sability of credit for most borrowers
interest rates. The dollar changed littlavere expected to balance continuing
against the German mark and most othezonsumer concerns about the adequacy
major continental European currenciespf their savings and the restraining effect
but it rose against the yen as prospectsf high household debt burdens. Home-
for a significant supplemental budgetuilding was forecast to decline slightly
package in Japan waned in the aftermatiurther in response to the previous
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backup in residential mortgage rates butetrenchment in inventory accumulation.
to stabilize at a relatively high level in With respect to the outlook for inflation,
the context of continued income growthmembers emphasized that despite wide-
and a generally favorable cash flowspread indications of tight labor mar-
affordability of home ownership. Busi- kets, the increase in wages had been
ness spending on equipment and struecnuted and somewhat less than antici-
tures was projected to grow less rapidlypated, and there was no broad evidence
in light of the anticipated moderateof rising price inflation. Indeed, many
growth of sales and profits. On balancemajor measures of inflation had exhib-
the external sector was expected tited a slight downtrend since 1993.
exert a small restraining influence onLooking ahead, views differed to some
economic activity over the projectionextent regarding the most likely course
period. A slight degree of fiscal restraintfor inflation. Several members indicated
was anticipated over the forecast horithat, while recent developments were
zon. Continued pressure on resourcegncouraging, they continued to see the
especially in labor markets, pointed torisks as tilted toward some rise, even
a likely underlying tendency toward assuming that the expansion settled
higher inflation over the projection into a pattern of growth near the econo-
period; however, it was expected thamy’s potential as they anticipated and
improved supply conditions in food andresource utilization remained near cur-
energy markets, as well as planned techrent levels; other members felt that the
nical changes, would damp increases inisks surrounding the forecasts for both
the consumer price index relative to theeconomic growth and price inflation had
elevated 1996 rate. become more evenly balanced, but more
In the Committee’s discussion, mem-evidence was needed before a firm judg-
bers commented that most recent devement could be reached.
opments bearing on the outlook for eco- In their review of developments in
nomic growth and inflation had beenkey sectors of the economy, members
favorable. The information on economicsaid that they anticipated a pickup in
activity since the September meetingonsumer spending from its much
had confirmed earlier indications ofreduced rate of growth in the third quar-
appreciable slowing in the expansion tder. While the factors relating to the
a sustainable pace close to the econg@rospects for consumer expenditures did
my’s potential. The outlook remainednot all point toward greater strength,
subject, as wusual, to considerablenembers tended to focus on those favor-
uncertainty, but many of the membersng an upturn. These included persisting
observed that underlying trends in keygrowth in employment and incomes
sectors of the economy along with genand clearly upbeat consumer sentiment
erally supportive financial conditionsas evidenced by recent surveys and
seemed consistent with further moderatanecdotal reports. Financial factors also
economic expansion. In this regardseemed likely on balance to accommo-
several focused on what they saw as theate continuing growth in consumer
promising prospects for a rebound inspending, in particular the marked
the growth of consumer expendituresncreases that had occurred in the value
following weak expansion in the third of stock holdings and a still-ample avail-
quarter; the pickup would help sustainability of credit to most households.
moderate economic growth over theSupporting evidence included anecdotal
nearer term despite some anticipateteports from retailers in a number of
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areas who were experiencing sizabléuilding activity was slowing somewhat,
gains in sales and seemed optimistiapparently in lagged response to earlier
about the outlook for the upcoming holi-increases in mortgage interest rates.
day season. Among the developmentslowever, in the context of the partial
that would tend to limit growth in con- reversal recently of the previous
sumer spending, members emphasizddcreases in mortgage rates and sus-
that the level of consumer indebtednestined growth in employment and
had strained the liquidity of many incomes, the housing sector was viewed
households. The growth of consumeass likely to exert only a minor constraint
credit was now exhibiting a moderatingon overall economic activity over the
trend, possibly pointing to restrainedforecast horizon. Another somewhat
spending by many households becauseegative factor in the outlook for eco-
of already heavy debt service burdensomic activity was the prospect of some
and generally tightening credit standardsvidening in the nation’s trade deficit
for consumer loans. Other negative facever the projection period.

tors cited in the outlook for consumer Fiscal policy currently remained on a
expenditures were the possibility of amildly restrictive course, but the range
correction in the stock market and theof potential developments was espe-
probable satisfaction of much of thecially wide, injecting an element of
earlier pent-up demand for consumeconsiderable uncertainty in the eco-
durables. In balancing these conflictingromic outlook. Legislation affecting the
influences, the members generally confederal budget could have marked bene-
cluded that a pickup in the growth official or adverse effects not only directly
consumer spending to a moderate paaen spending and incomes but also on
was a likely prospect for this critical business and consumer confidence and
sector of the economy. financial markets.

Business fixed investment was The growth of nonfarm business
expected to provide further but dimin-inventories in the third quarter had
ished impetus to the expansion. Thigxceeded earlier expectations, but mem-
view took account of the continuedbers commented that the sizable rise
availability of debt and equity financing appeared to have been largely voluntary
on favorable terms but also of expectaand the overall level of inventories was
tions of a more moderate growth trendstill historically low in relation to sales.
in sales and the substantial buildup thafgainst this background, inventory
had already occurred in stocks of equipaccumulation was likely to continue but
ment and structures. With regard to thet a slower pace in the current quarter.
latter, some overbuilding of commercialBeyond the near term, inventory invest-
and other structures characterized condment was expected to become a more
tions in a number of areas. Nonethelessieutral factor in the performance of the
members reported considerable nonreseconomy, given the absence of incen-
dential building activity in several partstives to build stocks relative to sales in a
of the country, and nationwide suchperiod of moderate growth in projected
activity was expected to help sustairdemand. The members recognized, how-
modest growth in overall nonresidentialever, that the prospective behavior of
construction in coming quarters. inventories remained subject to substan-

Recent data, supported by anecdotdlal uncertainties.
reports from several though not all parts In their discussion of the outlook for
of the country, suggested that residentiahflation, members again focused on



Minutes of FOMC Meetings, Novembet75

developments in labor markets and theould not predict when a more normal
extent to which rising cost pressures inelationship would re-emerge. A related
those markets might be passed througtoncern was whether the tightness in
to higher prices. The statistical andlabor markets would ease sufficiently
anecdotal information generally contin-and quickly enough to prevent inflation
ued to point to tight labor markets and topressures from escalating significantly.
a somewhat faster rise in labor compenSome members mentioned a number of
sation costs this year. Even so, thdéavorable factors in the outlook for infla-
increases in such costs were still fallingion that tended to attenuate such con-
short of those that would have beercerns, such as reduced pressures on food
anticipated on the basis of historicalprices as a result of better-than-expected
experience under similar labor markeharvests and improved supply condi-
conditions. Moreover, the advance in thaéions in markets for energy. Relatively
overall employment cost index in therestrained monetary growth in recent
third quarter, while perhaps understatednonths also was cited as a development
to some extent, was appreciably beloveonsistent with subdued inflationary
expectations. At the same time, businegsressures. Moreover, the view was
firms generally were not raising theiradvanced that recent developments in
prices sufficiently to compensate forbond markets could be read as suggest-
faster increases in their labor costs, ting some decrease in inflationary expec-
the extent that the latter were occurringtations. On balance, while the members
evidently because of the persistencexpressed varying degrees of concern
of intense competition in most marketsthat tight labor markets and attendant
Indeed, with the notable exception ofincreases in wages might at some point
the overall consumer price index, thdead to rising price inflation, they agreed
rate of inflation as measured by varioushat there was little or no evidence of
broad price indexes had tended to easgich a development at this point and the
marginally or at worst to stabilize overoutlook was far from certain.
the past two years. Prices of farm com- In the Committee’s discussion of pol-
modities and industrial materials hadcy for the intermeeting period ahead, all
declined considerably recently. the members indicated that they could
Despite the recent encouraging resupport an unchanged policy stance and
ports on labor compensation and priceghe retention of a bias toward restraint in
the members agreed that the risks atfhe directive. The slowing of the expan-
rising inflation could not be dismissed,sion to a sustainable pace near the
and several continued to view slightlyeconomy’s growth potential and the
higher inflation as a likely if not inevi- recent surprisingly favorable inflation-
table prospect. Much would depend, ofary developments suggested lower risks
course, on the strength of the economiof strengthening price pressures and pro-
expansion and the associated degree wided the Committee with a desirable
pressure on resources, notably in laboopportunity to pause and observe further
markets which appeared to have comdevelopments bearing on the course of
paratively little slack in relation to other economic activity and inflation. Indeed,
producer resources. It was suggestetb the extent that inflation expectations
in this regard that restrained increasebad declined recently, short-term inter-
in labor compensation in comparisonest rates, which had changed little in
with historical experience probably werenominal terms, had edged higher in real
a transitory phenomenon, though ongerms, implying slightly greater mone-
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tary restraint and reducing the odds that The Federal Reserve Bank of New
inflation would pick up. York was authorized and directed, until
With regard to possible adjustmentdnstructed otherwise by the Committee,
to policy during the intermeeting period,to execute transactions in the System
all the members indicated that theyAccount in accordance with the follow-
could support a proposal to retain theng domestic policy directive:
current bias toward restraint. Several , , ) , )
viewed such a bias as desirable becauseThe information reviewed at this meeting

. - ., stiggests that growth in economic activity
they continued to believe that the risksigied substantially in the third quarter,

remained filted, at least to some extentand the limited available information indi-
toward rising inflation over time. In the cates continued moderate expansion more
circumstances, an asymmetric directivéecently. Private nonfarm payroll employ-

would best reflect their views even if, aghent increased appreciably on balance over
' _~September and October. The civilian unem-

Seemed_ likely, mtermeetln_g d_eve|0p'ployment rate remained at 5.2 percent in
ments did not prompt a policy tighten-Qciober. Industrial production, which contin-
ing adjustment. Other members comued to rise in the third quarter, appears to
mented that a shift to a symmetrichave declined in October owing in important
directive might be viewed as more con/neasure to work stoppages in the motor

: . QoL vehicles industry. Total retail sales turned up
sistent with the apparently dImInIShedin September after slumping earlier in the

inflationary pressures. They agreedsymmer. Housing starts fell in September
however, that such a shift would be prefrom the exceptionally high level registered
mature in the currently uncertain envi-in August. Outlays for business equipment

ronment and might signal, inaccuratelywere strong in the third quarter and new

rders continued to trend upward; business
that the Federal Reserve was |ess co pending on nonresidential structures posted

cerned about the possibilitf @ a mod- 5" noderate advance. Inventory investment

est upward trajectory in price inflation. was substantial in the third quarter, but
At the conclusion of the Committee’sinventory—sales ratios remained relatively

discussion, all the members indicatedow. The nominal deficit on U.S. trade in

that they supported a directive thaQOOdS and services widened considerably in

led f intaini th isti July—August from its average rate in the
called for maintaining he  exiStNg second quarter. Increases in labor compensa-

degree of pressure on reserve positionfon, though moderating in the third quarter,
and retaining a bias toward the possibl@éave trended up this year; consumer price
firming of reserve conditions during theinflation also has picked up this year, owing
intermeeting period. Accordingly, in theto larger increases in food and energy prices.

. ) Market interest rates have moved lower
context of the Committee’s Iong'runsince the Committee meeting on Septem-

objectives for price stability and sustainyer 24, 1996, with the largest declines occur-
able economic growth, and giving carexing in intermediate- and long-term maturi-
ful consideration to economic, financial,ties. In foreign exchange markets, the trade-
and monetary developments, the Comweighted value of the dollar in terms of

; ; e other G-10 currencies has depreciated
mittee decided that somewhat greate lightly over the intermeeting period.

reserve restraint would be acceptablé Growth of M2 in September and October
and slightly lesser reserve restraintemained below its pace in the first half of
might be acceptable during the interthe year, while expansion of M3 was sub-

meeting period. The reserve conditiongtantially higher over those two months. For
contemplated at this meeting wer he year through October, M2 is estimated to

- . ave grown at a rate in the upper half of the
expected to be consistent with moderatg ,mmittee’s annual range, and M3 at a rate

growth of M2 and relatively strong around the top of its range. Expansion in
expansion in M3 over coming months. total domestic nonfinancial debt has been
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moderate on balance over recent months arMeeting Held on
has remained in the middle portion of itSpacember 17, 1996
range.

The Federal Open Market CommitteeA meeting of the Federal Open Market

seeks monetary and financial conditions th ; ; ]
will foster price stability and promote Sus_a(tlommlttee was held in the offices of the

tainable growth in output. In furtherance of80ard of Governors of the Federal

these objectives, the Committee at its meetReserve System in Washington, D.C.,
ing in July reaffirmed the ranges it had estabon Tuesday, December 17, 1996, at

lished in January for growth of M2 and M3 9-:00 a.m.

of 1 to 5 percent and 2 to 6 percent respec-

tively, measured from the fourth quarter OfPresent:

1995 to the fourth quarter of 1996. The
monitoring range for growth of total domes-
tic nonfinancial debt was maintained at 3 to
7 percent for the year. For 1997 the Commit-
tee agreed on a tentative basis to set the same
ranges as in 1996 for growth of the monetary
aggregages and debt, measured from the
fourth quarter of 1996 to the fourth quarter
of 1997. The behavior of the monetary
aggregates will continue to be evaluated in
the light of progress toward price level
stability, movements in their velocities, and
developments in the economy and financial
markets.

In the implementation of policy for the
immediate future, the Committee seeks to
maintain the existing degree of pressure on
reserve positions. In the context of the Com-
mittee’s long-run objectives for price stabil-
ity and sustainable economic growth, and
giving careful consideration to economic,
financial, and monetary developments, some-
what greater reserve restraint would or
slightly lesser reserve restraint might be
acceptable in the intermeeting period. The
contemplated reserve conditions are ex-
pected to be consistent with moderate growth
in M2 and relatively strong expansion in M3
over coming months.

Votes for this action: Messrs. Greenspan,
McDonough, Boehne, Jordan, Kelley,
Lindsey, McTeer, Meyer, Mses. Phillips,

Rivlin, Mr. Stern, and Ms. Yellen. Votes

against this action: None.

It was agreed that the next meeting of
the Committee would be held on Tues-
day, December 17, 1996.

The meeting adjourned at 12:25 p.m.
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Mr. Slifman, Associate Director, 1997. The changes included advancing
gtuvutsu?_n ofBResgar]?gand the normal time for initiating daily
atistics, board o overnors H
Mr. Reinhart, Assistant Director, gg.e?,rgtlons byd 0{1;4gour tOM be_twe?n
Division of Monetary Affairs, U am. an 40 a.m. hoving to
Board of Governors the earlier time would place Desk opera-

Ms. Low, Open Market Secretariat tions closer to the period during the day
Assistant, Division of Monetary  when the financing market was most
Mt B’?{%ﬁﬁ‘r’;@igfe%‘?ggg‘ggf active and thus in a position to accom-
Federal Reserve Bank of Atlanta mo_date a larger volume of System trans-
Messrs. Beebe, Davis, Eisenbeis, and actions when necessary. As at present,
Goodfriend, Senior Vice the Manager might choose to undertake
Presidents, Federal Reserve BankDesk operations at other times during
of San Francisco, Kansas City,  the day when special circumstances dic-
rAélsaprg?t’i\?Qs Richmond tate. The Manager also indicated that
Messrs. Gavin, Kos, and Rosengren, the normal time for domestic operations
Vice Presidents, Federal Reserve might be moved to an even earlier hour
Banks of St. Louis, New York, after expedited procedures were devel-
and Boston respectively oped for assembling the necessary statis-
Mr. Elz":g;'a’f‘sRSézg%Vé;%E Befsc'%?é‘;b , fical information on a timely basis for
such operations. In the interest of mak-
ing information about System opera-
By unanimous vote, the minutes oftions available more promptly to market
the meeting of the Federal Open Markeparticipants and the broader public, the
Committee held on November 13, 1996Desk also would begin at the start of
were approved. 1997 to announce the par amount of
The Manager of the System Opents market transactions shortly after the
Market Account reported on develop-completion of the operations. With re-
ments in foreign exchange markets sincepect to purchases of Treasury coupon
the meeting on November 13, 1996securities for System account, the Desk
There were no transactions in foreigrnad adopted about one year ago the
currencies for System account duringractice of making such purchases in
this period, and thus no vote wasseparate maturity tranches but might at
required of the Committee. its option in the future spread such pur-
The Manager also reported on develehases over a number of weeks rather
opments in domestic financial marketshan over the course of several days.
and on System open market transactioriBhis more flexible timing would allow
in government securities and federathe Desk to inject reserves into the bank-
agency obligations during the perioding system through outright operations
from November 13, 1996, throughas the need arose without waiting for
December 16, 1996. By unanimoughat need to accumulate to particularly
vote, the Committee ratified thesehigh levels.
transactions. All the members who commented
The Committee members discussedndorsed the changes, with several
certain changes in the procedures fonoting that they were appropriate
conducting domestic open market operaresponses to evolving market circum-
tions that the Manager of the Systenstances. Because the new procedures did
Open Market Account had proposed fomnot involve any alterations in the Com-
implementation at the beginning ofmittee’s current directives, authoriza-
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tions, or rules, a formal vote was notment in construction and manufacturing
required. rose moderately. The civilian unemploy-
The Committee then turned to a disiment rate increased slightly, to 5.4 per-
cussion of the economic and financiatent, in November.
outlook and the implementation of Industrial production rose sharply in
monetary policy over the intermeetingNovember after a small October decline.
period ahead. A summary of the ecoA rebound in motor vehicle assemblies
nomic and financial information avail- from the disruptive effects of work
able at the time of the meeting and ofstoppages accounted for much of the
the Committee’s discussion is providedncrease in production in November, but
below, followed by the domestic policy output from utilities also surged in
directive that was approved by the Comsesponse to unusually cool weather. The
mittee and issued to the Federal Reserny@roduction of nondurable consumer
Bank of New York. goods and business equipment other
The information reviewed at thisthan motor vehicles also was up signifi-
meeting suggested that economic activeantly in November, while the manufac-
ity had continued to expand at a mod+ure of consumer durables and defense
erate pace in recent months. Consumemd space equipment decreased further.
spending had rebounded from its sumReflecting the strong advance in pro-
mer lull, but housing demand was someeluction, the utilization of total industrial
what weaker on balance and the growtlcapacity picked up considerably in
of business spending on durable equipNovember.
ment had slowed from a very rapid pace. Consumer spending increased appre-
Although inventory investment had ciably on balance in recent months after
picked up, stocks in most sectors haa lackluster performance in the summer.
remained well aligned with sales. BothTotal retail sales fell in November but
industrial production and employmentnonetheless were considerably above
had recorded sizable advances. Increastiwir average in the third quarter. The
in labor compensation had trended upNovember decline reflected weakness in
this year, and consumer price inflatiorauto sales; retail spending on other
also had picked up, but the faster rise iftems, notably nonauto durable goods,
overall consumer prices owed entirelyrose significantly further. Spending on
to larger increases in food and energgervices picked up in October (latest
prices. data) following a relatively weak third
Private-sector demand for laborquarter. Housing starts rebounded in
remained solid in November. PrivateNovember after having declined in Sep-
nonfarm payroll employment increasedember and October. Single-family starts
appreciably further in November afterin November were a little below the
an October surge, and the average worlaverage pace of previous months in the
week of private production or nonsuperyear, while multifamily starts surged to
visory workers retraced more than halfa level not seen since late 1990. By
of its October decline. Service industrieontrast, sales of both new and existing
recorded another large gain in employhomes dropped again in October (latest
ment despite a sharp drop in payrolls atlata).
help-supply firms, and the number of Growth of business fixed investment
jobs in retail trade expanded further inappeared to have slowed to a moderate
November after a steep rise in Octobempace in the fourth quarter after a sharp
In the goods-producing sector, employtise in the previous quarter. Shipments
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of nondefense capital goods fell in Octo-exports reflected lower sales of aircraft
ber, reversing a sizable September gaignd gold. Increases in imports were
however, recent data on orders pointewidespread but they were largely offset
to further increases in business spendinpy declines in imports of gold and semi-
for equipment, especially for commu-conductors. Economic growth picked
nications equipment where shipmentsip in most of the major foreign indus-
already were at a high level. Businesdrial countries in the third quarter, but
investment in transportation equipmentvailable indicators generally suggested
evidently weakened, as sales of heavgome slowing of growth in the fourth
trucks remained sluggish and producguarter. In Japan, by contrast, economic
tion shortfalls held back fleet sales ofactivity had been sluggish in the third
light vehicles. By contrast, nonresiden-quarter but appeared to have picked up
tial construction continued to expand amore recently.
a solid rate in October, with building Consumer price inflation in October
activity particularly strong in the office, and November was lifted slightly by
other commercial, institutional, andsizable advances in energy prices and, to
industrial categories. a lesser degree, increases in food prices;
Business inventory investment pickechowever, consumer prices for items
up sharply in October from the slowother than food and energy rose mod-
September pace, but total stock®stly during the two months. The rise in
remained at a low level in relation tocore consumer prices over the twelve
sales. Most of the October increasenonths ended in November was some-
occurred at the wholesale level; invenwhat smaller than it had been over the
tories of farm products turned upprevious twelve months, although the
sharply after months of sizable draw-total index registered a bigger advance
downs, and petroleum stocks were builas a result of larger increases in food
up from unseasonably low levels. De-and energy prices. At the producer level,
spite the October rise, the ratio ofprices of finished energy goods rose
wholesale inventories to shipmentssharply in October and November while
remained at the lower end of its rangeprices of finished foods advanced less
over recent years. In manufacturingrapidly. Excluding food and energy,
stocks increased at a pace in line withprices of finished goods edged lower on
shipments, and the aggregate inventorybalance over October and November,
shipments ratio stayed at a very lowand in the twelve months ended in
level. Retail inventories were up moder-November, these prices rose substan-
ately in October. The inventory—saledially less than in the previous twelve
ratio for the sector was unchanged andhonths. Average hourly earnings of
remained in the middle of its range ovemproduction and nonsupervisory workers
recent years. were up considerably in November after
The nominal deficit on U.S. trade inhaving edged down in October. The
goods and services was somewhat largéwelve-month rise in this index was
in September than in August; exportssomewhat larger than the advance over
decreased slightly in September whilghe previous twelve months.
imports were little changed. For the At its meeting on November 13,
third quarter, the deficit widened sub-1996, the Committee adopted a directive
stantially from its rate in the secondthat called for maintaining the existing
quarter as exports fell and imports roselegree of pressure on reserve positions
moderately. Nearly all of the decline inbut that included a bias toward the pos-
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sible firming of reserve conditions dur-terms of the other G-10 currencies rose
ing the intermeeting period. The direc-slightly over the intermeeting period.
tive stated that in the context of theThe dollar rose even more against the
Committee’s long-run objectives for German mark and the French franc amid
price stability and sustainable economiéncreased market apprehension that the
growth, and giving careful considerationEuropean Monetary Union’s common
to economic, financial, and monetarycurrency, the euro, will not be as strong
developments, somewhat greater resengcurrency as the mark. The dollar also
restraint would be acceptable andnight have been boosted by statements
slightly lesser reserve restraint might by French and German officials that
acceptable during the intermeetingsuggested the dollar was undervalued
period. The reserve conditions associagainst their currencies.
ated with this directive were expected to Expansion of the broad monetary
be consistent with moderate growth ofaggregates was relatively strong in
M2 and relatively strong expansion ofNovember. Growth of M2 picked up,
M3 over coming months. reflecting a sharp increase in demand
Open market operations during thedeposits and smaller runoffs in other
intermeeting period were directed to-checkable deposits. Inflows to retail
ward maintaining the existing degree ofmoney market funds remained substan-
pressure on reserve positions. Howevetial. Expansion of M3 moderated some-
the federal funds rate tended to averagehat from its brisk pace in October as
a little above the level expected with angrowth in business demands for credit
unchanged policy stance in apparent reslowed and banks reduced their reliance
sponse to scattered operating problemsn large time deposits and other man-
and occasional unexpectedly large cleamlaged liability components. For the year
ing needs at banks. Other short-ternthrough November, M2 was estimated
interest rates registered small mixedo have grown at a rate in the upper half
changes since the November 13 meebf the Committee’s annual range, and
ing; Treasury bill rates drifted lower, M3 at a rate a little above the top of its
partly because of heightened demandsange. Total domestic nonfinancial debt
for safety and liquidity as asset market&xpanded moderately on balance over
became more volatile during the periodrecent months and remained in the
while year-end pressures boosted ratemiddle portion of its range.
on private instruments with maturities in  The staff forecast prepared for this
early 1997. At longer maturities, yieldsmeeting suggested that the expansion
drifted lower over most of the inter- would be sustained at a pace close to
meeting period in response to incominghe economy’s estimated growth poten-
data that suggested economic growthial. Consumer spending was projected
would remain moderate and inflationto increase at a rate generally in line
subdued, but they rebounded late in thaith the anticipated rise in disposable
period in response to the release oihcome; the favorable effects on house-
firmer economic data and growing con-hold wealth of the advance that had
cerns regarding the sustainability of curoccurred in stock prices and the ample
rent domestic asset prices. Despite thesevailability of credit for most borrowers
concerns, most major indexes of equityvere expected to balance the damping
prices advanced further on balance. effects of continuing consumer concerns
In foreign exchange markets, theabout the adequacy of their savings, the
trade-weighted value of the dollar insecurity of their jobs, and the extent of
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their debt burdens. Homebuilding wasnent. The overall pace of the expan-
forecast to decline somewhat but tcsion was expected to be restrained to an
stabilize at a relatively high level in the extent, however, by declining federal
context of continued income growthgovernment outlays for goods and ser-
and the generally favorable cash—-flowices and ongoing weakness in net
affordability of home ownership. Busi- exports.
ness spending on equipment and struc- Despite the prospects for moderate
tures was projected to expand less rappconomic growth, members observed
idly in light of some anticipated slowing that the risks on inflation still seemed to
in the growth of sales and profits. Fiscabe tilted toward some rise over time.
policy and the external sector wereMeasures of core inflation had displayed
expected to continue to exert smallittle trend and even some decline over
restraining influences on economicdhe past year. However, wage increases
activity over the projection period. Con-had moved higher over that period, a
sumer price inflation, excluding the rela-development suggesting the possibility
tively volatile food and energy compo-that labor markets might be tighter than
nents of the price index, was forecastould be sustained over the long term.
to rise slightly over 1997 and 1998 inAt some point accelerating labor com-
the context of anticipated high resourcgpensation costs, were they to continue,
use and an accompanying appreciablikely would spill over into higher infla-
pickup in the growth of labor compen-tion. Such an outcome remained subject
sation that would be augmented by théo a great deal of uncertainty, however,
legislated rise in the federal minimumin light of the relatively benign behavior
wage. Somewhat larger increases woulth recent years of both wages and prices
have been projected in consumer pricen comparison with historical experi-
inflation in the absence of anticipatedence at prevailing levels of resource
technical measurement changes to thetilization.
index. In the Committee’s discussion of
In the Committee’s discussion ofdevelopments in major sectors of the
current and prospective developmentgconomy bearing on the outlook for
members commented that the informabusiness activity, members noted that
tion received during the relatively shortconsumer spending had picked up as
interval since the previous meeting haaxpected after a lull during the summer
not materially altered either their assessmonths. Survey data and anecdotal
ment that the economy was performingeports suggested that consumer confi-
quite favorably or their forecasts of fur-dence was currently high, and there
ther growth at a pace averaging near thevere widespread indications of robust
economy’s potential. The economy cur+etail sales during the early weeks of the
rently displayed fairly solid underpin- holiday season, though holiday sales
nings, with few imbalances of the kindwere always difficult to read at this
that historically had tended to createstage. Thus far, however, sales of motor
problems. Against the background ofvehicles had not strengthened to the
generally supportive financial conditionsextent that was anticipated after full pro-
and a high degree of consumer anduction was restored following a work
business confidence, further economistoppage at a major manufacturer. Mem-
growth was thought likely to be sus-bers cited a number of factors—the rise
tained by appreciable increases in conin consumer debt burdens, tightening
sumer spending and business investonsumer credit standards, continued
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worker concerns about job securitywas projected to remain moderate and,
and the satisfaction of earlier pent-uparring unexpected surges or declines in
demands—that were tending to inhibitfinal sales, was not likely to be a signifi-
the growth in consumer spending anatant factor affecting the course of the
perhaps helped to explain why the sharpconomy.
increases in stock market wealth had not The recent information on residential
been accompanied by stronger growtlsonstruction was mixed. Weakness in
in such spending. The behavior of thdate summer and early fall evidently
stock market injected an additional noteeflected the effects of earlier increases
of uncertainty into the forecast for con-in mortgage interest rates, but some
sumer spending and the economy mormeasures of housing activity in Novem-
generally. The rise over recent years haller indicated unexpected strength. In
been extraordinary and had broughaddition, reports from around the coun-
market valuations to fairly high levels try pointed to uneven conditions ranging
relative to earnings and dividends. Infrom further strength to some emerging
these circumstances, the members regreakness in regional housing markets.
ognized the need to monitor with specialOn balance, the statistical and anecdotal
care price movements in the stock marinformation was interpreted, by some
ket and asset markets more generalljnembers at least, as consistent with a
for their implications for consumer andtendency for housing activity to sta-
other spending. On balance, favorabléilize. In this view, a level of housing
employment and income conditionsconstruction somewhat below the peak
seemed likely to foster a level ofreached earlier in 1996 was likely to be
consumer spending that would providesustained, buoyed in part by the recent
key support for sustained economidecline in mortgage interest rates and
expansion. the continuing rise in consumer incomes
The members anticipated smalleland favorable consumer sentiment.
though still sizable gains in business A modest degree of fiscal restraint
fixed investment over the year aheadseemed likely over the next two fiscal
Slowing growth in profit levels and cashyears. Some members expressed opti-
flows was likely to retard spending for mism with regard to the prospects for an
many types of business equipment, buagreement between the President and
favorable prices, advancing technologythe Congress that would provide a basis
and readily available financing probablyfor reaching a balanced budget by the
would continue to foster rapid expan-year 2002. Such an agreement would
sion in office, computing, and commu-need to include controversial constraints
nications equipment. The outlook foron the growth of entitlements, but
nonresidential construction remainedts achievement would have favorable
uneven across the country, but such coreffects on financial markets and on busi-
struction seemed likely to edge higheiness and consumer sentiment more gen-
on balance over the next several quarerally, thereby tending to offset at least
ters. Members noted in this regard thain part any direct effects of reduced fed-
the construction of office buildings haderal spending on aggregate demand.
strengthened in a number of urban areas. Members anticipated that the external
Business inventories currently seemedector of the economy would continue
on the whole to be at desired and suso exert some restraint on domestic
tainable levels in relation to sales. In theeconomic activity, though perhaps to a
circumstances, inventory accumulatiodesser extent than over the past year. In



184 83rd Annual Report, 1996

particular, the growth of U.S. exportsinflation and the uncertainties surround-
was expected to accelerate somewhat ing the outlook. Thus, while the longer-
association with some strengthening oterm risks might point toward rising
average in the economies of the nation’aflation, there were reasonable pros-
key trading partners. The economigects that inflation would remain con-
recovery in Mexico from its earlier tained, and any pickup in inflation,
financial crisis was already providing ashould it occur, was likely to be limited
considerable boost to exports from somat least for a time. In the circumstances,
parts of the United States. the members concluded that watchful
Inflation had remained subdued, butvaiting remained the prudent course for
the members continued to view the riskgolicy as they continued to assess ongo-
as tilted toward increases in the futureing developments. Because the risks of
Labor compensation costs clearly werevaiting did not appear to be substantial
rising at a faster pace in the context ofat this juncture, anticipatory tightening
persistently tight labor markets, and arwas not yet called for.
upturn in core price inflation seemed Inthe Committee’s discussion of pos-
quite possible at some point in thesible adjustments to policy during the
absence of some easing of pressures intermeeting period, members agreed
labor markets. However, the membershat the retention of an asymmetric
recognized that the increase in wagelirective toward tightening was consis-
inflation had been significantly less thartent with their view that the risks
would have been anticipated on the basiseemained biased toward higher inflation.
of historical relationships with labor Accordingly, while they were not sug-
market conditions, and price perfor-gesting that policy should be especially
mance also had been more favorablquick to react to incoming information
than those relationships would have sugsever the intermeeting period, they did
gested. In the circumstances, there was\aew the next policy move as more
good deal of uncertainty regarding thdikely to be in the direction of some
outlook for inflation, including the firming than toward easing. In this con-
potential degree of utilization in labor nection, some members emphasized that
markets, the associated pressures anwould be especially important for the
labor costs, and the ability of firms toCommittee to act promptly to counter
pass higher labor costs into prices irany tendency for price inflation to rise
markets that generally continued to bend for higher inflation expectations to
described as highly competitive. Withbecome embedded in financial markets
the economy operating in the neighborand economic decisionmaking more
hood of its sustainable potential, rela-generally.
tively minor differences in overall eco- At the conclusion of the Committee’s
nomic growth could have a significantdiscussion, all the members indicated
effect over time on whether inflationthat they supported a directive that
would tend to trend up or down. called for maintaining the existing
In the Committee’s discussion of pol-degree of pressure on reserve positions
icy for the intermeeting period ahead,and that retained a bias toward the pos-
all the members supported a proposaible firming of reserve conditions dur-
to maintain an unchanged policy stancéng the intermeeting period. Accord-
while also retaining a bias towardingly, in the context of the Committee’s
restraint in the directive. An unchangedong-run objectives for price stability
policy was warranted by the quite satisand sustainable economic growth, and
factory performance of the economy andjiving careful consideration to eco-
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nomic, financial, and monetary develop-domestic nonfinancial debt has expanded
ments, the Committee decided thafmoderately on balance over recent months

somewhat greater reserve I,estram'%nd has remained in the middle portion of its
range

would be acce_ptable_ and slightly lesser the rederal Open Market Committee
reserve restraint might be acceptablgeeks monetary and financial conditions that
during the intermeeting period. Thewill foster price stability and promote sus-

reserve conditions contemplated at thiginable growth in output. In furtherance of

; ; ese objectives, the Committee at its meet-
meeting were expected to be ConSISterﬁrE:g in July reaffirmed the ranges it had estab-

with relatively strpng expansion in M2 lished in January for growth of M2 and M3
and M3 over coming months. of 1 to 5 percent and 2 to 6 percent respec-
The Federal Reserve Bank of Newtvely, measured from the fourth quarter
York was authorized and directed, untilof 1995 to the fourth quarter of 1996. The
instructed otherwise by the CommitteeMonitoring range for growth of total domes-

; ; ¢ nonfinancial debt was maintained at 3 to
to execute transactions in the Syste percent for the year. For 1997, the Commit-

Account in accordance with the follow- (ee agreed on a tentative basis to set the same
ing domestic policy directive: ranges as in 1996 for growth of the monetary
aggregates and debt, measured from the
The information reviewed at this meetingfourth quarter of 1996 to the fourth quarter
suggests that economic activity has continof 1997. The behavior of the monetary aggre-
ued to expand at a moderate pace. Privagates will continue to be evaluated in the
nonfarm payroll employment increasedlight of progress toward price level stability,
appreciably further in November, althoughmovements in their velocities, and develop-
the civilian unemployment rate edged upments in the economy and financial markets.
to 5.4 percent. Industrial production rose In the implementation of policy for the
sharply in November, in part because of dmmediate future, the Committee seeks to
rebound in motor vehicle assemblies that haghaintain the existing degree of pressure on
been depressed earlier by work stoppageggeserve positions. In the context of the Com-
Consumer spending has posted appreciabigittee’s long-run objectives for price stabil-
gains over recent months after a summer lullity and sustainable economic growth, and
Housing starts rebounded in November aftegiving careful consideration to economic,
declining in September and October. Busifinancial, and monetary developments,
ness fixed investment appears to be growingomewhat greater reserve restraint would
moderately after a sharp rise in the thirdor slightly lesser reserve restraint might
quarter. The nominal deficit on U.S. trade inbe acceptable in the intermeeting period.
goods and services widened substantially iThe contemplated reserve conditions are
the third quarter from its rate in the seconcexpected to be consistent with relatively
quarter. Increases in labor compensatiostrong expansion in M2 and M3 over coming
have trended up this year, and consumenonths.
price inflation also has picked up owing to
larger increases in food and energy prices.  Votes for this action: Messrs. Greenspan,
Short-term market interest rates have reg- McDonough, Boehne, Jordan, Kelley,
istered mixed changes since the Committee Lindsey, McTeer, Meyer, Mses. Phillips,
meeting on November 13, 1996, while long- Rivlin, Mr. Stern, and Ms. Yellen. Votes
term yields have risen slightly. In foreign against this action: None.
exchange markets, the trade-weighted value

of the dollar in terms of the other G-10 |t was agreed that the next meeting

currencies has risen slightly over the inter- :
meeting period. of the Committee would be held on

Growth of M2 picked up in November, Tuesday-Wednesday, February 4-5,
while expansion of M3 moderated somewhaf 997.
from its brisk pace in October. For the year The meeting adjourned at 12:40 p.m.
through November, M2 is estimated to have
grown at a rate in the upper half of the
Committee’s annual range, and M3 at a rate Donald L. Kohn
a little above the top of its range. Total Secretary
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Consumer and Community Affairs

In 1996 the Board moved to administertechniques to test large institutions for
major changes under revised intercompliance.
agency regulations to carry out the Com- Acting on behalf of the Federal
munity Reinvestment Act (CRA). On Financial Institutions Examination
January 1, small banks became subje€ouncil and HUD, the Board met statu-
to examination under the new rulestory deadlines with the early release of
large banks began data collection and ilome Mortgage Disclosure Act state-
some instances began developing strateaents for individual lenders and aggre-
gic plans as the measure of their CRAgate reports for metropolitan areas.
performance. The new rules, issued ifrrom the data, the Board noted a marked
1995, emphasize performance in lendincrease in lending to minority and low-
ing, service, and investment and willincome homebuyers, although denial
help promote consistency in assessmentates continued to show disparities
and reduce compliance burdens foamong racial and ethnic groups.
many banks. Subsequent to multiyear reviews of
The Board acted on a large number oRegulation M (Consumer Leasing) and
bank and bank holding company appli-Regulation E (Electronic Fund Trans-
cations that involved CRA protests,fers), the Board completed rulemakings
adverse CRA ratings, and issues of faithat better match its consumer regula-
lending and noncompliance with con-tions to industry developments. In other
sumer regulations. Several applicationsulewriting, the Board published two
involved major bank mergers that elic-proposals, one governing “self tests”
ited strong support and opposition fromthat lenders may conduct under Regula-
members of the public, and all weretion B (Equal Credit Opportunity) to
protested on CRA grounds. The Boardletermine their compliance with fair
approved them after extensive analysesgnding laws and another raising the
finding in each case that convenienc¢hreshold for the coverage of small insti-
and needs factors were consistent witkutions under Regulation C (Home
approval. Mortgage Disclosures) based on asset
In the fair lending area, the Boardsize; the two proposals implement
referred discrimination cases regardinggmendments to the Equal Credit Oppor-
state member banks to the Departmerttinity Act and Home Mortgage Disclo-
of Justice and also forwarded the resultsure Act respectively.
of a major investigation into a mortgage These matters are discussed below,
lender’s overage-pricing practices. Thelong with other actions by the Board in
Board referred other cases, which raisethe areas of community affairs and con-
claims of alleged mortgage discrimina-sumer protection.
tion, to the Department of Housing and
Urban Development (HUD) for investi-
gation. The Board continued to improveCRA Reform
the System’s examination process foburing 1996 the Board began its imple-
fair lending, using enhanced statisticamentation of a revised regulation under
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the Community Reinvestment Act,in conjunction with the other federal
working closely with the three other supervisory agencies, issued a document
financial supervisory agencies that havéhat addresses many of the questions
CRA responsibilities (the Federal De-more frequently encountered under the
posit Insurance Corporation, the Officenew regulation. The agencies anticipate
of the Comptroller of the Currency, andadding to this document over time as
the Office of Thrift Supervision). The new questions arise and are addressed.
revised regulation provides more direct
guidance to banks and thrift institutions
on the nature and extent of their CRAEajr Lending
responsibilities and the means by which
those obligations will be assessed antnder the Equal Credit Opportunity Act
enforced. It creates a more quantitativdECOA), the Board is required to refer
system for assessing CRA performance the Department of Justice violations
that includes reviewing data on the instithat it has reason to believe constitute a
tution’s lending, service, and investment'pattern or practice” of discrimination.
activities; requires larger institutions toThe Board made five referrals during
collect additional data for loans to small1996, three related to race discrimina-
businesses and small farms; and allowon and the others to marital status vio-
alternative bases of evaluation for cerfations. Two of the cases involving
tain institutions to minimize the regula-alleged race discrimination were under
tory burden. active investigation by the Department
During 1996 the agencies begarof Justice at the close of 1996. After
using new examination procedures dereview, the three remaining matters
signed to make the examinations fowere returned for enforcement by the
small institutions less intrusive and moreBoard.
focused on performance. In addition, a Also in 1996, the Department of Jus-
small number of banks elected to beice reached a court-approved settlement
examined under the revised regulation’sagreement with a lender on a matter
lending, investment, and service tests. referred by the Board in late 1995. The
The Board approved a strategic plaBoard had forwarded information from
submitted by a state member bank foa major investigation of loan pricing
defining its program for addressing CRAinvolving “overages” that were alleg-
responsibilities, as provided by the regedly discriminatory. In the settlement,
ulation. Further, three banks werewhich was based on evidence developed
granted designation as wholesale instiby the Board and a Reserve Bank, the
tutions under the revised regulation andender agreed to steps that included pay-
two were designated as limited-purposéng $3.8 million to minority customers
institutions. identified by the Department of Justice
Some measures taken by the Federak having been overcharged on a dis-
Reserve will assist in implementing thecriminatory basis.
new CRA rules. A software program The ECOA also requires the referral
was developed that assists examinersf certain types of violations of the act,
in choosing a statistically reliable sam-other than “pattern and practice,” to
ple of loans for review; another programHUD. The three cases of that type
prepares summaries of demographic aneferred during 1996 involved alleged
economic information for use in CRA discrimination on the basis of race,
examinations. In addition the Board,national origin, and gender. At year-end,
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all three were pending final resolutionabsence of discrimination. Nonetheless,
by HUD. access to loan application files and re-
The Board continued the refinementated information enables examiners to
of its specialized fair lending school dur-augment the data in making determina-
ing 1996. The two-week school com-tions regarding unlawful discrimination.
prises an extensive range of both con- In addition, since 1994 the Federal
ceptual and practical topics. Subject®Reserve has used a two-stage statistical
include a historical perspective on theanalysis system to aid in the fair-lending
development of fair lending law; currentexamination of large-volume mortgage
legal theories of lender liability; and anlenders. In the first stage of the analysis,
introduction to fair lending examination examiners use HMDA data recorded by
techniques, including off-site preparathe institution on its loan-application
tion, detection techniques for variousregister to help determine whether race
loan products, and methodologies foappears to be a significant factor in a
analyzing examination findings. Classank’s lending decisions. The Board
work includes lectures, analysis of cassubstantially enhanced the first-stage
histories, and role-playing. During 1996,system during 1996. Instead of basing
eighty students attended the fair lendinghe initial assessment of racial dispari-
school and received more than seventijes on a random sample of white and
hours of training. An extensive revisionminority applications, the first-stage
of this school, begun late in 1996 on theprogram now uses a sample of white
basis of proposals from instructors ancind minority applicants that have been
students to make it more interactive, isnatched on the basis of characteristics
due for completion in 1997. (such as income, loan amount, and prop-
In evaluating compliance with fair erty location) that are available from the
lending laws, bank examiners assesdMDA data.
decisions in relation to the underwriting When the first-stage analysis indi-
standards of the lending institution.cates a statistically significant difference
They sample approved and denied applin the results for white applicants com-
cations and check whether the institupared with those for minority applicants,
tion, in applying its lending criteria, has examiners will generally proceed to the
implemented standards consistently andecond stage of the analysis. In the sec-
fairly and whether any differential treat-ond stage, examiners draw extensive
ment warrants further investigation.additional information from the bank’s
Examiners also review underwritingloan application files. The augmented
standards used by the institution in ordeinformation allows for a more sophisti-
to identify standards that may raisecated matched-pair statistical analysis
concerns in the context of fair lendingthat identifies specific loan files for
enforcement. examiners to review and discuss with
To facilitate fair lending reviews, management during their on-site fair
examiners often use data collected ankknding evaluation.
reported under the Home Mortgage Dis-
closure Act (HMDA). The HMDA data -
do not include the wide range of finan-Hel\l/lttZﬁ]sData and Lending
cial and property-related factors tha
lenders consider in evaluating loanThe Home Mortgage Disclosure Act
applications, and therefore these dateequires covered mortgage lenders in
alone cannot determine the presence anetropolitan areas to disclose data
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regarding mortgages for home purchasehese disclosure statements public, and
home improvement, and home refinancin August, aggregate reports that contain
ing. In 1996, depository institutions data for all lenders in a given metropoli-
and mortgage companies generally wertan statistical area (MSA) became avail-
covered if they were located in metro-able in printed form at a central deposi-
politan areas and had assets of mor®ry in each of the nation’s 330 MSAs.
than $10 million. Independent mortgagerhe FFIEC also makes the information
companies were covered, regardless @vailable on microfiche, magnetic tape
their asset size, if they originated 100 o(reel and cartridge), PC diskette, and
more home purchase loans in the pre€D-ROM.
ceding calendar year. In 1996, 9,539 Lending institutions tend to specialize
lenders, consisting of 868 independenin different types of home loans. In
mortgage companies and 8,671 othet995, depository institutions continued
mortgage lenders, reported data for cako be the predominant source of home
endar year 1995. improvement and multifamily loans.
Under HMDA, covered lenders sub-Mortgage companies accounted for
mit geographic information about theabout 52 percent of the conventional
property related to a loan transactionhome purchase loans reported and about
the disposition of loan applications, and80 percent of the government-backed
in most cases, the race or national orihome purchase loans.
gin, income, and sex of applicants and Mortgage originators and institutions
borrowers. The Board processes the data the secondary market for mortgages,
and prepares disclosure statements such as Fannie Mae (the Federal
behalf of HUD and member agencies oNational Mortgage Association) and
the Federal Financial InstitutionsFreddie Mac (the Federal Home Loan
Examination Council (FFIEG. Mortgage Corporation) offer a variety of
In 1996 the Board prepared roughlyhome loan programs to benefit lower-
36,600 disclosure statements. The 199icome and minority households and
data contained 11.2 million reportedneighborhoods. These programs may
loans and applications, an 8 percenaccount for a continued increase in loans
decrease from 1994 that is largely attribto these homebuyers. From 1993 to
utable to a decline in refinancing activ-1995 the number of conventional home
ity.2 In July, individual institutions made purchase loans extended to lower-
- income borrowers increased 21 percent,
1. In September 1996 the Congress amendedompared with a 10 percent increase for

HMDA to raise the asset threshold for depositoryhigher_income homebuyers over the
institutions according to changes in the consumeéame period

price index for urban wage and clerical workers . . .
since 1975. Beginning in January 1997, a deposi- Leénding to minority homebuyers has
tory institution will be subject to HMDA if its also increased markedly. From 1993 to
assets were greater than $28 million at year-end 995 the number of loans to black appli-

1996. The asset-size measure that determln_es tEPantS increased 70 percent, to Hispanic
coverage for independent mortgage companies 1S

unchanged. applicants 48 percent, and to Asian

2. The member agencies are the Board, th@pplicants 24 percent. The increase for
FDIC, the National Credit Union Administration, white applicants was 12 percent over the
the OCC, and the OTS. same period.

3. A summary of the 1995 HMDA data appears .
in a series of special tables included in frederal The 1995 data continue to show rates

Reserve Bulletin,vol. 8 (September 1996), Of Cred_it denial that are higher for black
pp. A68—AT5. and Hispanic loan applicants than for
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Asian and white applicants even withinborrowers and loan applicants. For
the same income brackets. In 1995 thioans sold, lenders also identify pur-
denial rates for conventional home purchasers by type of entity. These
chase loans overall were 41 percent foexpanded data provide opportunities
black applicants, 30 percent for His-to assess the relative performance of
panic applicants, 13 percent for Asiarmortgage lending institutions in serving
applicants, and 21 percent for whitethe credit needs of lower-income and
applicants. These rates were all somaninority homebuyers.

what higher than in 1994. For neighbor- In its oversight of housing activities

hoods, the data also show that the rate dify government-sponsored entities, HUD
loan denial generally increased with aruses the expanded HMDA data to
increase in the proportion of minority help assess the efforts of Fannie Mae
residents. and Freddie Mac in attaining goals

The data collected under HMDA dofor supporting mortgages for low- and
not include the wide range of financialmoderate-income families and for prop-
and property-related factors that lendersrties in targeted communities. HUD
consider in evaluating loan applicantsalso makes extensive use of the HMDA
Consequently, the data alone do notlata as one component of its fair lending
provide an adequate basis for determinreviews. The data assist in the handling
ing whether a lender is discriminatingof loan applicants’ and borrowers’ alle-
unlawfully. But because the data can bgations of lending discrimination filed
supplemented by other informationwith HUD, the Department of Justice, or
available to the agencies, they are astate and local agencies; the data also
important tool for enforcement of fair assist in the agencies’ targeting of lend-
lending laws. ers for investigation.

The important uses of the HMDA
data make their accuracy critically. .
important. The FFIEC’s processing soft—Pm/ate Mortgage Insurance
ware is programmed to identify errors inThe FFIEC also compiles HMDA-like
the data submitted by lenders for cordata pertaining to applications for pri-
rection before disclosure statements andate mortgage insurance (PMI) on
reports for specific MSAs are preparedbehalf of the nation’s eight active PMI
Since lenders first began submittingcompanies. PMI typically is required by
their HMDA data in case-by-caselenders when they extend conventional
(single-record) form rather than aggre-mortgages with small down payments.
gated by census tract, the quality has Working through their national trade
improved considerably. The proportionassociation, the Mortgage Insurance
of 1995 loan records containing detecte€Companies of America, the PMI compa-
errors was less than 0.5 percent, downies voluntarily submit their data to
from about 4.4 percent in 1991 (the firsthe FFIEC, which prepares company-
year in which data were reported on a
case-by-case basis). 4. See, for example, the discussion of which

institutions bear the credit risk of mortgages

extended to lower-income and minority homebuy-
Other Uses of HMDA Data ers in Glenn B. Canner, Wayne Passmore, and

. Brian J. Surette, “Distribution of Credit Risk
Since 1990 the HMDA data reportedAmong Providers of Mortgages to Lower-Income

by lenders have included informationand minority Homebuyers Federal Reserve Bul-
about the race, sex, and income oktin,vol. 82 (December 1996), pp. 1077-1102.
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specific disclosure statements for eacbf the lending process and then develop
of the firms and aggregate reports fofindings and action plans.
each metropolitan area. These reports During 1996 the Community Affairs
are available for public review at theprograms sponsored or cosponsored
central depositories where HMDA datamore than 200 conferences, seminars
are available. Like the HMDA data, thisand informational meetings on com-
information is also available from the munity development, reinvestment, and
FFIEC in other formats, including datafair lending topics. The programs were
tape, CD-ROM, and PC diskette. attended by about 10,800 bankers, ex-
aminers, and representatives of small
businesses and community and con-
sumer groups. In addition, staff mem-
The Federal Reserve System’s Commubers of the Community Affairs programs
nity Affairs programs identify commu- at the Board and the Reserve Banks
nity development and reinvestmentmade more than 260 presentations at
needs along with fair lending issues; anadonferences, seminars, and meetings
they develop educational, informational sponsored by banking, governmental,
and technical assistance programs tbusiness, and community organizations.
facilitate constructive responses by The Reserve Banks’ Community
banks and their communities. DuringAffairs programs helped design and con-
1996 the System’'s Community Affairsduct a wide variety of conferences and
programs continued to expand andraining programs for bankers and com-
enhance products and services to helmunity representatives that focused on
banks and community representativethe revised regulations implementing the
assess needs and implement fair lendZommunity Reinvestment Act. They
ing, community development, and rein-also participated in Federal Reserve and
vestment programs. interagency training for examiners who
Six Reserve Banks engaged in majoconduct CRA assessments of financial
efforts to help identify and address barridinstitutions.
ers to equal access to credit for home- The Reserve Banks of Boston, Phila-
buyers. The Boston, New York, Cleve-delphia, Richmond, Atlanta, Chicago,
land, Chicago, St. Louis, and San Franballas, Kansas City, Minneapolis, and
cisco Banks each identified key parSan Francisco held a variety of confer-
ticipants in the homebuying process irences and workshops on aspects of com-
their Districts and brought them togethemunity development finance.
with community representatives to Several Reserve Banks developed
discuss problems affecting minorityprograms focused on the development
and lower-income homebuyers andf small and minority businesses. The
forge collaborative solutions. TheseBoston Reserve Bank sponsored a con-
community-targeted programs are basefitrence for Maine bankers, nonprofit
on an effort pioneered by the Clevelandenders, and public officials regarding
Reserve Bank in its home city. The pro-microenterprise lending and other
gram generally includes the formationresources available to help the financing
of task groups that focus on key aspectsf Maine's small and start-up busi-
nesses. In addition the Boston Bank

5. For an analysis of the 1995 private mortgagé’vorked with Maine bankers to help

insurance data, see appendix A of Canner, Pasg-e\(e|0p the new Maine Communi'ty
more, and Surette, “Distribution of Credit Risk.” Reinvestment Corporation, a statewide

Community Development
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multibank lending consortium for scribes conditions in, and possibilities
affordable housing; and the Dallasfor assistance to, low-income, unincor-
Reserve Bank sponsored several semporated subdivisions that have sprung
nars for small-business owners. Thelp along the Texas—Mexico border. To
San Francisco Reserve Bank held a corassist bankers and others, the Dallas
ference to foster closer working relation-Reserve Bank also developed and pub-
ships among bankers, small businesseléshed Banking on Partnerships: A
and organizations providing technicalDigest of Community-Based Organiza-
assistance to small firms. tions in Houston,which profiles the
A conference at the Kansas Citystructure and activities of community
Reserve Bank targeted public policydevelopment organizations in the Hous-
issues affecting rural capital marketsfon area.
and the New York Reserve Bank con- The Minneapolis Reserve Bank pro-
vened a conference on delivering capitafluced and distributed a new educational
resources for economic developmentideo,Lending in Indian Countrywhich
in non-urban areas. The San Franciscfiocuses on the challenges and unique
Reserve Bank sponsored a conferenagpportunities in financing business and
on electronic banking that focused orreal estate development on reservations.
how technological changes affect theThe Minneapolis Reserve Bank also
relationship between consumers anglayed a leadership role in an effort to
their financial institutions. bring together tribal and business lead-
In response to a rising number ofers to explore economic development
requests for assistance and informatiomitiatives for the economically dis-
on community development investmentéressed Pine Ridge Reservation, in
by financial institutions, the Community South Dakota.
Affairs programs developed or expanded The Federal Reserve Bank of Kansas
a variety of publications and other infor-City developed and publishe®oing
mational resources. The Board signifithe Undoable Deals: A Resource Guide
cantly expanded its annual compendiunto Financing Housing and Economic
entitledDirectory: Community Develop- Development.The guide describes a
ment Investmentby adding discussions variety of financial and management
of investments by state member bankassistance programs available to com-
to those about investments made bynunity development projects.
bank holding companies. The directory All twelve Federal Reserve Banks
now covers more than 150 existing comeontinued to expand and enhance their
munity development corporations andCommunity Affairs newsletters. These
investments. The Board’s Communitypublications typically feature infor-
Affairs program also assisted other divi-mation on community development
sions at the Board in addressing commuending and investment programs and
nity development policy issues. related CRA, HMDA, and fair lend-
Other informational products distrib-ing policies and issues. During 1996,
uted by the System’s CommunityReserve Bank Community Affairs news-
Affairs programs covered a broad arrayetters reached more than 74,000 repre-
of topics. The Dallas Reserve Bank pubsentatives of financial institutions, com-
lished Texas Colonias: A Thumbnail munity organizations, local government
Sketch of the Conditions, Issues, Chalagencies, and others interested in bank
lenges and OpportunitiesThe report, involvementin community development
which received national recognition, de-and reinvestment efforts.
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During 1996 the Banks’ Community and provided other briefings and educa-
Affairs staffs held more than 1,400tional training programs for examiners.
meetings with bankers, governmeniThe Community Affairs programs at the
officials, and business and communityAtlanta, Richmond, and Kansas City
representatives to discuss communitReserve Banks helped develop and
development, community reinvestmentimplement an interagency training pro-
and related programs being undertakegram on community development for
by bankers and their communities. Theexaminers located in the Southeast.
Richmond Reserve Bank issued commu- In 1996 the capacity and efficiency of
nity profiles highlighting community the computerized Community Lending
needs and development organizationdnalysis System (CLAS) was increased
and resources in the areas of Richin response to examiner feedback. The
mond; Columbia, South Carolina; andsystem gives examiners detailed eco-
Hagerstown, Maryland. The Philadel-nomic and demographic information on
phia Reserve Bank published a proa bank’s community and helps increase
file on Williamsport, Pennsylvania. And consistency in the development of CRA
the St. Louis Reserve Bank issuedissessments and ratings. In addition, the
metropolitan-area profiles for Owensfederal banking agencies coordinated
boro, Kentucky; Fayetteville-Springdale-with each other in reviewing examiner
Rogers, Arkansas; and Springfieldexperience with CLAS and developed
Missouri. a consensus on which data elements

To supplement its outreach activitiesand report formats were most useful to
the Boston Reserve Bank formed axaminers.

Community Development Advisory
Council, composed of lenders and repreg,
sentatives of public and nonprofit agen-
cies who are knowledgeable about houdn December, the Board solicited com-
ing and economic development issuesnent regarding issues that the Board
The council will meet three times eachwill address in a study concerning the
year with the Reserve Bank Presidenpublic availability and use of sensitive
and staff members of the Communityidentifying information about consum-
Affairs program to discuss regionalers. The study is required by the Eco-
community development and reinvestnomic Growth and Regulatory Paper-
ment issues. The Atlanta Reserve Banwork Reduction Act of 1996, which sets
developed an extensive database @ March 1997 deadline for reporting to
community contacts; and all of the fed-the Congress. Other regulatory actions
eral banking regulators are consideringaken during the year, some of them also
adoption of its database structure. required by the 1996 act, are discussed

Another significant part of Board below.
and Reserve Bank Community Affairs
activities is assisting the Federal Re equlation B
serve’s bank supervisory units regardin gula - .

CRA and fair lending. The Board’s Equal Credit Opportunity)

Community Affairs program helped In December the Board published pro-
conduct consumer compliance and faiposed revisions to Regulation B to carry
lending schools, participated in inter-out amendments to the Equal Credit
agency efforts to adapt policies for theOpportunity Act. These amendments
implementation of revised CRA rules,create a legal privilege for information

ther Regulatory Matters
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developed by creditors as a result oReview program. The final rule contains
“self tests” that they voluntarily con- substantive amendments, including
duct to determine their level of compli- changes to the existing exemptions for
ance with the ECOA. (In January 1977securities or commodities transfers. Pri-
the Department of Housing and Urbamarily, however, the revisions simplify

Development published a substantiallthe language and format of the regula-
similar proposal to revise the regula-tion and commentary and delete obso-
tions carrying out the Fair Housing Act.) lete provisions.

In December the Board withdrew a The review of Regulation E served to
proposed amendment to Regulation Bdentify other issues that might warrant
that would have eliminated a generategulatory changes. In April the Board
prohibition on collecting data relating to published proposed amendments to
an applicant’s sex, race, color, religionRegulation E to govern stored-value
or national origin. The proposed amendeards. The proposal also addresses
ment would have allowed creditors togeneral provisions of the regulation,
collect these data for any credit productproviding longer error-resolution dead-
The Board determined that the issue olines for new accounts and allowing
data collection is more appropriate forelectronic disclosures to consumers in

the Congress to consider. place of printed notices.
Regulation C Regulation M
(Home Mortgage Disclosure) (Consumer Leasing)

In December the Board published proin September the Board published a
posed revisions to Regulation C to carryevised Regulation M following a multi-
out amendments to the Home Mortgaggear review under the Board's Regula-
Disclosure Act. Those amendmentgory Planning and Review program.
require an increase in the exemptiorRegulation M requires lessors to give
threshold for depository institutions,consumers uniform disclosures of cost
from $10 million to $28 million, based and other lease elements before the lease
on the increase in the consumer pricbecomes legally binding. In its review
index for urban wage and clerical work-the Board sought to identify ways that it
ers from 1975 to year-end 1996. Undecould simplify the regulation to fulfill
the statutory amendments, the Boarthe Congress’s intentions more effec-
will make future changes to the assetively. The final rule modernized the
threshold annually as appropriate. Theegulation to address changes that have
amendments also modify the requiretaken place in consumer leasing since
ments applicable to disclosures for met1976, the year the Congress passed the
ropolitan areas in which an institutionConsumer Leasing Act,

has branch offices. The final rule adds disclosures, prima-
rily in connection with motor vehicle

. leasing. The Board determined that
Regulatlo_n E these revisions were especially neces-
(Electronic Fund Transfers) sary given that about one-third of all
In April the Board published revisions passenger cars now delivered to con-
to Regulation E and the associated staBumers are leased instead of purchased
commentary following a review underand financed. The disclosures concern
the Board’'s Regulatory Planning andcharges a consumer might face for early
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termination, for example, and how The Board is required to adjust annu-

scheduled payments are derived. Thally the dollar amount that triggers addi-

Board also specified certain aspects dional disclosure requirements under
the format of the disclosures. The Boardl'ILA for mortgage loans that bear fees

revised the advertising provisions toabove a certain amount. The Home
carry out a statutory amendment, allowOwnership and Equity Protection Act of

ing toll-free numbers to substitute for1994 imposes restrictions and special
certain disclosures in radio and televidisclosure requirements when total

sion advertisements. The Board als@oints and fees payable by the consumer
provided that any disclosure or adverexceed the greater of $400 or 8 percent
tisement of a lease rate must inform thef the total loan amount. Under the act,

consumer that the rate may not measurde Board must adjust the dollar amount
the overall costs of the lease financingeach year according to the percentage
This limitation is meant to preclude change in the consumer price index. In
inappropriate and erroneous comparidanuary the Board adjusted the dollar
sons of lease costs based on rate infoemount to $412 for 1996; in December

mation offered to consumers by differ-it adjusted the dollar amount to $424 for

ent lessors. 1997.

In December the Board published In April the Board issued a report to
proposed revisions to Regulation M, pri-the Congress, required by the Truth in
marily to implement amendments to theLending Act Amendments of 1995, that
Consumer Leasing Act, which had beerliscussed the feasibility of treating as
enacted in September. The proposefinance charges all costs required by
revisions streamline the advertising disthe creditor or paid by the consumer as
closures and make several technican incident of credit; the report also
amendments. addressed abusive refinancing practices.

The Board determined that, although
. changing the definition of finance charge
?I’?‘g?fla.itl‘llolt]eﬁ ding) may be desirable, changes affecting dis-
closure of the finance charge and the
In January the Board requested comannual percentage rate would be signifi-
ment on whether, under the Truth incant for both creditors and consumers.
Lending Act (TILA), cost disclosures The Board concluded that changes,
and other rules for open-end homeif any, should be preceded by further
secured lines provide adequate condeliberation and participation from the
sumer protection. In November thepublic. The Board will consider regula-
Board reported to the Congress, as rdery revisions consistent with the report
quired by the Riegle Community Devel-in an upcoming review of Regulation Z.
opment and Regulatory Improvement In May the Board published proposed
Act of 1994. The report describes therevisions to Regulation Z to carry out
regulatory framework for open-endthe statutory amendments enacted in
home equity lines of credit compared1995 that establish new creditor-liability
with that for closed-end credit and dis-rules for closed-end loans secured by
cusses information drawn from con-real property or dwellings. The TILA
sumer surveys. The report presents themendments created new tolerances for
Board’s analysis of issues and its find-accuracy in disclosing the amount of the
ings that the current requirements profinance charge. The amendments also
vide adequate consumer protection.  clarify how lenders must disclose cer-
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tain fees connected with mortgage loansaddressed technical matters such as the
In addition the Board proposed a neweffect of a leap year on the calculation of

rule regarding the treatment of feesnterest, on the annual percentage vyield,
charged in connection with debt can-and on the annual percentage vyield
cellation agreements. In September thearned.

Board published a final rule adopting In September the Board revised the

the revisions. official staff commentary to Regula-

In December the Board and HUDtion B (Equal Credit Opportunity). The
issued a joint advance notice of pro-update gives guidance on issues such as
posed rulemaking to revise disclosuresredit scoring and the regulation’s
that consumers receive under thepousal signature rules.

Real Estate Settlement Procedures Act
I(?REESSPITAA) and TILA. Amendments to Economic Effects of the

and TILA require the 89€NCIES | actronic Fund Transfer Act
to simplify and improve the disclosures
where possible and to provide a singlén keeping with statutory requirements,
format for compliance with both RESPAthe Board monitors the effect of the
and TILA. The notice solicited public Electronic Fund Transfer Act on the
comment on the specific regulatory andompliance costs and consumer benefits
legislative changes that might achieveelated to electronic fund transfer (EFT)
these goals. services.

The revisions to Regulation E made
in 1996 and discussed above reduce
somewhat the ongoing burden of com-
In March the Board revised the official pliance with the regulation without
staff commentary to Regulation Z (Truthmaterially affecting consumer benefits.
in Lending). The update gives guidancelhe revisions to Regulation E were lim-
on issues relating to reverse mortgageised because the original regulation
and to home-secured loans bearing ratedready followed closely the detailed
above a certain percentage or fees abovequirements of the law.

a certain amount. The revisions also In 1996 the Congress amended the
address issues of general interest, sudflectronic Fund Transfer Act to exempt
as a card issuer’s responsibilities when aeeds-tested programs that are estab-
cardholder asserts a claim or defenskshed or administered by state or local
relating to a dispute with a merchant. governments for the electronic transfer

In November the Board publishedof benefits. (The Board expected to pro-
proposed changes to the staff commerpose an implementing amendment to
tary to Regulation Z. The proposed revi-Regulation E in January 1997.) The
sions provide guidance on the treatmergxemption eliminates uncertainty about
of some fees paid for mortgage loans, opotential fraud arising from the EFTA's
tolerances for accuracy in disclosing thédiability rules and will reduce the cost to
finance charge and other costs, and aftate and local governments of provid-
debt cancellation agreements. ing benefits electronically. Under the

In May the Board withdrew a pro- exemption, benefit recipients may have
posed amendment to the official stafsomewhat diminished protections, espe-
commentary to Regulation DD (Truth incially for unauthorized use. Electronic
Savings) because of its narrow scopeéelivery will, however, likely provide
and regulatory burden. The proposabenefit recipients greater overall secu-

Interpretations
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rity than the paper-based systems thamall share of electronic transactions,
are now in use. but rapid growth continued in 1996:
Some economic effects of the Electhe number of POS transactions rose
tronic Fund Transfer Act, both con-nearly one-half, to about 96 million per
sumer benefits and compliance burdemmonth; and the number of POS termi-
can be traced to continued growth in thenals rose about two-thirds, to around
use of EFT services. During the 1990875,000.
the proportion of U.S. households using The incremental costs associated with
EFT services has increased at an annutdle EFT act are difficult to quantify
rate of about 2 percent. Surveys indicatbecause no one knows how industry
that about 85 percent of households nowractices would have evolved in the
have one or more EFT features on theiabsence of statutory requirements. The
deposit accounts. benefits of the law are also difficult to
Automated teller machines are themeasure because they cannot be isolated
most widely used EFT service. Nearlyfrom consumer protections that would
two-thirds of all households currentlyhave been provided in the absence of
have ATM cards, and most of theregulation. The available evidence pro-
nation’s depository institutions offer vides no indication of serious consumer
consumers access to ATMs. Over timeproblems with electronic transactions at
almost all ATM terminals have becomethis time.
connected to one or more shared net- The Board's database of consumer
works, which enhances their accessibileomplaints and inquiries is one source
ity to consumers. The monthly averageof information on potential problems. In
number of ATM transactions increasedl996, eighty of the complaints that were
about 10 percent, from 807.4 million inreceived related to electronic transac-
1995 to 890.3 million in 1996. During tions. The Board forwarded forty-five
the same period, the number of installe@omplaints that did not involve state
ATMs rose 13 percent, to 139,134. member banks to other agencies for
Direct deposit is another widely usedresolution. Of the remaining thirty-five
EFT service. More than one-half of allcomplaints, three involved a possible
U.S. households receive funds in theiviolation of the act or regulation. Exami-
accounts via direct deposit by the payemation data show that in 1996 about
Direct deposit is particularly widespread94 percent of depository institutions
in the public sector, covering more tharexamined by federal agencies were in
one-half of social security payments andull compliance with Regulation E.
two-thirds of federal salary and retire-Violations primarily involved failure
ment payments. Although less commoro provide all required disclosures to
in the private sector, direct depositconsumers.
has grown substantially in recent years.
The proportion of households receivin . oo
either public-sector or private-sectogrlcomp“alnce Examinations
direct deposits has grown about 5 perSince 1977 the Federal Reserve System
cent per year during the 1990s. has maintained a specialized program
Nearly one-third of households nowfor examining the compliance of state
have debit cards, which can be usedhember banks and of certain foreign
at the point of sale to debit a consumbanking organizations with federal laws
ers’ transaction account. Point-of-salggoverning consumer protections in
(POS) systems still account for only afinancial services. During the 1996
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reporting period (from July 1, 1995, to The Reserve Banks supplement ex-
June 30, 1996), the Federal Reservaminer training through departmental
examined 607 state member banks anmheetings and special training sessions.
306 foreign banking organizations forln addition the Board’s resident exam-
such complianceé. iner program gives the Reserve Bank
The Oversight Section of the Board'sexaminers added perspective through
Division of Consumer and Community several weeks’ work at the Board, dur-
Affairs coordinates compliance exami-ing which they can observe such matters
nations, which are conducted by theas how policies are developed and how
consumer affairs units of the twelve Fedthe Board coordinates its activities with
eral Reserve Banks. The Oversight Sedhose of other agencies that supervise
tion reviews a sample of the examinafinancial institutions.
tions for effectiveness, adherence to The FFIEC is the interagency coordi-
System policy, uniformity of approach, nating body charged with developing
and the like. uniform examination principles, stan-
New examiners from the Federaldards, and report forms. In 1996 the
Reserve Banks attend the System’member agencies of the FFIEC collabo-
three-week basic consumer complianceated to revise examination procedures
school; examiners with eighteen toto reflect changes in consumer laws
twenty-four months of field experienceand regulations. They adopted changes
attend a week-long advanced complito examination procedures covering
ance school, a two-week fair lendingamendments to the Flood Disaster Pro-
school, and a class in CRA examinatiortection Act and to the Home Mortgage
techniques. Disclosure Act.
In the 1996 reporting period, the Fed-
gral_ Reserve System_conducted threﬁ\gency Reports on Compliance
asic consumer compliance schools fo\pvith Consumer Reaqulations
a total of seventy-five students; five 9
advanced consumer compliance schooBata from the Board, other member
for seventy-three students; and two faiagencies of the FFIEC, and other federal
lending schools for sixty-two students. supervisory agencies cover the compli-
ance of institutions with the regulations
that implement the Equal Credit Oppor-
6. The Federal Reserve examines statunity Act, the Electronic Fund Transfer
chartered agencies and state-chartered uninsuréect, the Consumer Leasing Act, the
Ibfag_Ches of foreign ba”kjyo ‘:Vg‘c')%f;gﬁzdcgmgre;'?r ruth in Lending Act, the Community
t?;nllr;?;r?g]gsgn;?zg\filgr?s operating undgr secgoEemveStm_ent_ACt' and the Exp_edlted
25 or 25(a) of the Federal Reserve Act (Edge Act-Unds Availability Act; and compliance
corporations and agreement corporations). Typiwith the prohibition in Regulation AA
cally, in comparison with state member banksagainst unfair and deceptive practiées.

these institutions conduct relatively few activities-rhe degree of compliance with these
that are covered by consumer protection laws.

7. In 1996, Federal Reserve examiners attendeI@WS and regulations varied widely in

interagency training for the revised CRA in place——

of the advanced CRA class. In addition, CRA 8. The federal agencies that supervise financial
instruction was included in the advanced coninstitutions do not use the same method to compile
sumer compliance school while the CRA schookompliance data. Consequently, the data in this
was being revised to reflect the requirements ofeport, which are presented in terms of percent-
the CRA regulations published by the agencies irages of all financial institutions, represent general
May 1995. conclusions.
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1996 but, overall, showed improvemenmmal enforcement actions that addressed
over 1995. The following section sum-violations of Regulation B as well as of
marizes compliance data for the periodther consumer compliance regulations.
from July 1, 1995, to June 30, 1996. The FDIC issued five formal enforce-
ment actions involving consumer com-
pliance regulations, without distinguish-
Equal Credit Opportunity Act ing which of those actions involved
(Regulation B) Regulation B.
The other agencies that enforce the
The five financial regulatory agenciesscOA—the Farm Credit Administra-
reported a level of full compliance with tion (FCA); the Department of Trans-
Regulation B by institutions examinedportation; the Small Business Adminis-
in 1996, 78 percent, that was signifitration; and the Grain Inspection,
cantly higher than the 1995 level ofpackers, and Stockyards Administration
62 percent. The agencies reported thajf the Department of Agriculture—
77 percent of the institutions examinedeported substantial compliance among
that were not in full compliance with the the entities they supervise. The FCAs
regulation had between one and five vioexamination and enforcement activities
lations (the lowest frequency category)revealed violations of the ECOA that
compared with 74 percent in 1995. Theesulted in one formal action. The FCA
most frequent violations involved thereported that the most frequent viola-
failure to take the following actions:  tions it found involved the failure to

« Provide a written notice of adversec®llect monitoring information and the

action that contains a statement O;imeliness or content of creditors’ ad-

action taken, the name and address dferse action notices.

the creditor, an ECOA notice, and the,_1ne Federal Trade Commission
name and address of the federaﬁFTC) concluded an investigation of a

agency that enforces compliance major retailer that resulted in the filing
» Collect information, for monitoring of a consent decree against the company

purposes, about the race or nationz;f)r violating the notification provisions

origin, sex, marital status, and age on the ECOA. n a}dd“iof‘! the FTC
credit applicants (on applications forreported a continuation of its work with

the purchase or refinancing of a prin-Othe.r government agencies an_d with
cipal residence) creditor and consumer organizations to

. Notify the applicant of the action increase awareness of, and compliance

taken within the periods specified inWith, the ECOA.
the regulation

* Give a statement of reasons forElectronic Fund Transfer Act
adverse action that is specific anqRegulation E)

indicates the principal reasons for th . . . .
P P eI'he five financial regulatory agencies

credit denial or other adverse action ted that hately 94 "
- Take a written application for credit '€POr€ad that approximately 94 percen
for the purchase or refinancing of aof examined institutions were in compli-

L : ance with Regulation E, a slight increase

principal residence. .

over the level of compliance reported

The Board issued one cease-andor 1995. Financial institutions most fre-
desist order addressing violations ofjuently failed to comply with the fol-

Regulation B. The OTS issued four for-lowing provisions:
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« Provide a notice of the procedures for The Farm Credit Administration re-
resolving alleged errors at least oncgorted that the institutions it supervises
each calendar year were in substantial compliance with the

* Investigate alleged errors in a promptegulation. The agency found no viola-
manner, determine whether an errotions through its examination and en-
actually occurred, and transmit theforcement activities.
results of the investigation and deter- The FTC accepted for public com-
mination to the consumer within tenment five consent agreements with ma-
business days jor automobile manufacturers address-

 Provide initial disclosures at the timeing violations of both Regulation M and
a consumer contracts for an EFT serRegulation Z (Truth in Lending). The
vice or before the first transfer is madeproposed orders would settle charges

« Provide customers with a statementhat all five companies violated Regula-
of all required information at leasttion M in lease promotions that featured
quarterly, or monthly if EFT activity low monthly payments or low down
occurred. payments in large, bold print while dis-

The OTS issued two formal enforce-dosmg additional costs and sometimes

ment actions addressing violations 0t:ontradictory information in fine print
Regulation E, and the FTC accepted fo hat was difficult or impossible to read.

blic comment a consent aareeme he complaints in these cases also
publ : 9 harged the automobile manufacturers
against a telemarketing company fo

failing to obtain written authorization With violations for failing to clearly and

from consumers for preauthorized transgonspicuously disclose various lease
p ) osts and terms as required.
fers. If accepted, the FTC’s propose

order would be incorporated into settle- The FTC has continued its consumer
L P ) and business education efforts. To this
ment of a civil penalty action, currently

o 2 .~ end, the FTC released two brochures
pending in federal district court, agaInStaddressing leasing issues. The first high-

the telemarkete_r and its dealers. Th‘ﬁghted points to consider when deciding
FDIC reported five formal enforcementWhether to lease or purchase a vehicle.

actions to deal with violations of Regu-11.o sacond provided information to

%onsumers regarding the lease or pur-

regulations  without - specifying hOWchase of residential telephones.

many of the five involved electronic
fund transfers.
Truth in Lending Act
(Regulation 2)

The FFIEC agencies reported that nearly
70 percent of examined institutions were
The FFIEC agencies reported substarin full compliance with Regulation Z, a

tial compliance with Regulation M for significant improvement over the 50 per-
the 1996 reporting period. As in thecent reported for 1995. The Board and
1995 reporting period, more than 99 perthe OCC showed increases in compli-
cent of the examined institutions wereance, and the NCUA reported a de-
found to be in full compliance with the crease, while the FDIC and the OTS
regulation. The violations noted by thereported unchanged levels of compli-
agencies involved the failure to adherance. Agencies indicated that, of the
to specific disclosure requirements. examined institutions not in compliance,

Consumer Leasing Act
(Regulation M)
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63 percent were in the lowest frequencyor public comment a consent agree-
category (having between one and fivenent with a mortgage banking com-
violations), compared with 58 percent inpany. The proposed order in this case
1995. would settle charges that the company
The violations of Regulation Z mostfailed to accurately calculate and dis-
often observed were the failure to accuelose several items in its mortgage
rately disclose the finance charge or tagreements as required by Regulation Z.
disclose the payment schedule; to accun addition, the FTC dismissed a com-
rately disclose the annual percentagplaint against a department store alleg-
rate on closed-end credit; to accuratelyng that the store had imposed “unrea-
disclose the amount financed; and tsonable burdens” on cardholders who
provide a disclosure that reflects theclaimed their cards were used without
terms of the legal obligation betweenauthorization.
the parties. The FTC released a brochure address-
The OTS issued five formal enforce-ing the protections of TILA and Regula-
ment actions that addressed violationtion Z for “high rate, high fee” loans.
of Regulation Z, and the FDIC reported
five formal enforcement actions involv- . :
ing consumer compliance regulation%?énmgﬂgx I;gl)nvestment Act
without distinguishing which of those 9
actions involved Regulation Z. The Board assesses the CRA perfor-
Under the Interagency Enforcemenmance of state member banks during
Policy on Regulation Z, 394 institutionsregular compliance examinations and
supervised by the Board, the FDIC, thaakes the CRA record into account along
OCC, or the OTS were required to re-with other factors when acting on appli-
fund $2.8 million to consumers in 1996cations from state member banks and
for improper disclosures. bank holding companies. The Federal
The Department of TransportationReserve System maintains a three-
issued a cease and desist consent ordiceted program for enforcing and fos-
against a travel agency and a chartaering better bank performance under
operator. The complaint in this casethe CRA:
alleged that the two organizations vio-, Examining institutions to assess com-
lated Regulation Z by routinely failing i 9
to transmit requests for refunds to credit plance :
card issuers within seven days of receip't Disseminating information on com-
of fully documented credit refund
requests.

munity development techniques to
bankers and the public through com-

The FTC accepted for public com- munity affairs offices at the Reserve

ment two consent agreements with ma; Ear}ks ina CRA | .

jor automobile manufacturers address- tic?rrl cv)vriI;rrIIIr;g Iicatigrr:s%/rz? t')g:f;gﬁg
ing violations of Regulation Z. The bank h Id'pp ;

proposed orders would settle charges ank holding companies.
that the companies violated Regula- Under the provisions of the CRA,
tion Z in credit promotions by making Federal Reserve examiners review the
inadequate and misleading disclosuregerformance of state member banks in
comparable to those in promotions dishelping to meet the credit needs of their
cussed above, in the section on coneommunities. When appropriate, exam-
sumer leasing. The FTC also acceptefhers suggest ways to improve CRA per-
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formance. During the 1996 reportingfive formal enforcement actions involv-
period, the Federal Reserve conductethg consumer compliance regulations
596 CRA examinations: 2 banks werewithout identifying the regulations
rated as being in “substantial noncom-involved.

pliance” with the CRA, 4 were rated as
“needs to improve” in meeting com-
munity credit needs, 417 were ratealJ
“satisfactory,” and 173 were rated
“outstanding.™

nfair and Deceptive Acts
or Practices
(Regulation AA)

The three financial regulatory agencies
; Akl with responsibility for enforcing Reg-
Fégggf;%%nﬁggs Availability Act ulation AAs Credit Practices Rule
reported that more than 99 percent of
The FFIEC agencies reported thaexamined banks were in full compliance
87 percent of the institutions they examwith the regulation. The most frequent
ined were in full compliance with Regu- violation involved the failure to provide
lation CC, an increase over the level ofa clear and conspicuous disclosure on
compliance in the 1995 reporting periodcosigner liability.
Of the institutions not in full compli-
ance, 83 percent were in the lowest fre- o
quency category (between one and ﬁV@ppllcatlons
violations). Among all institutions ex- The Federal Reserve System acted on
amined, the following five rules were forty-nine bank and bank holding com-
the provisions of Regulation CC mostpany cases that involved CRA protests
often violated: or adverse CRA ratings. The System
» Follow special procedures for Iarge-reVieWeOI a_mothe( thirteen cases that
involved fair lending and other issues

deposits . related to compliance with consumer
« Adequately train employees and pro-

vide procedures to ensure com "ancregulationsl.o Among the forty-nine
de p ; P Rases that raised CRA concerns in 1996,
with the regulation

* Provide immediate availability on seven involved adverse CRA ratings,

A . forty-one were protested on CRA
ﬁ;g%\?;”i%ﬁﬁ;'ts not subject o neXt'grounds, and one involved both adverse

* Make funds from certain checks CRA ratting issues and protests.
: . ' Several applications for major bank
including local or nonlocal checks

, . L ' acquisitions were filed and all were pro-
a}va|lable fof withdrawal W'th'.” the tested on CRA grounds. The Board
times prescribed by the regulation

X . .~ . approved the applications, finding in
: Ecr)?]\,gdse eacif(ijclzsacxl/%?lgrt()ailit()f t:lﬁ: INSUtU-cach case that the convenience and
p y policy. needs factors involved were consistent
The OTS issued two formal enforce-with approval.
ment actions regarding violations of
Regulation CC, and the FDIC reported 10. In addition, seven cases involving CRA
issues and three involving other compliance issues
e were withdrawn during 1996. The System also
9. Foreign banking organizations and Edge Acteviewed comments submitted in connection with
and agreement corporations accounted for 306 dhree other applications (not reflected in the above
the institutions examined for compliance with con-statistics), which were deemed to be more in the
sumer laws; they are not subject to the CRA. nature of consumer complaints than protests.
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In January the Board approved thdion that made NationsBank the fourth
application of Chemical Banking Corpo-largest banking organization in the
ration (New York) to acquire The Chasenation. A number of individuals and
Manhattan Corporation (New York). Asgroups had protested the application,
a result of the acquisition, The Chasalleging violations of fair lending laws
Manhattan Corporation became the largand weaknesses in NationsBank’s CRA
est banking organization in the nationperformance. The Board’'s approval
The Federal Reserve had held publiorder directed NationsBank to give the
meetings in New York City on the appli- Federal Reserve Bank of Richmond a
cation in conjunction with the New York copy of any notices for branch closures
State Banking Department in Novembekeffected in connection with the acquisi-
1995. tion; the order also requires Nations-

In January the Federal Reserve hel@ank to notify the Reserve Bank of any
public meetings in Los Angeles andchanges in its preliminary plan for clos-
San Francisco on the competing proing branches.
posals by Wells Fargo & Company
(San Francisco) and First Bank Systena:
(Minneapolis) to acquire First Interstate
Bancorp (Los Angeles). Among theThe Federal Reserve investigates com-
issues raised by the 311 parties thablaints against state member banks and
commented in connection with theseforwards to the appropriate enforcement
meetings were branch closures iragencies complaints that involve other
low- to moderate-income neighbor-creditors and businesses (see accompa-
hoods, the availability of banking ser-nying table). The Federal Reserve also
vices in California, and potential job monitors and analyzes complaints about
losses. unregulated practices.

First Bank System ultimately with- In 1996 the Federal Reserve received
drew its application after the Securi-2,955 consumer complaints: 2,378 by
ties and Exchange Commission raisedail, 568 by telephone, and 9 in person.
issues about the bank’s planned stock
repurchase program, and in March th .

Board approved Wells Fargo’s applica%%rr?]%lgrmézr?fg ut State

tion. The Board indicated in its approval
order that it would monitor the imple- In 1996 the Federal Reserve investi-

mentation of Wells Fargo’s branch clos-gated 1,232 complaints against state
ing policy as well as the effect of its member banks (see accompanying
branching strategy on the availability oftable). About 59 percent involved loan

banking services in the communitiesfunctions: 5 percent alleged discrimina-

served by the bank. As a result of thaion on a prohibited basis, and 54 per-

acquisition, Wells Fargo became thecent concerned credit denial on non-

seventh largest banking organizatiorprohibited bases (such as length of
in the nation and remained the secresidency) and other unregulated lend-
ond largest depository institution ining practices (such as release or use of
California. credit information). Another 27 percent

In December the Board approved thef the 1,232 complaints involved dis-
application of NationsBank Corporationputes about interest on deposits and
(Charlotte, N.C.) to acquire Boatmen’sgeneral deposit account practices. The
Bancshares, Inc. (St. Louis), an acquisiremaining 14 percent concerned dis-

onsumer Complaints
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putes about electronic fund transfersgategories accounted for a small portion
trust services, and miscellaneous ban{s percent or less) of all consumer com-
practices. plaints received by the System.

The System also received 2,609 in- Many of the complaints about credit
quiries about consumer credit and bankeard interest rates and terms raised con-
ing policies and practices. In respondingerns about interest rate increases;
to these inquiries, the Board and Federalllegations that banks charged an
Reserve Banks gave specific explananterest rate higher than had been agreed
tions of laws, regulations, and bankingon transferred account balances; and
practices and provided relevant printedoncerns about the interest rates charged
materials on consumer issues. on cash advances. Complaints about

credit card accounts involved a variety
. of customer service problems, including
Unregulated Practices financial institutions’ failure to close
Under section 18(f) of the Federal Tradeaccounts as requested; failure to provide
Commission Act, the Board monitorsrequested account information; and
complaints about banking practices thaimposition of an annual fee after an
are not subject to existing regulationsaccount is closed. The miscellaneous
and focuses on those complaints thatategory covered a wide range of issues
may be unfair or deceptive. Three cateincluding check cashing, release of
gories accounted for 13 percent of thdiens, and customer service problems.
2,002 complaints about unregulated

ractices received in 1996 involvin :

Eoth state member banks and other ins%gomplamts Referred to HUD

tutions: problems involving interest The Federal Reserve continued to refer
rates and terms of credit cards (95 comto HUD complaints that allege vio-
plaints), other problems involving creditlations of the Fair Housing Act, as
card accounts (94), and miscellaneousequired by a memorandum of under-
unregulated practices (80). Each of thesstanding between HUD and the federal

Consumer Complaints to the Federal Reserve System Regarding State Member Banks
and Other Institutions, by Subject, 1996

. State membe Other
Subject banks institutionst Total

Regulation B (Equal Credit Opportunity). ..................... . 63 42 105
Regulation E (Electronic Fund Transfers)..................... . 35 45 80
Regulation Q (Interest on Deposits) ...................c...... . 2 0 2
Regulation Z (TruthinLending)...............oooiviiinn.. . 144 351 495
Regulation BB (Community Reinvestment)................... . 3 3 6
Regulation CC (Expedited Funds Availability). ................ . 18 41 59
Regulation DD (Truth in Savings). .. ......ovviiireiinnnnn . 26 31 57
Fair Credit Reporting ACt. . .......ooiriuii i .. 30 70 100
Fair Debt Collection PracticesACt........................... . 9 11 20
Fair Housing ACt . .. ..o .. 1 0 1
Real Estate Settlement Procedures Act ..................... . 1 19 20
Flood insurance...............cccoovvinn. .. N 1 2 3
Holder in due course... ... 1 4 5
Unregulated practices. . . . 898 1,104 2,002
Total .o ... 1,232 1,723 2,955

1. Complaints against these institutions were referred
to the appropriate enforcement agencies.
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bank regulatory agencies. This memothe Board joined with the FDIC in
randum establishes a set of proceduremalyzing the agencies’ respective sys-
for coordination and cooperation in thetems for categorizing complaints and
investigation of lending discrimination researched ways to facilitate data
complaints falling under the scope ofexchange and analysis. In mid-1996 the
the Fair Housing Act. Board initiated similar efforts with the
In 1996 the Federal Reserve referre@CC.
twelve complaints about state member In recent years the Federal Reserve
banks to HUD. Investigations completechas received an increasing number of
by the Federal Reserve for seven oEonsumer complaints about credit card
the twelve 1996 complaints (and for twomail solicitations that consumers allege
that had been pending from 1995)re misleading because they do not
revealed no evidence of unlawful dis-clearly set out the interest rates being
crimination; five of the twelve com- charged and the credit limits offered.
plaints received in 1996 were pending aThe Board has undertaken a study of the
year-end. complaints received by the System as
well as by the other federal financial
regulatory agencies, state attorneys
: - general, and state banking departments.
Complaint Program Initiatives To complement the data gathering, the
To better understand the type and scopBoard included questions for two suc-
of complaint activity at the federal level, cessive months on the Survey of Con-
the Board has undertaken an exchangaimer Attitudes conducted by the Uni-
of complaint data among the federalersity of Michigan's Survey Research
financial regulatory agencies. In 1995Center. These survey data will help

Consumer Complaints Received by the Federal Reserve System, by Type and Function, 1996

Complaints against state member banks
Total Not investigated Investigated
Bank legally correct
Complaint .
Unable | Explanation No reim Goodwill
to obtain of law " .| reimburse-
Number Percent | o ficient provided bursehment ment or
information | to consumer _OF other other
accommo- | 5:commo-
dation dati
ation
Loans
Discrimination alleged
Real estate loans........| 12 1 0 0 5 0
Creditcards ............. 25 2 1 0 12 6
Otherloans.............. 32 2 0 3 17 0
Discrimination not alleged
Real estate loans........ | 82 7 6 7 26 14
Creditcards . .. . 396 32 8 34 117 115
Other loans. . .. .. 181 15 4 18 82 25
Deposits. . ............... e 337 27 8 33 155 33
Electronic fund transfers. ....... 35 3 1 4 12 5
Trustservices................ . 12 1 1 1 5 2
Other ...t . 120 10 4 16 39 10
Total ..o . 1,232 100 33 116 470 210
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define consumers’ understanding of th¢he formation of policies and procedures
credit terms used in mail solicitationsthat affect the program. In 1996 it
and identify problems they have experifocused on the investigation and analy-
enced. The Board expected to completsis of complaints alleging unlawful dis-
analysis of this issue in 1997. crimination (particularly those that may
In 1996 the Consumer Complaintsinvolve appraisals), credit scoring, and
Section implemented a comprehensivether fair lending issues; the effect of
system to replace and consolidate ththe Right to Financial Privacy Act and
complaint program’s current analysisTrade Secrets Act on complaint investi-
tools. Along with other managementgations; and the System'’s jurisdiction in
tools, the Complaint Analysis Evalua-investigating complaints about nonbank
tion System and Reports (CAESAR)subsidiaries of holding companies.
provides the capability to analyze the In September the Consumer Com-
types of discrimination complaints re-plaints section began quarterly confer-
ceived by the Federal Reserve, autoence calls with the complaint program
matically generate response letters to thmanagement and staff at the Reserve
individual complaints, and analyze com-Banks. These calls provide an oppor-
plaint data to determine patterns andunity to discuss policies and pro-
trends. cedures and specific issues that have
In June the Board hosted the thirdarisen during the course of complaint
annual conference for consumer cominvestigations.
plaint officers, managers, and other staff. The Consumer Complaints Section
The conference is an important forumand the Consumer Policies program
for obtaining Reserve Bank input intobegan a series of meetings with the

Consumer Complaints Received—Continued

Complaints against state member banks
Investigated
Referred to
Factual or | Possible . other Total
contractual bank Pending, | agencies | COMPlaints
Customer Bank dispute— | violation— | Matterin |December 31
error error resolvable | bank took litigation
only corrective
by courts action
0 0 2 0 0 5 21 33
0 3 0 0 0 3 12 37
0 2 0 0 0 10 18 50
0 17 4 0 2 6 286 368
8 71 18 3 1 21 508 904
4 25 4 1 4 14 222 403
9 40 23 3 2 31 388 725
0 5 1 3 0 4 45 80
0 0 1 0 0 2 7 19
5 15 5 1 3 22 216 336

26 178 58 11 12 118 1,723 2,955
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offices of selected state attorneys gerfor Financial Counseling and Planning
eral and with state and local county conEducation.
sumer protection agencies to share infor- In 1996 the Consumer Policies staff
mation about complaint procedures antbegan to develop plans for a major con-
consumer education efforts. The goal oBumer education initiative to comple-
this effort is to establish contact for shariment the Board’s issuance of a revised
ing data and information at the state andRegulation M. The educational program,
local levels and to expand the Board'swvhich will be developed in cooperation
ability to refer consumers to the propemith industry organizations, regulatory
authorities when they have issues thaagencies, and consumer groups, is
do not fall under the Federal Reserve’®xpected to be fully operational by
jurisdiction. October 1, 1997, when compliance with
During 1996, individual staff mem- the new rules becomes mandatory for all
bers from the Reserve Banks’ consumeessors.
complaint sections continued to work at
the Board for several weeks at a tim : :
to gain familiarity with operations in eConsumerAdVIsory Council
Washington. Eleven Reserve Banks parFhe Consumer Advisory Council con-
ticipated in the program. vened in March, June, and October to
advise the Board on matters concerning
consumer credit protection laws and on
Consumer Policies other issues dealing with financial ser-
vices to consumers. The council’s thirty
The Consumer Policies program eximembers come from consumer and
plores alternatives to regulation for pro-community organizations, financial and
tecting consumers in retail financialacademic institutions, and state govern-
services, and it brings research informament. Council meetings are open to the
tion to bear more directly on policymak- public.
ing. During 1996, Consumer Policies The Council discussed the implemen-
participated in revising disclosures totation of CRA at each of the three meet-
aid consumers in shopping for automoings. In March, members listed emerg-
bile leases and also provided researcimg issues related to the revised CRA
analyses for reports on finance chargesules, including the degree to which
home equity lines of credit, funds avail-communities will be part of the exami-
ability, and credit card solicitations. nation process; the need for timely, easy
The program expanded efforts toaccess to examination schedules and
educate consumers about mutual fund§RA evaluations; difficulties in analyz-
annuities, and other uninsured bankng small banks’ files for loan distribu-
products. It produced public-servicetion by income because information is
video announcements and distributediot always available; and the possibility
them to about 150 television stations irthat, because of the new emphasis
the top 50 markets in the United Statespn lending numbers, some institutions
and at year-end it had plans to prepareight give less attention to community
public-service radio announcementsvork. Members also expressed concerns
for distribution to 2,200 stations. Theabout the impact of mergers and acquisi-
mutual funds education program wontions on communities and discussed
the Outstanding Educational Progranpossible strategies for dealing with the
Award for 1996 from the Association difficulties.
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In the council’s June meeting the The report concluded that streamlin-
CRA focus was on small-bank examinaing mortgage closings is easier in con-
tions. Council members reported expeeept than in practice. The task force
rience under the new rules that wadound that, whereas the perception may
largely positive. They found that exami-be otherwise, most closing or settlement
nations were more performance orientedocuments are in fact produced for rea-
and examiners’ time on site had beersons other than federal requirements.
reduced. The council also discussed thklany result from lender practices, state
availability of data on small businessor local laws, or secondary market
and farm loans. The council membersequirements; others result from “an
were reminded that data on a censustbundance of caution” on the part of the
tract basis remains at the financial instilender, and are meant to protect against
tution and will be reported to the publicfuture legal claims from consumers.
only on an aggregated basis. Out of fifty-four documents associ-

In the October meeting, some memated with a conventional, fixed-rate,
bers expressed concern that a greatéhnirty-year mortgage, for example, the
CRA emphasis on lending could creatdask force found that twelve were
a disincentive for financial institutions required by federal laws or regulations
to make important community devel-such as the Board’'s Regulation B (Equal
opment investments whereas, for som€redit Opportunity) and Regulation Z
neighborhood revitalization projects,(Truth in Lending) or HUD’s Regula-
equity investments and loans totion X (Real Estate Settlement Proce-
moderate- and upper-income householdiures). These twelve, the task force
are essential to successful economisuggested, could possibly be reduced to
integration. The council also discussed éive—for example, by consolidating
Board proposal to amend Regulation Yhotices about mortgage servicing, flood
(Bank Holding Companies) designed tchazard, right to an appraisal, and con-
streamline the application process fotrolled business arrangement.
mergers and acquisitions. Consumer and The report also suggested undertak-
community group advocates voicedng a broad study of consumer experi-
strong concerns about proposed reviences to determine whether “informa-
sions that would shorten the times availtion overload” at settlement is a concern
able for informal discussions with theand whether required disclosures cur-
applicants. rently given at settlement are necessary

In 1995 the council had established @r should be provided earlier in the
task force to explore ways to improveapplication process. Other recommenda-
the mortgage loan process for consumnions were to develop a single disclosure
ers and the industry in light of the vastbased on good-faith estimates of closing
number of documents typically pre-costs and other terms to be updated at
sented for the consumer to review andettlement; to prohibit addenda to the
sign at closing. The work was under-good-faith estimate and the itemization
taken at a time when the Congress hadf the amount financed; and to develop
introduced bills to consolidate rulewrit-an educational piece identifying the
ing authority for most mortgage-relateddocuments used in a typical loan
disclosures with the Federal Reservelosing.

Board. In October 1996, after a year- Council members discussed the
long study, the task force submitted itsBoard’s approach to consumer leasing
final report to the council. disclosures in March and June. Leasing
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represents 25 percent to 30 percent afsks to the banking system. In October,
retail sales of autos in the United Statesnembers continued the discussion, not-
and about 65 percent of retail sales oing the difficulty of developing rules
luxury cars. Members discussed thdor products that do not yet exist or that
disclosures required under the Board'sjuickly evolve. Generally, members
Regulation M (Consumer Leasing),supported a basic level of mandatory
including such issues as whether requirdisclosures for all stored-value cards.
ing disclosure of a lease rate (one not Other topics on the council’'s agenda
entirely comparable to an annual perduring 1996 included home equity lines
centage rate in credit transactionspf credit and the disclosure of finance
would be helpful to consumers; howcharges (and associated tolerances)
best to alert consumers to the financialinder the Truth in Lending Act; elec-
consequences of terminating a leasw&onic banking and ATM surcharges and
early; and the need for consumer educdees; and issues arising from a proposed
tion to ensure that consumers undersubstitution of a dollar coin for the dol-
stand the differences between leasingar bill.
and purchasing an automobile. Roundtable discussions, known as
In June the council discussed the covthe Members Forum, were held at each
erage of EBT (electronic benefit trans-meeting and gave council members the
fer) programs under the EFT act andpportunity to offer their views on their
Regulation E. The council adopted andustries or localities.
resolution expressing concern that a
statutory exemption being considered b . g
the Conéress cpould Ieavg benefit recipi)j_eStImony %nd_ Legislative
ents unprotected, and it urged the Boargiecommen ations
to support provisions protecting recipi-The Board twice addressed issues
ents from losses. (The Congress subseelated to the coverage of electronic
quently enacted the Personal Responsdenefit transfer (EBT) programs by the
bility and Work Opportunity Act of Electronic Fund Transfer Act and Reg-
1996, creating an exemption from Reguulation E, submitting a statement in
lation E for needs-tested benefits if thevlarch to the House Committee on
programs are established or adminisBanking and Financial Services and tes-
tered by state or local governments.) tifying in June before that committee’s
The council discussed the potentiaSubcommittee on Financial Institutions
coverage of stored-value cards at alhnd Consumer Credit.
three meetings. In March, members In 1995 the Congress had passed, but
talked about the different kinds of cardshe President had vetoed, a bill exempt-
being developed and the types of protedng from Regulation E any needs-based
tions that might apply. Overall, mem-benefits established or administered by
bers agreed on the need for balance tihe stated? In the absence of such legis-
provide consumers with reasonable profation, Regulation E coverage of EBT
tections without putting domestic busi-programs was to become mandatory on
nesses at a disadvantage in a global makarch 1, 1997; and even though the
ket where the technology is changingBoard had established a modified set of
daily. In June, the council discussed theules for EBT programs, many states
Board’s proposed rule to require disclo-
sures for certain stored-value products, 11. The President's veto of the bill was unre-
mentioning potential security and othenated to the EBT provisions.
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continued to express concern about the Regulation E requires disclosure of
potential impact. fees imposed by an institution on its
In its invited statement the Board reit-own customers but does not require the
erated a belief that coverage of EBTinstitution to disclose ATM surcharges
programs was required under the EFTAmposed by others, since it would be
but also suggested that a congressionahpractical to monitor and disclose the
reexamination of the scope of the EFTAdollar amount of a surcharge that might
could take account of developmentde imposed at any given time by some
since its enactment in 1978 and balancether institution nationwide. A sur-
competing objectives in light of chang-charge imposed at an ATM must be
ing national priorities. The Board noteddisclosed on a sign posted at the termi-
also that if an exemption were limitednal or displayed on the screen, and insti-
to particular categories or to statetutions are encouraged to give custom-
administered programs, the existence dadrs the option to cancel the transaction
different rules could make it difficult to after receiving notice of the fee.
implement the one-card, unified national Data on examinations of financial
delivery system envisioned by the Fedinstitutions show general compliance
eral Electronic Benefits Transfer Taskwith Regulation E and few violations of
Force. fee disclosures. Consumer complaint
In its June testimony the Board reiter-data suggest few problems with elec-
ated its suggestion that to the extent th&onic transfers generally or with ATM
Congress found it necessary to balanckes.
the EFTA's consumer protection against The Board commented on two bills.
concern about compliance costs on th&he first, H.R. 3246, would have
nationwide delivery of EBT, the Con- required disclosure at ATMS of all fees
gress might reexamine the scope of thenposed in connection with a transac-
law’s coverage. The Congress subsdion, whether imposed by the ATM
quently enacted the Personal Responsiperator, the account-holding institution,
bility and Work Opportunity Act of or a national, regional, or local network.
1996, which exempts needs-tested EBThe Board noted that Regulation E,
programs that are established or admimetwork operating rules, and laws in a
istered by state or local governmentspumber of states already require fee
federal and other state programs remaidisclosures and therefore the proposed
subject to Regulation E. legislation might be unnecessary. The
In April the Board testified before Board also questioned whether it is
the House Subcommittee on Financiabperationally feasible for an operator of
Institutions and Consumer Credit onan ATM to disclose fees imposed by the
proposed legislation regarding the disthousands of account-holding institu-
closure of fees imposed on ATMtions whose customers have access to
transactions. The Board’s testimony orithe ATM.
ATM fees focused on the currentregula- H.R. 3221 would have prohibited
tory scheme regarding fee disclosuresATM surcharges. Suggesting that sub-
data about consumer complaints, thstantive limitations on prices are better
level of compliance with the EFTA left to state legislatures, the Board noted
found in bank examinations, and thethat in fact few states have set limits on
incidence and amount of ATM trans-ATM surcharges. The Board observed
action fees reported in Federal Reservthat a prohibition might deter financial
surveys. institutions and other ATM operators
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from making ATMs widely available to Electronic Fund Transfer Act (Regula-
consumers. Also, a prohibition wouldtion E), the Consumer Leasing Act
not necessarily keep costs down for confRegulation M), and the Truth in Lend-
sumers, as ATM operators could negotiing Act (Regulation Z). The testimony
ate through the networks for an increassupported allowing the voluntary collec-
in the amount they receive, and suchion of data for all credit transactions;
an increase could be passed on viaxpressed concerns that open-end credit
the account-holding institution to its plans generally and credit card lending
customers. specifically raised safety and soundness
issues; and stated a need to address
solicitation and marketing practices that
may comply with the letter of the
requirements of consumer-protection
Each year the Board asks for recommenrregulations but that, in the agency’s
dations from the federal supervisoryview, constitute “bait and switch”

Recommendations
of Other Agencies

agencies for amending the financiatactics. .
services laws or the implementing
regulations.

The OCC recommended that the Con-
gress generally review and consider
alternatives for providing useful but less
burdensome disclosures, suggesting that
the current disclosures are unnecessarily
burdensome on banks and insufficiently
beneficial to consumers.

The agency also encouraged the
Board to clarify Regulation B’s prohi-
bition against discrimination based on
national origin and issues related to
credit scoring systems; and to clarify
whether creditors may follow agency
regulations for the voluntary collection
of restricted information without violat-
ing Regulation B. The OCC also asked
for Board reconsideration of its decision
not to modify the prohibition on collect-
ing monitoring information in nonmort-
gage loans. Finally, the OCC asked the
Board to clarify the rule under Regula-
tion Z for the treatment of fees paid by a
consumer for optional services; in the
agency’s view, such fees should not be
included in the finance charge unless
expressly stated in the regulation.

The FDIC noted its 1996 testimony
on proposed amendments to the Equal
Credit Opportunity Act (implemented
by the Board’'s Regulation B), the
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Litigation

During 1996 the Board of GovernorsBoard order, dated March 25, 1996,
was a party in eighteen lawsuits filedapproving the acquisition by CoreStates
that year and was a party in eleven othefinancial Corp., Philadelphia, Pennsyl-
cases pending from previous years, for &ania, of Meridian Bancorp, Inc., Read-
total of twenty-nine cases. In 1995 theng, Pennsylvania (8Zederal Reserve
Board had been a party in a total ofBulletin 430). On October 24, 1996, the
twenty-two lawsuits. Five of the eight- court of appeals dismissed the petition.
een lawsuits filed in 1996 raised ques- The Southeast Raleigh Community
tions under the Bank Holding CompanyDevelopment Corporation v. Board of
Act. As of December 31, 1996, twenty-Governors,No. 96-1054 (D.C. Circuit,
one cases were pending. filed February 16, 1996), is a petition for
review of a Board order dated January
17, 1996, approving the merger of First
Citizens BancShares, Inc., Raleigh,
North Carolina, with Allied Bank Capi-
In The New Mexico Alliance v. Board oftal, Inc., Sanford, North Carolina (82
Governors,No. 96-9552 (10th Circuit, Federal Reserve Bulletia32). Petition-
filed December 24, 1996), petitionersers’ motion for a stay was denied on
seek review of a Board order datedMarch 5, 1996. On December 19, 1996,
December 16, 1996, approving thepetitioners filed a motion for voluntary
acquisition by NationsBank Corporationdismissal of the action.
and NB Holdings Corporation, both of Inner City Press/Community on the
Charlotte, North Carolina, of Boatmen'sMove v. Board of Governord\o. 96—
Bancshares, Inc., St. Louis, Missouri4008 (2d Circuit, filed January 19,
(83 Federal Reserve Bulletia21). 1996), is a petition for review of a Board
First Baird Bancshares, Inc. v. Board order dated January 5, 1996 (B2deral
of Governors,No. 96-1426 (D.C. Cir- Reserve Bulletin239) approving the
cuit, filed November 18, 1996), is a peti-merger of Chemical Banking Corpora-
tion for review of a Board order datedtion and The Chase Manhattan Corpora-
November 6, 1996, approving application, both of New York, New York. On
tions of First Commercial Corporation,March 26, 1996, the court denied peti-
Little Rock, Arkansas; Arvest Bank tioners’ motion for a stay. The case was
Group, Inc., Bentonville, Arkansas; andconsolidated witH_ee v. Board of Gov-
TRH Bank Group, Inc., Norman, Okla- ernors,No. 95-4134.
homa, to acquire all the shares of The Lee v. Board of Governordyo. 95—
Oklahoma National Bank of Duncan,4134 (2d Circuit, filed August 22, 1995),
Duncan, Oklahoma (8Bederal Reserve is a petition for review of two Board
Bulletin 41). On November 20, 1996, orders, dated July 24, 1995, approving
the court denied petitioners’ motion forcertain steps of a corporate reorgani-
a stay. zation of U.S. Trust Corporation,
Kuntz v. Board of Governor$o. 96— New York, New York, and the acquisi-
1147 (D.C. Circuit, filed April 25, tionof U.S. Trust by The Chase Manhat-
1996), was a petition for review of atan Corporation, New York, New York

Bank Holding Company Act—
Review of Board Actions
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(81 Federal Reserve BulletiB93). On eral Reserve Bulletir879). Petitioner’s
September 12, 1995, the court deniethotion for injunctive relief and for a
petitioner's motion for an emergencystay of the Board’s order was denied on
stay of the Board'’s orders. August 17, 1995. On March 26, 1996,

Jones v. Board of Governorslo. 95— the court denied the petition for review
1359 (D.C. Circuit, filed July 17, 1995), (79 F.3d 1168).
was a petition for review of a Board
order, dated June 19, 1995, approvlnﬁ’;itigation Under the Financial
the application by First CommerceInstitutions Supervisory Act
Corporation, New Orleans, Louisiana, P y
to acquire Lakeside BancsharesSnyder v. Board of Governorblo. 96—
Lake Charles, Louisiana (8Federal 1403 (D.C. Circuit, filed October 23,
Reserve Bulleti793). On November 15, 1996), is a petition for review of a Board
1995, the court granted the Board'sorder dated September 11, 1996, prohib-
motion to dismiss the petition, and oniting petitioners from further participa-
February 22, 1996, the court rejectedion in the banking industry (8Eederal
petitioner’'s motion for reconsideration. Reserve Bulletii067).

Money Station, Inc. v. Board of Gov- In Clifford v. Board of Governors,
ernors,No. 95-1182 (D.C. Circuit, filed No. 96-1342 (D.C. Circuit, filed Sep-
March 30, 1995), is a petition for reviewtember 17, 1996), petitioners seek re-
of a Board order, dated March 1, 1995yiew of a Board order dated August 21,
approving notices by Banc One Cor-1996, denying petitioners’ motion to
poration, Columbus, Ohio; CoreStateslismiss an enforcement action against
Financial Corp., Philadelphia, Pennsylthem.
vania; PNC Bank Corp., Pittsburgh, Long v. Board of Governordyo. 96—
Pennsylvania; and KeyCorp, Cleveland9526 (10th Circuit, filed July 31, 1996),
Ohio, to acquire certain data processings a petition for review of a Board order
assets of National City Corporation,dated July 2, 1996, assessing a civil
Cleveland, Ohio, through a joint venturemoney penalty and imposing a cease
(81 Federal Reserve Bulletid91). On and desist order for violations of the
April 23, 1996, a panel of the court of Bank Holding Company Act (8ZFed-
appeals granted the petition for revieweral Reserve BulletiB71).
and vacated the Board’s order. The full In Board of Governors v. Scotho.
court subsequently granted the Board'96—7108 (D.C. Circuit, filed May 31,
request for rehearingen banc and 1996), the appellants sought review of
vacated the panel’'s judgment (94 F.3cén order of a magistrate judge enforcing
658). On Dec. 19, 1996, the parties filechn administrative investigatory sub-
a motion for voluntary dismissal of the poena issued by the Board. On Novem-
action. ber 15, 1996, the court dismissed the

Jones v. Board of Governorilo. 95— petition on appellant's motion.

1142 (D.C. Circuit, filed March 3, In Interamericas Investments, Ltd. v.
1995), was a petition for review of aBoard of GovernorsNo. 96—-60326 (5th
Board order, dated February 2, 1995Circuit, filed May 8, 1996), petitioners
approving applications by First Com-seek review of a Board order dated
merce Corporation, New Orleans, Loui-April 9, 1996, imposing civil money
siana, to merge with City Bancorp, Inc.,penalties and a cease and desist order
New lIberia, Louisiana, and First Bank-against petitioners (8Zederal Reserve
shares, Inc., Slidell, Louisiana (8%d- Bulletin609). Petitioners’ motion to stay
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the order pending judicial review wasAct relating to treatment of fees for debt
denied on August 20, 1996. cancellation agreements (12 C.F.R. sec-

In Board of Governors v. Hotchkiss,tion 226.4 (d)(3)). On October 18, 1996,
Adversary No. 95-3146 (U.S. Bank-the district court denied plaintiffs’
ruptcy Court, N.D. Ohio, filed May 1, motion for a temporary restraining
1995), the Board sought a determinatiomrder.
that a restitution obligation arising from Artis v. Greenspan,No. 96-CV-
a Board consent order (8Federal 02105 (D. District of Columbia, filed
Reserve Bulletin406) was nondis- September 11, 1996), is a class com-
chargeable in bankruptcy. On Decemplaint alleging race discrimination in
ber 15, 1995, the court granted theemployment. A related employment dis-
Board’s motion for summary judgment.crimination case,Artis v. Greenspan,
The debtor’s notice of appeal, filed onNo. 96—-CV-02619 (D. District of
December 22, 1995, was voluntarily dis-Columbia), was filed November 19,
missed on June 21, 1996. 1996.

In Board of Governors v. Interameri- Leuthe v. Board of Governord\o.
cas Investments, LtdNo. H-95-565 96-5725 (E.D. Pennsylvania, filed
(S.D. Texas, filed February 24, 1995)August 16, 1996), is an action against
the Board sought to freeze certain assethe Board and other federal banking
of a company pending the administraagencies challenging the constitu-
tive adjudication of a civil money tionality of the Office of Financial
penalty assessment by the Board. Omstitution Adjudication.

March 1, 1995, the court issued a stipu- In Esformes v. Board of Governors,
lated order requiring the company toNo. 96-1916 (S.D. Florida, filed
deposit $1 million into the registry of July 12, 1996), plaintiffs challenged the
the court. Board’s denial of an administrative

In Board of Governors v. Pharaon, request for confidential supervisory
No. 91-CIV-6250 (S.D. New York, information. Plaintiffs’ motion for an
filed September 17, 1991), the Boarcexpedited hearing was denied on
sought to freeze the assets of an indiAugust 1, 1996. On October 22, the case
vidual pending the administrative adju-was dismissed on plaintiffs’ motion.
dication of a civil money penalty assess- Kuntz v. Board of Governor$yo. 96—
ment by the Board. On September 171079 (D.C. Circuit, filed March 7,
1991, the court issued an order tempo1996), is a petition for review of a Board
rarily restraining the transfer or disposi-order, issued under the Federal Reserve
tion of the individual's assets. The orderAct and the Bank Merger Act, approv-
has been extended by agreement. ing the application of The Fifth Third

Bank, Cincinnati, Ohio, and The Fifth

Third Bank of Columbus, Columbus,
Other Actions Ohio, to acquire certain assets and

assume certain liabilities of twenty-five
American Bankers Insurance Groupbranches of NBD Bank, Columbus,
Inc. v. Board of Governorsyo. 96—-CV— Ohio (82Federal Reserve BulletiB66).
2383-EGS (D. District of Columbia, In Research Triangle Institute wv.
filed October 16, 1996), is an actionBoard of GovernorsNo. 1:96CV00102
seeking declaratory and injunctive relief(M.D. North Carolina, filed February 12,
invalidating a new regulation issued by1996), the plaintiff seeks reimbursement
the Board under the Truth in Lendingof costs under a contract with the Board.
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In re Subpoena Duces TecuiMjsc.
No. 96-MS—-43 (TPJ) (D. District of
Columbia, filed February 7, 1996), was
an action seeking to compel production
of confidential Board documents relat-
ing to the supervision of Bankers Trust
Company. The case was dismissed on
the parties’ stipulation on May 20, 1996.

Menick v. GreenspanNo. 95-CV-
01916 (D. District of Columbia, filed
October 10, 1995), was a complaint
alleging discrimination in employment.
On November 4, 1996, the action was
dismissed on the parties’ joint motion.

Kuntz v. Board of Governor$jo. 95—
1485 (D.C. Circuit, filed September 21,
1995), is a petition for review of a Board
order issued under the Federal Reserve
Act and the Bank Merger Act approving
the application of the Fifth Third Bank,
Cincinnati, Ohio, to acquire certain
assets and assume certain liabilities of
twelve branches of PNC Bank, Ohio,
N.A., Cincinnati, Ohio, and to establish
certain branches (8Federal Reserve
Bulletin 976).

Beckman v. GreenspanNo. 95—
35473 (9th Circuit, filed May 4, 1995),
is an appeal of an order dismissing an
action against the Board and others
seeking damages for alleged violations
of constitutional and common law
rights.

In In re Subpoena Duces Tecum,
Misc. No. 95-06 (D. District of Colum-
bia, filed January 6, 1995), the plaintiff
sought to enforce a subpoena for pre-
decisional supervisory documents relat-
ing to an action by Bank of England
Corporation’s trustee in bankruptcy
against the Federal Deposit Insurance
Corporation. .
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Legislation Enacted

Among the legislation enacted duringbusiness or customers served; the act
1996, the Economic Growth and Reg-also excludes the notice requirement for
ulatory Paperwork Reduction Act, thea branch closing in an emergency acqui-
National Securities Markets Improve-sition or when assistance is provided by
ment Act, the Electronic Freedomthe Federal Deposit Insurance Corpora-
of Information Act Amendments, andtion (FDIC).
the Debt Collection Improvement Act The act permits well-capitalized
directly affect the Federal Reserve Sysbanks rated CAMEL 1 or 2 to invest in
tem or the institutions it regulates. bank premises in amounts up to 150 per-
cent of the bank’s capital and surplus
Economic Growth and as long as the bank provides the Board

Regulatory Paperwork Reduction with a thirty-day after-the-fact notice of

the investment.
Act of 1996 The act also permits the Board to

On September 30, 1996, the Presiderdonduct a full-scope, on-site examina-
signed into law the Economic Growthtion of certain well capitalized, well
and Regulatory Paperwork Reductiormanaged state member banks rated
Act of 1996 (Pub. L. 104208, 110 Stat.CAMEL 1 or 2 every eighteen months
3009). The following discussion sum-rather than every twelve months.
marizes the portions of the act that sig-
nificantly affect the Federal Reserve an
the institutions it regulates. %AIF/BIF

The act capitalizes the Savings Associa-

tion Insurance Fund (SAIF) at 1.25 per-
Powers of State Member Banks cent of insured thrift institution deposits
The act modifies the branching requirethrough a one-time special assessment
ments for state member banks by elimion SAIF-assessable deposits held as of
nating the requirement that they mainMarch 31, 1995. Weak institutions, as
tain capital for their branches as if eactwell as certain others, may be exempt
branch were a separately chartered bankom the special assessment if the FDIC
The act also eliminates the requiremendetermines it would reduce risk to the
that state member banks file a branclBAIF. In addition, the act reduces the
application with the Federal Reservespecial assessment by 20 percent for
System before installing an automaticertain Oakar banks (banks formed by
teller machine (ATM) or remote servicethe merger of SAlF-insured and BIF-
unit by excluding such entities from theinsured institutions) and would reduce
definition of a branch. their assessments going forward.

In addition, the act eliminates the The act also requires banks, after
requirement that state member banks fil®ecember 31, 1996, to pay 20 percent
branch closing notices for ATMs andof the interest on the bonds that funded
for branch relocations that are withinthe initial capitalization of SAIF (FICO
the immediate neighborhood and ddonds), but banks would be required to
not substantially affect the nature of thepay a full pro rata share of the interest
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obligation beginning after the earliertions) engaged in permissible nonbank-
of December 31, 1999, or the date oring activities subject to certain invest-
which the last savings association ceasesent limitations and to engage de novo
to exist. in nonbanking activities that have been
The act merges SAIF and the Bankapproved only by order.
Insurance Fund (BIF) on January 1, Existing law allows the Board to per-
1999, but only if no insured depositorymit a BHC to acquire shares of a com-
institution is a savings association orpany engaged in nonbanking activities,
that date. including a savings association, if the
Previously, both the Bank Merger ActBoard determined, after notice and an
and the Federal Deposit Insurancepportunity for a hearing, that the com-
Act (FDI Act) required advance written pany is engaged in activities so closely
approval from the appropriate federakelated to banking that they are a proper
banking agency to form Oakar banksincident thereto. The act removes the
The act eliminates the duplicative re-requirement that the Board provide an
quirement of advance written approvabpportunity for a hearing except in cases
under the FDI Act for Oakar transac-in which a BHC acquires a savings
tions and retains only the requirementssociation.
of advance written approval under the The act exempts BHCs that own thrift
Bank Merger Act. institutions from the provisions of the
Under the act, the FDIC may refundSavings and Loan Holding Company
excess payments from an insured bankct and requires the Board to solicit
or it may credit the excess toward futurecomments from the Office of Thrift
payments from that bank. In addition, ifSupervision (OTS) on any BHC acqui-
the balance in BIF exceeds the balancsition of a thrift institution and to con-
required to meet the designated resenault with the OTS on examinations and
ratio applicable to such fund, the excesgnforcement actions for BHCs that own
shall be refunded to insured banks. thrift institutions.
The act eliminates notices of new
: director or senior executive officers (914
Bank Holding Company Act notices) currently required for banks
The act allows well capitalized and wellchartered within the past two years or
managed bank holding companieshat have undergone a change in control
(BHCs) that control generally well capi- within the past two years. However, the
talized and well managed depositoryact gives the Board discretion to require
institutions, to engage de novo, withoutotice in connection with the review
advance Board approval, in nonbankingf a prompt corrective action plan or
activities approved by regulation. Inotherwise. The act retains 914 notices
addition, to be eligible for this excep-for undercapitalized and troubled banks
tion, the BHC or its subsidiaries mustand allows an extension of up to ninety
not be subject to an administrative endays of the period to disapprove an offi-
forcement action or a cease and desisker or director.
order pursuant to section 8 of the FDI The act eliminates the requirement
Act during the preceding twelve-monththat Board approval be obtained to make
period. The act also establishes a divestiture of shares effective for pur-
streamlined process for these well rumposes of the BHC Act.
BHCs to obtain Board approval to The act permits the Board to allow
acquire companies (except thrift institu-a BHC and its subsidiaries five years,
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instead of two, to dispose of stockDeposit Institution Management
acquired in satisfaction of a debt prednterlocks Act

viously contracted. It also grants the . .
Board authority to extend the five-yearunder the Deposit Institution Manage-

eriod to ten years in certain situations, €Nt Interlocks Act (DIMIA), the act
P Tlhe act arr¥ends Ithe BHIC AICL: tol per_permlts banks and BHCs with assets

mit nonbank banks to grow more thanOf up to $2.5 billion (increased from

: ; - $1 billion) to have interlocking manage-
szen:g;g; pﬁ:%?%:’ grl]_iogugf Iq%éh:ért-ment with nonaffiliated institutions with
also amends the definition of credit?SSets Of up to $1.5 billion (increased

card bank for purposes of the BHCfrom $500 million) provided that the

Act to permit these institutions to offer INstitutions are not located in the same

credit cards secured by certain types ofommunity or metropolitan statistical

deposits. area. It also permits grandfat_hered inter-
The act permits the Board to exemp{OCI(S to contlnue;- |ndef|n_|tely and

BHCs that control nonbank banks, trusf€Stores the Board's authority to grant

banks, credit card banks, Edge Act an&xe;mptlonsd.ttlmder DIMIA, subject to

agreement corporations, and industriaf€ain conatons.

loan companies from the anti-tying pro-

visions OT the BHC Act. In addition, the Insider Lending Restrictions

act permits the OTS to make exceptions )

to the anti-tying provisions of the Home The act permits the Board to exempt

Owners’ Loan Act if the exceptions from insider lending restrictions pref-

would not be contrary to the purposes ofrential loans to executive officers and

the anti-tying provisions and if they con-directors of a subsidiary of a company
form to the exceptions granted by thethat controls a state member bank under

Board. the following conditions: the officer or

The act excludes from the definitiondirector does not participate in major
of a BHC a qualified family partnership Policy-making functions of the bank,
(QFP). A QFP is defined as a general ofnd the assets of the subsidiary do not
limited partnership that (1) does not conexceed 10 percent of the consolidated
trol more than one registered BHC,assets of a company that controls the
(2) does not engage (except indirecﬂypank and the SUbSldlary (and IS not con-
in any business activity, (3) has notrolled by any other company).
investments other than those permitted The act also excludes from the insider
by a BHC, (4) is not obligated on anylending restrictions a state member
debt (either directly or as a guarantor)pank’s company-wide benefit or com-
and (5) has partners, all of whom aregPensation plan as long as it is widely
either individuals related to each othe@vailable to employees of the bank and
by blood, marriage or adoption, oras long as it does not give any officer,
is a trust for the primary benefit of director or principal shareholder (or
such individuals. The act requirestelated interest) preference over other
QFPs to file a statement with the Boarcemployees of the bank.
indicating, among other things, the
basis for their eligibility, the activities P P
and investments of the QFP, and arl}Exammann Activities
agreement to be subject to limitedTo make examinations by federal bank-
examinations. ing agencies well coordinated, the act
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requires them to have their examinergxemption to be adjusted annually in the
consult with each other, coordinate theifuture in accordance with changes in the
examinations of depository institutions,CPI. The act also gives institutions an
and resolve any inconsistencies in theialternative method for making HMDA
exam recommendations. The act alsdata publicly available by allowing in-
directs the federal banking agencies téormation to be maintained at the bank’s
consider appointing an “examiner-in-home or branch offices as long as the
charge” to coordinate examinations ofpublic notice states that such informa-
depository institutions. tion is available upon request.

Audits Equal Credit Opportunity Act

The act eliminates the requirement foiThe act creates a legal privilege for
attestation by an independent auditoinformation developed by creditors
under the FDI Act. The act also permitsthrough “self-tests” that are conducted
the internal audit committees of certainto determine the level or effectiveness of
insured depository institutions to consistheir compliance with the Equal Credit
of some (but not a majority) of inside Opportunity Act (ECOA), provided that
directors, rather than entirely outsideappropriate corrective action is taken to
directors, if the appropriate federaladdress any possible violations.
banking agency determines that the insti- Privileged information may not be
tution has encountered hardships imbtained by a government agency for
retaining and recruiting a sufficient num-use in an examination or investigation
ber of competent outside directors taelating to fair lending compliance, or
serve on the committee. by a government agency or credit appli-
cant in any civil proceeding in which
. . a violation of ECOA is alleged. The act
Truth in Savings also provides that a challenge to a credi-
Five years after enactment, the act elimitor’'s claim of privilege may be filed in
nates civil liability for violations Truth any court or administrative law proceed-
in Savings Act. The act also repealsng with appropriate jurisdiction. The
the definition of “indoor lobby sign,” act directs the Board to promulgate final
exempts certain credit unions fromregulations implementing these changes
the act and eliminates any disclosuravithin six months of enactment.
requirements for rollover certificates of

deposit with terms of less than thirtyReal Estate Settlement
days. Procedures Act

: The act directs the Board and the
Home Mortgage Disclosure Act Department of Housing and Urban
With regard to the Home Mortgage Dis-Development (HUD) to simplify and

closure Act (HMDA), the act increasesimprove the disclosure requirements on
the exempt asset level (the level belowransactions subject to both the Real
which institutions are exempt fromEstate Settlement Procedures Act
HMDA) from $10 million to $28 mil- (RESPA) and the Truth in Lending Act
lion, a percentage rise equal to thg€TILA). This includes providing a

cumulative percentage increase in thésingle format” for such disclosures.

CPI since 1975. The act requires thé'he Board and HUD must propose new
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regulations within six months of enact-secured” credit transactions. This
ment or, when necessary, submit legislachange is effective September 30, 1995.
tive recommendations to “simplify and
unify” RESPA and TILA disclosures. ) ) )

The measure also establishes ledsail Credit Reporting Act

onerous procedures for lenders to inforMrhe act amends the Fair Credit Report-
borrowers that mortgage servicing Mayng Act (FCRA) and grants the Board
be transferred by the lender to anothefyierpretive authority, in consultation

entity. with the other federal banking agencies,
for determining how the provisions of
Truth in Lending Act FCRA apply to banking institutions

. regulated by the federal banking agen-
The act permits the Board to exempties (for example, national and state
classes of transactions, except for ceinemper banks). The act also directs the
tain high-cost mortgages, from coverag@oard to report to the Congress by
under all or part of TILA if the Board ngarch 31, 1997, on the availability to
determines that coverage does not prope pyplic of sensitive identifying infor-
vide a meaningful benefit to consumersyation about consumers, the possibility
The act lists several factors the Boardpat sych information could be used for
must take into account in determiningsinancial fraud and the potential for
whether to exempt transactions. In addifa,d. or risk of loss, if any, to insured
tion, the act allows “sophisticated bor'depository institutions. The report is

rowers” (which it defines as those with 554 10 include any suggestions for legis-
an annual earned income of more thapive change.

$200,000 and net assets of more than
$1 million) to waive their rights to
receive TILA disclosures. Electronic Fund Transfer Act

The act also provides an alternative .
disclosure requirement for adjustable- he act directs the Board to report to the

rate residential mortgages (ARMs). The-0ngress no later than six months after
alternative may provide that paymem;nactment on whether the Electronic

may “increase or decrease substantund Transfer Act (EFTA) could be
tially” as long as the statement also@Pplied to electronic stored-value prod-

indicates the maximum future interest/CtS Without adversely affecting their

rate and payments on a $10,000 loaROSt: developme_nt, and operati_on, and
originated at a recent interest rate. whether alternatives to regulation can

The act allows the Board and othefPetter gchieve the purposes of the EFTA.
agencies to reduce or spread out restitjf 2ddition, the act prohibits the Board
tion required for TILA violations in oM taking any regulatory action
cases where full, immediate restitutiorf€9arding stored-value products for
would jeopardize the safety and sounde€ither three mont_hs after the report to
ness of the institution. The act also corfN€ Congress or nine months after enact-
rects an error in the 1995 TILA amend-Ment, whichever is later.
ments that unintentionally provided
retroactive relief from civil liability for ;
certain TILA violations with regard to Consumer Leasing Act
“any” consumer credit transaction. The The act directs the Board to issue reg-
act limits the relief to “closed-end home ulations updating and clarifying leas-
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ing requirements and definitions anchensive supervision or regulation in
addressing other consumer leasings home country, the Board may still
issues. The Board must issue model disapprove the bank’s application to estab-
closure forms for consumer leasindgish a U.S. office if the bank's home
which, if properly used by lessors, will country is actively working to establish
constitute compliance with required dis-a system of bank supervision and if
closure requirements. all other factors are consistent with
The act modifies lease advertisingapproval. The act directs the Board, in
requirements. It eliminates three discloexercising this authority, to consider
sures currently required in lease adverwhether the bank has implemented pro-
tising: consumer liability at lease-endcedures to combat money laundering.
for the difference between the proper-The act also imposes a processing dead-
ty’s anticipated fair market value and itsline for such applications.
appraised actual value; the “amount or The act permits the Board to allow
method of determining the amount” of banks to invest up to 20 percent of their
any such liability; and the disclosure ofcapital and surplus in an Edge or agree-
any purchase option, including thement corporation if the Board deter-
option price. mines that an investment greater than
Instead, lease advertisements thatO percent would not be unsafe or
contain certain “trigger terms” (such unsound.
as the amount of any payment) must The act eliminates the requirement
clearly and conspicuously state the folthat banks (except foreign banks and
lowing terms: that the transaction is aheir affiliates) file consolidated reports
lease; the total of initial paymentswith the appropriate federal banking
required on or before lease consummaagency if any of their extensions of
tion and delivery of the property; anycredit, in the aggregate, are secured
required security deposit; the numberdirectly or indirectly by 25 percent or
amount and timing of scheduled pay-more of any class of shares of the same
ments; and, in leases in which the coninsured depository institution.
sumer has an end-of-term liability based
on the property’s residual value, tha . :
an extra charge may be imposed ;l?ank Service Companies
lease-end. The act expands the types of entities
included under the definition of a bank
service corporation (redefined as a bank
Foreign Banks service company) to include limited lia-
bility companies. It defines “limited lia-
The act requires the Board to reducdility company” as a company, partner-
burden and avoid unnecessary duplicaship, trust, or similar business entity that
tion in examining branches and agencieprovides that a member or manager of
of foreign banks. It also eliminates thethe entity is not personally liable for a
requirement of annual on-site exams foliability of the entity solely because that
branches and agencies of foreign bankserson is a member or manager of it.
and provides instead that they be exaniFhis amendment allows bank service
ined as frequently as would a state memeompanies to take advantage of the lim-
ber bank. ited liability rules typically available to
The act provides that, even if a for-corporations and the flow-through tax
eign bank is not subject to compre-benefits available to partnerships.
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Regulatory Relief The act requires the Board to submit
to the Congress, within 180 days of
The act requires each federal bankingnactment, a report on actions being
agency to review its regulations everytaken or to be taken to eliminate and
ten years to identify outdated or otherconform inconsistent and duplicative
wise unnecessary regulatory requireaccounting and reporting requirements,
ments imposed on insured depositoras required by section 121 of the FDIC
institutions. The review must allow for Improvement Act. Section 121 requires
public comment. Each agency must pubregulators to use uniform accounting
lish in the Federal Register a summaryyinciples consistent with, or no less
of the comments and the agency'stringent than, generally accepted
response and report to the Congress agtcounting principles (GAAP).
the comments and on any legislative The act repeals 12 U.S.C., section
changes necessary to eliminate regulag33, which requires the Board to report
tory burdens. annually to the Congress on, among
In addition, the act amends the Riegleyther things, the number of formal and
Community Development and Regu-informal supervisory, administrative,
latory Improvement Act of 1994 to and civil enforcement actions initiated
require each federal banking agency teach year; the number of individuals
determine whether existing regulationsand institutions against whom civil
require insured depository inStitUtiOﬂSmoney penames were assessed; and a
and insured credit unions to producejescription of all other enforcement
unnecessary internal written policiesefforts and initiatives relating to unsafe
and, if appropriate, to eliminate suchand unsound practices, criminal mis-
policies. conduct, and insider abuse. The act also
repeals 12 U.S.C., section 3912, which
requires the Board to report annually to
Reports Requirements the Congress on certain aspects of the
international lending operations of bank-
The act eliminates 12 U.S.C., sectioring institutions.
251, which requires the Board to publish
an annual report on the availability of )
credit to small businesses. However, thEarmers and Ranchers in
act creates a new requirement thafProught-Stricken Areas

within twelve months of enactment andrpe act declares the sense of the Con-
every sixty months th_ereafter, thegress to be that bank regulators should
Board—in consultation with other fed-\, - \with farmers and ranchers in

eral banking agencies, the Small Busiyq,ght areas to allow them to meet
ness Administration, and the Secretary,eir financial obligations to be met

of Commerce—report to the Congresgyithoyt imposing burdens on them.
on the availability of credit to small
businesses. The report should include a

description of the demand for, and ava”NationaI Securities Markets
ability of, credit, the range of credit Improvement Act of 1996
options and types of credit products
available, and the credit needs and typeBhe National Securities Markets Im-
of risks associated with lending to smallprovement Act of 1996 (Pub. L. 104—
businesses. 290, 110 Stat. 3416) affects the Board’s



224 83rd Annual Report, 1996

authority in two ways. First, the Boarding whether a FOIA request should

no longer has the authority to regulateeceive expedited processing and they
loans to certain registered broker-indicate when the agency must specify
dealers unless it finds that such rules arthe amount of information that was

necessary or appropriate in the publievithheld from the requestor.

interest or for the protection of inves- The FOIA amendments also limit the

tors. Second, it repeals section 8(a) o$ituations in which the Board may

the Securities Exchange Act, which lim-obtain a stay of judicial proceeding on

ited sources of broker—dealer fundinghe basis of a FOIA backlog, and they
and required nonmember banks thamodify the content, timetable, and pro-

engage in such lending to file agreeeedures for filing annual reports to the

ments with the Federal Reserve. Congress under FOIA.

Electronic Freedom of Debt Collection Improvement Act
Information Act Amendments of 1996

of 1996

On April 26, 1996, the Congress passed

Under the Electronic Freedom of Infor-the Debt Collection Improvement Act of

mation Act Amendments of 1996,1996, (Pub. L. 104-134, 110 Stat. 1321—

(Pub. L. 104-231, 110 Stat. 3048), fed376), which amended the Federal Finan-

eral agencies, including the Board, areial Management Act of 1994 by requir-

required to make any records processedg that all federal payments (defined as

and disclosed in response to a reque$tderal wage, salary, retirement, benefit,

under the Freedom of Information Actand reimbursement payments) be made

(FOIA) routinely available for public electronically within ninety days of

inspection and copying if the agencyenactment. The act allows a waiver of

determines that they “have become othis requirement if the recipient of the

are likely to become the subject of subfederal payment certifies in writing

sequent requests.” The act also requirethat he or she does not have an account

agencies to maintain reference materiakith a financial institution. This general

or a guide to aid the public in makingwaiver expires as of January 1, 1999, at

a FOIA request. In addition, agencieswvhich time all federal payments must be

must make certain records created on anade electronically unless the Secretary

after November 1, 1996, available to theof the Treasury finds that compliance

public by electronic means. would impose a hardship or that the
The act also increases the time limittlass or types of checks or other cir-

for responding to FOIA requests fromcumstance do not require electronic

ten to twenty working days and encourpayment. .

ages agencies that experience difficul-

ties in meeting FOIAs time limits to

promulgate regulations providing for

“multitrack processing” of FOIA re-

quests. In addition, the act allows addi-

tional time for responding to a FOIA

request if unusual circumstances are

involved, such as the volume of records

sought. The act defines the term “com-

pelling need” for purposes of determin-
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Banking Supervision and Regulation

The 1990s have been a period of signifief such institutions grew 77 percent.
cant growth in the Federal Reserve’sAnd although the number of bank hold-
responsibilities for banking oversight asng companies and their nonbank sub-
well as change in its approach to suchsidiaries declined between 1990 and
oversight. Much of the increased re-1995, the assets of these groups grew
sponsibility stems from 1991 legislationmarkedly over the period (54 percent);
in which the Congress expanded thenost of the asset growth was in the
Federal Reserve’s supervisory authoritysection 20” companies, nonbank sub-
over the U.S. activities of foreign bank-sidiaries engaged in underwriting corpo-
ing organizations. The purpose of theate securities.
bill was to fill certain gaps in the super- The growth of the Federal Reserve’s
vision and regulation of such activitiessupervisory responsibilities has in-
and to ensure that U.S. banking policiesreased the demands on the System’s
are applied fairly and consistently to allresources. In response, the Federal
entities that conduct banking in theReserve has, over the past few years,
United States. The legislation, the Foradapted its approach to the supervisory
eign Bank Supervision Enhancemenprocess to make it more focused on risk,
Act of 1991 (FBSEA), involved 400 more sensitive to the burden it places on
institutions with assets of more thaninstitutions, and more cost-effective.
$700 billion? In the past, examinations and inspec-
All told, from 1990 through 1995, tions have focused on regulatory com-
aggregate assets under the Federal Rpgliance and on assessing the financial
serve’s supervision more than doubledstrength of an institution by reconciling
and despite a dramatic consolidatioraccounts, reviewing individual trans-
within the U.S. banking system duringactions, and analyzing the institution’s
that period, the number of institutionsfinancial condition. In recent years,
the Federal Reserve supervisetiowever, improved technology and
remained relatively stable, at approxifinancial innovations have enabled
mately 7,000. Among state membeibanks to develop financial products that
banks, which account for a large portiorcan quickly alter their balance sheets
of the Federal Reserve's oversightand change their exposure to risk. As a
responsibility, the number of stateresult, supervisory authorities can no
member banks remained at around 1,00@nger rely solely on periodic assess-
between 1990 and 1995, while the assetaents of an institution’s balance sheet
position at a point in time, but must

1. Before passage of FBSEA, primary responsicSUre that the institution has adequate

bility for supervising and examining the U.S. procedures to '_den_t'fy* measure, moni-
branches and agencies of foreign banking organfOr, and control its risk exposure.

zations lay with the licensing agencies—the states Important changes have been imple-
or the Office of the Comptrollsl} of th? CLerrency. mented or are in the process of being
In carrying out its responsibilities for foreign -
banking organizations before FBSEA, the Federa"fldOpted based on a fund,amemal. rev.lew
Reserve relied mainly on examinations conducte@f the Federal Reserve’s examination

by the states. procedures. These changes include
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« Refocusing on the areas of greatedem. In overseeing these organizations,
risk to a bank and on an assessmeithe Federal Reserve primarily seeks to
of the bank’s risk-management procepromote their safe and sound operation
dures and capabilities and their compliance with laws and

« Customizing examinations to fit theregulations, including the Bank Secrecy
size, activities, and risks of theActand consumer and civil rights laws.
institution The Federal Reserve also examines the

» Developing a streamlined examinafollowing specialized activities of these
tion program for smaller institutions institutions: information systems, fidu-

» Adapting the existing approach tociary activities, mutual fund activities,
examination, which is based on argovernment securities dealing and bro-
institution’s legal structure, to akering, municipal securities dealing,
framework based on the institution’ssecurities clearing activities, and securi-
functional or business lines ties underwriting and dealing through

« Conducting a greater portion of anspecial subsidiaries.
examination off-site The Federal Reserve also has respon-

« Improving communications with ex- sibility for the supervision of (1) all
amined institutions Edge Act corporations and agreement

« Cooperating more closely with inter- corporations, (2) the international opera-
nal auditors and outside accountants tions of state member banks and U.S.

« Placing greater emphasis on markebank holding companies, and (3) the
discipline, and using positive incen-operations of foreign banking compa-
tives to encourage prudent oversighhies in the United Statés.
by management. The Federal Reserve exercises impor-

tant regulatory influence over the entry
The Federal Reserve has adopted g, -, the structure of, the U.S. bank-

risk-focused approach to examinationg, s ctem “through its administration
as the principal vehicle for implement-

ing these changes. The risk—focusegf the Bank Holding Company Act, the
o ' . ank Merger Act for state member

approach highlights the importance o

the management process for identifying,

measuring, monitoring, and controlling 2. The Board’s Division of Consumer and

risk. It gives examiners more flexibility Community Affairs is responsible for coordinating

in planning and conducting examina- & Leee Rome S ol g organizations
. . i i izati
tions. The risk-focused approach alS(évith consumer and civil rights. To carry out this

places more attention on an institution’Sesponsibility, the Federal Reserve specifically
internal controls and on analysis andrains a number of its bank examiners to evaluate
planning before the on-site examinationnstitutions with regard to such compliance. The
begins. chapter of thisReporT covering consumer and
community affairs describes these regulatory
responsibilities. Compliance with other statutes
o and regulations, which is treated in this chapter, is
Scope of Responsibilities for the responsibility of the Board's Division of Bank-
Supervision and Regu|ati0n ing Supervision and Regulation and the Reserve
Banks, whose examiners also check for safety and
The Federal Reserve is the federadoundness.
supervisor and regulator of all U.S. bank 3- Edge Act corporations are chartered by the

. - _Federal Reserve, and agreement corporations are
holding compames and of state chartered by the states, to provide all segments of
chartered commercial banks that aree u.s. economy with a means of financing inter-

members of the Federal Reserve Syswtional trade, especially exports.
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banks, and the Change in Bank Controbf capital, earnings, asset and liability

Act for bank holding companies andmanagement, liquidity, and sensitivity

state member banks. Also, the Federdb market risk, and (5) a review for

Reserve is responsible for imposingcompliance with applicable laws and

margin requirements on securities transregulations.

actions. In carrying out these responsi-

bilities, the Federal Reserve coordlnateg,[ate Member Banks

its supervisory activities with other fed-

eral and state regulatory agencies andtthe end of 1996, 1,014 state-chartered

with the bank regulatory agencies ofbanks were members of the Federal

other nations. Reserve System (excluding nondeposi-

tory trust companies and private banks).

. These banks represented about 11 per-

Supervision for Safety and cent of all insured commercial banks

Soundness and held about 25 percent of all insured

To ensure the safety and soundness gpmmermgl bfank assets.
banking organizations, the Federal Thg gwdelmes for Feder{:ll Reserve
Reserve conducts on-site examination&xam'nat'ons are fully consistent with

and inspections and off-site surveillanc&€ction 10 of the Federal Deposit Insur-

and monitoring; it also undertakes endnce Act as amended by section 111 of

: . the Federal Deposit Insurance Corpora-
forcement and other rvi tions.
orcement and other supervisory actio S{'IOH Improvement Act of 1991, and by

the Riegle Community Development
and Regulatory Improvement Act of
The Federal Reserve condueteamina- 1994. A full-scope, on-site examination
tions of state member banks, branchess required at least once during each
and agencies of foreign banks, Edge Adwelve-month period for all depository
corporations, and agreement corporanstitutions; however, certain well-
tions. Because many elements reviewedapitalized and well-managed institu-
at bank holding companies and theitions with assets of less than $250 mil-
nonbank subsidiaries differ from banklion may be examined every eighteen
examinations, the Federal Reserve comonths.

ductsinspectionsof holding companies  During 1996, the Federal Reserve
and their subsidiaries. Pre-examinatioanks conducted 606 examinations
planning and on-site review of opera{some of them jointly with the state
tions are integral parts of ensuring theagencies), and state banking depart-
safety and soundness of financial instituments conducted 324 independent re-
tions. Regardless of whether it is amguired examinations.

examination or inspection, the review
entails (1) an assessment of the qualit)g,J
of the processes in place to identify,
measure, monitor and control risk expoAt year-end 1996, the number of bank
sures, (2) an appraisal of the qualityholding companies totaled 5,998. These
of the institution’s assets, (3) an evaluaerganizations controlled 7,213 insured
tion of management which includes arcommercial banks and held approxi-
assessment of internal policies, procemately 93 percent of the assets of all
dures, controls, and operations, (4) amsured commercial banks in the United
assessment of the key financial factorStates.

Examinations and Inspections

ank Holding Companies
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Federal Reserve guidelines call fojunction with state bank supervisory
annual inspections of large bank holdingauthorities in New York and California,
companies and smaller companies witlagainst the Bangkok Metropolitan
significant nonbank assets. Small comBank, PCL, Bangkok, Thailand, which
panies (those with assets less tharesulted in the bank’s consent to termi-
$150 million) that do not have problemsnate its U.S. banking operations. The
are selected for inspection on a samplaction arose from serious unsafe and
basis, and medium-sized companieansound banking practices and viola-
($150 million to $500 million in assets) tions of law, including misleading and
that do not have problems are inspectethlse statements made to regulatory offi-
on a three-year cycle. The inspectiortials, creation of false records, diversion
focuses on the operations of the parerdf loan proceeds benefitting insiders,
holding company, its nonbank subsidi-and extensions of credits to nominee
aries, and the overall condition of theborrowers.
consolidated organization. In other significant matters, the Board

In judging the financial condition of Governors assessed civil money pen-
of subsidiary banks, Federal Reservalties totaling $5.9 million, including a
examiners consult the examinatior3.5 million fine against a foreign bank
reports of the federal and state bankindor violations, by its section 20 subsidi-
authorities that have primary responsiary, of the Board of Governors’ revenue
bility for the supervision of these banks,limit, and a $300,000 fine against a for-
thereby minimizing duplication of effort eign bank and one of its U.S. branches
and reducing the burden on bankindgased on their lack of compliance with
organizations. In 1996 the Federathe Bank Secrecy Act and with an exist-
Reserve inspected 1,674 bank holdining written agreement. Two cases in-
companies. Altogether, Federal Reserveolving fines totaling $1.7 million are
examiners conducted 1,922 bank holdunder appeal in federal courts.
ing company inspections, 149 of which The Board of Governors also contin-
were conducted off-site, and stateued to address the misconduct of some
examiners conducted 73 independerformer Bankers Trust officials who were
inspections. involved with improper transactions in-
volving leveraged derivatives; the Board
issued consent orders limiting, among
: other things, the individuals’ ability to
'\S/Il?sn;i)éi (I:L?sn,ab\lgtei\?i’tyarll?dep orting market sgch .transactions at oth_er b_ank—

ing organizations and by assessing fines.
In 1996, the Federal Reserve Banks All final enforcement orders issued
recommended, and members of théy the Board of Governors and all writ-
Board's staff initiated and worked on,ten agreements executed by the Federal
133 enforcement cases involving 283Reserve Banks in 1996 are available to
separate actions, such as cease atite public. In addition to formal enforce-
desist orders, written agreements, rement actions, the Federal Reserve Banks
moval and prohibition orders, and civil completed eighty-four informal enforce-
money penalties. Of these, 66 casemsent actions, such as memorandums of
involving 129 actions were completedunderstanding and resolutions from the
by year-end. board of directors.

Of particular note was the action that The Federal Reserve adopted an inter-
the Board of Governors took, in con-agency rule, effective April 1, 1996, that

Enforcement Actions, Civil
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simplifies the process for reporting sustroller of the Currency (OCC), and the
pected crimes and suspicious activitie®ffice of Thrift Supervision (OTS).
involving money laundering or the Bank

Secrecy Act. The new reporting systenfiduciary Activities

enables a banking organization to repo
such activity by filing a single form, the
interagency Suspicious Activity Report,
with the Department of the Treasury’s
Financial Crimes Enforcement Network.ﬁduciary capacities. This group of insti-

The repor in m r . .

b accesdble by ll ot e, oS 215, Ste hareed

(r?r:ZIn?QStr?(t)?itt? el;anklng and law enforcegs npnmt_ember trust companies that. are
' subsidiaries of bank holding companies,

and 13 entities which are branches or

o o agencies of foreign banking organiza-

Specialized Examinations tions or edge corporation subsidiaries of

._domestic banking institutions.
The Federal Reserve conducts spema?— On-site examinations are essential to

ized examinations of banking organiza-

i di lectronic dat ensure the safety and soundness of
Ions regaraing lectronic data proCessgnancia| institutions that have fiduciary

Ing, f|tQuC|aré/ e}pt|V|t|es,dgogerEm¢ntOperations_ These examinations include
securiiesdealing - anc ro er!n_g,(l) an evaluation of management, poli-
municipal securities dealing, securltleiieS audit and control procedures, and

r+he Federal Reserve has supervisory
responsibility for institutions that hold
more than $7.3 trillion of discretionary
and nondiscretionary assets in various

clearing, and securities underwriting an isk management, (2) an assessment of

dealing through so-called section 2 h :
- e quality of trust assets, (3) an assess-
subsidiaries. The Federal Reserve al enq[ of eyarnings 4) a re\Sie)w for con-

reviews state member banks and banfs o interest, and (5) a review for
holding companies that act as tranSfeEompliance with laws, regulations, and

agents. general fiduciary principles. During
1996, Federal Reserve examiners con-

Electronic Data Processing ducted 206 on-site trust examinations of

state member banks and trust compa-

Under the Interagency EDP EXamm"’bnies, branches and agencies of foreign

examings the elecionic data procesariIkNg rganizations of edge corpora.
P n subsidiaries of domestic banking

(EDP) activities of state mgmber b"’mlfsinstitutions which held approximately
U.S. branches and agencies of forelgg6 6 trillion in fiduciary assets

banks, Edge Act and agreement corpora- " y '
tions and independent data centers thal , ..\ ment Securities Dealers
provide EDP services to these institu- 4 Brokers
tions. During 1996, the Federal Reserve

conducted 411 EDP examinations. Thdhe Federal Reserve is responsible for
Federal Reserve also was the leadxamining the government securities
agency on four examinations of largedealing and brokering of state member
Multiregional Data Processing Servicerdanks and foreign banks for compliance
examined on an interagency basis witlwith the Government Securities Act of

the Federal Deposit Insurance Corpoi986 and regulations of the Department
ration (FDIC), the Office of the Comp- of Treasury. Forty-two state member



230 83rd Annual Report, 1996

banks and six state branches of foreigapproved activities to no more than
banks have notified the Board that they percent of total revenues for each sec-
are currently government securitiedion 20 securities subsidiary. This limit
dealers or brokers that are not otherwisevas subsequently increased in Septem-
exempt from Treasury’'s regulations.ber 1989 to 10 percent. In January 1993,
During 1996 the Federal Reserve conthe Board adopted an optional indexed
ducted examinations of broker—dealerevenue test that reflects the changes in
activities in government securities atthe level and structure of interest rates
state member banks and foreign banks.since 1989.

In January 1989, the Board approved
applications by bank holding companies
to underwrite and deal in corporate and
sovereign debt and equity securities,
The Securities Act Amendments of 197%ubject, in each case, to reviews of
made the Board responsible for supemanagerial and operational infrastruc-
vising state member banks and bankure and other conditions and require-
holding companies that act as municipaments or firewalls, specified by the
securities dealers or as clearing agerBoard. In approving this broader range
cies. The Board supervises thirty-eighof activities, the Board also adopted
banks that act as municipal securitiesnore restrictive firewalls than those con-
dealers and three clearing agencies th#ined in its 1987 approval order.
act as custodians of securities involved Based on its experience supervising
in transactions settled by bookingthese section 20 subsidiaries and devel-
entries. In 1996 the Federal Reservepments in the securities markets since
examined all three of the clearing agenthe revenue test was adopted, the Board
cies and 21 of the banks that deal irconcluded in December 1996 that a sec-
municipal securities. tion 20 firm could derive up to 25 per-
cent of its revenue from underwriting
and dealing in ineligible securities. In
light of this action and an accounting
change concerning the treatment of
Section 20 of the Banking Act of 1933interest earned on securities that may
(the Glass—Steagall Act) prohibits thebe held by a member bank, the Board
affiliation of a member bank with a com-concurrently eliminated the optional
pany that is “engaged principally” in indexed revenue test. Also, during 1996,
underwriting or dealing in securities.the Board eased or eliminated three of
The Board in 1987 approved proposalshe firewalls imposed on the operations
by banking organizations to underwriteof section 20 subsidiaries, and continued
and deal on a limited basis in specifiedvork on an extensive review of all other
classes of bank “ineligible” securities firewalls in order to eliminate unneces-
(that is, commercial paper, municipalsary regulatory burden and enable sec-
revenue bonds, conventional residentidion 20 subsidiaries to operate in an
mortgage-related securities, and securéfficient, effective manner. This effort
tized consumer loans) in a manner conresulted in the publication for comment
sistent with section 20 of the Glass-early in January 1997 of a proposal to
Steagall Act and the Bank Holdingeliminate most firewalls and to modify
Company Act. At that time, the Boardthe remaining ones to ease compliance
limited revenues from these newlyburdens. It was proposed that remaining

Municipal Securities Dealers
and Clearing Agencies

Securities Subsidiaries of Bank
Holding Companies
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firewalls be formally adopted as operat- An integral part of the bank surveil-
ing standards applicable to section 2@ance function is an automated system
subsidiaries. which is used to estimate examination
At year-end 1996 forty bank holding ratings for all banks and to identify
companies held section 20 subsidiariebanks with the potential to become criti-
authorized to underwrite and deal incally undercapitalized over a two year
ineligible securities. Of these, twenty-horizon. In 1996, the Federal Reserve
two could underwrite any debt or equityundertook a validation effort for this sur-
security; three could underwrite anyveillance model.
debt security; and fifteen could under- The Federal Reserve also continued
write only the limited types of debt to implement revisions and additions to
securities approved by the Board inits bank holding company surveillance
1987. The Federal Reserve uses speciaystem to further assist supervisory staff
ized procedures for reviewing operain evaluating the financial profiles of
tions of these securities subsidiaries; iindividual bank holding companies.
conducted 40 such inspections in 1996.During 1996, quarterly screens evaluat-
ing capital markets activities and liquid-
Transfer Agents ity for consolidated bank holding com-
gfanies were completed. These changes

examinalions of stie mamber banks anffore augmented by the development of
set of “parent only’ screens which

bank holding companies that are "€9%ocus on the bank holding companies’

Lf]tiﬁresd t:{ria:]r;?(faerraagre]tr;tsc. ofnTeortlsgi gtgﬁ{é\dividual (nonconsolidated) operations.
gs, 9 9 Other efforts were undertaken during

e e 2051996 to supportand enfance the efc
vert such securities. Durin 1%95 Fegliveness of Federal Reserve surveillance
: 9 ! and monitoring activities. For example,

ance Report Information and Surveil-

and bank holding companies registere Lnce Monitoring. PRISM provides

as transfer agents with the Board. access to National Information Center
(NIC) data on banks, bank holding com-
panies, banking subsidiaries of bank
The Federal Reserve monitors the finankholding companies, and Off-Site Risk
cial condition and performance of indi- Analysis (Surveillance). The Federal
vidual banking organizations and of theReserve also implemented a new inter-
aggregate banking system as a whole teal system to access Uniform Bank Per-
identify areas of supervisory concernformance Reports in March, 1996.
Reserve Banks and the Board use auto- The Federal Reserve also completed a
mated surveillance screening systems taeview of the definitions of commercial
identify organizations with poor or dete-banks, savings bank, and bank holding
riorating financial profiles and to iden-companies used by various divisions of
tify adverse trends affecting the bankinghe Board, the Reserve Banks, and the
system. Information from these surveil-FDIC. The result was standard defini-
lance activities is then used to intensifytions of these commonly selected insti-
analysis and allocate additional examitutional groupings to assist the Board
nation resources to institutions vulner-and Reserve Banks in providing consis-
able to deterioration. tent figures to division management, the

Surveillance and Monitoring
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Board, and the public. Automated moni-banks, Edge Act corporations, and bank
toring systems continue to rely heavilyholding companies, principally at the
on the information in the regulatory U.S. head offices of these organizations,
reports filed by banking organizationswhere the ultimate responsibility for
To ensure the timeliness and accuracy dheir foreign offices lies. In 1996 the
the reports, the Federal Reserve mairederal Reserve conducted on-site full-
tains the Regulatory Reports Monitoringscope and targeted-scope examinations
System to track domestic and foreigrof eleven foreign branches of state mem-
banking organizations that file late orber banks and sixty-nine foreign subsid-
inaccurately. iaries of Edge Act corporations and bank
The Federal Reserve actively partici-holding companies. All of the examina-
pates with other federal and state bankiions abroad were conducted with the
ing authorities in efforts to enhance surcooperation of the supervisory authori-
veillance tools; currently, the Federalties of the countries in which they took
Reserve chairs the Federal Financigblace; when appropriate, the examina-
Institutions Examination Council Tasktions were coordinated with the Office
Force on Surveillance. of the Comptroller of the Currency.
Also, examiners made forty-nine visita-
tions to the overseas offices of U.S.
International Activities banks to obtain financial and operating
" information, and in some instances, to
The Federal Reserve plays a critical rolg, o ate their compliance with correc-
in the supervision and regulation of thee measures or to test-check adherence

international activities of U.S. banking, safe and sound banking practices
organizations and the U.S. activities '

of foreign banking organizations. The _
Board provides authorization and reguforeign Branches of Member Banks

lation of foreign branches of member ,qqr hrovisions of the Federal Reserve
banks; overseas investments by membg(ct and of the Board's Regulation K

banks, Edge Act corporations and ag_reehnternational Banking Operations),
ment corporations, and bank holdingyemper banks must obtain Board
companies; and investments by bank,,q\ 4 to establish branches in foreign
holding companies in export tradingcq ntries In reviewing proposed for-
E%mp‘?'es' The _Boardl algg_ _Chartﬁrﬁign branches, the Board considers the
ge Act corporations. In addition, the,q g, irements of the law, the condition of
Board acts on applications by foréignye pank and the bank’s experience in
Eanlsryg organblfaﬁons tg acqu]Jlre U.Sinternational business. In 1996 the Fed-
anks; to establish U.S. branches, agen;,| Reserve approved the opening of
cies, representative offices, and commebs foreian branches of 15 banks, By the
cial lending company subsidiaries; an nd of 1996. 96 member banks were

to engage in nonbanking activities in theoperating 771 branches in foreign coun-
United States. tries and overseas areas of the United

States; 66 national banks were operat-
Foreign Office Operations of U.S. ing 586 of these branches, and 30 state

; it member banks were operating the
Banking Organizations remaining 185 branches. In addition,

The Federal Reserve examines the inteB3 nonmember banks were operating
national operations of state membeB4 branches in foreign countries.
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Edge Act and Agreement Corporationsalthough pursuant to Regulation K, most
Edge Act corporations are internationa oreign investments may be made under
9 P eneral-consent procedures that involve

banking organizations chartered b e e
the Board to provide all segments Offgc])grdafter the-fact notification to the

the U.S. economy with a means o
financing international business, espe-
cially exports. An agreement corporaExport Trading Companies

tion is a state-chartered or federally .
chartered company that enters into afl! 1982 the Bank Export Services Act

agreement with the Board not to exer@mended section 4 of the Bank Holding

cise any power that is impermissible fofc@mpPany Act to permit bank holding

an Edge Act corporation. companies, their sub_sidiary Edge Act or
Under sections 25 and 25(A) of the@dreement corporations, and bankers’

Federal Reserve Act, Edge Act an&)anks to invest in export trading compa-

agreement corporations may engage iRi€S; subject to certain limitations an_d
international banking and foreign finan-&ftér Board review. The purpose of this

cial transactions. These corporationsdMéndment was to allow effective par-
which usually are subsidiaries of mem.licipation by bank holding companies in

ber banks, 1 duct a d ithe financing and development of export
er banks, may (1) conduct a deposi ading companies. The Export Trading

and loan business in states other tha
that of the parent provided that the busiEompany Act Amendments of 1988

ness is strictly related to internationalProvide additional flexibility for bank
igrholding companies engaging in export
dgading activities. Since 1982 the Fed-
of member banks because they cafral Reserve has acted affirmatively on
invest in foreign financial organizaftions,notifications by forty-eight bank holding

such as finance companies and leasirf’MPanies.
companies, as well as in foreign banks.
In 1996, the Federal Reserve o .
approved one new Edge Act corporatiort-S- Activities of Foreign Banks

and seven new agreement corporatlonﬁ.he Federal Reserve has broad authority

Art1 dyea:—enr::]i ' nievernty;tk;irer]e: EvSi%r? tAt(;so supervise and regulate the U.S. activi-
and agreement corporations, Olfies of foreign banks that engage in

parent-only assets of $40 billion at yearbanking and related activities in the

gg?ﬁes\ﬁﬁrgraﬁgﬁg[m[?urmlththéorg;rwt%UnitEd States through branches, agen-
: ing year, %ies, representative offices, commercial
Federal Reserve examined all Sevent)ﬁ'ending companies, Edge Act corpora-

three corporations. tions, banks, and certain nonbank com-
panies. Foreign banks continue to be
significant participants in the U.S. bank-
ing system. As of year-end 1996,
Under the Federal Reserve Act and th@81 foreign banks from 60 countries
Bank Holding Company Act, U.S. bank-operated 432 state-licensed branches
ing organizations may engage in activand agencies (of which 25 are insured
ities overseas with the authorizationby the FDIC) as well as 66 branches and
of the Board. Significant investmentsagencies licensed by the OCC (of which
require advance review by the Board6 have FDIC insurance). These foreign

Foreign Investments
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banks also directly owned 10 Edge Actdinate the efforts of the various U.S.
corporations and 4 commercial lendingsupervisory agencies.
companies. In addition, they held an The second part of the program is a
equity interest of at least 25 percent irreview of the financial and operational
90 U.S. commercial banks. Altogetherprofile of each FBO to assess its general
these U.S. offices of foreign banks conability to support its U.S. operations and
trol approximately 20 percent of U.S.to determine what risks, if any, the
banking assets. These foreign banks aldeBO poses through its U.S. operations.
operated 138 representative offices. Afogether, these two processes provide
additional 115 foreign banks operated ircritical information to the U.S. super-
the United States solely through a reprevisors in a logical, uniform, and timely
sentative office. manner. During 1996 the Federal
The Federal Reserve has acted tReserve continued to implement pro-
ensure that all state-licensed and fedegram goals through coordination with
ally licensed branches and agenciesther supervisory agencies and the
receive an on-site examination at leastievelopment of financial and risk
once during each twelve-month periodassessments of foreign banking organi-
either by the Federal Reserve or by aations and their U.S. operations.
state or other federal regulator. The Fed-
eral Reserve conducted or participated
with state and federal regulatory authori . .
ties in 704 examinations during 1996_Techn|cal Assistance

The Foreign Bank Supervision Enhancem 1996 the System provided staff for
ment Act of 1991 requires Federaltgchnical assistance missions and train-
Reserve approval of the establishmenhg sessions on bank supervisory mat-
Of branCheS, agenCIeS, CommerCIal |enq'ers to a number of Centra' banks in
ing company subsidiaries, and reprecountries of the former Soviet Union,

sentative offices by foreign banks ingastern Europe, Asia, the Caribbean,
the United States. In 1996, the Federaind Latin America.

Reserve approved applications by
19 foreign banks from 12 foreign coun-
tries to establish branches, agencies, and

representative offices. Supervisory Policy

The Federal Reserve amended its guide-

Joint Program for Supervising the lines on risk-based capital by incorporat-

U.S. Operations of Foreign Bankinging @ measure for market risk. In addi-
Organizations tion, the Federal Reserve approved for

public comment two proposals to amend
In 1995 the Federal Reserve, in cooperahe capital guidelines in other areas.
tion with the other federal and stateThe Federal Reserve made substantial
banking supervisory agencies, formallyprogress in revising its examination and
adopted the joint program for supervisinspection processes to enhance its
ing the U.S. operations of foreign bank-effectiveness and address changes in the
ing organizations. The program has twdanking industry, and improving super-
major parts. The first focuses primarilyvisory reporting and disclosure by the
on those FBOs that have multiple U.Sbhanking industry. In concert with the
operations and is intended to better coomther agencies, the Federal Reserve also
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issued a major revision to the Uniformrisk by January 1, 1998. The final rule
Financial Institutions Rating System. was based on a supplement to the Basle
Accord that was issued January 1996.

Risk-Based Capital Standards .
Interest rate risk.On June 26, 1996,

The risk-based capital requirementshe Federal Reserve along with the
adOpFed by the Federal Reserve in 198ED|C and OCC issued a Joint Agency
remained in effect and were expanded ipgjicy Statement describing a common
1996. These requirements implemenframework for the supervision of inter-
the international risk-based capital stangst rate risk in banking institutions. This
dards that were proposed by the Baslgamework calls for a review of the
Committee on Banking Regulation andqualitative characteristics and adequacy
Supervisory Practices (Basle Superof an institution’s interest rate risk man-
visors’ Committee) and endorsed by theggement as well as an assessment of risk
Group of Ten (G-10) countries in Julyto its earnings and the economic value
1988.2 The standards include a frame—f jts capital. The framework is consis-
work for calculating risk-adjusted assetgent with 1995 revisions to risk-based
and assigning assets to broad categorig@pital regulations that incorporated
based primarily on credit risk. Bankingthe exposure of that economic value to
organizations are expected to maintaighanges in interest rates as an important
capital equal to at least 8 percent of theiglement in the evaluation of capital
risk-adjusted assets. adequacy.

To supplement the risk-based capital The policy statement describes sound
standards, the Federal Reserve in 199 actices for managing interest rate risk,
also issued leverage guidelines settingmphasizing the importance of adequate
forth minimum ratios of capital to total oversight by the board of directors and
assets to be used in the assessment of §@nior management and a Comprehen_

institution’s capital adequacy. sive risk management process that iden-
tifies, measures, and controls interest
Amendments rate risk. The agencies also indicated that

During 1996 the Board adopted amendthey are no longer pursuing a standard-
ments to its risk-based capital guidelineszed supervisory measure for interest
in the following areas. rate risk, as had been proposed in 1995.
_ In lieu of any standardized measure,
Market risk. On September 6, 1996, the agencies will rely on surveillance
the Federal Reserve, together with th@creens and, during the examination pro-
FDIC and OCC, issued a final rule thatcess, the bank’s own measurement sys-
incorporated into the risk-based capitalem to evaluate the level of a bank's
framework a capital charge for marketiisk. Consistent with this framework,
risk associated with foreign exchangesome modest revisions are being made
and commodity activities and with theto the Call Report in 1997 to enhance
trading of debt and equity instrumentssupervisory monitoring capabilities with
Regulated institutions with significant respect to interest rate risk.
market risk exposure must measure their
market risk exposure using an internalD
risk measurement model subject to cer-
tain regulatory criteria and begin hold-During 1996, the Federal Reserve
ing capital in support of their marketapproved for public comment two pro-

roposed Rules
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posals to amend its capital adequacRisk-Focused Safety and Soundness
guidelines. Examinations and Inspections

: . Over the last several years, a committee
Collateralized  transactions. On  t senjior staff from the Federal Reserve
August 16, 1996, the Federal Reserveg, siem has undertaken a review of the
f[ogether with the OCC, FDIC, and OTS.examination and inspection processes to
issued a proposal to amend the _”Skrdentify near- and long-term opportu-
based capital standards to make uniformjsies for enhancing the effectiveness,
the agencies’ treatment for transactionéﬁiciency, and responsiveness of the

secured by qualifying collateral. Underg neryisory process and to address the
the proposal, regulated institutionSchanging and ever complex banking and
would be allowed to hold less capital

. ! Y Yfinancial environment. The committee
for certain transactions collateralize

; - : ‘“made a number of recommendations,
with a positive margin by cash or quali-\hich the Federal Reserve has begun

fying securities. The comment period, jmplement in its efforts to provide

for the proposal closed on October 155 6re risk-focused approach to the

1996. A final amendment is expected inyheyision of banking organizations.
1997. On May 24, 1996, the Federal
) o Reserve’s Division of Banking Super-
Technical modificationsin Novem- yision and Regulation issued examiner
ber 1996 the Federal Reserve_ apprOV?hidance to explain the changes now
a proposal to amend its risk-basegheing implemented in the examination
and leverage caplta_l guidelines _fo_fand inspection process and to outline
state member banks in order to elimipther areas where further changes will
nate inconsistencies among the capigccyr, In summary, the Federal Reserve
tal standards of the banking agenciesag adopted a risk-focused approach to
At the same time, the Federal Reserv@yaminations that places greater reli-
approved a similar proposal for bankgnce on effective planning, as well as on
holding companies. The proposedpe tailoring of each examination to the
amendments pertain to the risk-basedize and activities of the subject bank
capital treatment of presold one- tog, pank holding company. Under this
four-family residential properties,juniorapproach, examiners place greater
liens on one- to four-family residential emphasis on evaluating the adequacy of
properties, and investments in mutuahp jnstitution’s management process for
fL_mds_. In addition, the propqsals W_()Uldidentifying, measuring, monitoring, and
simplify the leverage capital guide-controlling risk. When this process is
lines. The Federal Reserve expects thgietermined to be sound, the level of
the proposals will be issued on a jointransaction testing conducted by exam-
basis with the other agencies in earlyners can be reduced, commensurate
1997. with the quality of management prac-
tices and the materiality of the activities

) i being reviewed.
Risk Management Guidance

Throughout 1996 the Federal Reservgoord'nat'on with Other
continued to focus on the adequacy o Upervisors

risk management practices and control$he Federal Reserve has also sought to
at banking organizations. increase coordination with other bank-
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ing agencies and to improve supervisiomnalysis of derivatives-related disclo-
in an environment of interstate bank-sures of the top ten U.S. banks that deal
ing. As part of these efforts, the Fed-in derivatives. This analysis summarizes
eral Reserve in April 1996 approvedthe accounting standards that influenced
two initiatives, the State/Federal Prothe 1995 disclosures in the annual
tocol and the Model Agreement, whichreports of these banks; it also reviews
address the supervision of statethe improvements since 1993 in qualita-
chartered banks operating across stat&’e and quantitative disclosures about
lines. the credit and market risks of deriva-
The protocol is a statement of prin-tives and about the earnings effect of
ciples by the Federal Reserve, the FDIC]erivatives activities.
and the Conference of State Bank Super- In November 1996 the Basle Commit-
visors on behalf of the state bankingee on Banking Supervision and the In-
departments. It provides that the approternational Organisation of Securities
priate federal regulator and home stat€ommissions issued their second joint
supervisor will endeavor to coordinatereport on the public disclosure of trad-
the supervision of interstate banks, paring and derivatives activities of banks
ticularly those with assets of $1 billionand securities firms worldwide. Using
or more, so as to reduce regulatory buran analytical framework developed by
den and minimize duplicative regulatorythe Federal Reserve, the report surveys
actions, while fostering the safe andhe trading and derivatives activities dis-
sound operation of the banks. closed in the 1995 annual reports of a
The Model Agreement specifies thesample of the largest, internationally
actions that the appropriate federal reguactive banks and securities firms in the
lator and the home state superviso6-10 countries and notes improvements
would take to fulfill the goals of the made since 1993.
protocol, that is, the seamless supervi-
sion and examination of interstate, Statel'?etail Sales of Nondeposit
chartered banks. Further, on Novemi vestment Products
ber 14, 1996, the Federal Reserve alond1
with the FDIC and all of the state bank-On December 30, 1996, the Board the
ing departments signed a NationwidéDCC, and the FDIC published a notice
State/Federal Supervisory Agreemenseeking comment on amendments to
which was based on the April 1996Regulation H and Regulation K that
Model Agreement. would establish professional qualifica-
tion requirements for state member
banks and for branches and agencies of
foreign banks that engage in sales of
The Federal Reserve, the other federalertain securities to retail customers.
banking regulators, and industry group§he amendments are based on the pro-
continued their efforts to improve thefessional qualification requirements for
quality of bank disclosures of deriva-registered representatives of broker—
tives activities to make these activitiesdealers.
more transparent to the public and regu- The proposed regulation would
latory authorities. In September 1996equire that certain forms be filed with
the Division of Banking Supervision andthe Board, including registration infor-
Regulation published in thd-ederal mation for a bank employee who solic-
Reserve Bulletinits second annual its, recommends, purchases, or sells cer-

Derivatives Disclosures
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tain securities for retail customers. The To expand the use of NIC, training
regulation also would require suchseminars were conducted for staff mem-
employees and their immediate superbers throughout the System, and new
visors to take one of two qualifying applications were developed to make the
examinatons given by the securitiesrast amount of NIC data more easily
industry as a precondition to selling.accessible to the staff. In addition,
Continuing education requirements als@fforts have been made to make NIC
would be imposed. data and software available to state
banking agencies for their use as a
National Information Center supervisory tool.
The Division of Banking Supervision .
and Regulation has overall rt=E)sponsibiI—LJs’e of Automation
ity for the management of the NationalTo increase efficiency in the examina-
Information Center (NIC). NIC contains tion of state member banks, the Federal
data bases that are maintained at thReserve has applied new technology to
Board of Governors and made availablenany routine aspects of an examiner’'s
to staff members at the Board, thework. This effort has led to development
Reserve banks, and other federal andf an automated system, referred to as
state banking agencies. NIC comprisethe Examiner Workstation, that auto-
structure data for banks, nonbanks, anthates much of the quantitative analysis
bank holding companies; internationabf banking organizations, including
data for U.S. holding companies and forsampling and evaluation of loan and
eign banking organizations with activi-investment portfolios. Automation has
ties in the United States; financial infor-also been applied to the planning and
mation, such as Call Report data fodocumentation of examinations. These
banks and FR-Y report data for bankchanges should help examiners identify
holding companies; and supervisoryand evaluate risks more efficiently.
information based on inspections and To assist in the supervision of U.S.
examinations. branches and agencies of foreign bank-
During 1996, software developmenting organizations (FBOs), the Federal
continued to improve the usefulnesdReserve is developing an automated sys-
of NIC through the use of distributedtem, referred to as the FBO Desktop,
technologies. This effort, begun in 1995that provides information for use in
is designed to exploit the Federaloff-site reviews, including information
Reserve System’s recently implementedn foreign financial systems, foreign
intranet and the expanding use of clienthccounting standards, and the financial
server applications. Implementation ofperformance of FBOs with U.S. opera-
these improvements began in 1996 antlons. Supervisory staff throughout the
will be accomplished through severalSystem will be able to access this infor-
phases through 1998. In addition, mucimation electronically and will be able to
progress was made in 1996 towardeview and comment on performance
providing the public access to noncon+eports online.
fidential NIC information. In early 1997
a public Internet page will be available -
topprovide accesg t% banking structurés'[aﬁc Training
information, balance sheets, and incom&he Supervisory Education Program
statements. trains staff members having supervisory
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or regulatory responsibilities at theand thereby provide a higher degree of
Reserve Banks, at the Board of Govereross training among staff members.
nors, and at state banking departments. The System participates in training
Students from supervisory counterparteffered by the Federal Financial Insti-
in foreign countries attend on a spacetutions Examination Council (FFIEC)
available basis. The program providesnd, to a limited extent, in the training
training at the basic, intermediate, anaffered by certain other regulatory agen-
advanced levels for the four disciplinescies. Activities include developing and
of bank supervision: bank examinationsimplementing basic and advanced train-
bank holding company inspections,ing in various emerging issues as well as
surveillance and monitoring activities,in such specialized areas as trust activi-
and applications analysis. Classes matyes, international banking, information
be conducted in Washington, D.C., or abystems, activities of municipal securi-
regional locations and may be heldies dealers, capital markets, payment
jointly with regulators of other financial systems risk, white collar crime, prepa-
institutions. The program is designed taation and presentation of testimony,
increase the student’s knowledge of theeal estate lending, management, and
total supervisory and regulatory procesinstructor training. The System also

Number of Sessions of Training Programs for Banking Supervision and Regulation, 1996

Program Total Regional

Schools or seminars conducted by the Federal Reserve
Core schools

Introduction to examinations. . ... .. 10 6
Financial institution analysis. .................... ... . ..., .. 15 10
Loan analysis . ........ouiuiiii b 8 5
Bank management. . ..........o.iuiiii e .. 6 3
Effective writing for banking supervision staff.................. . 19 19

Management skills......... ..o .. 22 19
Conducting meetings with management......................} . 19 19

Other schools
Real estate lending seminar. ..............cocoiiiiiiiiiian. .. 6
Specialized lending seminar. . ... .. 3
Senior forum for current banking and regulatory issues.. ... ... 4
Bank 0perations. ..........o.iiiii e .. 3
Bank applications ... .. 1
Bank holding company inspections. ..................coooin . 8
Basic entry-level trust . ......... ..o . 1
Advanced trust........ ... .. 1
Consumer compliance examinationl......................... . 3
Consumer compliance examinationdl........................ . 5
Fairlending . ......oooie i .. 3 R
Information systems and emerging technology risk management ... 3 3
Information systems continuing education..................... . 2
Intermediate information systems examination................ . 1
Capital markets Seminars ..o, .. 23
Section 20 securities seminar...............cooiiiiiiiain.. . 4 3
Internal controls. ............ . i .. 3

Seminar for senior supervisors of foreign central banks.......... 2 1

Other agencies conducting courges
Federal Financial Institutions Examination Council .............. . 68 11

Office of the Comptroller of the Currency........................ . 2 .

Federal Bureau of Investigatién. ......................cooeiinn.. - 1 1
Nortk. ... Notapplicable. 3. Co-sponsored by the Federal Reserve, the Federal
1. Conducted jointly with the World Bank. Deposit Insurance Corporation, the Office of Thrift Super-
2. Open to Federal Reserve employees. vision, the Office of the Comptroller of the Currency, and

the Resolution Trust Corporation.
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co-hosts the World Bank Seminar forFederal Financial Institutions
students from developing countries.  Examination Council
nars, and Federal Reserve staff membeR{inciples and standards for the exami-
participated in several courses offeredation of depository institutions, pro-
by or cosponsored with other agencieéf“OteS coordination of pank supervision
as shown on the accompanying table. 2M°ng the federal banking agencies, and
In 1996 the Federal Reserve traine@ncourages better coordination of fed-
3,730 students in System schools, 1,448ral and state regulatory activities. Dur-
in schools sponsored by the FFIEC, and'¥ 1996.' .FEde“'?" Reserve ;taff mem-
124 in other schools, for a total of 5,300,0€rs participated in the following FFIEC
including 242 representatives from for-PrOJ€cts.
eign central banks. The number of stu-
dent days of training was 27,169 in
1996; 27,856 In 1995, 25,036 In 1994 itorm Financial Institutions
and 26,938 in 1993. Rating System
The Federal Reserve System also
gave scholarship assistance to the stat€n December 9, 1996, the FFIEC rec-
for training their examiners in Federalommended that the Federal Reserve and
Reserve and FFIEC schools. Throughhe other banking agencies adopt revi-
this program 768 state examiners wersgions to update the Uniform Financial
trained: 407 in Federal Reserve coursesnstitutions Rating System (UFIRS).
352 in FFIEC programs, and 9 in othelUFIRS is an internal supervisory rating
courses. During 1996 the Federabystem used by the federal banking
Reserve also continued its participatioragencies to provide consistency among
in joint core-supervision schools withthem in their evaluation of financial
the FDIC. institutions and in their choice of institu-
Every staff member seeking an examtions requiring special supervisory atten-
iner's commission is required to pasgion or concern. Adopted in November
the Core Proficiency Examination,1979, UFIRS is commonly referred to as
which includes a core content area and the CAMEL rating system, with each of
specialty of the student’s choice (Safetythe letters of the word referring to one of
and Soundness, Consumer Affairsthe five rating components of the sys-
Trust, or EDP). In 1996, 115 studentdem. On December 19, 1996, the Federal
took the examination. Reserve adopted the revisions, which

Status of Students Registered for the Core Proficiency Examination, 1996

Specialty area
Student status Core .
Safety and Electronic data
soundness Consumer Trust processing
In queue, year-end 1995 ... ... 24 20 3 0 1
Registrants added. ........... 124 106 14 4 0
Test taken sl 115 100 13 3 1
Passed........ N 110 79 11 3 1
Failed................ s 5 21 2 0 0
In queue, year-end 1996 ....... 33 26 4 1 0

Note. Students choose a test in one specialty area to accompany the core examination.
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are to be used in examinations beginbanking organizations, the Uniform
ning after January 1, 1997. Interagency Trust Rating System, and
The revisions include the adoption ofthe Uniform Interagency Rating System
a sixth rating component, which coverdor Data Processing Operations.
a bank’s sensitivity to market risks.
With the addition of this component,
the rating system will be referred toRevisions to the Call Report
as CAMELS: (C) capital adequacy,
(A) asset quality, (M) management,In December the Federal Reserve and
(E) earnings, (L) liquidity, and (S) sensi-the other federal banking agencies
tivity to market risks. The revised sys-announced revisions to the bank Reports
tem highlights a bank’s processes t@f Condition and Income (Call Report)
identify, measure, monitor, and controlto adopt generally accepted accounting
risks in each of the component andorinciples (GAAP) as the reporting basis
composite ratings, particularly in thein areas of the Call Reports where they
management component. At communityvere not already in effect, effective with
banks, the sensitivity component willthe March 1997 report date. The change
primarily be used to indicate the exam-brings the accounting principles used
iner's assessment of the exposure tdor bank regulatory reports into confor-
and management of, interest rate riskmity with the GAAP reporting basis
At larger regional and money centerused in bank holding company FR Y
banks, the component will also encom+yeports, savings association Thrift
pass price and foreign exchange riskEinancial Reports, and general-purpose
when these risks are significant to thdinancial statements. The change is also
bank. consistent with the objectives of sec-
tion 307 of the Riegle Community De-
velopment and Regulatory Improvement

Disclosure of the Components of Act of 1994, which requires the federal

the Supervisory Rating Systems  banking agencies to work jointly to
develop a single form for the filing of

Acting upon a recommendation of thecore information by banks, savings asso-
FFIEC, the Federal Reserve in Novemeiations, and bank holding companies.
ber instructed Reserve Bank staff mem- During 1996, the FFIEC also imple-
bers to disclose to a bank’s managememhented several improvements to the
and its directors, beginning January 1Call Report to focus on bank liquidity
1997, the ratings given to the bank underatios and certain capital and asset
the various supervisory rating systemsamounts used in the calculation of regu-
The Federal Reserve believes that sudatory capital ratios. The improvements,
disclosure will better focus managemeneffective with the March 1996 report,
attention on possible areas of weaknegsrovide the agencies with better data on
and the need for timely correctiveshort-term liabilities and assets for
action. The policy applies to the follow- liquidity purposes and information nec-
ing rating systems: CAMELS for stateessary for the supervision of bank activi-
member banks, BOPEC for bank holdiies in other areas.

ing companies, CAMEO for Edge and The FFIEC issued three substantially
agreement corporations and overseagvised report forms that improve the
subsidiaries of U.S. banks, ROCA forability of the banking agencies to moni-
U.S. branches and agencies of foreigtor compliance with regulations that
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impose restrictions on the extension ofl994, the federal banking agencies
bank loans to certain insiders of anothereviewed their implementations of their
bank and to provide better informationcommon statutory and supervisory
on the risk exposure to U.S. banks fronpolicies. Under the auspices of the
international lending. The FFIEC alsoFFIEC, staff members of the agencies
announced revisions to the Report oformed sixty-five interagency working
Assets and Liabilities of U.S. Branchesgroups to eliminate inconsistencies
and Agencies of Foreign Banks to adopand outmoded and duplicative require-
GAAP and certain other disclosures tanents. The agencies submitted a joint
maintain consistency with the bank Callreport to the Congress on September 23,
Report. 1996, that covered this work as well
In December the FFIEC announceds the results of the agencies’ own inter-
that approximately thirty items deemednal reviews of their regulations and
unnecessary will be deleted from thepolicies to address the streamlining
Call Report, effective with the requirements of section 303(a)(1) (for
March 1997 reporting date. Also in thefurther details, see chapter on Regula-
announcement were new items to béory Simplification).
added to the Call Report; among them
are items related to the adoption o
GAAP, the potential level of bank expo-
sures to interest rate risk, and the neefihe FFIEC Appraisal Subcommittee
for better data on bank involvement inwas established under title XI of the
credit derivatives. Financial Institutions Reform, Recov-
ery, and Enforcement Act of 1989, in
part to monitor the states’ programs
for the licensing and certification of
In June, the Financial Accounting Stan-appraiser for compliance with the stat-
dards Board issued Statement No. 12%te. The subcommittee is made up of
“Accounting for Transfers and Servic- one staff member from each of the
ing of Financial Assets and Extinguish-FFIEC agencies and the Department of
ments of Liabilities,” thereby revising Housing and Urban Development.
the accounting and reporting standards Section 315 of the Riegle Community
for all servicing assets, including mort-Development and Regulatory Improve-
gage servicing rights and related assetment Act of 1994 directed the subcom-
In response to this statement, the FFIE@ittee to encourage states to develop
in December issued interim guidance omeciprocity agreements with each other.
reporting and capital treatment for serThe agreements would allow appraisers
vicing rights. The agencies are expecteticensed or certified in one state to
to issue, in 1997, a proposed amendpeerform appraisals in other states and
ment to their capital adequacy rules withwould determine appropriate fees and
regard to the treatment of servicingrequirements for temporary practice
rights and related assets. provisions established by states for
appraisers. On October 21, the subcom-
mittee issued a proposed policy state-
ment with guidelines on temporary prac-
In accordance with section 303(a)(2) otice and reciprocity, and it expects to
the Riegle Community Developmenttake action on the proposal in early
and Regulatory Improvement Act of1997.

prpraisaI Subcommittee

Mortgage Servicing Rights

Review of Regulations and Policies
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Regulation of the U.S. Banking acquired, the convenience and needs of
Structure the community to be served, and the
- potential public benefits and competi-
The Board administers the Bank Hold+;ye effects of the proposal. In 1996 the
ing Company Act, the Bank Merger ACt, rederal Reserve acted on 1,528 bank
and the Change in Bank Control Actyqding company and related applica-
for bank holding companies and statgions or notices. The Federal Reserve
member banks. In doing so, the Feder pproved 336 proposals to organize
Reserve acts on a variety of proposalgank holding companies; approved
that directly or |nd|re.ctly affect the 119 proposals to merge existing bank
structure of U.S.. banking at the local, olding companies; approved 331 pro-
regional, an_d national Ieve_ls_._The Boarcgosms by existing bank holding compa-
also has primary responsibility for reg-pjes to acquire or retain banks; approved
ulating the international operations 0ofg3g and denied 2 requests by existing
domestic banking organizations and th%ompanies to acquire nonbank firms
overall U.S. banking operations of for-gngaged in activities closely related to
eign banks, whether conducteq d,'reCt%anking; and approved 204 other appli-
through a branch or agency or indirectlycations. Data on these and related bank

through a banking or commercial lend-+,qging company decisions are shown
ing subsidiary (treated above in the secgy, the accompanying table.

tion on International Activities).

Bank Merger Act

The Bank Merger Act requires that all
By law, a company must obtain the Fedproposed mergers of insured depository
eral Reserve’s approval if it is to form ainstitutions be acted upon by the appro-
bank holding company by acquiringpriate federal banking agency. If the
control of one or more banks. Onceinstitution surviving the merger is a state
formed, a bank holding company musimember bank, the Federal Reserve has
receive the Federal Reserve’s approvalrimary jurisdiction. During 1996, the
before acquiring additional banks orFederal Reserve approved 133 merger
nonbanking companies. The Bank Holdapplications. As required by law, each
ing Company Act was amended in 1996nerger is described in thiREporT (in
to permit bank holding companies thatable 16 of the Statistical Tables
are well run and satisfy specific criteriachapter).
to commence certain nonbanking activi- When the FDIC, the OCC, or the
ties on a de novo basis without priorOTS has jurisdiction over a merger, the
approval from the Board, and to estabFederal Reserve is asked to comment on
lish an expedited prior-notice proce-the competitive factors to assure compa-
dure for other activities and for smallrable enforcement of the antitrust provi-
acquisitions. sions of the act. The Federal Reserve
In reviewing an application or notice and those agencies have adopted stan-
filed by a bank holding company fordard terminology for assessing competi-
prior Board approval, the Federaltive factors in merger cases to assure
Reserve considers factors including theonsistency in administering the act.
financial and managerial resources oThe Federal Reserve submitted 842
the applicant, the future prospects ofeports on competitive factors to the
both the applicant and the firm to beother federal banking agencies in 1996.

Bank Holding Company Act



244 83rd Annual Report, 1996

Change In Bank Control Act with the FDIC, the OCC, and the OTS

. to develop more uniform and stream-
The Change in Bank Control A lined procedures for implementing the

requires persons seeking control Of.%hange in Bank Control Act. As dis-
bank or bank holding company to obtain ussed further below, many of the pro-

gpgrkci)r\:al frow thg ?epr?ﬁrielttre nfedetga osed revisions became part of a broader
anxing agency belore he transacliold g by the Board to improve and

occurs. Under the act, the Federafy iso Reqyation Y. In 1996, the Fed-

changes in the control of state membgeral Reserve acted on 162 proposed
9 hanges in control of state member

banks and of bank holding companies ; :
In so doing, the Federal Igeserv% mus?ankS and bank holding companies.
review the financial position, compe-
tence, experience, and integrity of th . :
acquiring person; consider the effect osgte]g:g Ol\rl]gtlce of Federal Reserve
the financial condition of the bank or
bank holding company to be acquiredfach decision by the Federal Reserve
and determine the effect on competitiorthat involves a bank holding company,
in any relevant market. bank merger, or a change in control, is
The appropriate federal banking ageneffected by an order or announcement.
cies are required to publish notice ofOrders state the decision along with
each proposed change in control anthe essential facts of the application or
to invite public comment, particularly notice, and the basis for the decision;
from persons located in the marketsannouncements state only the decision.
served by the institution to be acquiredAll orders and announcements are re-
The federal banking agencies are alsteased immediately to the public; they
required to assess the qualifications ofire subsequently reported in the Board’s
each person seeking control. Duringveekly H.2 statistical release and in
1996 the Federal Reserve workedhe monthly Federal Reserve Bulletin.

Bank Holding Company Decisions by the Federal Reserve, Domestic Applications, 1996

Action under authority delegated
by the Board of Governors

Direct action
by the Director of the Office
Proposal Board of Governors| Division of Banking |  J¢ic Federal Total
Supervision and Secretar Reserve Banks
Regulation Y
Approved| Denied Approve% Denied  Approved Appro*ed Permitted

Formation of holding

company ....... 15 0 0 0 3 254 64 336
Merger of holding
company ....... 18 0 0 0 12 89 0 119
Retention of bank . .. 2 0 0 0 0 0 0 2
Acquisition
Bank ............ 49 0 0 0 9 271 0 329
Nonbank.........\ 147 2 0 0 29 0 360 538
Bank service
corporation .. 0 0 0 0 7 54 37 98
Other .............. 15 0 47 0 0 44 0 106
Total ............... 246 2 47 0 60 712 461 1,528
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The H.2 release also contains announc&ommunity Reinvestment Act, fair
ments of applications and noticedending, and competitive issues.
received by the Federal Reserve but not In December of 1996, the Board
yet acted on. granted Federal Reserve membership to
a newly-formed state chartered unin-
sured trust company that proposed to
Timely Processing of Applications act as a clearinghouse for the multilat-
eral netting of foreign exchange trans-
&ctions. The clearinghouse was intended
be a mechanism for reducing settle-

The Federal Reserve maintains targ
dates and procedures for the processi

Reserve Banks and reduce the burdegy, qved the related notices of eight
on applicants. The time allowed for a

or , . U.S. and Canadian banking organiza-
decision ranges from thirty to sixty daySyjons to invest in the uninsured trust

depending on the type of application Olcompany.
notice. During 1996, 96 percent of the ' pjng the year, the Board continued
decisions met this standard. to act on proposals involving the estab-

lishment and/or expansion of a sec-

. L tion 20 subsidiary by a bank holding
Delegation of Applications company. In connection with one of

Historically, the Board has delegatedh0S€ proposals, the Board significantly
certain regulatory functions—including "duced the operating restrictions appli-
the authority to approve, but not to denycable to “riskless principal” activities.
certain types of applications—to theln subsequent months, the Board took
Reserve Banks, to the director of theseveral more actions to reduce further
Board’s Division of Banking Supervi- the operating restrictions, or *fire-
sion and Regulation and to the Secretar}y@/ls,” related to section 20 activities,
of the Board. The delegation of respon@nd raised the limit on a section 20
sibility for applications permits staff cOmpany’s “ineligible revenue” from
members at both the Board and théo percent to 25 percent. In connection
Reserve Banks to work more efficientlyWith one of the section 20 proposals, the
by removing routine cases from theBoard also permitted a bank holding
Board’s agenda. In 1996, 80 percent ofOMpPany to act as a primary clearing

the applications processed were actefm for prpfessional floor traders trad-
on under delegated authority. ing for their own accounts on two U.S.

futures exchanges. The Board had previ-
ously denied this activity for the same
Banking and Nonbanking Proposaldank holding company in 1991.
In the course of acting on various
During 1996, the Board approved sevother nonbanking proposals filed by for-
eral merger proposals involving some okign and domestic bank holding compa-
the largest banking organizations in thanies, the Board expanded the scope of
United States, including a proposal tgoermissible data processing activities to
form the largest bank holding companyfacilitate electronic banking and permit-
As with similar prior cases, these pro-ted one bank holding company to main-
posals generated many comments frorain stronger relationships with mutual
the public, particularly with respect tofunds for which it planned to provide
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investment advisory and administrativecally related to bank safety and sound-
services. ness and the integrity of the banking
structure.

Applications by State
Member Banks Financial Disclosure by State

State member banks must obtain the pep_/lember Banks
mission of the Federal Reserve to opestate member banks must disclose cer-
new domestic branches, to make investain information of interest to investors
ments in bank premises that exceed they issue securities registered under
100 percent of capital stock, and to addhe Securities Exchange Act of 1934.
to their capital bases from sales of subThis information includes financial
ordinated debt. State member bankseports and proxy statements. By stat-
must also give six months’ notice ofute, the Federal Reserve’s financial dis-
their intention to withdraw from mem- closure rules must be substantially simi-
bership in the Federal Reserve, althougtar to those issued by the Securities and
the notice period may be shortened oExchange Commission (SEC). At the
eliminated in specific cases. end of 1996, thirty-six state member
banks, most of which are small or
medium-sized institutions, were regis-
atc())lgli(ngReC?c:jr;ng;r?igz by Bank tered yvjth the Federal Reserve under the
Securities Exchange Act.
A bank holding company sometimes
purchases its own shares from its shares
holders. When the company borrows th‘:,Bank Secrecy Act
money to buy the shares, the transactioihe Currency and Foreign Transactions
increases the debt of the bank holdindgReporting Act (the Bank Secrecy Act)
company and simultaneously decreasesas originally designed as a means to
its equity. Relatively larger purchasescreate and maintain records of various
may undermine the financial conditionfinancial transactions that otherwise
of a bank holding company and its bankwvould not be identifiable in an effort to
subsidiaries. The Federal Reserve malyace the proceeds of illegal activities. In
object to stock repurchases by holdingecent years, the Bank Secrecy Act has
companies that fail to meet certain stanbeen regarded as a primary tool in the
dards, including the Board’'s capitalfight against money laundering. The
guidelines. In 1996 the Federal Reserveecords required to be reported and
reviewed fifty-four proposed stock maintained by financial institutions
repurchases by bank holding companiesinder the Bank Secrecy Act provide law
all of which were acted upon under deleenforcement authorities with data use-
gated authority either by the Reservdul in the detection and prevention of
Banks or by the Secretary of the Board.unlawful activity. The Federal Reserve,
through its examination process and
other off-sight measures, monitors com-
pliance with the requirements of the
Bank Secrecy Act by the institutions it
The Board is also responsible for thesupervises.
enforcement of various laws, rules and In 1996 the Federal Reserve issued
regulations other than those specifinew procedures for the banking com-

Enforcement of Other Laws
and Regulations
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munity to use in reporting suspiciousSecurities Regulation
activities related to money laundering
and other financial crimes. The procelnder the Securities Exchange Act of
dures are designed to lessen the repo934, the Board is responsible for regu-
ing burden on financial institutions andlating credit in certain transactions
to make the reports more useful in thdnvolving the purchase or carrying of
in\/estiga’[ion of money |aundering andsecuriti_es. The Board |Im|tS the amour_lt
other banking crimes. The FederaPf creditthat may be provided by securi-
Reserve acted as the lead regulatorifes brokers and dealers (Regulation T),
agency in the development of the newPy banks (Regulation U), and by other
procedures. lenders (Regulation G). Regulation X
The Federal Reserve also use@pplies these credit limitations, or mar-
new interagency anti-money-launderingin requirements, to certain borrowers
examination procedures as required bnd to certain credit extensions, such as
section 404 of the Riegle Communitycredit obtained from foreign lenders by
Development and Regulatory ImproveU.S. citizens. )
ment Act of 1994. The Federal Reserve Several regulatory agencies enforce
acted as the lead regulatory agency igompliance with the Board's securi-
the development and subsequent revfies credit regulations. The SEC, the

sion of the interagency examinationNational Association of Securities
procedures. Dealers, and the national securities

The Federal Reserve, through it€Xchanges examine brokers and dealers

appointed senior staff representativefor compliance with Regulation T. The
continued to provide expertise and guidfederal banking agencies examine banks
ance to the Bank Secrecy Act Advisoryunder their respective jurisdictions for
Council, a committee created by Concompliance with Regulation U. The
gressional mandate to propose addicompliance of other lenders with Reg-
tional anti-money laundering measuregllation G is examined by the Board,
to be taken under the Bank Secrecy Actthe Farm Credit Administration, the
Also, through the Special InvestigationgNational Credit Union Administration,
and Examinations Section, the Federdd' the OTS, according to the jurisdiction
Reserve has assisted in the investigatiofvolved. At the end of 1996, 774 lend-
of money laundering activities and pro-ers were registered under Regulation G,
vided anti-money laundering training@nd 503 came under the Board’s super-

to designated staff members at eacMision. Of these 503, the Federal Re-
Reserve Bank. serve regularly inspects 249 either bien-
The Federal Reserve has also particRially or triennially, according to the
pated extensively in the Financialtype of credit they extend. An additional
Action Task Force, which in 1996 pro- 254 lenders are exempted from periodic
vided anti-money-laundering trainingOn-site inspections by the Federal
to numerous foreign governments andieserve but are monitored through the
central banking authorities. In addition filing of periodic regulatory reports.
a representative of the Federal Reserv@uring 1996, Federal Reserve examin-
participated in the Financial Action Taskers inspected 148 lenders for compli-
Force review of the progress made irfince with Regulation G.
adopting and implementing anti-money- In general, Regulations G and U

laundering measures by certain foreigmpose credit limits on loans secured
governments. by publicly held equity securities when
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the purpose of the loan is to purchase or In April the Board adopted a revised
carry those or other publicly held equityversion of Regulation T. The amend-
securities. Regulation T limits thements are part of the Board’'s periodic
amount of credit that brokers and dealfreview of its regulations and reflect con-
ers may extend when the credit is usedideration of the comments submitted in
to purchase or carry publicly held debtresponse to proposed amendments pub-
or equity securities. Collateral for suchlished in 1995. The final rule eliminates
loans at brokers and dealers must beestrictions on the ability of broker—
securities in one of the following catego-dealers to arrange for credit; increases
ries: those traded on national securitiethe type and number of domestic and
exchanges, certain over-the-counteioreign securities that may be bought on
(OTC) and foreign stocks that the Boardnargin and increases the loan value of
designates as having characteristicsome securities that are already margin-
similar to those of stocks listed on theable; deletes Board rules regarding
national exchanges, bonds that meet ceoptions transactions in favor of the rules
tain requirements, or mutual funds reguef the options exchanges; and reduces
lated by the SEC. restrictions on transactions involving
The Federal Reserve monitors thdoreign persons, foreign securities, and
market activity of all OTC stocks to foreign currency.
determine which of them are subject to At the same time, the Board proposed
the Board’'s margin regulations. Thefurther amendments to Regulation T, G,
Board publishes the resulting List ofand U. The proposed amendments would
Marginable OTC Stocks quarterly. Inallow broker—dealers to extend good
1996, the OTC list was revised in Feb<aith credit on any non-equity security
ruary, May, August, and November.rather than only those currently permit-
The November OTC list containedted in the Board's rules; allow trans-
4,718 stocks. actions involving non-equity securities
Pursuant to a 1990 amendment tao be effected in an account not subject
Regulation T, the Board publishes a listo the restrictions of the Regulation T's
of foreign stocks that are eligible for margin account; remove restrictions on
margin treatment at broker—dealers othe ability of broker—dealers to calculate
the same basis as domestic margin sectequired margin for non-equity securi-
rities. In 1996, the foreign list was ties; and modify the method for deter-
revised in February, May, August, andmining which equity securities are sub-
November. The November foreign listject to the Board’s margin requirements
contained 1,965 foreign stocks. under Regulations G, T and U.

Loans by State Member Banks to their Executive Officers, 1995-96

Range of interest
Period Number Amount (dollars) rates charged
(percent)

1995

October 1-December31............. 726 31,421,000 4.0-19.5
1996

January 1-March 3L ................. X 717 34,334,000 3.0-18.0
April 1-June 30...........oiiieaa . 762 31,960,000 5.0-21.0
July 1-September 30................. . 756 37,498,000 4.5-18.0

Source. Call Report.
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Under section 8(a) of the Securities_oans To Executive Officers
Exchange Act, a nonmember domestic )
or foreign bank may lend to brokers orUnder Section 22(g) of the Federal
dealers posting registered securities d3eserve Act, state member banks must
collateral only if the bank has filed aninclude in each quarterly Call Report
agreement with the Board that it will @ll extensions of credit made by the
Comp|y with all the statutes, rules, andoank to its executive o_fficers since the
regulations applicable to member bankgate of the bank’s previous report. The
regarding credit on securities. Theadccompanying table summarizes this
Board processed no new agreemenigformation.
from January to October 1996. In Octo-
ber 1996 the Congress enacted the
National Securities Markets Improve- ;
ment Act of 1996, which repealed SeC_FederaI Reserve Membership
tion 8(a) of the Securities Exchange Actat the end of 1996, 3,701 banks were
and limited the Board’s authority Undermembers of the Federal Reserve Sys-
section 7 of the Securities Exchange Actem. Member banks operated 40,963
to impose margin requirements on borpranches on December 31, 1996, and
rowings by certain broker—dealers.  accounted for 39 percent of all commer-

In November the Board published ancial banks in the United States and for

interpretation of Regulations G, T, andgg percent of all commercial banking
U in light of the enactment of the pffices. -

National Securities Markets Improve-
ment Act of 1996. The interpretation
reflects the statutory repeal of sec-
tion 8(a) of the Securities Exchange Act
and makes clear that the Board has not
made a finding that it is necessary or
appropriate either in the public interest
or for the protection of investors to
impose rules on borrowings by broker—
dealers otherwise exempt under the new
legislation. At the same time, the Board
published proposed amendments to
Regulations G, T, and U to implement
the new legislation and further the poli-
cies behind its adoption.

In 1996, the Securities Regulation
Section of the Board's Division of
Banking Supervision and Regulation
issued thirty interpretations of the mar-
gin regulations. Those that presented
sufficiently important or novel issues
were published in the Securities Credit
Transactions Handbook, which is part of
the Federal Reserve Regulatory Service.
These interpretations serve as a guide to
the margin regulations.
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Regulatory Simplification

In 1978 the Board of Governors estabwell-managed banks (Regulation Y).
lished the Regulatory ImprovementAlso, certain rules under Regulation Y
Project in the Office of the Secretary tofor section 20 subsidiaries were revised
help minimize the burdens imposed byto increase the revenue limits, clarify
regulation. In 1986 the Board reaffirmedrules for administering the revenue test
its commitment to regulatory improve-with respect to interest income on secu-
ment, renaming the project the Regularities held for a bank’s own account, and
tory Planning and Review Section andease or amend the firewall restrictions.
assigning supervision of its work to the
Board’'s Committee on Banking Super-C
vision and Regulation.

The purposes of the regulatorySection 303(a)(1) of the Riegle Com-
improvement and simplification func- munity Development and Regulatory
tion are to ensure that the economi¢mprovement Act of 1994 requires the
consequences for small business arederal banking agencies to cooperate in
considered when regulations are writtengonducting a systematic review of their
to afford interested parties the opporturegulations and written policies to
nity to participate in designing regula-improve efficiency, reduce unnecessary
tions and comment on them, and taosts, eliminate inconsistencies, elimi-
ensure that regulations are written imate outmoded and duplicative require-
simple and clear language. Staff memments, promote uniformity among the
bers continually review regulations forregulations and policies of the agencies,
their adherence to these objectives.  and reduce regulatory burden “consis-

In 1996 the Board's regulatory reviewtent with the principles of safety and
activity increased from a handful of soundness, statutory law and policy, and
actions per year to more than a dozethe public interest.” As required by the
significant reviews of Board regulationsact, a progress report on these efforts,
and policies. As part of the 1996 com-Joint Report: Streamlining of Regula-
prehensive regulatory review processtory Requirementsyas submitted to the
two regulations were rescinded (Regula€ongress in September.
tions R and V); three were simplified As part of promoting uniformity
and updated (E, M, and S); and fouramong the banking agencies, the Board
were in the process of comprehensivadopted an interagency system for rat-
review at year-end (H, K, Y, and CC).ing a bank’s financial condition and
Additional actions included deleting adopted interagency guidelines for de-
transitional rules for reserve require-termining the safety and soundness stan-
ments (Regulation D); increasing thedards for asset quality and earnings.
tolerance for closed-end credit trans- In addition to the streamlining efforts
actions (Regulation Z); revising therequired by the Riegle act, the Board in
lending-rule prohibitions for insiders at1996 engaged in internal activities such
member banks and their affiliates (Reguas reviewing all supervisory and regula-
lation O); and streamlining the applica-tory (SR) letters issued by the Division
tion process for well-capitalized andof Banking Supervision and Regulation.

omprehensive Reviews
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The SR letters, which communicateexempted preauthorized transfers to or
supervisory policy and guidance to thdrom accounts at small institutions to
Reserve Banks, were reviewed to detereduce the burden of compliance for
mine whether the policy was still appli- institutions that do not offer any other
cable, whether it had been incorporateelectronic fund transfer service.
into the appropriate examination manu- The final rule also exempts from
als or theFederal Reserve RegulatoryRegulation E the transfer of funds for
Service,and whether it had been supercertain purchases and sales of unregu-
seded by a subsequent letter. An updatddted securities if the broker—dealer that
list of "active" letters was sent to thehandles the transaction is regulated by
Reserve Banks after the review. another federal agency, such as the

The significant regulatory improve- Securities and Exchange Commission or
ments made by the Board in 1996, ashe Commodity Futures Trading Com-
noted in the joint interagency report tomission. The final rule also extends the
the Congress, are discussed below.  exemption to all securities or commodi-
ties held in book-entry form by the Fed-
eral Reserve Banks on behalf of the
Department of the Treasury and other
federal agencies. (In April the Board
also proposed amendments to Regula-
The Board revised Regulation D intion E; see the chapter on Consumer and
December to simplify and update it andCommunity Affairs.)
thereby also to reduce the burden it im-
poses on institutions. In general, theReguIation H
changes delete certain ;ransVuonaI rule embership of State Banking
relating to reserve requirements, NOW it itions in the Federal Reserve
accounts, de novo institutions, dISSImI-S

" ystem
lar” mergers, and other matters that no
longer have significant effect. The Board began a review of Regulation
H with an eye toward simplifying,
updating, and reorganizing the regula-
tion. In particular, the Board is revising
the regulation to eliminate out-dated
In April, following a comprehensive requirements and conditions that are
review, the Board approved a final rulenot absolutely necessary for member-
which simplified the language and for-ship, to make regulatory language easier
mat of each section of Regulation E ando understand, and to reorganize the con-
stated the requirements more clearlytents to make the provisions more easily
The Board shortened the final rule byreferenced. The Board anticipates final
15 percent, largely by deleting obsoleteaction on the revised regulation during
provisions and transferring explanatonythe first quarter of 1997.
material to the commentary. Changes to
f[he rule inc_luded revisions of the e).(i.St'ReguIation K
ing exemption for transfers of securities s rnational Banking Operations
and commodities as well as an increase
in the asset size cutoff for the exemp-The Board took several actions in 1996
tion of small institutions, from $25 mil- to remove obsolete or superseded por-
lion to $100 million. The Board also tions of Regulation K and to reduce

Regulation D
Reserve Requirements of
Depository Institutions

Regulation E
Electronic Fund Transfers
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unnecessary regulatory burden. As padamendment to the Consumer Leasing
of these actions, the Board amended thact.

rules allowing foreign banks to establish

U.S. representative offices, required

foreign banks to select a home stateRegulation O

removed the restrictions on certainoans to Executive Officers,
mergers by U.S. bank subsidiaries oPirectors, and Principal

foreign banks outside of the home stateShareholders of Member Banks

and prohibited foreign banks from usingThe Board revised Regulation O in

their US 'pranches or agencies to MarK ovember to allow insiders of a bank
age activities through offshore offices

that could not be managed by a USand of the bank’s affiliatgs to obtain
bank at its foreign branches or subsi.di—ro"jms.under a corr]pany—W|de em_ploygee
aries. In addition, the Board also estabgeneflt plan. The final rule also simpli-
Iished criteria for,evaluating the contin-ﬂ.es the procedures for a ban_k’s bogrd of
directors to exclude executive officers

ued operation of a foreign bank in the : " o
United States. and directors of affiliates from policy

The Board began a com rehensivmaking functions of the bank and
. 9 P! ‘?hereby from the restrictions of Regula-
review of Regulation K that will focus

g - tion O.
on streamlining processes and making

U.S. banking organizations more com-
petitive internationally. At the same Regulation S
time, the review will consider all aspectsp oimbursement for Providing

of foreign bank regulation with an &Y€ Financial Records: Recordkeeping

toward adopting further streamlinind peqyirements for Certain Financial
and burden reduction measures as wi ecords

as further liberalizations, especially as

provided in the Riegle—Neal InterstateThe Board took separate actions on two
Banking and Branching Efficiency Act provisions of Regulation S during 1996.
of 1994. In July the Board updated and stream-
lined subpart A, which implements the
Right to Financial Privacy Act (RFPA).
As part of the revision, the Board
increased the fees that financial institu-
In September the Board revised Regutions may charge a government author-
lation M to simplify and clarify the ity for providing financial records pursu-
required disclosures for car leasing an@nt to a request under the RFPA.

other types of consumer lease trans- Earlier in the year the Board added
actions. The changes focused on autesubpart B to the regulation. The new
mobile leasing because of the increasesubpart cross-references the substantive
use of such leases. The Board's actioprovisions of a joint rule adopted by the
revised the disclosure format, adopted 8oard and the Department of the Trea-
total-payments disclosure that willsury relating to the recordkeeping
facilitate comparisons, and required aequirements for transmittals of funds
mathematical progression that showsinder the Bank Secrecy Act. The joint
how the monthly lease payment is calcurule is intended to assist in the investi-
lated. The revisions also implementedyation and prosecution of money-
the advertising provisions of a 1995laundering activities.

Regulation M
Consumer Leasing
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Regulation T the competitiveness of bank holding

Credit by Brokers and Dealers companies by eliminating unnecessary

. .__regulatory burden and operating restric-
In April the Board amended Regulation; < and by streamlining the applica-

T to provide significant regulatory relief ;214 notice provision. The proposal
to broker—dealers. The changes e”mi\'/vhich was published for comment in’
nated restrictions on the ability O,fAugust, reorganizes and expands the
broker—dealers to arrange for credityeqjatory Jist of nonbanking activities
increased the type and number OLn4 removes outmoded, superseded, or
domestic and foreign securities that may,, o cessary restrictions on those activi-
be bought on margin, increased the Ioaﬂes that would not apply to insured

value of some securities that are alreadManks that conduct the same types of
marginable, deleted Board rules regard;

. . g h activities.
ing options transactions in favor of

h I £ th ; h The proposal also includes significant
the rules of the options exc anges’.angmendments to the tying restrictions.
reduced restrictions on transaction

. . . X One proposed amendment eliminates the
involving foreign persons, foreign secu-gqa s requlatory extension of the anti-
rities, and foreign currency. The Boardy g siatyte to bank holding companies
also mac_ie technl_c_al c_hanges to the rul d their nonbank subsidiaries, thus sub-
tof provide clarification and updatejeting these entities to the same general
relere'{}ces. ber the Board i d antitrust laws that govern their com-
__In November the Board issued ar"petitors. Other proposed amendments
interpretation of the margin regulationsy .- 4en the product exception and the
K: r_esp?nsse to the I\iniﬂmelﬂt of theyhes of arrangements to which the tra-
ational Securities Markets Improve-qiiqna| hank product exception applies.
ment Act of 1996. Under this legisla- The Board expects to take action on

tion, the Board no longer has the authorge ¢omprehensive review proposal and
ity to regulate certain loans to reglsteretiying provisions in 1997

broker—dealers unless it finds that suc In addition to the proposal, the Board

rules are necessary or appropriat.e in th§Iso issued several amendments or inter-
public interest or for the protection Ofpretations to Regulation Y. A final

Investors. amendment to the Board’s interpretive
fule regarding investment adviser activi-
> o X Yes permits a bank holding company
and that provisions in its margin regula-5q'its hank and nonbank subsidiaries)
tions for which the Board no longer hasto purchase, in a fiduciary capacity
general authority are without effect. Thegoc\rities of an investment compan)’/
Board also requested public commeng yicaq by the bank holding company.
on the regulatory amendments to reflecky taxe advantage of this provision, the
the new legislation. purchase must be specifically authorized
by the terms of the instrument creating
the fiduciary relationship, by court order,
or by the law of the jurisdiction under
which the trust is administered.

In October the Board announced an
During 1996 the Board conducted arinterim rule to implement provisions of
extensive review of Regulation Y andthe Economic Growth and Regulatory
issued a proposal designed to improv@aperwork Act. The new rule estab-

the Board has not made such a findin

Regulation Y
Bank Holding Companies and
Change in Bank Control
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lishes expedited procedures for weling Act Amendments of 1995. The
capitalized bank holding companiesamendments establish new creditor-
that also meet other criteria to obtainliability rules for closed-end loans
Board approval for certain acquisitionssecured by real property or dwellings
and certain nonbanking activities. Theand consummated on or after Septem-
affected acquisitions are those of smalleber 30, 1995, and establish several toler-
companies that engage in any permisances for accuracy in disclosing the
sible nonbanking activities listed inamount of the finance charge. Creditors
Regulation Y, and the affected nonbankhave no civil or administrative liability
ing activities are those that the Boardf the finance charge and affected disclo-
has approved only by order. sures are within the applicable toler-
During the year the Board alsoances. The amendments also clarify how
approved changes to three areas affedenders must disclose fees connected
ing section 20 subsidiaries of bank holdwith mortgage loans.
ing companies—firewalls, revenue lim- In addition to the changes required by
its, and treatment of income earned othe statute, the revised regulation also
securities. In general, the amendment®cludes a new rule regarding the treat-
modify the interlock restriction, elimi- ment of fees charged in connection with
nate the cross-marketing restriction, andebt cancellation agreements. This rule
ease the financial assets restriction.  is similar to the existing rule for credit
In December the Board raised theinsurance premiums and provides for
limit on the amount of revenue that amore uniform treatment of these fees.
section 20 subsidiary may derive from
underwriting and dealing in securities.
Under the new rules, the permissm'ﬁ?egulation cC
revenue limit will change from 10 per- Availability of Funds and
cent to 25 percent of the subsidiary’scq|lection of Checks
total revenue. The revenue Ilimit is
designed to ensure that a section 2The Board continued its comprehensive
subsidiary will not be engaged princi-review of Regulation CC. The proposed
pally in underwriting and dealing in amendments arising from the review are
securities in violation of section 20 of primarily technical in nature and do not
the Glass—Steagall Act. represent any major policy changes. In
In a separate announcement the Boarsbme cases, the amendments also reduce
clarified that interest income earned orthe compliance burden for depository
the types of debt securities that a meminstitutions.
ber bank could hold for its own account Proposed changes to subpart B, which
shall not be treated as revenue frongoverns availability schedules and dis-
underwriting or dealing in securities forclosures, address a variety of issues,
purposes of section 20. Interest earnehcluding the treatment of deposits
on these securities will continue to bereceived at “contractual” branches,
included in total revenue. such as affiliates. In general, proposed
amendments provide more flexibility for
banks giving hold notices under emer-
gency conditions, clarify the various
media through which written notices
The Board revised Regulation Z in Sepimay be given, delete certain require-
tember to incorporate the Truth in Lend-ments for notice content, and revise

Regulation Z
Truth in Lending
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the model forms in appendix C of theantee application would be filed; how-

regulation. ever, the Federal Reserve System would
Other proposed changes to subpart Be able to process such an application

clarify the interaction between Regula-under existing fiscal agency procedures.

tion CC and the Uniform Commercial .

Code, set forth rules for checks drawn

on certain U.S. territories, and address

other check collection matters. In con-

junction with the proposal, the Board is

requesting comment on several items:

the time required for a bank to qualify a

returned check for automated process-

ing, the provisions regarding the exten-

sion of the midnight deadline, and the

extent of a presenting bank’s preferred

claim against a closed paying bank.

Rescission of Regulations R
and V

As a result of the Board’s periodic
regulatory review process, the Board
determined that two of its regulations,
Regulations R and V, were obsolete and
no longer necessary. Both regulations
were subsequently rescinded.
Regulation R (Relations with Dealers
in Securities Under Section 32 of the
Banking Act of 1933), restated the statu-
tory language of Section 32 of the
Glass—Steagall Act and set forth the only
exemption to the act adopted by the
Board. The Board determined that the
existing exemption in the regulation was
no longer necessary in view of interpre-
tations of the act developed since 1969.
The Board also noted that having a sub-
stantive regulation solely to restate a
statutory provision is unnecessary.
Regulation V (Loan Guarantees for
Defense Production), implemented the
Defense Production Act of 1950 and
was intended to permit defense agencies
to enter into defense-related contracts
without regard to whether appropria-
tions had been made for the underlying
projects. A subsequent amendment to
the act made it unlikely that a loan guar-
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Federal Reserve Banks

The Riegle-Neal Interstate Bankingin January 1998. Special transitional
and Branching Efficiency Act of 1994 arrangements will allow for the tempo-
paved the way for interstate branchrary operation of multiple accounts.
banking upon its 1997 implementation;During 1996 the Federal Reserve held
it thus has significant implications for 10,077 accounts for financial institu-
the account relationships between th&ons, a 0.8 percent increase over 1995.
Federal Reserve Banks and depository Also in 1996, the Federal Reserve
institutions. In 1996, Federal ReserveBanks completed significant milestones
staff members conducted a series of inin their plan to transfer mainframe com-
terviews with selected depository insti-puter operations to the System'’s three
tutions to anticipate the new accountonsolidated data centers, managed by
relationships that would best meet théhe Federal Reserve Automation Ser-
organizational and business needs ofices (FRAS):
the banking industry and the Federal
Reserve as interstate branching devel- « Fully converted to the new central-
ops. Through the interview processjzed automated clearinghouse applica-
the Federal Reserve devised an accoutibn (Fed ACH)
model that would facilitate a single <« Moved the Automated Standard
debtor—creditor relationship betweenrApplication for Payments system, which
the Federal Reserve and any depositorgupports federal grant payments, to
institution while offering the flexible the central application processing
information benefits of a distributed environment
account structure. » Transfered applications in eleven
For a given institution, the new modelDistricts to shared processing environ-
provides a single (master) account, helthents (the remaining Reserve Bank,
at one Reserve Bank, where all creditansas City, is scheduled to move to a
and debits arising from financial trans-shared environment in the first quarter
actions with the Federal Reserve wouldf 1997)
be settled and through which reserve < Converted four Reserve Banks to
and risk management activities wouldhe new centralized book-entry securi-
be conducted. Optional subaccountses application, the National Book-
could be used to define subsets of finarEntry System (the eight other Banks will
cial transaction information. The sub-convert to it by the first quarter of 1998)
accounts could be used by depository ¢ Scheduled the new Statistical
institutions to segregate financial infor-Analysis and Reporting application for
mation by geographic region, opera-Systemwide implementation beginning
tional function, or other criteria. Thus,in 1997.
an institution could centralize all finan-
cial information or could segregate In other activity, The Federal Reserve
information on financial transactionsBanks essentially completed the deploy-
based on its own organizationalment of all elements of Fednet, the new
structure. telecommunications network. Fednet
The single-account model wasprovides a consistent level of service to
approved in April and will be available all points in the Federal Reserve System
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and improves on the reliability, security,fees that, over the long run, recover all
and disaster recovery capabilities of thehe direct and indirect costs of providing
previous system. The Federal Reserveervices to depository institutions, as
Bank of New York, the last of the well as the imputed costs, such as the
Reserve Banks to convert to the newncome taxes that would have been paid
network, plans to complete the converand the pretax return on equity that
sion of depository institutions to Fednetwould have been earned had the ser-
in 1998. vices been provided by a private firm.
The Reserve Banks began the develfhese imputed costs are collectively
opment of a new version of Fedlinereferred to as the private sector adjust-
software, which for the first time would ment factor (PSAF}.Over the past ten
operate under the Microsoft Windowsyears, the Federal Reserve System has
operating system. Fedline provides theecovered 100.7 percent of its priced
interface to Federal Reserve applicaservices costs, including the PSAF.
tions for many depository institutions. Overall, 1996 fees charged for
Fedline for Windows is scheduled to bepriced services increased approximately
available for implementation by deposi-2.1 percent over the 1995 levels. This
tory institutions in 1998. rise is the net result of several changes
The remainder of this chapter detailsn fees: increases for forward collection
the 1996 results in Federal Reserveheck products, reductions for ACH
Bank priced services, currency and coin
operations, and fiscal agency services,

and reports on examinations, income 1. The imputed costs that are part of the PSAF

and expenses, holding of securities ange interest on debt, return on equity, income and

loans, and major construction activity. sales taxes, and assessments for deposit insurance
from the Federal Deposit Insurance Corporation.
In addition, assets and personnel costs of the

| . d | Board of Governors that are directly related to
Developments in Federal Reserve (yiced services are allocated to the Reserve Banks’

Priced Services priced services. In the pro forma statements at the

end of this chapter, expenses of the Board of
The Monetary Control Act of 1980 governors are included in operating expenses, and

requires the Federal Reserve to establisissets of the Board are part of long-term assets.

Activity in Federal Reserve Priced Services, 1996, 1995, and 1994

Thousands of items except as noted

Percentage change
Service 1996 1995 1994
1995-96 1994-95

Commercial checks.............. 15,486,833 15,465,209 16,479,161 1 -6.2
Funds transfers.................. X 84,871 77,742 73,611 9.2 5.6
Securities transfers............... L 4,125 3,689 3,693 11.8 -1
Commercial ACH ................ . 2,372,108 2,046,086 1,736,863 15.9 17.8
Noncash collection. .............. 1,069 838 643 27.6 30.3
Cash transportation.............. 36 61 94 -41.0 -35.1

Note. Amounts in bold are restatements due to asecurities transfershe number of transactions originated
change in definition or to correct previously reportedon line and off line; inACH, the total number of commer-
errors. cial items processed; imoncash collectiorthe number of

Activity in commercial checks defined as the total items on which fees are assessed¢ash transportation,
number of commercial checks collected, including boththe number of registered mail shipments and FRB-
processed and fine-sort items; fonds transfersand  arranged armored carrier stops.
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transactions, increases for ACH accounn 1995. The volume of checks depos-
servicing and non-automated productsted that required processing by Federal
and no change for funds transfersReserve Banks increased 2.8 percent.
book-entry securities, and electronic In preparation for the 1997 implemen-
connections. tation of interstate banking, the Federal
The revenue from priced services inRReserve Banks introduced the Nation-
1996 was $787.2 million, other incomewide City Sort product, their first
was $28.7 million, and costs werenational check product with uniform
$789.3 million, resulting in net revenuepricing. It permits collecting banks to
of $26.6 million and a recovery rate ofmake a single deposit of checks drawn
103.4 percent of costs, including theon city institutions across the country. In
PSAF2 In 1995 the System’s revenueaddition, one District began to offer a
was $0.4 million more than total costs,companion product for checks drawn on
resulting in a recovery rate of 100.1 per-institutions located in regional check
cent, including the PSAF but beforeprocessing availability zones.
the cumulative effect of a change in To enhance the efficiency of the check
accounting principle. The change incollection system, the Reserve Banks
accounting resulted in a net loss oftontinued to expand the use of electron-
$18.9 million and a recovery rate ofics in check processing. During 1996,

97.6 percent. 9.3 percent (approximately 1.4 billion)
of all checks presented to paying banks
Check Collection were presented electronically, an in-

. crease of nearly 40 percent over the

Federal Reserve Bank operatinggos |evel. Depository institutions also
expenses and imputed costs for commeggntinyed to expand their use of elec-
cial check services in 1996 totaledygnic information products to provide
$570.7 million. Revenue from checktimely cash-management information
operations totaled $588.1 million, andy, theijr corporate customers. Also, by
other income amounted to $22.5 Milyear-end 1996, all Federal Reserve
lion, resulting in income before incomeffices offered depository institutions the
taxes of $39.9 million. _ability to make all adjustment requests
_ The Reserve Banks handled 15.5 bilgjectronically. Reserve Banks began to
lion checks, about the same number agccept electronic adjustment requests
in 1995. The volume of checks deposfrom institutions within their territories
ited in fine-sort deposit products, requir4, 1995
ing the depositing bank to presort ittms  The Reserve Banks also continued to
by paying bank, declined 11.9 percentexpand their offerings of check image
compared with a 16.5 percent decreasgapture and storage products to support
- paying banks’ use of electronic check

2. See the pro forma statements at the end gbroducts. At least one office in each

_this chapter.Other i_ncomeis the revenue from of the Philadelphia, Atlanta, Chicago,
investment of clearing balances net of earning

credits, an amount known as net income on cleast- Louis, Kansas City, and San Fran-
ing balancesTotal costis the sum of operating CiSCO Districts introduced image prod-
expenses, imputed costs (interest on debt, interegcts during the year. The Cleveland,
on float, sales taxes, and the Federal DepOSith“MinneapoliS, and Dallas Banks intro-

ance Corporation assessment), imputed incom . .
taxes, and the targeted return on equitet reve- auced similar products in 1995.

nueis revenue plus net income on clearing bal- 1N October 1996 the Ne‘V_V York Bank
ances minus total cost. closed the Jericho Regional Check
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Processing Center (RCPC) and consoli- Also during 1996, 475 of the approxi-
dated check processing operations at itmately 8,400 on-line depository insti-
East Rutherford (N.J.) Operations Centutions began receiving funds transfers
ter. In addition, the Bank consolidatedin the new expanded message format.
the processing of all adjustment requestall on-line institutions must be able
at the Utica RCPC. to receive transfers in the new format
by June 1997 and to send transfers in
the new format by December 1997. The
Funds Transfer and Net Settlementexpanded format will have several

Federal Reserve Bank operating exPenefits:

penses and imputed costs for Fedwire . . .
funds transfer and net settlement ser- * R€duce manual interventions in the
vices totaled $71.1 million. Revenuelransfer process

from Fedwire and net settlement opera- ° Eliminate the need to truncate
tions totaled $94.7 million, and otherP@yment-related information when for-

income amounted to $2.9 million, result-&rding through  Fedwire = payment
ing in income before income taxes o rders that were received via other

s large-value transfer systems

$26.4 million. « Allow additional information about
the originator and beneficiary of a trans-
fer to be included in the transfer mes-
The number of Fedwire funds transfersage, as required by the Bank Secrecy
originated increased 9.2 percent, tdAct rules adopted by the Department of
84.9 million—82.6 million value (mone- the Treasury.
tary) transfers and 2.3 million nonvalue
messages. The higher volume is du
largely to sharply increased mutual fun
activity, aggressive marketing of cashThe Federal Reserve provides net
management services by depositorgettiement services to approximately
institutions, and, to a lesser extentl70 local private-sector clearing and
increased mortgage activity andsettlement arrangements and to four
securities-related settlement paymentsiationwide arrangements. These ar-
Fees charged for Fedwire transfersangements enable participants to settle
remained unchanged from 1995 fees. their net positions either via Fedwire

In October 1996 the Board approvedunds transfers using special settlement
a December 8, 1997, effective date t@ccounts at Federal Reserve Banks or
open the Fedwire funds transfer servic&ia accounting entries, which are posted
at 12:30 a.m. eastern time. Previouslyto participants’ Federal Reserve ac-
the Board determined that expanding theounts by Federal Reserve Banks.
Fedwire funds transfer service to eigh- Two of the national arrangements, the
teen hours per day, from the current teitClearing House Interbank Payments
hours per day, could be useful to theéSystem (CHIPS) and the Participants
private sector in reducing settlement riskr'rust Company (PTC), process and net
in the foreign exchange markets andarge-dollar transactions, CHIPS for
eliminating an operational barrier tointerbank funds transfers and PTC
potentially important innovations in pri- for the settlement of mortgage-backed
vately provided payment and settlemensecurities transactions. The two other
services. national arrangements, Visa ACH and

Funds Transfer

et Settlement
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the National Clearing House Asso-the Federal Reserve Banks. In 1996, par-
ciation, process and net small-dollaticipants requested 62 percent fewer
transactions—Visa for automated clearextensions, and the duration of exten-
inghouse transactions and Nationasions fell 53 percent.
Clearing House for check payments. Also in 1996, four Federal Reserve
The majority of local clearing arrange-Banks converted their Fedwire securi-
ments are check clearinghouses. ties transfer applications to the new
centralized application known as the
S National Book-Entry System. The
Book-Entry Securities remaining Federal Reserve Banks are
Federal Reserve Bank operating exscheduled to convert to the new applica-
penses and imputed costs for book-entrifon by early 1998.
securities transfer services totaled
$16.2 million. Revenue from book-entr :
securities operations totaled $16.6 mﬁAutomated Clearinghouse
lion, and other income amounted toFederal Reserve Bank operating ex-
$0.5 million, resulting in income before penses and imputed costs for automated
income taxes of $0.9 million. The Fed-clearinghouse (ACH) services totaled
eral Reserve Banks processed 4.1 mi$63.7 million. Revenue from ACH
lion transfers of government agencyoperations totaled $77.4 million, and
securities on the Fedwire book-entryother income amounted to $2.4 million,
securities transfer system during theesulting in income before income taxes
year, an 11.8 percent increase over thef $16.2 million. The Reserve Banks
1995 leveR Fees charged for book-entryprocessed 2.4 billion commercial ACH
securities transfers remained unchangedansactions during the year, an increase
from 1995. of 15.9 percent over 1995 volume lev-
On January 2, 1996, a firm closingels. In October the Reserve Banks com-
time of 3:15 p.m. eastern time for thebined the interregional and intraregional
origination of securities transfers andransaction fees (representing a 16.7 per-
3:30 p.m. eastern time for reversalsent reduction for interregional trans-
became effective. These closing timesictions) and reduced the presort deposit
were implemented to reduce markefee by 10 percent.
uncertainty about the final closing time During 1996 the Reserve Banks com-
due to ad hoc closing hour extensionspleted their conversion to the new con-
These extensions are needed at timeslidated Fed ACH software, which is
to accommodate significant operationainstalled at FRAS. The software pro-
problems at depository institutions or attesses ACH transactions on a flow basis
and gives customers more deposit and
3. The revenues, expenses, and volumes r@elivery options. Customers can trace
flected here are for transfers of securities issuedCH transactions or files of transactions
by federal government agencies, govemmenigactronjcally, check the status of a file

sponsored enterprises, and international insti- d obtain limited inf
tutions, such as the World Bank. The Fedwirelll Process, and o tain limited informa-

securities transfer service also provides custod§jon from the Federal Reserve’s data-
transfer, and settlement services for securities dbase on other ACH participants. Many

the U.S. Treasury. The Reserve Banks actas fiscglf these new features will be available
agents when they transfer Treasury securities, arrl 1997

the Treasury Department assesses fees for t : . . .
services. See the section on fiscal agency services 1 N€ consolidated processing environ-

in this chapter for more details. ment has cut processing costs, enabling
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the Reserve Banks to reduce transactiomonstandard currency packaging and
fees. It also has enabled the Reserveonstandard frequency of access to
Banks to eliminate the interregional,services.

presort, and local deposit deadlines.

Additional changes to the ACH fee

schedule that will be implementedFloat

during 1997 will fully reflect the pro- coqeral Reserve float increased in 1996
cessing efficiencies of the Fed ACHy, 4 gajly average of $413.4 million; it

environment. was $338.8 million in 1995. The Federal
Reserve recovers the cost of float associ-
Noncash Collection ated with priced services through fees

. for those services.
Federal Reserve Bank operating ex-

penses and imputed costs for noncash
collection services totaled $4.9 m”"_on'Developments in Currency
Revenue from noncash operations, 4 Coin
totaled $5.2 million, and other income
amounted to $0.2 million, resulting in The Federal Reserve continued to work
income before income taxes of $0.5 mil-closely with Treasury and other agen-
lion. The number of noncash collectioncies to deter the counterfeiting and laun-
items (maturing coupons and bondsylering of U.S. currency. In March the
processed by the Reserve Bank&ederal Reserve began distributing the
increased 27.5 percent, to more thanew Series 1996 $100 note, the first
1 million items. In 1996 the Reservenote since the 1920s to be totally rede-
Banks implemented a national feesigned. The Series 1996 note has several
schedule for the noncash collectiomew features—an enlarged portrait,
service. color-shifting ink, a watermark, concen-
Two Federal Reserve sites processic fine lines, and a universal Federal
noncash items—the Cleveland Bank an®eserve seal. The distribution of the
the Jacksonville Branch of the AtlantaSeries 1996 $50 note is scheduled for
Bank. In 1996 the New York Reservel997.
Bank stopped presenting noncash items The Federal Reserve’'s cost to print
to members of the New York Clearingnew currency in 1996 was $403 million.
House; the Chicago Reserve Bank confreasury’s Bureau of Engraving and
tinued to present noncash items througRrinting produced 9.8 billion Federal
the Chicago Clearing House. Reserve notes in 1996 and charged
the Federal Reserve $40 per thousand
notes. During 1996, 13 percent of the
notes produced were the new Series
Federal Reserve Bank operating ex1996 $100 note, 45 percent were the
penses and imputed costs for cash se$l denomination, and the remaining
vices totaled $5.2 million. Revenue from42 percent were the $2 through $50
cash operations totaled $5.2 million, andlenominations.
other income amounted to $0.2 million, Reserve Bank operating expenses for
resulting in income before income taxegprocessing and storing currency and
of $0.2 million. Special priced cash ser-coin, including priced cash services,
vices include cash transportation, coiriotaled $279 million. The Federal
wrapping services, and the provision oReserve supplies currency and coin to

Cash Services
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the public through approximately 9,500 In April the Board approved a new
depository institutions throughout thecash access policy, to be effective in
United States. The value of currencyMay 1998, that provides greater consis-
and coin in circulation increased 9 pertency in Reserve Bank cash service
cent in 1996 and exceeded $440 billiorevels. It establishes a base level of cur-
by year-end. During 1996, the Reserveency access to all depository institu-
Banks received more than 23.7 billiontions at no charge but restricts the num-
Federal Reserve notes in deposits frorber of offices served and the frequency
depository institutions and paid moreof access. Depository institutions that
than 24.3 billion Federal Reserve notesneet minimum volume thresholds will
to depository institutions. be able to obtain more frequent free
The Federal Reserve Banks continuedccess. Additional access, beyond the
converting their currency processingfree service level, will be priced.
operations to the Banknote Processing
Systems (BPS) 3000. Before a recent
upgrade, the equipment was referred t evelopments in Fiscal Agency
as ISS 3000 machines. At the end o nd Government Depositor
1996, 126 of the BPS 3000 machine€\ " =207 pository
were in use at the Reserve Banks. Th
Federal Reserve plans to install a totalThe Federal Reserve Act provides that,
of 128 processors at the Reserve Bankshen required by the Secretary of the
and to complete the conversion in 1997Treasury, Federal Reserve Banks will

Expenses of the Federal Reserve Banks for Fiscal Agency and Depository Services,
1996, 1995, and 1994

Thousands of dollars

Agency and service 1996 1995 1994

DEPARTMENT OF THE TREASURY
Bureau of the Public Debt

Savings bonds . ... .. 78,765.8 80,934.6 86,216.0
Treasury DIr€Cl .. ...ovvvi i .. 26,788.8 30,117.4 23,865.3
Commercial book entry. ..., . 27,009.0 27,705.9 22,950.5
Marketable Treasury iSsues. ..................oo.n . 22,349.9 22,830.3 19,813.4
Definitive securities and Treasury coupons........... 3,498.5 3,860.6 3,924.2

Total oo .. 158,502.0 165,448.8 156,769.4

Financial Management Service

Treasury tax and loan and Treasury general account. 38,828.2 35,749.3 34,487.1
Government check processing......................| . 22,604.1 24,347.4 22,998.9
Automated clearinghouse . . 20,557.0 22,238.0 24,502.0
Government agency depos| 3,366.1 3,823.5 4,602.2
Fedwire funds transfers 455.3 357.9 416.9
Other services...... .. 17,346.3 16,376.7 13,842.9
Total . .. 103,157.1 102,892.8 100,850.0
3,554.6 4,017.5 3,545.7
265,213.6 272,359.1 261,165.1
OTHER FEDERAL AGENCIES

SEeCUNtieS SEIVICES . . ... vt .. 18,788.8 18,547.2 15,282.7
FOOd COUPONS. ...\t .. 25,287.6 24,251.4 22,653.9
Postal money orders. ... . . 5,722.9 5,467.8 5,486.3
Total, other agencies. ........................ . 49,799.3 48,266.4 43,422.9

Total ... .. 315,012.9 320,625.5 304,588.0
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act as “fiscal agents” and “deposi- the federal government by depository
tories” of the United States. As fiscal institutions.

agents for the Department of the Trea-

sury, Reserve Banks provide debty . oiaple Treasury Securities
related services, such as issuing, servic-
ing, and redeeming marketable TreasuriReserve Bank operating expenses for
securities and U.S. savings bonds, andctivities related to marketable Treasury
processing secondary market transfersecurities amounted to $52.6 million.
initiated by depository institutions. As The Reserve Banks processed more than
depositories, Reserve Banks collect and45,000 commercial tenders for govern-
disburse funds on behalf of the federament securities in Treasury auctions. In
government. The Reserve Banks als@996 the volume of commercial tenders
provide fiscal agency services on behalflecreased 26.2 percent from 1995 vol-
of several domestic and internationalime levels. Commercial tender process-
government agencies. ing was consolidated at the New York,

In October 1996 a new fiscal agencyChicago, and San Francisco Banks in
policy was adopted to clarify the 1996.

Reserve Banks' unique statutory rela- The Reserve Banks operate two book-
tionship with the Treasury and otherentry securities systems for the custody
government entities. The policy identi-and transfer of Treasury securities—the
fies guidelines for managing a requeskedwire book-entry securities transfer
or directive for new services (withoutsystem and Treasury Direct. Almost
competitive bidding) from a governmentall book-entry Treasury securities—
agency; outlines the criteria for deter-97.6 percent of the par value outstand-
mining whether to respond to a com-ing at year-end 1996—were maintained
petitive procurement request from aon Fedwire, and 2.4 percent of the total
government agency for financial serwas maintained on Treasury Direct.
vices; establishes uniform and consis- The Reserve Banks processed
tent practices for cost accounting9.0 million Fedwire transfers of Trea-
reporting, and billing for fiscal and sury securities, a decrease of 1.6 percent
depository services on a full-cost orfrom the 1995 level. In addition, the
other appropriate basis; and defines thBanks processed 21.6 million interest
terms and conditions for providing ser-and principal payments for both Trea-
vices to government agencies. sury and agency securities. The fees

In 1996 the total cost of providing charged to depository institutions for
fiscal agency and depository services tgending and receiving Fedwire transfers
Treasury amounted to $265.2 million. Inof Treasury book-entry securities are the
addition, the Reserve Banks provide sersame as those charged to them for trans-
vices to other government agencies; théers of government agency securities.
cost of providing services to other gov-The Federal Reserve keeps a portion of
ernment agencies was $49.8 million irthe fee for transfers of Treasury securi-
1996. ties to cover its settlement expenses; the
remainder of the fee is remitted to
Treasury.

The Philadelphia Bank operates Trea-
The Federal Reserve Banks handle masury Direct, a system of book-entry
ketable Treasury securities and savingsecurities accounts for nondepository
bonds and monitor collateral pledged tanstitutions and individuals planning to

Fiscal Agency Securities Services
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hold their Treasury securities to matu-ions; only the

rity. The Treasury Direct system con-offices print savings bonds.
tains more than 1.8 million accounts.

During 1996 the Reserve Banks pro-Other Initiatives

cessed 450 thousand tenders for Trear-h R Bank o d
sury Direct customers seeking to pur- "€ Reserve Banks maintain custody

chase Treasury securities at Treasu fdefinitive (physical) and book-entry

auctions, and they handled 2.0 million>€curities pledged as collateral by
reinvestment requests. The volume cr)feposnory institutions holding deposits
tenders decreased 44.3 percent, arjem Treasury and other government
the volume of reinvestment request&9encies. In 1996 the Reserve Banks

increased 14.5 percent, compared witfionitored the value of the definitive
1995 levels. In addition, the Philadel-SEcurities by pricing them according to

; : a their market value (marking them to
hia Bank i 7.3 million men ;
phia Bank issued 7.3 on payments arket). The Reserve Banks will mark

for discounts, interest, and redemptio g
proceeds; 2.7 million payments for sayC00k-entry securities to market after
ings bonds; and more than 61 thousan ompletion of the conversion to the

interest payments for definitive Trea-National Book-Entry System.
sury issugs)./ The Federal Reserve also worked

The Federal Reserve also workedVith Treasury’s Financial Management
with Treasury’s Bureau of the Public S€rVice to expand the Treasury Offset
Debt to implement, on a pilot basis, an.ro9ram on a pilot basis. The Offset
option that permits selected Treasur rogram electronically compares infor-

Direct investors to pay for securitiesation about delinquent debts owed to
with an ACH debit to their bank the U.S. government with information

account about payments being issued by the gov-
' ernment. If a match occurs, the program

applies the payment to the delinquent
Savings Bonds debt.

Reserve Bank operating expenses for
savings bond activities amounted toD
$78.8 million. The Reserve Banks

printed and mailed 55.1 million savingSthe Reserve Banks maintain Treasury’s

?hoengsugﬂcbggilf 0; Lfgzgg’ésoeugeGaggfunds account, accept deposits of federal
' ) faxes and fees, pay checks drawn on
cent from 1995. The Banks processeef bay

L P . reasury’s account, and make electronic
8.2 m|II|0_n orlgm_al-lssue transaCt'onS-gayments on behalf of Treasury.
Redemption, reissue, and exchang
transactions totaled 664,000, an increasf_ee
of 4.3 percent over 1995. The Reserve
Banks also responded to 1.7 million serReserve Bank operating expenses for
vice calls from owners of savings bondsfederal tax payment activities were
an increase of 12.7 percent from 1995. $38.8 million. The Reserve Banks pro-
Savings bond operations are pereessed 6.3 million advices of credit from
formed at five Reserve Bank offices:depository institutions accepting tax
deposits from businesses and individu-
All of these als. The Reserve Banks also received a
offices process savings bond transacmall portion of tax payments directly,

epository Services

deral Tax Payments
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representing about 1 percent of the totgbons and discounts to first-time purchas-
value. Depository institutions that re-ers of government securities through
ceive tax payments may place the fund3reasury Direct. All recurring Treasury
in a Treasury tax and loan account oDirect payments and many definitive
remit the funds to a Reserve Bank. securities interest payments are made
The Reserve Banks assisted with thegia the ACH.
implementation of the Treasury’s Elec- Following successful tests of digital
tronic Federal Tax Payment Systenmimaging technology, Treasury’s Finan-
(EFTPS), which automates the flow ofcial Management Service issued their
federal tax deposits from businessesspecific requirements for the use of
The system became operational in Octoecheck images archived at Reserve
ber. Tax payments made via EFTP®anks, which will improve the Trea-
flow to Treasury one day sooner tharsury’s check reconciliation and claims
they do under the paper-based procesprocessing. In response, the Reserve
improving Treasury’s investment oppor-Banks, as fiscal agents, designed and
tunities and enabling it to manage itsbegan to build a check imaging system
cash flows more efficiently. The Reservecomposed of two fundamental elements:
Banks have developed and implementefll) a capture subsystem, consisting of
new payment mechanisms for use bymage-enabled check reader—sorters and
taxpayers who must send their paymentemporary image storage facilities, and
on the same day their tax liability is(2) an archive and retrieval subsystem,
established. containing an indexed database config-
ured for long-term storage and retrieval
of images of paid Treasury checks. The
image-based system will replace the
Operating expenses for government payexisting microfilm-based check trun-
ment operations amounted to $47 milcation service, eliminate the manual
lion. During the year, Treasury contin-research associated with microfilm, and
ued to increase the proportion of itsreduce the time required to make paid
payments made electronically. The numTreasury check information available
ber of ACH transactions processed fofor research and inquiry.
Treasury amounted to 625 million, an
increase of 4.4 percent over the 199 : . "
volume. The m(,gomy of goVemmem%erwces Provided to Other Entities
payments made via the ACH are forWhen required to do so by the Secretary
social security, pension, and salary payef the Treasury or when required or
ments. Treasury also uses the ACH t@ermitted to do so by federal statute, the
make some payments to vendors. Reserve Banks perform fiscal agency
The Reserve Banks processedecurities services and depository ser-
436 million government checks, avices for other domestic and inter-
decrease of 5.2 percent from 1995. Theational agencies. Depending on the
Reserve Banks also issued 1.3 milliorauthority under which services are pro-
fiscal agency checks, which are usedided, the Reserve Banks may (1) facili-
primarily to pay semiannual interest ontate the issuance of government agency
registered, definitive Treasury notes anthook-entry securities that are eligible to
bonds and Series H and HH saving®e transferred over Fedwire, (2) provide
bonds. They are also used to pay theustody for the stock of unissued, defini-
principal of matured securities and coudtive securities, (3) maintain and update

Payments Processed for Treasury
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balances of outstanding book-entry and Each year, the division assesses com-
definitive securities for issuers, (4) perpliance with the policies established by
form various other securities servicingthe Federal Open Market Committee
activities, and (5) maintain funds (FOMC) by examining the accounts and
accounts for some government agencietoldings of the System Open Market

Account (SOMA) at the Federal Reserve
Bank of New York and the foreign cur-

rency operations conducted by the Bank.
Reserve Bank operating expenses fdn addition, a public accounting firm

food coupon services were $25.3 mil-certifies the schedule of participated
lion in 1996. The Reserve Banksasset and liability accounts and the
redeemed 3.6 billion food coupons, aelated schedule of participated income
decrease of 7.1 percent from 1995. accounts at year-end. Division person-

The Account Management Agentnel follow up on the audit results.
(AMA) system was completed in Copies of the external audit reports are
March. The AMA system is used by thefurnished to the FOMC as are reports on
Department of Agriculture’s Food andthe division’s follow-up.

Consumer Service to establish and

monitor adherence to limits on federal

funding to states for food coupons. Thgncome and Expenses

Federal Reserve, the Department of

Agriculture, and the Department of theThe accompanying table summarizes the
Treasury are continuing to work onincome, expenses, and distributions of
enhancements in the area of fraudhet earnings of the Federal Reserve
detection. Banks for 1996 and 1995.

Income was $25,164 million in 1996
and $25,395 million in 1995. Total
expenses were $2,111 million ($1,639
Section 21 of the Federal Reserve Acmillion in operating expenses, $309 mil-
requires the Board of Governors to ordetion in earnings credits granted to
an examination of each Federal Reserveepository institutions, and $163 million
Bank at least once per year, and th&n assessments for expenditures by the
Board assigns this responsibility to itsBoard of Governors). The cost of new
Division of Reserve Bank Operationscurrency was $403 million. Revenue
and Payment Systems. Since 1995 thieom financial services was $787 mil-
division has engaged a public accountion. Unreimbursed expenses for ser-
ing firm to audit the combined financial vices provided to Treasury amounted to
statements of the Reserve Banks. 1838 million.
addition, for 1996 the firm audited the The profit and loss account showed a
year-end financial statements of thenet loss of $1,639 million. The loss was
Dallas, Richmond, and New York primarily a result of realized and unreal-
Reserve Banks; the division audited thézed losses on assets denominated in
year-end financial statements of thdoreign currencies revalued to reflect
other nine Banks and conducted reviewsurrent market exchange rates. Statutory
of their administrative controls and theirdividends to member banks totaled
compliance with federal statutes andb256 million, $25 million more than in
regulations and with policies of the1995. This rise reflects an increase in
System. the capital and surplus of member banks

Food Coupons

Examinations
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and a consequent increase in the paid-ii996 were $390,268 million, an increase
capital stock of the Reserve Banks. of $14,199 million from 1995 (see

Payments to Treasury totaled $20,08accompanying table). From 1995 to
million, compared with $23,389 million 1996, their holdings of U.S. government
in 1995. The payments consist of all nesecurities increased $14,196 million,
income after the deduction of dividendsand loans increased $4 million.
and after the deduction of the amount Also during the period from 1995 to
necessary to bring the surplus of thed996, the average rate of interest
Reserve Banks to the level of capitaldecreased from 6.34 percentto 6.12 per-
paid-in. Also in 1996, the System madecent on holdings of government securi-
a lump-sum payment of $106 millionties and decreased from 5.62 percent to
to the U.S. Treasury from the surpluss.27 percent on loans.
account of the Federal Reserve Banks,
as required by statute.

In the Statistical Tables chapter ofVolume of Operations
this Report, table 6 details income and rqpe 9, in the Statistical Tables chapter,
expenses of each Federal Reserve Ba ,\vs the volume of operations in the
for 1996, and table 7 shows a condensegincinal departments of the Federal
statement for each Bank for the yearfeserve Banks for the years 1993
1914 to 1996. A detailed account of thethrough 1996
assessments and expenditures of the '
Board of Governors appears in the next
chapter—Board of Governors FinancialFederal Reserve Bank Premises

Statements. ) ) )
Construction continued in 1996 on the

new headquarters building for the Min-

neapolis Bank and the expansion and
Average daily holdings of securities andrenovation of the headquarters building
loans by Federal Reserve Banks duringf the Cleveland Bank.

Holdings of Securities and Loans

Income, Expenses, and Distribution of Net Earnings
of Federal Reserve Banks, 1996 and 1995

Millions of dollars

Item 1996 1995
CUITENE INCOME. . ...ttt e e e e e e i ... 25,164 25,395
CUITENE BXPENSES . . .ottt e et ettt et et e 1,948 1,818
Operating eXPeNSES .. ...ttt .. 1,639 1,568
Earnings credits granted. . ... .. 309 251
CUrrent NEtINCOME. . ... .u vttt ... 23,216 23,577
Net additions to (deductions from,) current net income. . -1,639 896
Cost of unreimbursed services to Treasury.......... 38 38
Assessments by the Board of Governors............ Lot 565 531
For expenditures of Board......... ...t .. 163 161
FOr COSt Of CUITENCY. . ..o\ o e L.. 403 370
Net income before payments to Treasury................coovvenn.. . 20,975 23,903
Dividends Paid . .. .....c.oui e . 256 231
Transferred t0 SUIPIS. .. .. ..o L. . 635 283
Payments t0 Treasuly. . . ... o.vuvt it L., 20,083 23,398

Note. Components may not sum to totals because of 2. In addition to the amounts shown, $106 million in
rounding. Federal Reserve Bank surplus was transferred to the
1. Includes a net periodic credit for pension costs ofTreasury as statutorily required.
$140.5 million in 1996 and $119.2 million in 1995.



Federal Reserve Bank269

The Atlanta Bank purchased propertySan Francisco Bank’s Seattle, Portland,
for its new Birmingham Branch build- and Salt Lake City Branches.
ing and began the project’'s design The New York Bank closed its
phase. The Atlanta Bank also retainedericho, New York, check processing
design consultants for its new headfacility, and the Kansas City Bank sold
quarters building project in Atlanta. its old Omaha, Nebraska, Branch build-

Multiyear renovation programs con-ing. The Chicago Bank contracted to
tinued for the New York Bank’s head- lease space for processing checks in a
quarters building, the Kansas Citynew building that is under construction
Bank’s Oklahoma City Branch, and thein Des Moines, lowa.

Securities and Loans of Federal Reserve Banks, 1994-96
Millions of dollars except as noted

us.
Item and year Total government Loang?
securities

354,001 353,740 261
376,069 375,867 202
390,268 390,063 206
19,259 19,247 11
23,837 23,826 11
23,895 23,884 11
5.44 5.44 4.39
6.34 6.34 5.62
6.12 6.12 5.27

Note. Components may not sum to totals because of 2. Does not include indebtedness assumed by the Fed-
rounding. eral Deposit Insurance Corporation.
1. Includes federal agency obligations. 3. Based on holdings at opening of business.
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Pro Forma Financial Statements for Federal Reserve Priced Services

Pro Forma Balance Sheet for Priced Services, December 31, 1996 and 1995
Millions of dollars

Item 1996 1995
Short-term assetéNote 1)
Imputed reserve requirements
on clearing balances .......... 658.3 504.2
Investment in marketable securities |... 5,924.7 4,537.8
Receivables.......................| . 69.0 63.7
Materials and supplies.. . 3.2 10.6
Prepaid expenses. ................. . 26.5 19.4
Items in process of collection....... 7,548.4 2,397.4
Total short-term assets....... 14,230.1 7,533.1
Long-term assetéNote 2)
Premises..............coiiiiiinn . 393.5 356.6
Furniture and equipment........... 171.1 170.3
Leases and leasehold improvements .. 31.0 24.2
Prepaid pension costs.............. 287.4 242.1
Total long-term assets. . ..... | 883.0 793.1
Total @ssets...............cveennn . 15,113.1 8,326.2
Short-term liabilities
Clearing balances and balances
arising from early credit
of uncollected items........... 12,366.3 5,154.8
Deferred-availability items.......... 1,765.1 2,284.5
Short-term debt.................... . 98.7 93.7
Total short-term liabilities. . . .. 14,230.1 7,533.1
Long-term liabilities
Obligations under capital leases . ... 23 3.8
Long-termdebt..................... . 196.9 164.3
Postretirement/postemployment
benefits obligation............. 178.6 176.1
Total long-term liabilities . . . .. 377.8 344.3
Total liabilities ..................... . 14,607.9 7,877.4
Equity ... . 505.2 448.8
Total liabilities and equity (Note 3) | 15,113.1 8,326.2

Note. Components may not sum to totals because of The priced services financial statements consist of these
rounding. tables and the accompanying notes.
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Pro Forma Income Statement for Federal Reserve Priced Services, 1996 and 1995

Millions of dollars

Item 1996 1995
Revenue from services provided
to depository institutions (Note 4).. ... 787.2 738.8
Operating expenses (Note 5)............. 666.0 655.2
Income from operations.................. . 121.2 83.6
Imputed costs (Note 6)
Interest on float 21.9 19.0
Interest on debt 17.3 16.2
Sales taxes........ 11.6 221
FDIC insurance 0.0 50.8 6.3 63.7
Income from operations after
imputed costs. . ...l . 70.4 19.9
Other income and expenses (Note 7)
Investmentincome..................... . 315.8 259.6
Earnings credits............. -287.1 28.7 -233.2 26.4
Income before income taxes. 99.1 46.3
Imputed income taxes.................... . 29.6 14.4
Income before cumulative effect of a
change in accounting principle. ... ... 69.5 31.9
Cumulative effect on previous years
from retroactive application of
accrual method of accounting for
postemployment and vacation benefits
(net of $8.7 million tax) (Note 9)...... L 19.4
Netincome(Note 10)............ ...\ . 69.5 12.6
Mewmo: Targeted return on equity (Note 11)|.. 42.9 315

Note. Components may not sum to totals because of The priced services financial statements consist of these
tables and the accompanying notes.

rounding.

Pro Forma Income Statement for Federal Reserve Priced Services, by Service, 1996

Millions of dollars

Com- Funds
; Book- Com-
mercial transfer : Noncash Cash
ltem Total check and net see(}:l&tr?t/ies n1Aeé(|:_||aI collection| services
collection | settlement
Revenue from operations..| 787.2 588.1 94.7 16.6 77.4 5.2 5.2
Operating expenses
(NOte 5) ... 666.0 527.0 68.2 15.6 60.8 4.4 5.0
Income from operations....| 121.2 61.1 26.4 1.0 16.6 8 2
Imputed costs (Note 6)..... 50.8 43.7 2.9 .6 2.9 5 2
Income from operations
after imputed costs. ... 70.4 17.4 235 4 13.7 4 .0
Other income and expenses,
net (Note 7) .......... 28.7 225 2.9 5 24 .2 .2
Income before income taxes . 99.1 39.9 26.4 9 16.2 5 2

Note. Components may not sum to totals because of The priced services financial statements consist of these
tables and the accompanying notes.

rounding.
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FEDERAL RESERVE BANKS

NOTES TO FINANCIAL STATEMENTS FOR PRICED SERVICES

(1) SHORT-TERM ASSETS short-term liabilities include clearing balances maintained

The imputed reserve requirement on clearing balance { Reserve Bank_s a!‘_d. deposn_balances arising from float.
ther long-term liabilities consist of accrued postemploy-

held at Reserve Banks by depository institutions reflects fent (see note 9) and postretirement benefits costs and
treatment comparable to that of compensating balanceosnIi ations on capital leases
held at correspondent banks by respondent institutions. 9 P '
The reserve requirement imposed on respondent balances

must be held as vault cash or as nonearning balancé4) REVENUE

maintained at a Reserve Bank; thus, a portion of pricekevenue represents charges to depository institutions for
services clearing balances held with the Federal Reserv&iced services and is realized from each institution

is shown as required reserves on the asset side of therough one of two methods: direct charges to an institu-

balance sheet. The remainder of clearing balances ign's account or charges against its accumulated earn-
assumed to be invested in three-month Treasury billgngs credits.

shown as investment in marketable securities.
Receivables are (1) amounts due the Reserve Banks f -
. - ﬁé OPERATING EXPENSES

priced services and (2) the share of suspense-account a

difference-account balances related to priced services. Operating expenses consist of the direct, indirect, and
Materials and supplies are the inventory value of shortother general administrative expenses of the Reserve

term assets. Banks for priced services plus the expenses for staff
Prepaid expenses include salary advances and travelembers of the Board of Governors working directly on
advances for priced-service personnel. the development of priced services. The expenses for

Items in process of collection is gross Federal ReservBoard staff members were $2.8 million in 1996 and
cash items in process of collection (CIPC) stated on &2.7 million in 1995. The credit to expenses under SFAS
basis comparable to that of a commercial bank. It reflect87 (see note 2) is reflected in operating expenses.
adjustments for intra-System items that would otherwise The income statement by service reflects revenue, oper-
be double-counted on a consolidated Federal Resenading expenses, and imputed costs except for income
balance sheet; adjustments for items associated with notaxes. Total operating expense does not equal the sum of
priced items, such as those collected for governmentperating expenses for each service because of the effect
agencies; and adjustments for items associated withf SFAS 87. Although the portion of the SFAS 87 credit
providing fixed availability or credit before items are related to the current year is allocated to individual ser-
received and processed. Among the costs to be recovergites, the amortization of the initial effect of implementa-
under the Monetary Control Act is the cost of float, or nettion is reflected only at the System level.

CIPC during the period (the difference between gross
CIPC and deferred-availability items, which is the portion(g) Imputep Costs

of gross CIPC that involves a financing cost), valued at . ) .
the federal funds rate. Imputed costs consist of interest on float, interest on debt,

sales taxes, and the FDIC assessment. Interest on float is
derived from the value of float to be recovered, either
explicitly or through per-item fees, during the period.
Consists of long-term assets used solely in priced selFloat costs include costs for checks, book-entry securi-
vices, the priced-services portion of long-term assetsies, noncash collection, ACH, and funds transfers.
shared with nonpriced services, and an estimate of the Interest is imputed on the debt assumed necessary to
assets of the Board of Governors used in the developmefihance priced-service assets. The sales taxes and FDIC
of priced services. Effective Jan. 1, 1987, the Reservassessment that the Federal Reserve would have paid had
Banks implemented the Financial Accounting Standardi been a private-sector firm are among the components of
Board's Statement of Financial Accounting Standardshe PSAF (see note 3).
No. 87,Employers’ Accounting for PensioifSFAS 87). Float costs are based on the actual float incurred for
Accordingly, the Reserve Banks recognized credits taeach priced service. Other imputed costs are allocated
expenses of $45.3 million in 1996 and $35.4 million in among priced services according to the ratio of operating
1995 and corresponding increases in this asset account.expenses less shipping expenses for each service to the
total expenses for all services less the total shipping
(3) LiABILITIES AND EQuUITY expenses for all services.
The following list shows the daily average recovery of
oat by the Reserve Banks for 1996 in millions of dollars:

(2) LoNG-TERM ASSETS

Under the matched-book capital structure for assets th
are not “self-financing,” short-term assets are finance

with short-term debt. Long-term assets are financed with Total float 795.4
long-term debt and equity in a proportion equal to the Unrecovered float 12.4
ratio of long-term debt to equity for the fifty largest bank Float subject to recovery 783.0
holding companies, which are used in the model for the Sources of recovery of float

private-sector adjustment factor (PSAF). The PSAF con- Income on clearing balances 78.4
sists of the taxes that would have been paid and the return As-of adjustments 382.0
on capital that would have been provided had priced Direct charges 116.4

services been furnished by a private-sector firm. Other Per-item fees 206.2
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Unrecovered float includes float generated by service€l0) ApJjUSTMENTS TO NET INCOME FOR PRICE SETTING

to government agencies and by other central bank sef; ) . .
: f ) n setting fees, certain costs are excluded in accordance
vices. Float recovered through income on clearing bal-

ances is the result of the increase in investable cIearinWlth the System's overage and shortfalls policy and its

balances; the increase is produced by a deduction for flo utomation consolidation policy. Accordingly, to com-

for cash items in process of collection, which reduced S th_e financial results _reported_ in this Fable with the
h : ) projections used to set prices, adjust net income as fol-
imputed reserve requirements. The income on clearin

balances reduces the float to be recovered through othe!s (amounts shown are net of tax):

means. As-of adjustments and direct charges are mid- 1996 1995
week closing float and interterritory check float, which ) - -
may be recovered from depositing institutions throughNetincome ................ 69.5 126
adjustments to the institution’s reserve or clearing bal_/—\mortflfzat;or; of ”I‘e |n|t|?l

ance or by valuing the float at the federal funds rate and ZF(_:,;-{:S %;mpemenmg .. -105 -10.4
b|II|r!g the institution directly. Float recovered through peferred costs of automation

per-item fees is valued at the federal funds rate and has  consolidation. ... ...... -6.3 -1

been added to the cost base subject to recovery in 1996 Cumulative effect of
retroactive application

(7) OTHER INCOME AND EXPENSES g;gFSAF?-\ él423 104
Consists of investment income on clearing balances anggjysted net income. ... 526 15

the cost of earnings credits. Investment income on clear-

ing balances represents the average coupon-equivalent

yield on three-month Treasury bills applied to trgal ~ (11) RETURN oN EQuiTy

clearing balance maintained, adjusted for the effect offhe after-tax rate of return on equity that the Federal
reserve requirements on clearing balances. Expenses fBeserve would have earned had it been a private business
earnings credits granted to depository institutions on theifirm, as derived from the PSAF model (see note 3). This

clearing balances are derived by applying the averag@Mount is adjusted to reflect the recovery of $6.3 million
federal funds rate to thesquired portion of the clearing of automation consolidation costs for 1996 and $0.1 mil-

) . lion for 1995. The Reserve Banks plan to recover these
balances, adjusted for the net effect of reserve requiresmounts, along with a finance charge, by the end of the

ments on clearing balances. year 2001. After-tax return on equity has not been allo-
Because clearing balances relate directly to the Federahted by service because it relates to the organization as a

Reserve’s offering of priced services, the income and coswvhole.

associated with these balances are allocated to each ser-

vice based on each service’s ratio of income to total

income.

(8) INCOME TAXES

Imputed income taxes are calculated at the effective tax
rate derived from the PSAF model (see note 3). Taxes
have not been allocated by service because they relate to
the organization as a whole.

(9) POSTEMPLOYMENT AND VACATION BENEFITS

Effective Jan. 1, 1995, the Reserve Banks implemented
SFAS 112,Employers’ Accounting for Postemployment
Benefits,and SFAS 43,Accounting for Compensated
AbsencesAccordingly, in 1995 the Reserve Banks recog-
nized a one-time cumulative charge of $28.1 million to
reflect the retroactive application of these changes in
accounting principles.
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Board of Governors Financial Statements

The financial statements of the Board were audited by Price Waterhouse, indepen-
dent public accountants, for 1996 and 1995.

Price Waterhouse LLp m

REPORT OF INDEPENDENT ACCOUNTANTS

To the Board of Governors of the
Federal Reserve System

We have audited the accompanying balance sheets of the Board of Governorg of
the Federal Reserve System (the Board) as of December 31, 1996 and 1995, jand
the related statements of revenues and expenses and fund balance and of cash flows
for the years then ended. These financial statements are the responsibility of the
Board’s management. Our responsibility is to express an opinion on these finangial
statements based on our audits.

We conducted our audits in accordance with generally accepted auditing stan-
dards andGovernment Auditing Standardssued by the Comptroller General of
the United States. Those standards require that we plan and perform the audits to
obtain reasonable assurance about whether the financial statements are freg of
material misstatement. An audit includes examining, on a test basis, evidence
supporting the amounts and disclosures in the financial statements. An audit also
includes assessing the accounting principles used and significant estimates madg by
management, as well as evaluating the overall financial statement presentation. |\\We
believe that our audits provide a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in al
material respects, the financial position of the Board as of December 31, 1996 gnd
1995, and the results of its operations and its cash flows for the years then ended in
conformity with generally accepted accounting principles.

In accordance witlsovernment Auditing Standardse have also issued a report
dated March 25, 1997 on our consideration of the Board'’s internal controls and a
report dated March 25, 1997 on its compliance with laws and regulations.

Prce Watihonat ILP

March 25, 1997
Arlington, Virginia
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BOARD OF GOVERNORS OF THE FEDERAL RESERVE SYSTEM

BALANCE SHEET

As of December 31,

1996 1995
ASSETS
CURRENT ASSETS
CaS N L 15$712,258 $16,142,195
ACCOUNtS rECEIVADIE . . ..o 2,561,975 1,900,155
Transfers receivable—surplus Federal Reserve Bank earnings (Nate 1)... 659,862,602 —
Prepaid expenses and other assets. ..., 2,247,391 1,225,022
Total CUMENt @SSELS. . ..ttt e e e e it 680,384,226 19,267,372
PROPERTY, BUILDINGS, AND EQUIPMENT, NET (NOt€ 4)....... ..o, 61,110,184 59,781,623
TOtAl @SSELS . . .. vttt et et et et e e e s $741,494,410 $79,048,995
LIABILITIES AND FUND BALANCE
CURRENT LIABILITIES
Accounts payable and accrued liabilities. ... $0,435,545 $ 7,580,371
Accrued payroll and related taxes . ... ...ovvv it 6,804,678 4,868,497
Transfers payable—surplus Federal Reserve Bank earnings (Note.1) ... .. 659,862,602 —
Accrued annual l€aVE. . . ...t 6,966,327 6,601,004
Capital lease payable (current portion) — 75,840
Unearned revenues and other liabilities 2,263,338 2,184,882
Total current liabilities. . ... 686,332,490 21,310,594
CAPITAL LEASE PAYABLE (NON-CUMTENt POItioN). . ... .vvvvieeieeieiiiienaens — 232,638
ACCUMULATED RETIREMENT BENEFIT OBLIGATION (NOt€ 2)...........coviunntn. 466,056 —
ACCUMULATED POSTRETIREMENT BENEFIT OBLIGATION (Note 3) ................ 18,171,722 17,074,588
ACCUMULATED POSTEMPLOYMENT BENEFIT OBLIGATION (Note 3) ............... 1,409,343 1,093,400
FUND BALANCE .« .ttt e 35,114,799 39,337,775
Total liabilities and fund balance. ... $741,494,410 $79,048,995

The accompanying notes are an integral part of these statements.
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BOARD OF GOVERNORS OF THE FEDERAL RESERVE SYSTEM

STATEMENT OF REVENUES AND EXPENSES
AND FUND BALANCE

For the years ended December 31,

1996 1995
BoARD OPERATING REVENUES
Assessments levied on Federal Reserve Banks for Board
operating expenses and capital expenditures...................... $162,642,400 $161,347,900
Other revenues (NOte 5). .. .....oiini e 9,789,141 10,240,830
Total Operating reVENUES . .. ..o .o vttt et 172,431,541 171,588,730
BOARD OPERATING EXPENSES
SalAN S . .ot 106,353,644 100,412,576
Retirement and insurance contributions ................. .. ... ... 18,417,943 16,394,955
Contractual services and professional fees 11,159,490 11,240,373
Depreciation and net losses on disposals. ......................... . 8,626,785 7,525,971
TrAVEL . e ... 4,942,020 4,920,996
Equipment and facilities rental 4,356,715 3,853,657
Postage and supplies. ....... ..o 4,263,382 4,523,272
Utilities .. ................. 4,189,203 4,155,038
Software. ................. 3,907,874 3,362,342
Repairs and maintenance .. . 3,417,539 3,689,603
Printingand binding...............o 2,665,188 3,144,178
Other expenses (NOtE.5) . ...t 4,354,734 3,915,489
Total operating eXPEeNSES. . . ... ettt 176,654,517 167,138,450
BOARD OPERATING REVENUES (UNDER) OVER EXPENSES .. ......cuvuvnnnnn.. (4,222,976) 4,450,280
ISSUANCE AND REDEMPTION OF FEDERAL RESERVE NOTES
Assessments levied on Federal Reserve Banks
fOr CUMTENCY COSES. . . vttt ettt 403,232,215 370,206,037
Expenses for currency printing, issuance,
retirement, and Shipping. ... 403,232,215 370,206,037
CURRENCY ASSESSMENTS OVER (UNDER) EXPENSES .. ...vvvviiiinnninnnnnnn.. — —
TOTAL REVENUES (UNDER) OVER EXPENSES .. ..vvtiiriteeieenninnnnnnnnn (4,222,976) 4,450,280
FUND BALANCE, Beginning ofyear. ... 39,337,775 34,887,495
TRANSFERS TO THE U.S. TREASURY
Transfers and accrued transfers from surplus Federal Reserve Bank
€arnings (NOtE 1) .. ..o ui it e 5,623,716,034 —
Transfers and accrued transfers to the U.S. Treasury (Nate 1).......... (5,623,716,034) —
FUND BALANCE, ENd Of Yar. .. ..ottt $35,114,799 $ 39,337,775

The accompanying notes are an integral part of these statements.
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BOARD OF GOVERNORS OF THE FEDERAL RESERVE SYSTEM
STATEMENT OF CASH FLOWS

Increase (Decrease) in Cash

For the years ended December 31,

1996 1995
CasH FLows FROM OPERATING ACTIVITIES
Board operating revenues (Under) OVer eXPeNnSesS. .. .....ovvueuenennenenen. %4,222,976) $ 4,450,280
Adjustments to reconcile operating revenues (under) over expenses
to net cash provided by operating activities:
Depreciation and net losses on disposals. ............................. 8,626,785 7,525,971
(Increase) in transfers receivable—surplus Federal Reserve Bank earnings . (659,862,602) —
Increase in accumulated postretirement benefits . ..................... 1,097,134 800,142
Increase in accumulated retirement benefits. .................... .. 466,056 —
Increase (decrease) in accumulated postemployment benefits. 315,943 (226,618)
(Increase) decrease in accounts receivable, prepaid expenses,
and Other asSets. . ...t s (1,684,189) 438,229
Increase in accrued annualleave. .............cccoiiii i 365,323 377,085
Increase in accounts payable and accrued liabilities................... 2,855,174 2,129,494
Increase in transfers payable—surplus Federal Reserve Bank eatnings 659,862,602 —
Increase in payroll payable and related taxes. ......................... 1,936,181 948,432
Increase in unearned revenues and other liabilities.................... 78,456 332,268
Net cash provided by operating activities. ... 9,833,887 16,775,283
CAsH FLOWS FROM INVESTING ACTIVITIES
Proceeds from disposals of furniture and equipment....................... 70,500 12,112
Capital EXPENdItUreS . . .. .ttt (10,334,324) (15,594,485)
Net cash used in investing activities. ... (10,263,824) (15,582,373)
NET (DECREASE) INCREASE TN CASH .+ ottt titeeteie e it eaieeeenaeens (429,937) 1,192,910
CAsH BALANCE, Beginning ofyear ... ... 16,142,195 14,949,285
CASH BALANCE, ENd Of year . ... ..o 1$,712,258 $16,142,195

The accompanying notes are an integral part of these statements.
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BOARD OF GOVERNORS OF THE FEDERAL RESERVE SYSTEM

NOTES TO FINANCIAL STATEMENTS years 1996 and 1995, and the Board was not assessed a
contribution for these years. Excess Plan assets will con-
tinue to fund future years’ contributions. The Board is not
accountable for the assets of this plan.

Board Operating Revenues and Expenses A small number of Board employees participate in the
Assessments made on the Federal Reserve Banks fGivil Service Retirement System (CSRS) or the Federal
Board operating expenses and capital expenditures afemployees’ Retirement System (FERS). The Board
calculated based on expected cash needs. These assasaiches employee contributions to these plans. These
ments, other operating revenues, and operating expenségfined benefits plans are administered by the Office of
are recorded on the accrual basis of accounting. Personnel Management. The Board’s contributions to

Issuance and Redemption of Federal Reserve Netes these plans totaled $201,500 and $802,200 in 1996 and
The Board incurs expenses and assesses the Fedet&95 respectively. The Board has no liability for future
Reserve Banks for the costs of printing, issuing, shippingpayments to retirees under these programs, and it is not
and retiring Federal Reserve Notes. These assessmeamgcountable for the assets of the plans.
and expenses are separately reported in the statements ofEffective January 1, 1996, Board employees covered
revenues and expenses because they are not Board opetatder the System’s Plan are also covered under a Benefits
ing transactions. Equalization Plan (BEP). Benefits paid under the BEP

Property, Buildings and EquipmeniThe Board’s are limited to those benefits that cannot be paid from the
property, buildings and equipment are stated at cost lesSystem’s Plan because of limitations imposed by Sections
accumulated depreciation. Depreciation is calculated on 401(a)(17), 415(b), and 415(e) of the Internal Revenue
straight-line basis over the estimated useful lives of the€Code of 1986. Pension costs attributed to the BEP reduce
assets, which range from 4 to 10 years for furniture andhe pension costs of the System’s Plan. The net periodic
equipment and from 10 to 50 years for building equip-pension cost of the BEP for 1996 included the following
ment and structures. Upon the sale or other disposition agfomponents:

a depreciable asset, the cost and related accumulated
depreciation are removed from the accounts and any gaiervice cost (benefits attributed to employee

(1) SIGNIFICANT ACCOUNTING POLICIES

or loss is recognized. services during the year)............. $260,868
Federal Reserve Bank Surplus EarnirgBhe Omni-  Interest cost on projected benefit obligation .. 102,594

bus Budget Reconciliation Act of 1993 requires thatAmortization of unrecognized net liabilitiy .. 102,594

surplus Federal Reserve Bank earnings be transferred L .

from the Banks to the Board and then to the U.S. Treasurj{t periodic pension cost................. $466,056

for the period October 1, 1996 to September 30, 1998. Althouah th . ded usi h
Prior to this time the Federal Reserve Banks made their ough these pension costs are recorded using the
transfers directly to the Treasury. The Board accounts fci’;lccr_ual b’?‘S'S of accounting in accordance V\ﬂ'th Statemej*nt
these transfers when earned and due, which may result Financial Accounting Standards No. 87, *Employers

transfers receivable and payable as of the balance sh ?gour_ning for Pensions” (FAS 87), the Board’s current
date. policy is to fund the cost of these benefits on a pay-as-

Estimates—The preparation of financial statements inYou-go basis. - . . .
accordance with generally accepted accounting principle; The nettdperlodltt: p(tensm(rjl cost was determm(i_d usm%vztih
requires management to make estimates that affect th%percen Iscount rate and average compensation gro
reported amounts of assets and liabilities at the date of th 5 percent. . L
financial statements and the reported amounts of reven eThe FAS 87 accur_nulzged benefit obligation at Decem-
and expenses during the reporting period. er 31, 1996, comprises:

Reclassifications-Certain 1995 disclosures have been ) P
reclassified to conform with the 1996 presentation, thé‘-\ccumulated benefit obligation

effect of which is immaterial. \N/?)it\?gslté.d. """""""""""""" $ 2;'?888

(2) RETIREMENT BENEFITS Total oo $ 239,000
Substantially all of the Board's employees participatep|an assets at fair value . . .............. $ 0

in the Retirement Plan for Employees of the Federa| ess: Actuarial present value of projected

Reserve System (System Plan). The System’s Plan is a penefit obligation. ................. (1,589,924)

multiemployer plan which covers employees of the Fed, . ) T
eral Reserve Banks, the Board, and the Plan Administral?mject‘Ed benefit obligation in excess

tive Office. Employees of the Board who entered on duty Lezgpﬁﬂrgizeﬁééd .n.e.t. transmon ~ooo (1,589,924)
prior to 1984 are covered by a contributory defined bene- 6in atior? 1.363.041
fits program under the System’s Plan. Employees of the Unrec%gnized.br.i'o.r.s.ér.\./ilc.é cost... (’190’000)
Board who entered on duty after 1983 are covered by a Unrecognized net (gain)/loss. .. ... (49.173)

non-contributory defined benefits program under the Sys- -
tem’s Plan. Contributions to the System’s Plan are actu- Unfunded pension cost.............. _$ (466,056)
arially determined and funded by participating employers

at amounts prescribed by the System Plan’s administrator. The liability as of December 31, 1996, was determined
Based on actuarial calculations, it was determined thafising a 7.25 percent discount rate. The average rate of
employer funding contributions were not required for thecompensation increase used was 5 percent per year. The



280 83rd Annual Report, 1996

Board has elected to amortize the unrecognized priothe assumed health care cost trend rate would increase
service cost over 14.3 years. the accumulated postretirement benefit obligation by
$2,543,145 at December 31, 1996, and the net periodic
benefit cost by $184,055 for the year. The assumed salary
trend rate for measuring the increase in postretirement
Employees of the Board may also participate in thepenefits related to life insurance was an average of
Federal Reserve System’s Thrift Plan. Under the Thrifts percent.
Plan, members may contribute up to a fixed percentage of The above accumulated postretirement benefit obliga-
their salary. Board contributions are based upon a fixedion is related to the Board sponsored health benefits and
percentage of each member’s basic contribution and weriéfe insurance programs. The Board has no liability for
$4,644,100 in 1996 and $4,320,400 in 1995. future payments to employees who continue coverage
The Board also provides certain defined benefit healtluinder the federally sponsored programs upon retiring.
and life insurance for its active employees and retireegontributions for active employees participating in fed-
under Federal and Board sponsored programs. The netally sponsored programs totaled $3,553,400 and
periodic postretirement benefit cost for 1996 and 199%3 477,300 in 1996 and 1995 respectively.

(3) OTHER BENEFIT PLANS

included the following components: The Board provides certain postemployment benefits to
eligible employees after employment but before retire-
1996 1995 ment. Effective January 1, 1994, the Board adopted
Service cost (benefits Statement of Financial Accounting Standards No. 112,
attributed to employee Employers’ Accounting for Postemployment Benefits
services during the (FAS 112), which requires that employers providing
Year . .....ooieiiiiiint $195,016 $ 418,649 postemployment benefits to their employees accrue the
Interest cost on accumulated cost of such benefits. Prior to January 1994, postemploy-
postretirement benefit ment benefit expenses were recognized on a pay-as-
obligation............. 1,461,103 1,441,350 Yyou-go basis.
Amortization of gains
andlosses............ 372,253 (80) (4) PROPERTY, BUILDINGS, AND EQUIPMENT
o . The following is a summary of the components of the
Net periodic postretirement Board’'s fixed assets, at cost, net of accumulated
benefitcost........... $2,028,372 $1,859,919  depreciation.

Although postretirement benefits are recorded using As of December 31,
the accrual basis of accounting in accordance with FAS 1996 1995
106, the Board’s current policy is to fund the cost of thesd-and and

) ; i . 1,301,314 $ 1,301,314
benefits on a pay-as-you-go basis. _ Improvements $ 1301, e 1.
The FAS 106 accumulated postretirement benefit oinES'rlr?i'tﬁ?Z and """"" 65,343,600 65,298,136
gation at December 31, 1996 and 1995 comprises: equipment. .. ... 54,592,393 52,215,976

121,237,307 118,815,426

1996 1995 Less accumulated
(reclassified) depreciation. ... .. 60,127,123 59,033,803
Retirees. ................. $14,393,309 $14,061,087 Tota'bﬂfiﬁj?gggvan g
Fully eligible active plan -
participants. ......... 3,512,825 3,528,612 equipment......... $61,110.184 $ 59,761,623
Other active plan
participants. ......... 3,422,992 3,773,612 (5) OTHER REVENUES AND OTHER EXPENSES
Unrecognized net loss. 2(?1’323152) 3238637321;) The following are summaries of the components of
9 e ! ! ! : Other Revenues and Other Expenses.
Liability for accumulated For the years
postretirement benefit ended December 31,
obligation ........... $18,171,722$17,074,588 1996 1995

N . Other Revenues
The liability for the accumulated postretirement benefit - pata processing

obligation and the net periodic benefit cost was deter- revenue....... $4,612,476  $ 4,100,517
mined using a 7.25 percent discount rate. Unrecognized National

losses of $3,157,404 result from changes in the discount Information

rate used to measure liabilities. Under FAS 106, the Center........ 1,974,295 2,070,267
Board may have to record some of these unrecognized Subscription

losses in operations in future years. The assumed health revenue....... 1,583,193 1,648,931
care cost trend rate for measuring the increase in costs Re'”;%?\’/??:s'io

from 1996 to 1997 was 9.5 percent. These rates were other agencies . 424,940 383,752

assumed to gradually decline to an ultimate rate of |, .

5.5 percent in the year 2005 for the purpose of calculating Miscellaneous. .. . 1,194,237 2,037,363
; Total other

the December 31, 1996, accumulated postretirement revenues. . . ... $9,789.141 $10,240,830

benefit obligation. The effect of a 1-percent increase in — —
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Other Expenses
Tuition, registration,
and membership

fees............ $1,290,090 $ 1,413,233
Cafeteria operations,
net............. 870,429 788,506
Subsidies and
contributions ... 646,194 755,857
Miscellaneous . ..... 1,548,021 957,893
Total other
expenses. ... $4,354,734 $ 3,915,489

(6) COMMITMENTS

The Board has entered into several operating leases to
secure office, training, and warehouse space for periods
ranging from one to nine years. Minimum future commit-
ments under those leases having an initial or remaining
noncancelable lease term in excess of one year at Decem-
ber 31, 1996, are as follows:

Operating

8,724,037
3,645,048
3,681,559
3,938,055
17,121,831

$32,110,530

Rental expenses under the operating leases were
$3,930,689 and $3,301,186 in 1996 and 1995
respectively.

(7) FEDERAL FINANCIAL INSTITUTIONS
ExAMINATION COUNCIL

The Board is one of the five member agencies of the
Federal Financial Institutions Examination Council (the
“Council”). During 1996 and 1995, the Board paid
$224,600 and $269,040 respectively, in assessments for
operating expenses of the Council. These amounts are
included in subsidies and contributions for 1996 and
1995. During 1996 and 1995, the Board paid $127,100
and $126,900 respectively, for office space subleased
from the Council. u
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1. Detailed Statement of Condition of All Federal Reserve Banks Combined,

December 31, 1996 and 1995

Thousands of dollars

Item 1996 1995
ASSETS
Gold certificate account........................ 11,048,036 11,050,060
Special drawing rights certificate account .. ... 9,718,000 10,168,000
COIN e 591,170 424,452
Loans and securities
Loans to depository institutions. ............... 85,337 135,440
Federal agency obligations
Bought outright....................... . 2,224,700 2,633,995
Held under repurchase agreement.......... 1,612,000 1,100,000
U.S. Treasury securities
Bought outright
Bills. .. ..o 190,646,505 183,115,712
150,921,721 151,013,150
49,338,894 44,068,604
Total bought outright. . .................. 390,907,120 378,197,466
Held under repurchase agreement.......... 19,971,000 12,762,000
Total U.S. Treasury securities. .......... 410,878,120 390,959,466
Total loans and securities. .............. 414,800,157 394,828,901
Items in process of collection
Transit items. ... 11,740,684 4,179,015
Other items in process of collection............ 1,387,061 1,101,279
Total items in process of collectian.. ... 13,127,745 5,280,294
Bank premises
Land. ... 191,902 166,903
Buildings (including vaults) .................... 934,260 882,954
Building machinery and equipment............ 241,454 230,523
Construction account .............ooiiiieinn.. 194,470 128,934
Total bank premises.................... 1,562,087 1,409,314
Less depreciation allowance. ........... 329,185 283,562
Bank premises, net..................... 1,232,901 1,125,753
Other assets
Furniture and equipment....................... 1,230,372 1,192,205
Less depreciation. ... 706,846 671,613
Total furniture and equipment, net...... 523,526 520,592
Denominated in foreign currencies ............ 19,263,604 21,099,289
Interestaccrued ........... ..., 3,891,457 4,101,149
Premium on securities..............ocovvenn.n. 6,004,465 5,410,827
OVerdrafts .. ..o 5,666 22,920
Prepaid expenses................... e 991,247 865,525
SUSPENSE aCCOUNL. ... o.vvv it iiiii e 3,029 13,398
Real estate acquired for banking-house purposes. . 10,103 11,507
Other ... 99,326 312,533
Total otherassets.................... 30,992,423 32,357,740
Total @ssets .......ovviiiiiiiiia

481,510,432

455,235,200
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1.—Continued
Item 1996 1995
LIABILITIES

Federal Reserve Notes
Outstanding (issued to Federal Reserve Banks) .. 526,825,836 481,044,070
Less held by Federal Reserve Banks. -100,304,015 -80,108,642

Total Federal Reserve notes, net 426,521,822 400,935,428
Deposits
Depository institutions . ................... 24,523,700 29,611,156
U.S. Treasury, general account. .......... 7,741,937 5,979,193
Foreign, official accounts................. 167,401 386,182
Other deposits
Officers’ and certified checks............. 26,206 25,622
International organizations................ 107,766 114,289
Other ... .. e 758,690 794,904

Total other deposits............. 892,662 934,815
Deferred credititems ..................... 7,830,936 5,049,121
Other liabilities
Discount on securities.................... 3,844,113 3,613,735
Sundry items payable..................... 102,613 95,718
Suspense account. .........vveiiiinnnns 4,500 15,153
Allother ... 783,259 681,895

Total other liabilities............. 4,734,485 4,406,50%

Total liabilities .................. 472,412,942 447,302,396

CAPITAL ACCOUNTS

Capital paid in..............cooiiiin.. 4,601,745 3,966,402
SUMIUS . .. 4,495,745 3,966,402
Other capital accounss. ................... 0 0

Total liabilities and capital accounts . 481,510,432 455,235,200

Note. Amounts in boldface type indicate items in the

2. In closing out the other capital accounts at year-end,

Board’s weekly statement of condition of the Federalthe Reserve Bank earnings that are payable to the Trea-
sury are included in this account pending payment.

Reserve Banks.

1. Of this amount $8,291.8 million in 1996 and

3. During the year, includes undistributed net income,

$7,316.6 million in 1995 were invested in securitieswhich is closed out on December 31.
issued by foreign governments, and the balance was 4. Corrections of data reported&2nd Annual Report,
invested with foreign central banks and the Bank for1995.

International Settlements.
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2. Statement of Condition of Each Federal Reserve Bank,

December 31, 1996 and 1995

Millions of dollars

Total Boston
Item
1996 1995 1996 1995
ASSETS
Gold certificate account..................cooiia... . 11,048 11,050 661 575
Special drawing rights certificate account 9,718 10,168 636 511
[0 .. 591 424 13 17
Loans
85 135 0 6
0 0 0 0
Acceptances held under repurchase agreements. ... . 0 0 0 0
Federal agency obligations
Bought outright. . ......... ... o .. 2,225 2,634 131 130
Held under repurchase agreements. ................. . 1,612 1,100 0 0
U.S. Treasury securities
Bought outright ........... ... .. ... .. 390,907 378,197 23,000 18,600
Held under repurchase agreements.................. . 19,971 12,762 0 0
Total loans and securities ......................| . 414,800 394,829 23,131 18,736
Items in process of collection....................... . 13,128 5,280 706 299
Bank premises. ... ... ... .. 1,233 1,126 95 94
Other assets
Denominated in foreign currencigs. .................. . 19,264 21,099 830 799
Allother. ... .. 11,729 11,258 534 459
Interdistrict Settlement Account.....................| . 0 0 1,024 7,063
TOtal @SSeLS . ...t .. 481,510 455,235 27,629 28,552
LIABILITIES
Federal Reserve notes. ..........c.ooeeiiiinennnnn . .. 426,522 400,935 25,417 26,175
Deposits
Depository institutions. . ..........oooviiiiiiiiin.. .. 24,524 29,611 1,048 1,414
U.S. Treasury, general account .....................| . 7,742 5,979 0 0
Foreign, official accounts. .................coiiuiin . 167 386 6 5
OFNEr. e .. 893 935 38 33
Total deposits .. ....oovvii i .. 33,326 36,911 1,092 1,452
Deferred credititems............... ... i, . . 7,831 5,049 511 359
Other liabilities and accrued dividen¥ls............... 4,734 4,407 268 225
Total liabilities ... .. 472,413 447,302 27,289 28,211
CAPITAL ACCOUNTS
Capital paid in..........coiiii .. 4,602 3,966 172 171
Surplus. ... 4,496 3,966 168 171
Other capital accounts 0 0 0 0
Total liabilities and capital accounts.................. . 481,510 455,235 27,629 28,552
FEDERAL RESERVE NOTE STATEMENT
Federal Reserve notes outstanding (issued to Bank). 526,826 481,044 30,331 31,502
Less: Heldby Bank..............cooovviiiinnnnnn .. 100,304 80,109 4,914 5,327
Federal Reserve notes, net....................o..... . 426,522 400,935 25,417 26,175
Collateral for Federal Reserve notes
Gold certificate account............... ..o, . 11,048 11,050
Special drawing rights certificate account 9,718 10,168
Other eligible assets.................ooooet . . 0 0
U.S. Treasury and federal agency securities. .. ...... 405,756 379,717
Total collateral ..ot .. 426,522 400,935

For notes see end of table.
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2.—Continued
New York Philadelphia Cleveland Richmond
1996 1995 1996 1995 1996 1995 1996 1995
4,049 4,273 423 433 624 621 919 862
3,385 3,903 396 413 543 584 835 790
21 20 43 26 25 24 113 71
0 0 9 1 0 0 0 0
0 0 0 0 0 0 0 0
0 0 0 0 0 0 0 0
827 1,047 86 114 131 152 184 202
1,612 1,100 0 0 0 0 0 0
145,377 150,316 15,129 16,408 22,976 21,802 32,416 29,047
19,971 12,762 0 0 0 0 0 0
167,787 165,225 15,224 16,523 23,106 21,954 32,600 29,249
1,796 764 476 254 688 265 1,064 552
150 146 50 49 108 66 128 127
5,128 5,654 924 923 1,257 1,476 1,416 1,698
5,783 5,378 356 413 530 524 910 907
-27,599 -26,517 -1,762 —-237 5,007 220 3,821 3,822
160,499 158,846 16,131 18,797 31,889 25,734 41,805 38,077
139,364 139,004 13,822 16,223 29,861 23,524 38,736 34,912
8,167 8,658 1,297 1,702 856 1,161 1,275 1,555
7,742 5,979 0 0 0 0 0
62 283 7 6 9 10 11 11
410 433 9 29 43 40 88 86
16,381 15,353 1,313 1,737 909 1,211 1,374 1,652
883 734 261 251 280 232 698 592
1,796 1,642 194 206 261 250 369 338
158,425 156,733 15,590 18,416 31,311 25,217 41,177 37,494
1,051 1,057 273 190 292 259 318 292
1,023 1,057 268 190 286 259 310 292
0 0 0 0 0 0 0 0
160,499 158,846 16,131 18,797 31,889 25,734 41,805 38,077
183,368 167,545 16,172 19,585 32,850 26,869 45,352 41,346
44,004 28,541 2,351 3,362 2,989 3,344 6,616 6,435
139,364 139,004 13,822 16,223 29,861 23,524 39,736 34,912
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2. Statement of Condition of Each Federal Reserve Bank,
December 31, 1996 and 1995— Continued

Millions of dollars

Atlanta Chicago
Item
1996 1995 1996 1995
ASSETS
Gold certificate account..................cooiiia... . 769 556 1,140 1,220
Special drawing rights certificate account 745 523 979 1,079
[0 .. 81 66 70 35
Loans
0 9 18 1
0 0 0 0
Acceptances held under repurchase agreements. ... . 0 0 0 0
Federal agency obligations
Bought outright. . ......... ... i .. 148 122 241 304
Held under repurchase agreements. ................. . 0 0 0 0
U.S. Treasury securities
Bought outright ........... ... .. ... .. 26,087 17,558 42,364 43,602
Held under repurchase agreements.................. . 0 0 0 0
Total loans and securities ......................| . 26,236 17,689 42,623 43,906
Items in process of collection....................... . 1,556 688 1,537 519
Bank premises. ... ... ... .. 80 7 110 110
Other assets
Denominated in foreign currenciés. .................. i 1,890 1,954 2,296 2,401
AlLOthEr. .o . 631 460 1,006 1,119
Interdistrict Settlement Account.....................\ . =511 13,362 157 -3,016
TOtal @SSeLS . .o\ .. 31,477 35,375 49,919 47,374
LIABILITIES
Federal Reserve notes. ...........ccoveiiinennnn... .. 27,511 31,186 44,858 41,758
Deposits
Depository institutions. . ..........ccoviiiiiiiin. .. 1,708 2,481 2,574 3,539
U.S. Treasury, general account .....................4 . 0 0 0 0
Foreign, official accounts. ...............c..ooviiuiin . 14 13 17 16
OFNEr. e .. 54 21 120 160
Total depositS ..o .. 1,775 2,515 2,712 3,716
Deferred credititems............... ... i, .. 1,033 660 808 463
Other liabilities and accrued dividentls............... 318 236 479 492
Total liabilities ..., .. 30,637 34,597 48,857 46,428
CAPITAL ACCOUNTS
Capital paid in..........oooii - 425 389 537 473
Surplus. ... .. 415 389 524 473
Other capital accounts - 0 0 0 0
Total liabilities and capital accounts.................. . 31,477 35,375 49,919 47,374
FEDERAL RESERVE NOTE STATEMENT
Federal Reserve notes outstanding (issued to Bank). 34,458 36,869 51,546 48,453
Less: Held by Bank..............ccoooviiniininann. .. 6,947 5,683 6,688 6,695
Federal Reserve notes, net......................... . 27,511 31,186 44,858 41,758

Note. Components may not sum to totals because of 2. Valued monthly at market exchange rates.
rounding. 3. Includes exchange-translation account reflecting the
1. Includes securities loaned—fully guaranteed by U.Smonthly revaluation at market exchange rates of foreign-
Treasury securities pledged with Federal Reservexchange commitments.
Banks—and excludes securities sold and scheduled to be
bought back under matched sale—purchase transactions.
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St. Louis Minneapolis Kansas City Dallas San Francisco
1996 1995 1996 1995 1996 1995 1994 1995 1946 1995
474 484 168 203 321 382 433 405 1,067 1,036
419 490 144 180 280 342 399 376 957 977
29 20 19 20 56 41 49 49 74 37
29 9 7 4 7 3 1 0 15 103
0 0 0 0 0 0 0 0 0 0
0 0 0 0 0 0 0 0 0 0
104 121 34 48 70 101 80 85 188 209
0 0 0 0 0 0 0 0 0 0
18,312 17,308 5,896 6,828 12,244 14,451 13,998 12,262 33,108 30,016
0 0 0 0 0 0 0 0 0 0
18,445 17,437 5,936 6,879 12,321 14,555 14,078 12,348 33,312 30,328
666 220 639 450 843 361 1,284 333 1,873 574
31 30 111 54 56 55 155 158 160 159
476 486 481 563 737 797 1,197 1,414 2,631 2,935
411 408 151 180 293 352 344 319 780 739
-2,694 357 -453 -1,082 -650 -2,610 218 3,287 23,441 5,351
18,257 19,932 7,195 7,448 14,258 14,276 18,156 18,689 64,295 42,137
16,769 18,427 5,503 5,990 12,435 12,267 15,340 15,570 56,905 35,901
718 876 721 741 817 1,119 1,730 2,178 3,612 4,188
0 0 0 0 0 0 0 0 0 0
4 3 4 4 5 5 9 9 20 20
32 30 8 2 21 26 18 21 51 55
754 909 732 746 844 1,150 1,757 2,208 3,683 4,262
292 195 653 412 463 361 374 258 1,575 533
216 205 96 102 171 194 178 161 388 357
18,031 19,736 6,985 7,250 13,912 13,972 17,649 18,196 62,551 41,053
114 98 107 99 175 152 257 246 880 542
112 98 104 99 171 152 250 246 865 542
0 0 0 0 0 0 0 0 0 0
18,257 19,932 7,195 7,448 14,258 14,276 18,156 18,689 64,295 42,137
19,480 20,751 7,027 7,143 14,148 13,880 21,005 19,726 71,088 47,377
2,711 2,324 1,524 1,153 1,713 1,613 5,666 4,156 14,182 11,476
16,769 18,427 5,503 5,990 12,435 12,267 15,340 15,570 56,905 35,901
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3. Federal Reserve Open Market Transactions, 1996
Millions of dollars
Type of security and transaction Jan. ‘ Feb.‘ Mar‘ Apr.
U.S. TREASURY SECURITIES
Outright transactions (excluding matched transactions)
Treasury bills
Gross purchases. 0 0 0 88
Grosssales........... .. 0 0 0 0
Exchanges............ ... 31,476 39,332 30,556 32,218
Redemptions . 0 0 0 0
Others within 1 year
GroSsS puUrchases. . ...... ..o .. 0 0 0 35
Grosssales............... 0 0 0 0
Maturity shift . 2,048 2,476 0 3,511
Exchanges............... . =3,287 -7,575 0 -4,824
Redemptions .. ... .. 1,228 0 0 787
1to5years
GrOSS PUICNASES. . ... vttt .. 0 0 0 1,899
Grosssales............... .. 0 0
Maturity shift .. —2,048 -1,908 0 -3,511
EXChanges. . .......c.oiiii i ... 3,287 5,175 0 4,824
5to 10 years
Gross purchases. 0 0 0 479
Grosssales............... 0 0 0 0
Maturity shift - 0 -818 0 0
EXChanges. .. .......ouiiii s L. 0 1,500 0 0
More than 10 years
Gross purchases. 0 0 0 1,065
Grosssales............... 0 0 0
Maturity shift .. 0 -20 0 0
EXChanges. ... ... .o .. 0 900 0 0
All maturities
GrOSS PUICHASES. . ..ottt .. 0 0 0 3,566
Grosssales............... 0 0 0 0
Redemptions 0 0 0 787
Matched transactions
Gross purchases ..260,425 274,290 251,623 253,482
GrOSS SAlES . ..ttt e .. 259,186 275,979 251,086 251,510
Repurchase agreements
GrOSS PUICNASES. . ...ttt .. 16,040 6,230 31,602 46,449
GrOSS SIS . .ottt e ... 28,802 6,230 27,706 50,345
Net change in U.S. Treasury securities................. . -11,523 -1,689 4,433 854
FEDERAL AGENCY OBLIGATIONS
Outright transactions
GroSS PUIChaSES. .. ..ot .. 0 0 0 0
Gross sales......... 0 0 0 0
Redemptions. 1,228 0 108 82
Repurchase agreements
Gross purchases .. 9,793 765 5,640 2,372
GrOSS SAlBS . .. oot ... 10,893 765 4,640 3,372
Net change in agency obligations. ..................... . —2,328 0 892 -1,082
Total net change in System Open Market Account . ......... -13,851 -1,689 5,325 -228

Note. Sales, redemptions, and negative figures reducfigures increase such holdings. Components may not sum
holdings of the System Open Market Account; all otherto totals because of rounding.
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May ‘ June ‘ July ‘ Aug. ‘ Sept. | Oct. ‘ Nov. ‘ Dec.‘ Total
0 3,31 0 0 0 0 6,502 0 9,901
0 0 0 0 0 0 0 0 0
40,467 31,726 32,368 34,271 32,791 38,661 29,037 27,247 400,152
0 0 0 0 0 0 0 0
0 0 0 1,29 0 0 0 0 1,275
0 0 0 0 0 0 0 0 0
5,107 0 2,807 2,780 2,371 1,623 3,818 2,259 29,070
5,448 0 -4,415 -3,580 2,890 -1,770 -5,655 -1,950 -41,394
0 0 300 0 485 0 0 0 1,776
0 0 0 1,2B 0 0 0 0 3,177
0 0 0 0 0 0 0 0 0
-4,049 0 -2,807 -1,409 -2,371 -1,623 -2,102 -2,259 -24,087
3,748 0 3,694 1,780 2,890 1,395 2,715 1,950 31,458
0 0 0 297 0 0 0 0 776
0 0 0 0 0 0 0 0
-1,058 0 0 -1,371 0 0 1,716 0 -1,531
1,700 0 721 900 0 375 1,470 0 6,666
0 0 0 900 0 0 0 0 1,965
0 0 0 0 0 0 0 0 0
0 0 0 0 0 0 0 0 -20
0 0 0 900 0 0 1,470 0 3,270
0 3,311 0 3,716 0 0 6,502 0 17,094
0 0 0 0 0 0 0 0 0
0 0 0 0 0 0 0 0 787
259,135 248,534 267,438 265,397 234,992 268,304 227,577 272,117 3,085,685
259,595 249,277 268,975 264,536 238,036 267,128 226,505 273,872 3,083,315
30,688 43,048 46,151 45,202 36,014 33,836 36,383 78,067 449,711
24,984 41,666 37,779 56,286 33,374 33,020 36,665 68,901 445,759
5,244 3,950 6,836  -6,508 -404 1,993 7,293 7,412 17,890
0 0 0 0 0 0 0 0 0
0 0 0 0 0 0 0 0 0
16 40 52 0 27 63 10 12 1,637
5,722 5,138 3,145 8,500 4,536 12,683 9,264 8,041 75,599
4,372 6,488 2,863 7,544 4,436 11,051 9,471 8,787 74,682
1,334 -1,390 231 956 73 1,569 =217 -758 =720
6,578 2,560 7,066 -5,5552 -331 3,562 7,076 6,654 17,169
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4. Federal Reserve Bank Holdings of U.S. Treasury and Federal Agency Securities,
December 31, 1994-96

Millions of dollars

December 31 Change
Description
1996 ‘ 1995 ‘ 1994 1995—9(% 1994-95
U.S. TREASURY SECURITIES
Held outright L ... . ... ..405,613 390,534 372,561 15,079 17,973
By remaining maturity
Bills
191 dayS - ovoee e ..106,063 101,564 98,129 4,499 3,435
92daystolyear...........coouiiiiiiiiiian. . 99,289 93,888 87,291 5,401 6,597
Notes and bonds
lyearorless......ooovviuiiiiiiiiiiannnnnn. .. 29,045 41,419 34,212 12,374 7,207
More than 1 year through 5 years............. 95,608 90,031 10,205 10,335 4,758
More than 5 years through 10 years........... 33,782 31,469 28,053 2,313 3,416
More than 10 years............cc.vvvvveennn. . 41,826 36,921 34,845 4,905 2,076
By type
Bills . ..205,353 195,451 185,420 9,902 10,031
NOtES .ot ..150,922 151,013 144,143 -91 6,870
Bonds...........coiiiii .. 49,339 44,069 42,998 5,270 1,071
Repurchase agreements........................ . 19,971 12,762 9,565 7,209 3,197
MSPs, foreign accounts, . 14,706 12,336 8,041 2,370 4,295
MSPs, inthe market.................c.ooviinn . 0 0 0 0 0
FEDERAL AGENCY SECURITIES
Held outright T ... ... .. 2,225 2,634 3,637 -409 -1,003
By remaining maturity
1year or eSS .. oo .. 1,223 1,241 1,737 -18 -496
More than 1 year through 5years................ . 520 841 1,387 -321 -546
More than 5 years through 10 years............. 457 527 488 =70 39
More than 10 years...........c.coovveinnnnnnen.n. . 25 25 25 0 0
By issuer
Federal Farm Credit Banks ...................... . 912 912 1,050 0 -138
Federal Home Loan Banks......................| . 115 230 796 115 -566
. 17 66 66 -49 0
Federal National Mortgage Associatian.......... 1,181 1,425 1,725 -244 280
Repurchase agreements........................ . 1,612 1,025 1,025 512 75

Note. Components may not sum to totals because of 1. Excludes the effects of temporary transactions—
rounding. repurchase agreements and matched sale—purchase agree-
ments (MSPs).
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5. Number and Annual Salaries of Officers and Employees of Federal Reserve Banks,
December 31, 1996

President Other officers Employees Total
Federal Reserve Number
Barél:a(:y;]lgg;ng Salary Num- Salaries Salaries | Num- Salaries
(dollars) ber (dollars) Full- Part- (dollars) ber (dollars)
time time
Boston.........| 187,300 60 6,385,550 1,060 163 46,899,060 1,284 53,471,910
New York ...... 239,900 216 27,541,815 3,715 86 168,490,246 4,018 196,271,961
Philadelphia. . ... 212,900 58 5,988,500 1,142 69 41,877,821 1,270 48,079,221
Cleveland....... 191,000 48 4,930,500 1,307 72 44,684,645 1,428 49,806,145
Richmond........ 188,300 77 7,218,400 1,880 166 64,373,601 2,124 71,780,301
Atlanta........., 201,825 76 7,292,355 2,142 45 70,652,995 2,264 78,147,175
Chicago........\ 212,200 96 9,690,300 2,067 59 82,345,034 2,223 92,247,534
St. Louis ........ 218,500 54 4,926,200 1,072 64 36,161,093 1,191 41,305,793
Minneapolis.. ... 200,300 48 4,904,250 1,122 115 41,435,496 1,286 46,540,046
Kansas City.. ... 186,800 54 5,201,700 1,527 90 52,267,893 1,672 57,656,393
Dallas.......... 188,100 57 5,637,400 1,402 43 50,584,238 1,503 56,309,738
San Francisco .. 265,900 87 9,922,200 2,266 100 97,824,927 2,454 108,013,027
Federal Reserve
Automation
Service..... A 24 2,633,200 490 6 25,659,004 520 28,292,204

Total .......... 2,493,025 955 102,172,370 21,192 1,078 823,256,053 23,237 927,921,448
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6. Income and Expenses of Federal Reserve Banks, 1996

Dollars
Item Total Boston New York Philadelphi# Cleveland
CURRENT INCOME
Loans............oooiii 10,855,101 169,855 935,475 224,228 143,085
U.S. Treasury and federal
agency securities. ....... | 23,883,718,256  1,328,674,303  9,207,282,770 944,101,600 1,381,391,105
Foreign currencies........... 442,816,416 18,896,077 118,021,601 21,090,551 29,047,617
Priced services............... 787,152,182 68,101,941 105,327,217 41,360,600 50,295,275
Other ... 39,761,493 576,197 29,467,510 1,401,162 480,092
Total ... .25,164,303,448 1,416,418,373  9,461,034,573  1,008,178,141  1,461,357,174
CURRENT EXPENSES
Salaries and other personnel
expenses. ............... 1,006,237,552 56,459,570 222,438,121 50,391,766 53,550,324
Retirement and other benefits | .. 275,931,941 16,636,188 60,622,434 13,698,530 14,888,487
Net periodic pension costs....| -139,543,043 37,961 -140,036,216 43,984 20,260
Fees...........oooviiiiii )l 31,753,785 1,835,046 4,857,577 490,508 1,999,164
Travel .............oooo 46,582,951 2,199,279 6,740,068 2,176,419 2,720,440
Software expenses........... 57,120,579 1,194,182 12,293,707 1,620,432 1,715,340
Postage and other shipping
(o101 - 77,894,743 37,277,676 6,243,477 1,452,609 2,112,996
Communications............. 10,422,139 496,413 2,210,764 438,003 737,434
Materials and supplies........ 59,935,472 3,300,843 11,236,321 3,536,052 3,511,575
Building expenses
Taxes on real estate ......... 26,377,402 3,938,107 2,372,936 1,661,625 1,761,763
Property depreciation........., 56,045,236 4,324,247 11,108,195 2,370,332 2,552,760
Utilities ...l 31,142,631 2,501,732 7,034,835 2,519,547 1,796,113
Rent ...........oooiiiii ]l 34,685,964 649,961 15,451,188 235,803 950,184
Other ... 28,899,672 710,151 7,415,742 1,331,057 543,605
Equipment
Purchases.................... X 7,923,447 344,187 1,370,179 371,480 236,008
Rentals. ...........cooiiin.d . 33,626,775 75,687 2,898,504 268,867 204,359
Depreciation. ................. . 135,798,828 4,028,526 18,772,134 4,976,336 4,671,434
Repairs and maintenance..... 79,279,701 4,181,153 12,569,765 3,085,572 3,993,813
Earnings-credit costs. ........ 308,815,188 22,298,335 57,722,661 26,490,515 13,693,294
Other ............oooviiii 50,811,422 3,107,799 11,265,662 1,453,270 3,298,036
Shared costs, nét............ 0 -1,393,774 11,229,265 11,985,034 14,202,201
Recoveries................... . -53,191,381  -9,384,887 -7,849,084 -2,870,308 -1,053,259
Expenses capitalizéd. . ... .... | -2,851,630 -279,886 -11,574 -248,610 -307,071
Total ..., . 2,163,699,376 154,538,495 337,956,661 127,478,823 127,799,260
Reimbursements. .| -215,838,443 -9,277,655 -45,178,441 -17,575,267  -23,081,004
Net expenses............ 1,947,860,932 145,260,840 292,778,220 109,903,556 104,718,256

For notes see end of table.
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6.—Continued
Richmond ‘ Atlanta ‘ Chicago ‘ St. Louis{ Minneap#lis Kansas (#:ity Dallaz% San Francisco
98,986 497,264 1,453,956 1,665,412 3,106,781 1,132,022 234,579 1,193,457
1,920,176,715 1,447,549,323 2,604,222,099 1,099,849,063 375,188,745 783,759,786 824,448,395 1,967,074,352
32,780,978 43,238,826 52,591,299 10,880,489 11,105,863 16,927,827 27,679,158 60,556,131
61,682,563 94,986,455 99,321,687 36,284,780 44,328,737 50,787,341 52,781,544 81,894,041
834,082 1,009,511 1,149,075 474,745 411,312 131,661 366,610 3,459,538
2,015,573,324 1,587,281,379 2,758,738,116 1,149,154,489 434,141,438 852,738,637 905,510,286 2,114,177,519
110,117,153 83,881,847 99,978,837 44,011,658 48,727,463 62,433,596 59,301,723 114,945,493
30,822,962 24,678,827 26,322,214 13,838,725 12,642,030 15,852,699 17,828,950 28,099,895
33,731 71,874 81,108 12,683 22,995 21,910 42,212 104,455
12,366,967 1,852,166 2,437,091 958,584 1,846,427 567,911 1,059,163 1,483,182
5,480,584 4,169,096 5,327,316 2,441,321 2,916,360 3,035,657 3,191,057 6,185,354
26,667,126 2,384,244 2,601,072 1,546,866 1,823,462 1,178,404 1,251,513 2,844,231
3,383,975 4,804,834 4,467,170 2,475,824 3,726,625 4,379,151 2,306,464 5,263,942
1,148,842 952,818 829,346 529,532 547,661 946,005 811,422 773,899
6,538,378 6,308,862 6,169,448 3,667,918 2,167,666 4,108,932 3,611,090 5,778,387
2,243,390 2,026,479 3,945,631 399,311 2,657,695 766,510 2,012,054 2,591,901
5,508,151 4,615,785 5,934,590 2,512,757 902,838 3,731,839 5,158,229 7,325,512
2,948,280 2,356,215 2,404,383 1,650,416 990,220 1,433,872 2,316,422 3,190,596
10,437,429 3,507,679 1,251,464 433,358 875,624 454,280 315,119 123,876
2,968,646 3,183,981 5,096,523 1,009,406 790,187 950,657 2,284,549 2,615,168
1,155,327 649,833 733,135 287,123 602,695 572,038 450,120 1,151,324
27,788,934 619,349 822,942 116,848 288,514 87,133 120,425 335,213
62,533,625 8,459,956 9,130,673 2,678,690 3,042,241 3,617,359 5,034,986 8,852,867
18,670,041 9,224,871 7,577,002 2,861,990 2,593,476 2,682,032 3,680,762 8,159,224
28,452,428 30,097,127 38,264,577 12,101,176 5,575,322 14,193,748 29,408,823 30,517,182
4,769,686 4,861,696 6,079,156 2,430,871 1,757,905 3,319,431 3,384,377 5,083,533
-146,742,179 16,918,488 24,550,070 12,551,571 10,344,011 19,061,475 15,320,978 11,972,859
-13,996,837 -3,050,351 -3,774,065 -1,251,069 -835,725 -641,514 -5,275,667 -3,208,615
-264,804 -467,926 -131,863 -126,062 -361,352 -476,346 -95,162 -80,973
203,031,835 212,107,750 250,097,821 107,139,497 103,644,337 142,276,779 153,519,610 224,108,507
-23,770,024 -12,103,535 -15,867,204 -9,132,559-16,164,191 -19,087,772 -6,605,375 -17,995,417
179,261,811 200,004,215 234,230,617 98,006,938 87,480,146 123,189,007 146,914,235 226,113,090
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6. Income and Expenses of Federal Reserve Banks, 1996— Continued

Dollars
Item Total Boston New York Philadelphi# Cleveland
PROFIT AND Loss
Current net income........... 23,216,442,516 1,271,157,533  9,168,256,354 898,274,585 1,356,638,917
Additions to and deductions
from (-) current net incomé
Profits on sales of U.S.
Treasury and federal
agency securities. ....... | 32,085,211 1,713,733 12,393,112 1,326,192 1,865,492
Other additions............... 120,935 13,452 29,675 13,075 20,969
Total additions....... 32,206,146 1,727,185 12,422,787 1,339,267 1,886,462
Losses on foreign exchange
transactions ............. -1,668,198,783 -71,851,579 -444,393,928 -79,991,068 -108,832,757
Other deductions. ............ -3,099,220 -3,701 -70,454 -2,872 -5,047
Total deductions.... ... -1,671,298,002 -71,855,280 -444,464,381 -79,993,940 -108,837,805
Net addition to or
deductions from <)
current net income........ -1,639,091,856 -70,128,095 -432,041,594 -78,654,673 -106,951,343
Cost of unreimbursed Treasur:
SEIVICeS .....ocvvvninn.l 37,624,539 1,737,950 3,832,199 2,567,250 1,656,301
Assessments by Board
Board expenditurés........... 162,642,400 6,850,400 43,327,900 7,726,800 10,590,300
Cost of currency.............. 402,517,040 26,277,921 139,553,061 16,286,645 23,617,286
Net income before payment to
US. Treasury............ 20,974,566,681 1,166,163,167 8,549,501,600 793,039,217  1,213,823,687
Dividends paid............... 255,884,343 10,270,121 65,359,812 12,379,866 16,242,448
Payments to U.S. Treasury
(interest on Federal
Reserve notes).......... 14,565,623,555 826,506,487  6,119,190,289 552,651,198 853,616,778
Statutory transfer. .. 5,517,716,032 328,055,909 2,370,171,099 145,005,453 310,237,212
Surplus transfer.............. -106,000,000 -4,565563  -28,237,496  -5,082,760 -6,915,406
Transferred to surplus......... 635,342,750 1,330,650 -5,219,600 83,002,700 33,727,250
Surplus, January 1........... 3,966,401,950 170,838,300 1,056,615,650 190,191,200 258,766,800
Surplus, December 31......., 4,495,744,700 167,603,387  1,023,158,554 268,111,140 285,578,644

Note. Components may not sum to totals because of 3. Includes expenses for labor and materials tempo-

rarily capitalized and charged to activities when the prod-
1. The effect of Financial Accounting Standardsucts are consumed.

Board’s Statement of Financial Accounting Standards 4. Includes reimbursement from the U.S. Treasury for

rounding.

No. 87,Employers’ Accounting for PensiolfSFAS 87).

uncut sheets of Federal Reserve notes, gains and losses on

The System Retirement Plan for employees is recordethe sale of Reserve Bank buildings, counterfeit currency
on behalf of the System on the books of the Federathat is not charged back to the depositing institution, and
Reserve Bank of New York. This resulted in a reductionstale Reseve Bank checks that are written off.

in expenses of $140,566,144 in 1996. The Retirement 5. For additional details, see the preceding chapter:
Benefits Equalization Plan is recorded by each Federdoard of Governors Financial Statements.

Reserve Bank.

2. Includes distribution of costs for projects performed
by one Bank for the benefit of one or more other Banks.
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Richmond ‘ Atlanta ‘ Chicago‘ St. Louis{ Minneap#lis Kansas (#:ity Dallaz% San Francisco

1,836,311,513 1,387,277,163 2,524,507,498 1,051,147,550 346,661,291 729,549,631 758,596,050 1,888,064,429

2,550,311 1,775,062 3,601,822 1,483,547 537,476 1,129,151 1,087,883 2,621,430
8,540 23,086 4,535 165 38 140 6,653 609
2,558,850 1,798,148 3,606,356 1,483,712 537,513 1,129,291 1,094,536 2,622,039
-122,606,494 -163,590,523 -198,815,916 -41,204,351-41,617,846 -63,832,062 -103,651,708 -227,810,550
-16,879  -1,675,175 -10,443 -2,800 -3,692 -614,123 -9,262 -684,771
-122,623,373 -165,265,698 -198,826,359 -41,207,151-41,621,538 -64,446,185 -103,660,970 -228,495,321

-120,064,523 -163,467,551 -195,220,003 -39,723,439-41,084,025 -63,316,894 -102,566,434 -225,873,283
4,260,915 3,790,153 3,790,785 2,129,229 3,518,067 2,624,738 2,200,845 5,516,107

11,850,200 16,120,200 19,530,400 4,060,700 4,038,400 6,370,200 10,054,000 22,122,900
35,049,171 31,308,982 41,922,553 18,498,878 6,013,202 12,315,411 15,631,347 36,042,583
1,665,086,705 1,172,590,278 2,264,043,757 986,735,304 292,007,597 644,922,388 628,143,424 1,598,509,556
17,981,905 24,885,584 30,568,828 6,430,939 6,122,245 10,052,800 15,007,452 40,582,344
1,168,388,993 786,280,315 1,587,279,932 693,121,299 215,945,494 457,250,081 453,449,062 851,943,628
452,209,508 325,321,528 581,873,097 270,789,367 62,303,308 154,613,858 149,169,760 367,965,934

-7,790,611 -10,394,802 -12,633,079 -2,618,190 -2,644,464 -4,055991 -6,586,194 -14,475,444
26,506,300 36,102,850 64,321,900 16,393,700 7,636,550 23,005,650 10,517,150 338,017,650

291,516,000 388,961,900 472,715,750 97,969,750 98,952,900 151,770,650 246,448,050 541,655,000
310,231,689 414,669,948 524,404,571 111,745,260 103,944,986 170,720,309 250,379,006 865,197,206
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7. Income and Expenses of Federal Reserve Banks, 1914-96

Dollars
Assessments by
Federal Reserve Bank Current Net Net agrdmons Board of Governors
and period income expenses | yoquctions 9 Board Costs
expenditures| of currency

All Banks
1914-15... ..o . 2,173,252 2,018,282 5,875 302,304
1916 .o 5,217,998 2,081,722 -193,001 192,277
1917 0o 16,128,339 4,921,932 -1,386,545 237,795
1918 . 67,584,417 10,576,892 3,908,574 382,641
1919 ... 102,380,583 18,744,815 -4,673,446 594,818
1920 . .o 181,296,711 27,548,505 -3,743,907 709,525
1921 .. 122,865,866 33,722,409 -6,314,796 741,436
1922 . 50,498,699 28,836,504 -4,441,914 722,545
1923 . 50,708,566 29,061,539 -8,233,107 702,634
1924 ..o 38,340,449 27,767,886 —6,191,143 663,240
1925 41,800,706 26,818,664 —4,823,477 709,499 L
1926, ..o 47,599,595 24,914,037 -3,637,668 721,724 1,714,421
1927, o 43,024,484 24,894,487 -2,456,792 779,116 1,844,840
1928 ... 64,052,860 25,401,233 -5,026,029 697,677 805,900
1929 . .. 70,955,496 25,810,067 —4,861,642 781,644 3,099,402
1930 0.t 36,424,044 25,357,611 -93,136 809,585 2,175,530
1931 .. 29,701,279 24,842,964 311,451 718,554 1,479,146
1932 i 50,018,817 24,456,755 -1,413,192 728,810 1,105,816
1933 . 49,487,318 25,917,847 -12,307,074 800,160 2,504,830
1934 48,902,813 26,843,653 —4,430,008 1,372,022 1,025,721
1935 e 42,751,959 28,694,965 -1,736,758 1,405,898 1,476,580
1936, .. 37,900,639 26,016,338 485,817 1,679,566 2,178,119
1937 .o 41,233,135 25,294,835 -1,631,274 1,748,380 1,757,399
1938 .. 36,261,428 25,556,949 2,232,134 1,724,924 1,629,735
1939 i 38,500,665 25,668,907 2,389,555 1,621,464 1,356,484
1940, ..o 43,537,805 25,950,946 11,487,697 1,704,011 1,510,520
R 41,380,095 28,535,547 720,636 1,839,541 2,588,062
1942 . i 52,662,704 32,051,226 1,568,208 1,746,326 4,826,492
1943 69,305,715 35,793,816 23,768,282 2,415,630 5,336,118
1944 .o 104,391,829 39,659,496 3,221,880 2,296,357 7,220,068
1945 ... 142,209,546 41,666,453 —-830,007 2,340,509 4,710,309
1946.. ... 150,385,033 50,493,246 —625,991 2,259,784 4,482,077
1947, .o 158,655,566 58,191,428 1,973,001 2,639,667 4,561,880
1948 .. 304,160,818 64,280,271 -34,317,947 3,243,670 5,186,247
1949 .. 316,536,930 67,930,860 -12,122,274 3,242,500 6,304,316
1950 . i s 275,838,994 69,822,227 36,294,117 3,433,700 7,315,844
1951 i 394,656,072 83,792,676 -2,127,889 4,095,497 7,580,913
1952 i 456,060,260 92,051,063 1,583,988 4,121,602 8,521,426
1953 . 513,037,237 98,493,153 -1,058,993 4,099,800 10,922,067
1954 . .. . 438,486,040 99,068,436 -133,641 4,174,600 6,489,895
1955 . . 412,487,931 101,158,921 —-265,456 4,194,100 4,707,002
] T 595,649,092 110,239,520 -23,436 5,339,800 5,603,176
1957 o 763,347,530 117,931,908 -7,140,914 7,507,900 6,374,195
1958 .. 742,068,150 125,831,215 124,175 5,917,200 5,973,240
1959 . . e 886,226,116 131,848,023 98,247,253 6,470,600 6,384,083
1960 ... i .1,103,385,257 139,893,564 13,874,702 6,533,700 7,455,011
1961 o e 941,648,170 148,253,719 3,481,628 6,265,100 6,755,756
1962 ... .1,048,508,335 161,451,206 -55,779 6,654,900 8,030,028
1963 ... .1,151,120,060 169,637,656 614,835 7,572,800 10,062,901
1964 ... .1,343,747,303 171,511,018 725,948 8,655,200 17,229,671
1965 ... .1,559,484,027 172,110,934 1,021,614 8,576,396 23,602,856
1966. . ... .1,908,499,896 178,212,045 996,230 9,021,600 20,167,481
1967 oo .2,190,403,752 190,561,166 2,093,876 10,769,596 18,790,084
1968 ... .2,764,445943 207,677,768 8,519,996 14,198,198 20,474,404
1969 ...t .3,373,360,559 237,827,579 -557,553 15,020,084 22,125,657

For notes see end of table.
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Payments to U.S. Treasury

Dividends Transferred Transferred

aid Statut Interest on to surplus to surplus

p N atutory Federal Reserve (section 13b) (section 7)

ransferd
notes

217,463
1,742,775 s L
6,804,186 1,134,234 1,134,234
5,540,684 L 48,334,341
5,011,832 2,703,894 70,651,778
5.654,018 60,724,742 82,916,014
6,119,673 59,974,466 15,993,086
6,307,035 10,850,605 -659,904
6,552,717 3,613,056 2,545,513
6,682,496 113,646 -3,077,962
6,915,958 59,300 2,473,808
7,329,169 818,150 8,464,426
7,754,539 249,591 5,044,119
8,458,463 2,584,659 21,078,899
9,583,911 4,283,231 22,535,597
10,268,598 17,308 -2,297,724
10,029,760 L -7,057,694
9,282,244 2,011,418 11,020,582
8,874,262 C L -916,855
8,781,661 s -60,323 6,510,071
8,504,974 297,667 27,695 607,422
7,829,581 227,448 102,880 352,524
7,940,966 176,625 67,304 2,616,352
8,019,137 119,524 -419,140 1,862,433
8,110,462 24,579 -425,653 4,533,977
8,214,971 82,152 —54,456 17,617,358
8,429,936 141,465 -4,333 570,513
8,669,076 197,672 49,602 3,554,101
8,911,342 244,726 135,003 40,327,237
9,500,126 326,717 201,150 48,409,795
10,182,851 247,659 262,133 81,969,625
10,962,160 67,054 R 27,708 81,467,013
11,523,047 35,605 75,283,818 86,772 8,366,350
11,919,809 L 166,690,356 L 18,522,518
12,329,373 193,145,837 21,461,770
13,082,992 196,628,858 21,849,490
13,864,750 254,873,588 28,320,759
14,681,788 291,934,634 46,333,735
15,558,377 342,567,985 40,336,862
16,442,236 276,289,457 35,887,775
17,711,937 251,740,721 32,709,794
18,904,897 401,555,581 53,982,682
20,080,527 542,708,405 61,603,682
21,197,452 524,058,650 59,214,569
22,721,687 910,649,768 -93,600,791
23,948,225 896,816,359 42,613,100
25,569,541 687,393,382 70,892,300
27,412,241 799,365,981 45,538,200
28,912,019 879,685,219 55,864,300
30,781,548 1,582,118,614 -465,822,800
32,351,602 1,296,810,053 27,053,800
33,696,336 1,649,455,164 18,943,500
35,027,312 1,907,498,270 29,851,200
36,959,336 2,463,628,983 30,027,250
39,236,599 3,019,160,638 39,432,450
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7. Income and Expenses of Federal Reserve Banks, 1914—-96— Continued

Dollars
Assessments by
Federal Reserve Bank Current Net Net agrdmons Board of Governors
and period income expenses | o4 ctions ot Board Costs
expenditures | of currency
19700 .o 3,877,218,444 276,571,876 11,441,829 21,227,800 23,573,710
1971 .o 3,723,369,921 319,608,270 94,266,075 32,634,002 24,942,528
1972 ..o 3,792,334,523 347,917,112 -49,615,790 35,234,499 31,454,740
1973 . 5,016,769,328 416,879,377 -80,653,488 44,411,700 33,826,299
1974 oo 6,280,090,965 476,234,586 -78,487,237 41,116,600 30,190,288
1975 .. s 6,257,936,784 514,358,633 -202,369,615 33,577,201 37,130,081
19760, .o 6,623,220,383 558,128,811 7,310,500 41,827,700 48,819,453
1977 oo 6,891,317,498 568,851,419 -177,033,463 47,366,100 55,008,163
1978 . i 8,455,309,401 592,557,841 -633,123,486 53,321,700 60,059,365
1979 .o 10,310,148,406 625,168,261 -151,148,220 50,529,700 68,391,270
1980 .. . 12,802,319,335 718,032,836 -115,385,855 62,230,800 73,124,423
198L ... 15,508,349,653 814,190,392 -372,879,185 63,162,700 82,924,013
1982 ..o 16,517,385,129 926,033,957 -68,833,150 61,813,400 98,441,027
1983 .. i 16,068,362,117  1,023,678,474 -400,365,922 71,551,000 152,135,488
1984 ... .. . 18,068,820,742 1,102,444,454 -412,943,156 82,115,700 162,606,410
1985 .. 18,131,982,786 1,127,744,490  1,301,624,294 77,377,700 173,738,745
1986 ... 17,464,528,361 1,156,867,714  1,975,893,356 97,337,500 180,779,673
1987 i . 17,633,011,623  1,146,910,699 1,796,593,917 81,869,800 170,674,979
1988 ..o 19,526,431,297 1,205,960,134 -516,910,320 84,410,500 164,244,653
1989 .. . 22,249,275,725  1,332,160,712  1,254,613,365 89,579,700 175,043,736
1990 . .. . 23,476,603,651  1,349,725,812 2,099,328,472 103,752,200 193,006,998
1991 .. . 22,553,001,815  1,429,322,157 405,729,320 109,631,000 261,316,379
1992 .. . 20,235,027,938  1,474,530,523 -987,787,687 128,955,300 295,400,692
1993 .. 18,914,250,574 1,657,799,914 -230,267,919 140,465,600 355,947,291
1994 ... . 20,910,742,377 1,795,328,343  2,363,862,097 146,866,100 368,187,068
1995 ... 25,395,148,359 1,818,416,193 857,787,845 161,347,900 370,202,935
1996 ... 25,164,303,448 1,947,860,932-1,676,716,395 162,642,400 402,517,040

Total, 1914-96...........
Aggregate for each Bank,
1914-96

Philadelphia..............
Cleveland

Minneapolis
Kansas City
Dallas
San Francisco.

417,408,838,469

22,414,593,032
.134,171,636,114
16,115,422,370
27,027,211,371
33,033,422,980
18,683,112,041
55,939,695,781
14,325,900,930

7,770,380,589
16,790,020,529
21,389,825,744
49,747,616,989

.417,408,838,469

30,546,980,808

2,030,182,865

6,085,772,300 2,314,254,908 4,389,133,107

187,976,722

5,365,393,484 1,811,445,415

1,687,961,908
1,918,000,632
2,610,753,951
2,814,165,967
3,946,149,380
1,544,659,281
1,427,947,359
1,957,825,838
1,909,602,182
3,334,337,961

30,546,980,808

205,658,739
300,307,613
351,633,057
538,236,305
739,777,471
117,815,766
155,356,159
208,702,935
509,794,465
959,067,653

6,085,772,300

85,524,286 259,235,953
618,126,986 1,367,423,806
106,218,018 178,533,574
162,215,990 272,544,152
137,625,176 385,287,134
193,757,060 242,024,665
304,762,572 557,191,544
65,227,172 167,905,719
66,103,815 79,181,368
94,021,509 180,437,076
156,962,073 217,674,139
323,710,251 481,693,977

2,314,254,908

4,389,133,107

Note. Components may not sum to totals because oés statutorily required (1996); and was increased by trans-

fer of $11,131,013 from reserves for contingencies
1. For 1987 and subsequent years, includes the cost ¢£955), leaving a balance of $4,495,744,698 on Decem-

services provided to the Treasury by Federal Reservber 31, 1996.

rounding.

Banks for which reimbursement was not received.

2. The $4,730,416,899 transferred to surplus wasem Retirement Plan. See note 1, table 6.
reduced by direct charges of $500,000 for charge-off 4. Represents transfers made as a franchise tax from
on Bank premises (1927), $139,299,557 for contributiond917 to 1932; transfers made under section 13b of the
to capital of the Federal Deposit Insurance CorporatiorFederal Reserve Act from 1935 to 1947; and transfers
(1934), $3,657 net upon elimination of section 13b surmade under section 7 of the Federal Reserve Act for
plus (1958), and $106,000,000 transferred to the Treasur}996.

3. Reduced $776,102,763 million related to the Sys-
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7.—Continued

Payments to U.S. Treasury

. Transferred Transferred
D'V'g?dnds Interest on to surplus to surplus
P Statutory Federal Reserve (section 13b) (section 7)
transfers notes
41,136,551 3,493,570,636 32,579,700
43,488,074 3,356,559,873 40,403,250
46,183,719 3,231,267,663 50,661,000
49,139,682 4,340,680,482 51,178,300
52,579,643 5,549,999,411 51,483,200
54,609,555 5,382,064,098 33,827,600
57,351,487 5,870,463,382 53,940,050
60,182,278 5,937,148,425 45,727,650
63,280,312 7,005,779,497 47,268,200
67,193,615 9,278,576,140 69,141,200
70,354,516 11,706,369,955 56,820,950
74,573,806 14,023,722,907 76,896,650
79,352,304 15,204,590,947 78,320,350
85,151,835 14,228,816,297 106,663,100
92,620,451 16,054,094,674 161,995,900
103,028,905 17,796,464,292 155,252,950
109,587,968 17,803,894,710 91,954,150
117,499,115 17,738,879,542 173,771,400
125,616,018 17,364,318,571 64,971,100
129,885,339 21,646,417,306 130,802,300
140,757,879 23,608,397,730 180,291,500
152,553,160 20,777,552,290 228,356,150
171,762,924 16,774,476,500 402,114,350
195,422,234 15,986,764,712 347,582,900
212,090,446 20,470,010,815 282,121,700
230,527,278 L 23,389,366,647 283,075,250
255,884,343 5,517,716,032 14,565,623,555 635,342,750
3,648,914,095 5,669,043,225 372,195,871,378 -3,657 4,730,416,899
145,739,134 335,448,147 19,564,040,184 135,411 182,263,775
994,043,947 2,438,546,477 124,111,327,621 -433,412 1,088,652,621
180,644,268 151,286,760 13,728,621,798 290,66 287,524,122
267,503,570 315,162,589 24,086,374,111 -9,906 305,727,843
210,908,799 458,582,190 29,258,068,063 -71,517 323,902,108
290,271,992 334,351,353 14,916,440,658 5,491 430,331,290
475,290,267 607,337,668 50,236,363,729 11,682 552,366,404
104,921,102 273,552,460 12,167,994,403 -26,515 119,483,078
100,731,338 67,561,823 6,073,679,505 64,874 110,466,663
146,394,749 161,617,171 14,279,519,545 -8,674 178,916,250
235,741,109 149,831,892 18,968,510,799 55,337 261,242,678
496,723,819 375,764,696 44,804,930,959 -17,089 889,540,067
3,648,914,095 5,669,043,225 372,195,871,378 -3,657 4,730,416,899
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8. Acquisition Costs and Net Book Value of Premises of Federal Reserve Banks
and Branches, December 31, 1996

Dollars
Acquisition costs
Federal Reserve Net Other
Bank or Buildings | Building ma- book real
Branch Land (including | chinery and Total? value estaté
vaults)t equipment
BOSTON............. 22,073,501 95,224,464 7,393,282 124,691,246 94,550,556
NEW YORK.......... 20,330,426 122,029,100 48,319,639 190,679,165 145,563,196
Buffalo ............... 887,844 3,807,652 2,886,511 7,582,008 4,809,426
PHILADELPHIA ...... 2,251,556 59,430,181 6,635,069 68,316,805 49,746,796
CLEVELAND ........, 2,298,644 81,855,115 7,000,010 91,153,769 82,114,215
Cincinnati............ 2,246,599 15,185,611 8,385,938 25,818,147 12,116,195
Pittsburgh............ 1,658,376 10,570,100 5,945,626 18,174,102 13,712,888
RICHMOND.......... 6,111,681 61,613,424 18,820,236 86,545,340 70,815,818 5,708,457
Baltimore............. 6,476,335 27,100,992 4,568,965 38,146,293 27,697,064 A
Charlotte ............. 3,129,645 27,402,251 4,737,485 35,269,381 29,517,951
ATLANTA ............ 25,407,225 11,500,082 4,094,354 41,001,661 34,036,441 4,346,050
Birmingham.......... 2,116,535 1,885,999 1,749,485 5,752,019 3,441,437 L
Jacksonville.......... 1,732,270 17,104,571 2,851,236 21,688,077 17,679,620 48,365
Miami................ 3,810,291 12,929,718 2,728,485 19,468,493 13,921,990 L
Nashville............. 603,199 2,153,118 2,385,502 5,141,819 2,624,172
New Orleans......... 3,497,233 5,535,272 2,826,816 11,859,322 8,167,263
CHICAGO............ 5,033,326 116,667,902 13,887,161 135,588,390 101,468,479
Detroit. . ........c..ov.. 797,734 5,443,037 3,593,208 9,833,979 8,527,778
ST.LOUIS........... 700,378 18,554,937 5,298,206 24,553,521 17,843,826
Little Rock............ 1,148,492 3,085,929 1,110,099 5,344,519 4,234,004
Louisville............. 700,075 3,308,312 1,131,238 5,139,624 3,630,568
Memphis............. 1,135,623 4,334,482 2,538,967 8,009,072 5,111,680
MINNEAPOLIS. ....... 8,876,249 103,395,475 7,753,083 120,024,808 100,267,078
Helena............... 1,954,514 9,278,687 526,787 11,759,987 10,496,799
KANSAS CITY 2,048,446 17,690,589 8,227,232 27,966,267 19,636,087
Denver 3,187,962 5,777,563 3,311,080 12,276,605 8,247,316
Oklahoma City 646,386 10,627,823 2,880,901 14,155,109 12,202,209
Omaha 6,534,583 10,987,009 1,401,083 18,922,675 15,719,619
DALLAS ............. 28,512,492 103,908,815 18,570,460 150,991,767 137,763,658
ElPaso.............. . 262,477 2,737,583 902,921 3,902,982 3,360,141
Houston.............. 2,205,500 5,025,337 1,318,755 8,549,592 7,109,258
San Antonio........... 482,284 5,019,470 2,649,439 8,151,194 6,353,620
SAN FRANCISCOQ.....| 15,599,928 70,371,626 18,273,912 104,245,466 77,998,128
Los Angeles.......... 3,891,887 51,907,298 9,168,091 64,967,276 51,962,990
Portland........ e 2,733,212 9,085,898 2,453,483 14,272,593 12,419,951
Salt Lake City... 494,556 7,002,496 2,357,975 9,855,028 8,143,018
Seattle ............... 324,772 9,192,083 2,771,774 12,288,629 9,890,153
Total ................. . 191,902,236 1,128,729,998 241,454,495 1,562,086,729 1,232,901,388 10,102,871

Note. Components may not sum to totals because of 2. Excludes charge-offs of $17,698,968 before 1952.

3. Covers acquisitions for banking-house purposes and
1. Includes expenditures for construction at someBank premises formerly occupied and being held pending

offices, pending allocation to appropriate accounts.

rounding.

sale.
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9. Operations in Principal Departments of Federal Reserve Banks, 1993-96

Operation 1996 1995 1994 1993

Millions of pieces (except as noted)
Loans (thousands) ...............covvvvnnn. 6 6 8 6
Currency received and counted.............. 23,436 22,594 20,166 20,768
Currency verified and destroyed ............. 8,686 8,911 7,244 7,376
Coin received and counted...................|. 8,654 7,578 6,950 7,690
Checks handled

U.S. government checks...................|. 436 460 470 480

Postal money orders...................... [ 206 203 200 192

Allother ... ... i 15,487 15,465 16,479 19,009
Government securities transférs............. 13 13 13 12
Transferof funds................ ... 83 76 72 70
Automated clearinghouse transactions

commercial ... 2,372 2,046 1,737 1,486

GOVernMENt . ......ovvieiiiiiiiiieens 625 599 574 555
Food stamps redeemed. ....................}| 3,637 3,954 4,229 4,198
Millions of dollars
Loans.......c.ooviii i 25,350 22,854 22,853 20,760
Currency received and counted 375,399 345,318 277,685 290,989
Currency verified and destroyed ............. 148,394 113,828 76,620 79,599
Coin received and counted. ..................|. 1,175 1,112 1,045 1,143
Checks handled

U.S. government checks...................| 462,647 490,299 504,479 534,236

Postal money orders. .................oou . 25,831 24,835 23,764 22,207

Allother ... . 11,584,276 11,567,820 12,079,107 14,066,518
Government securities transférs . ............ 160,637,460 149,764,431 144,702,226 146,220,304
Transfer of funds......................oo.... . 249,140,021 222,954,083 211,201,540 207,629,814
Automated clearinghouse transactions

Commercial ... 8,287,711 7,817,323 7,094,246 6,454,742

GOVEINMENL . ..ot 1,250,472 1,117,452 948,984 885,011
Food stamps redeemed. ..................... 18,669 20,862 21,867 21,661

1. Beginning with the 199Annual Report,;Govern-

ment securities transfers” replaced the previous timehave occurred over the reported years.
series that included “Issues, redemptions, and exchanges2. The volume and value of commercial automated

of U.S. Treasury and federal agency securities.” Thisclearinghouse transactions were adjusted for earlier years
change was made to enable consistent time series repoto- correct a reporting error.

ing for the fiscal area, where complex definitional changes



304 83rd Annual Report, 1996

10. Federal Reserve Bank Interest Rates on Loans to Depository Institutions,
December 31, 1996

Extended credit
Adjustment Seasonal
Reserve Bank credit! credit? First thirty days | After thirty days
of borrowing of borrowing
All Federal Reserve Banks..... 5.00 5.35 5.00 5.85

1. Adjustment credit is available on a short-term basis 3. Extended creditis available to depository institutions,
to help depository institutions meet temporary needs foif similar assistance is not reasonably available from other
funds that cannot be met through reasonable alternativeources, when exceptional circumstances or practices
sources. As of May 20, 1986, the highest rate establisheithvolve only a particular institution or when an institution
for loans to depository institutions may be charged oris experiencing difficulties adjusting to changing market
adjustment credit loans of unusual size that result from @onditions over a longer period of time. See section
major operating problem at the borrower’s facility. 201.3(c) of Regulation A.

2. Seasonal credit is available to help smaller deposi- Extended-credit loans outstanding more than thirty
tory institutions meet regular, seasonal needs for funddays ordinarily will be charged a flexible rate somewhat
that cannot be met through special industry lenders andbove rates on market sources of funds; however, the rate
that arise from a combination of expected patterns ofvill always be at least 50 basis points above the discount
movement in their deposits and loans. The discount rateate applicable to adjustment credit. The flexible rate is
on seasonal credit takes into account rates on markeeestablished on the first business day of each two-week
sources of funds and ordinarily is reestablished on theeserve maintenance period. At the discretion of the Fed-
first business day of each two-week reserve maintenanaral Reserve Bank, the flexible rate may be charged on
period; however, it is never lower than the discount rateextended-credit loans that are outstanding less than thirty
applicable to adjustment credit. See section 201.3(b) oflays.

Regulation A.
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11. Reserve Requirements of Depository Institutions, December 31, 1996

Requirements
Type of deposit
Percentage of deposits Effective date

Net transaction accounts

$0 million-$49.3 millior? 3 1-2-97

More than $49.3 millios 10 1-2-97
Nonpersonal time deposts. ................cooovennn . 0 12-27-90
Eurocurrency liabilitie8 ..................... . ... . 0 12-27-90

NotE. Required reserves must be held in the form ofliabilities subject to a zero percent reserve requirement
deposits with Federal Reserve Banks or vault cash. Noreach year for the succeeding calendar year by 80 percent
member institutions may maintain reserve balances with af the percentage increase in the total reservable liabilities
Federal Reserve Bank indirectly, on a pass-through basisf all depository institutions, measured on an annual basis
with certain approved institutions. For previous reserveas of June 30. No corresponding adjustment is made in
requirements, see earlier editions of thenual Reporbr  the event of a decrease. The exemption applies only to
the Federal Reserve Bulletirdnder the Monetary Con- accounts that would be subject & 3 percent reserve
trol Act of 1980, depository institutions include commer- requirement. Effective with the reserve maintenance
cial banks, mutual savings banks, savings and loan assperiod beginning January 2, 1997, for depository institu-
ciations, credit unions, agencies and branches of foreigtions that report weekly, and with the period beginning
banks, and Edge Act corporations. January 16, 1997, for institutions that report quarterly, the

1. Transaction accounts include all deposits againstxemption was raised from $4.3 million to $4.4 million.
which the account holder is permitted to make withdraw- 3. The reserve requirement was reduced from 12 per-
als by negotiable or transferable instruments, paymentent to 10 percent on April 2, 1992, for institutions that
orders of withdrawal, or telephone or preauthorized transreport weekly, and on April 16, 1992, for institutions that
fers for the purpose of making payments to third personseport quarterly.
or others. However, accounts subject to the rules that 4. For institutions that report weekly, the reserve re-
permit no more than six preauthorized, automatic, oquirement on nonpersonal time deposits with an original
other transfers per month (of which no more than threenaturity of less than % years was reduced from 3 per-
may be by check, draft, debit card, or similar ordercent to %> percent for the maintenance period that began
payable directly to third parties) are savings deposits, ndbecember 13, 1990, and to zero for the maintenance
transaction accounts. period that began December 27, 1990. For institutions

2. The Monetary Control Act of 1980 requires that thethat report quarterly, the reserve requirement on nonper-
amount of transaction accounts against which the 3 peisonal time deposits with an original maturity of less than
cent reserve requirement applies be modified annually b§¥> years was reduced from 3 percent to zero on Jan-
80 percent of the percentage change in transactionary 17, 1991.
accounts held by all depository institutions, determined as The reserve requirement on nonpersonal time deposits
of June 30 each year. Effective with the reserve maintewith an original maturity of ¥> years or more has been
nance period beginning January 2, 1997, for depositorygero since October 6, 1983.
institutions that report weekly, and with the period begin- 5. The reserve requirement on Euroccurency liabilities
ning January 16, 1997, for institutions that report quarwas reduced from 3 percent to zero in the same manner
terly, the amount was decreased from $52.0 million toand on the same dates as the reserve requirement on
$49.3 million. nonpersonal time deposits with an original maturity of

Under the Garn-St Germain Depository Institutionsless than ¥- years (see note 4).

Act of 1982, the Board adjusts the amount of reservable
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12. Initial Margin Requirements under Regulations T, U, G, and X

Percent of market value
" Margin Convertible Short sales,
Effective date stocks bonds T only?
1934, 0Ct. L. 25-45 .. ..
1936, Feb. 1. 25-55 .. ..
APE Lo . 55
1937, NoVv. 1. 40 L 50
1945, Feb. 5. oo 50 L 50
July 5. 75 L 75
1946,Jan. 21.......oooiiiiiiii b 100 s 100
1947, Feb. 21........oooiiiii 75 o 75
1949, Mar. 3. .. 50 L 50
1951, 0an. 17. ..o 75 R 75
1953, Feb. 20. ... ..ot 50 o 50
1955,Jan. 4 ... 60 L 60
Apr. 23 . 70 R 70
1958,Jan. 16......ovviiii 50 L 50
AUG. 5o 70 . 70
OCt. 16......ovviiiiiiiiiiiiieaan ) 90 L 90
1960, July 28 ... ..oiii 70 L 70
1962, July 1Q ... ..o 50 L 50
1963, NOV. 6. coviviiiiiiiiaee 70 L 70
1968, Mar. 11........c.ovviiiiiiiiann 70 50 70
June 8. .. 80 60 80
1970, May B ..o 65 50 65
1971, D€C. 6. vvie i 55 50 55
1972, NOV. 24. ..o 65 50 65
1974,J0an. 3 ... 50 50 50

NotE. These regulations, adopted by the Board ofrequired for writing options on securities, setting it at
Governors pursuant to the Securities Exchange Act 0B0 percent of the current market value of the stock
1934, limit the amount of credit to purchase and carryunderlying the option. On September 30, 1985, the Board
“margin securities” (as defined in the regulations) whenchanged the required margin on individual stock options,
such value is collateralized by securities. Margin requireallowing it to be the same as the option maintenance
ments on securities are the difference between the marketargin required by the appropriate exchange or self-
value (100 percent) and the maximum loan value ofregulatory organization; such maintenance margin rules
collateral as prescribed by the Board. Regulation T wasnust be approved by the Securities and Exchange
adopted effective October 15, 1934; Regulation U, effecCommission.

tive May 1, 1936; Regulation G, effective March 11,

1968; and Regulation X, effective November 1, 1971.

On January 1, 1977, the Board of Governors for thethe brokers and dealers.
first time established in Regulation T the initial margin

1. From October 1, 1934, to October 31, 1937, the
requirement was the margin “customarily required” by
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13. Principal Assets and Liabilities and Number of Insured Commercial Banks
in the United States, by Class of Bank, June 30, 1996 and 1995

Millions of dollars, except as noted

Member banks N b
Item Total ogg‘fg er
Total ‘ National ‘ State
1996
ASSETS
Loans and investments................. . 3,211,239 2,384,136 1,836,658 547,478 827,103
Gross loans . 2,401,121 1,811,560 1,437,274 374,287 589,561
Net loans .. . 2,397,057 1,809,279 1,435,469 373,810 587,778
Investments . 810,117 572,576 399,384 173,191 237,542
U.S. Treasury and federal agency
securities 310,423 193,631 136,587 57,044 116,791
Other................ 499,695 378,944 262,797 116,147 120,750
Cash assets, total 209,017 166,724 131,481 35,243 42,294
LIABILITIES

Deposits, total. ...t . 2,601,607 1,905,957 1,486,568 419,389 695,650

Interbank ... . 671 35,069 26,976 ,093 ,602
Other transaction.................... . 724,824 543,799 423,598 120,201 181,024
Other nontransaction................ . 2,038,896 1,456,829 1,136,788 320,044 582,066
Equity capital ......................... . 365,328 275,227 207,627 67,601 90,101

Number of banks. .....................| . 9,653 3,776 2,755 1,021 5,877

1995
ASSETS
Loans and investments................. . 3,057,022 2,227,141 1,667,536 559,605 829,881
Grossloans. ... . 2,249,343 1,663,974 1,276,481 387,493 585,369
Netloans............ocovviinn, . 2,224,639 1,661,360 1,274,454 386,905 583,279
Investments. ...................ooat . 807,679 563,167 391,055 172,112 244,513
U.S. Treasury and federal agency

securities 328,556 207,122 151,811 55,311 121,433
ther................ 479,124 356,044 239,244 116,801 123,079

Cash assets, total 198,843 157,221 117,556 39,664 41,622

LIABILITIES

Deposits, total . 2,465,251 1,758,543 1,328,485 430,058 706,708
Interbank ............. ...l . 38,710 31,468 21,999 9,470 7,242
Other transaction.................... . 773,794 574,908 428,781 146,127 198,886
Other nontransaction ................ . 1,930,233 1,344,046 1,024,899 319,147 586,187
Equity capital ...l . 335,432 246,282 180,887 65,394 89,150

Number of banks. .....................| . 10,143 3,929 2,937 992 6,214

Note. Components may not sum to totals because of rounding.
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14. Reserves of Depository Institutions, Federal Reserve Bank Credit, and Related Items—
Year-End 1918-96, and Month-End 1996

Millions of dollars

Factors supplying reserve funds
Federal Reserve Bank credit outstanding
Spe-
U.S. Treasury and cial | Trea-
. federal agency securities draw- | sury
Period Gold ing cur-
Held Al Fog‘erl stoock“ rights | rency
under | Loans| Float | &, | LECET8] Total certif- | out-
Total | Bought | repur- assetd icate | stand-
outright | chase ac- | ing®
agree- count
ment
1918.... 239 239 0 1,766 199 294 0 2,498 2,873 R 1,795
1919.... 300 300 0 2,215 201 575 0 3,292 2,707 L 1,707
1920..... 287 287 0 2,687 119 262 0 3355 2639 ... 1,709
1921.... 234 234 0 1,144 40 146 0 1563 3,373 ... 1,842
1922..... 436 436 0 618 78 273 0 1,405 3,642 1,958
1923.... 134 80 54 723 27 355 0 1,238 3,957 2,009
1924..... 540 536 4 320 52 390 0 1,302 4,212 2,025
1925..... 375 367 8 643 63 378 0 1,459 4,112 1,977
1926..... 315 312 3 637 45 384 0 1,381 4,205 1,991
1927..... 617 560 57 582 63 393 0 1,655 4,092 2,006
1928.... 228 197 31 1,056 24 500 0 1,809 3854 ... 2012
1929.... 511 488 23 632 34 405 0 1583 3997 ... 2022
1930..... 739 686 43 251 21 372 0 1373 4306 ... 2027
1931.... 817 775 42 638 20 378 0 1,853 4,173 R 2,035
1932....| 1,855 1,851 4 235 14 41 0 2,145 4,226 o 2,204
1933....| 2,437 2,435 2 98 15 137 0 2,688 4,036 . 2,303
1934.....| 2,430 2,430 0 7 5 21 0 2,463 8,238 - 2,511
1935.....| 2,431 2,430 1 5 12 38 0 2,486 10,125 R 2,476
1936..... 2,430 2,430 0 3 39 28 0 2,500 11,258 ... 2,532
1937.....| 2,564 2,564 0 10 19 19 0 2,612 12,760 ... 2,637
1938....| 2,564 2,564 0 4 17 16 0 2,601 14512 ... 2,798
1939....| 2,484 2,484 0 7 91 11 0 2,593 17,644 ... 2,963
1940.....| 2,184 2,184 0 3 80 8 0 2,274 21,995 e 3,087
1941....| 2,254 2,254 0 3 94 10 0 2,361 22,737 R 3,247
1942 ....| 6,189 6,189 0 6 471 14 0 6,679 22,726 L 3,648
1943....| 11,543 11,543 0 5 681 10 0 12,239 21,938 L 4,094
1944.....| 18,846 18,846 0 80 815 4 0 19,745 20619 ... 4,131
1945.....| 24,252 24,252 0 249 578 2 0 15,091 20,065 ... 4,339
1946.....[ 23,350 23,350 0 163 580 1 0 24,093 20529 ... 4562
1947.....| 22,559 22,559 0 85 535 1 0 23,181 22,754 o 4,562
1948 ....| 23,333 23,333 0 223 541 1 0 24,097 24,244 R 4,589
1949.....| 18,885 18,885 0 78 534 2 0 19,499 24,427 o 4,598
1950....| 20,778 20,725 53 67 1,368 3 0 22,216 22,706 R 4,636
1951....) 23,801 23,605 196 19 1,184 5 0 25,009 22,695 ... 4,709
1952....| 24,697 24,034 663 156 967 4 0 25,825 23,187 ... 4812
1953....[ 25,916 25,318 598 28 935 2 0 26,880 22,030 ... 4,894
1954.....[ 24,932 24,888 44 143 808 1 0 25,885 21,713 ... 4,985
1955.....| 24,785 24,391 394 108 1,585 29 0 26,507 21,690 o 5,008
1956.....| 24,915 24,610 305 50 1,665 70 0 26,699 21,949 . 5,066
1957.....| 24,238 23,719 519 55 1,424 66 0 25,784 22,781 . 5,146
1958....| 26,347 26,252 95 64 1,296 49 0 27,755 20,534 L 5,234
1959....| 26,648 26,607 41 458 1,590 75 0 28,771 19,456 R 5,311
1960.....| 27,384 26,984 400 33 1,847 74 0 29,338 17,767 ... 5398
1961.... 28,881 30,478 159 130 2,300 51 0 31,362 16,889 ... 5585
1962....) 30,820 28,722 342 38 2,903 110 0 33,871 15978 ... 5567
1963....[ 33,593 33,582 11 63 2,600 162 0 36,418 15513 ... 5578
1964.....| 37,044 36,506 538 186 2,606 94 0 39,930 15,388 o 5,405

For notes see end of table.
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Factors absorbing reserve funds

Deposits, other
than reserves, with Mt?g;k‘)a?\r/e%ank

c Federal Reserve Banks Other

rerL:{:y Trea- Other Ei(reed Federal

in sury Federal ?:Iear— Reserve

h cash Reservel ~: lia- ;

¢ | nold- ac- g | pijities | With | Cur-

cula- ingss | Trea- | For- | oo | counts bal- and | Federal rency Re- Ex-

tion 9 sury eign ances | .. iap |R€serve and quired® | ces$

P Banks | coin®

4,951 288 51 96 25 118 0 0 1,636 0 1,585 51
5,091 385 51 73 28 208 0 0 1,890 0 1,822 68
5,325 218 57 5 18 298 0 0 1,781 0 0 0
4,403 214 96 12 15 285 0 0 1,753 0 1,654 99
4,530 225 11 3 26 276 0 0 1,934 0 0 0
4,757 213 38 4 19 275 0 0 1,898 0 1,884 14
4,760 211 51 19 20 258 0 0 2,220 0 2,161 59
4,817 203 16 8 21 272 0 0 2,212 0 2,256 -44
4,808 201 17 46 19 293 0 0 2,194 0 2.250 -56
4,716 208 18 5 21 301 0 0 2,487 0 2,424 63
4,686 202 23 6 21 348 0 0 2,389 0 2,430 -41
4,578 216 29 6 24 393 0 0 2,355 0 2,428 -73
4,603 211 19 6 22 375 0 0 2,471 0 2,375 96
5,360 222 54 79 31 354 0 0 1,961 0 1,994 -33
5,388 272 8 19 24 355 0 0 2,509 0 1,933 576
5,519 284 3 4 128 360 0 0 2,729 0 1,870 859
5,536 3,029 121 20 169 241 0 0 4,096 0 2,282 1,814
5,882 2,566 544 29 226 253 0 0 5,587 0 2,743 2,844
6,543 2,376 244 99 160 261 0 0 6,606 0 4,622 1,984
6,550 3,619 142 172 235 263 0 0 7,027 0 5815 1,212
6,856 2,706 923 199 242 260 0 0 8,724 0 5,519 3,205
7,598 2,409 634 397 256 251 0 0 11,653 0 6,444 5,209
8,732 2,213 368 1,133 599 284 0 0 4,026 0 7,411 6,615
11,160 2,215 867 774 586 291 0 0 12,450 0 9,365 3,085
15,410 2,193 799 793 485 256 0 0 13,117 0 11,129 1,988
20,499 2,303 579 1,360 356 339 0 0 12,886 0 11,650 1,236
25,307 2,375 440 1,204 394 402 0 0 14,373 0 12,748 1,625
28,515 2,287 977 862 446 495 0 0 15,915 0 14,457 1,458
28,952 2,272 393 508 314 607 0 0 16,139 0 15577 562
28,868 1,336 870 392 569 563 0 0 17,899 0 16,400 1,499
28,224 1,325 1,123 642 547 590 0 0 20,479 0 19,277 1,202
27,600 1,312 821 767 750 106 0 0 16,568 0 15550 1,018
27,741 1,293 668 895 565 714 0 0 17,681 0 16,509 1,172
29,206 1,270 247 526 363 746 0 0 20,056 0 19,667 389
30,433 1,270 389 550 455 777 0 0 19,950 0 20,520-570
30,781 761 346 423 493 839 0 0 20,160 0 19,397 763
30,509 796 563 490 441 907 0 0 18,876 0 18,618 258
31,158 767 394 402 554 925 0 0 19,005 0 18,903 102
31,790 775 441 322 426 901 0 0 19,059 0 19,089 -30
31,834 761 481 356 246 998 0 0 19,034 0 19,091 -57
32,193 683 358 272 391 1,122 0 0 18,504 0 18,574 -70
32,591 391 504 345 694 841 0 0 18,174 310 18,619-135
32,869 377 485 217 533 941 0 0 17,081 2,544 18,988 637
33,918 422 465 279 320 1,044 0 0 17,387 2,544 18,988 96
35,338 380 597 247 393 1,007 0 0 17,454 3,262 20,071 645
37,692 361 880 171 291 1,065 0 0 17,049 4,099 20,677 471
39,619 612 820 229 321 1,036 0 0 18,086 4,151 21,663 574
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14. Reserves of Depository Institutions, Federal Reserve Bank Credit, and Related Items—
Year-End 1918-96 and Month-End 1996— Continued

Millions of dollars

Factors supplying reserve funds

Federal Reserve Bank credit outstanding
Spe-
U.S. Treasury and cial | Trea-
. federal agency securities draw- | sury
Period h Gold ing cur-
Held Al Foef:i:rfal stock? rights | rency
under | Loans| Float | jooo |poceel Total certif- | out-
Total | BOUgNt | repur- assetd icate | stand-
ol | outrightto|  chase ac- | ing®
agree- count
menttt
1965....| 40,768 40,478 290 137 2,248 187 0 43,340 13,733 ... 5,575
1966.....| 44,316 43,655 661 173 2,495 193 0 47,177 13,159 ... 6,317
1967..... 49,150 48,980 170 141 2,576 164 0 52,031 11,982 ... 6,784
1968 ....| 52,937 52,937 0 186 3,443 58 0 56,624 10,367 ... 6,795
1969.....| 57,154 7,154 0 183 3,440 64 2,743 64,584 10,367 C 6,852
1970.....| 62,142 62,142 0 335 4,261 57 1,123 67,918 10,732 400 7,147
1971.... 70,804 69,481 1,323 39 4,343 261 1,068 76,515 10,132 400 7,710
1972....| 71,230 71,119 111 1,981 3,974 106 1,260 78,551 10,410 400 8,313
1973....| 80,495 80,395 100 1,258 3,099 68 1,152 86,072 11,567 400 8,716
1974.....| 85,714 84,760 954 299 2,001 999 3,195 92,208 11,652 400 9,253
1975.....| 94,124 92,789 1,335 211 3,688 1,126 3,312 102,461 11,599 500 10,218
1976...../104,093 100,062 4,031 25 2,601 991 3,182 110,892 11,598 1,200 10,810

1977...../111,274 108,922 2,352 265 3,810 954 2,442 118,745 11,718 1,250 11,331
1978...../118,591 117,374 1,217 1,174 6,432 587 4,543 131,327 11,671 1,300 11,831
1979...../126,167 124,507 1,660 1,454 6,767 704 5,613 140,705 11,172 1,800 13,083

1980...../130,592 128,038 2,554 1,809 4,467 776 8,739 146,383 11,160 2,518 13,427
1981..../140,348 136,863 3,485 1,601 1,762 195 9,230 153,136 11,151 3,318 13,687
1982 ..../148,837 144,544 4,293 717 2,735 1,480 9,890 63,659 11,148 4,618 13,786
1983..../160,795 159,203 1,592 918 1,605 418 8,728 172,464 11,121 4,618 15,732
1984...../169,627 167,612 2,015 3,577 833 0 12,347 186,384 11,096 4,618 16,418

1985...../191,248 186,025 5,223 3,060 988
1986...../221,459 205,454 16,005 1,565 1,261
1987...../231,420 226,459 4,961 3,815 811
1988 ..../247,489 240,628 6,861 2,170 1,286
1989...../235,417 233,300 2,117 481 1,093

15,302 210,598 11,090 4,718 17,075
17,475 241,760 11,084 5,018 17,567
15,837 251,883 11,078 5,018 18,177
18,803 269,748 11,060 5,018 18,799
39,631 276,622 11,059 8,518 19,628

1990...../259,786 241,432 18,354 190 2,566
1991....288,429 272,531 15,898 218 1,026
1992 ..../308,518 300,424 8,094 675 3,350
1993..../349,865 336,653 13,212 94 963
1994.....378,746 368,156 10,590 223 740
1995...../394,693 380,831 13,862 136 231
1996...../414,715 393,132 21,583 85 5,297

302,421 11,058 10,018 20,404
34,524 324,197 11,059 10,018 21,017
30,278 342,820 11,056 8,018 21,452
33,394 384,316 11,053 8,018 22,101
33,441 413,150 11,051 8,018 22,912
33,483 428,543 11,050 10,168 23,951
32,222 452,319 11,048 9,718 24,798

000000 O ©O0O0o©o
w
©
©
@
o
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14— Continued

Factors absorbing reserve funds

Deposits, other
than reserves, with Mt?g;k;?\r/e%ank

c Federal Reserve Banks Other

rerL:{:y Trea- Other qﬁi(reed Federal

in sury Federal| o, | Reserve

h cash Reservel ~: lia- ;

¢ | nold- ac- g | pijities | With | Cur-

cula- ingss | Trea- | For- | oo | counts bal- and | Federal rency Re- Ex-
tion 9 sury eign ances | .. iap |R€serve and quired® | ces$12

P Banks | coin®

42,056 760 668 150 355 211 0 0 18,447 4,163 22,848238
44,663 1,176 416 174 588 -147 0 0 19,779 4,310 24,321 -232
47,226 1,344 1,123 135 563 -773 0 0 21,092 4,631 25905 -182
50,961 695 703 216 747 -1,353 0 0 21,818 4,921 27,439 -700
53,950 596 1,312 134 807 0 0 1,919 22,085 5,187 28,173901
57,903 431 1,156 148 1,233 0 0 1,986 24,150 5,423 30,033460
61,068 460 2,020 294 999 0 0 2,131 27,788 5743 32,496 1,035
66,516 345 1,855 325 840 0 0 2,143 25647 6,216 32,044 1298
72,497 317 2,542 251 1,419 0 0 2,669 27,060 6,781 35,268-1,360
79,743 185 2,113 418 127 0 0 2,935 25,843 7,370 37,0113,798
86,547 483 7,285 353 1,090 0 0 2,968 26,052 8,036 35,£497103“
93,717 460 10,393 352 1,357 0 0 3,063 25,158 8,628 35,48]535
103,811 392 7,114 379 1,187 0 0 3,292 26,870 9,421 37,615265
114,645 240 4,196 368 1,256 0 0 4,275 31,152 10,538 42,69893
125,600 494 4,075 429 1,412 0 0 4,957 29,792 11,429 44,227835
136,829 441 3,062 411 617 0 0 4,671 27,456 13,654 40,558 675
144,774 443 4,301 505 781 0 117 5,261 25,111 15,576 42,14%42
154,908 429 5,033 328 1,033 0 436 4,990 26,053 16,666 41,391 1,328
171,935 479 3,661 191 851 0 1,013 5,392 20,413 17,821 39,17945
183,796 513 5316 253 867 0 1,126 5,952 20,693

197,488 550 9,351 480 1,041 0 1,490 5,940 27,141

211,995 447 7,588 287 917 0 1,812 6,088 46,295

230,205 454 5313 244 1,027 0 1,687 7,129 40,097

247,649 395 8,656 347 548 0 1,605 7,683 37,742

260,456 450 6,217 589 1,298 0 1,618 8,486 36,713.a. n.a. n.a.
286,965 561 8,960 369 242 0 1,963 8,147 36,695

307,759 636 17,697 968 1,706 0 3,945 8,113 25,467
334,706 508 7,492 206 372 0 5,897 7,984 26,181

365,299 377 14,809 386 397 0 6,332 9,292 28,614
403,762 335 7,161 250 876 0 4,239 11959 26,550
424,192 270 5979 386 932 0 5171 12342 24,441
450,660 249 7,742 167 892 0 6601 13829 17,922
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14. Reserves of Depository Institutions, Federal Reserve Bank Credit, and Related Items—
Year-End 1918-96, and Month-End 1996— Continued

Millions of dollars

Factors supplying reserve funds

Federal Reserve Bank credit outstanding
Spe-
U.S. Treasury and cial Trea-
. federal agency securities draw- | sury
Period in cur-
Oth Gold | "9
Held Al E der stockt rights | rency
under | Loans | Float | o, Re e';s Total certif- | out-
Total | Bought | repur- R Dveortt icate | stand-
ota outright'®| chase ac- ing®
agree- count
mentt!
1996
Jan. ..| 380,842 380,842 0 15 1,136 0 31,379 413,372 11,052 10,168 24,105
Feb. .. 379,153 379,153 0 18 372 0 30,317 410,860 11,053 10,168 24,194
Mar. ... 384,478 379,582 4,896 43 128 0 31,468 455,057 11,053 10,168 24,279
Apr. ...| 384,250 384,250 0 93 1,011 0 31,623 452,063 11,052 10,168 24,372

May ... 390,828 383,774 7,054 155 -203 0 30,270 421,050 11,051 10,168 24,455

June ..| 393,388 386,302 7,086 636 22 0 31,462 394,046 11,050 10,168 24,531
July ....|400,454 384,714 15,740 1,718 446 0 33,722 436,340 11,050 10,168 24,620
Aug. ... 394,903 389,291 5,612 339 298 0 31,230 426,770 11,050 9,718 24,710
Sept. ..| 394,571 386,219 8,352 1,654 625 0 31,370 428,220 11,050 9,718 24,801
Oct. ...398,134 387,334 10,800 162 1,270 0 32,168 431,734 11,049 9,718 24,866
Nov. ... 405,210 394,899 10,311 188 907 0 30,894 440,210 11,049 9,718 24,922
Dec. .., 414,715 393,132 21,583 85 5,297 0 32,222 452,319 11,048 9,718 24,978

Norte. For a description of figures and discussion of 5. Includes currency and coin (other than gold) issued
their significance, seBanking and Monetary Statistics, directly by the Treasury. The largest components are
1941-1970(Board of Governors of the Federal Reservefractional and dollar coins. For details see “Currency and
System, 1976), pp. 507-23. Components may not sum tGoin in Circulation,” Treasury Bulletin

totals because of rounding. 6. Coin and paper currency held by the Treasury, as
... Not applicable. well as any gold in excess of the gold certificates issued
n.a. Not available. to the Reserve Bank.

1. Beginning in 1960, figures reflect a minor change in 7. Beginning in November 1979, includes reserves
concept; seéederal Reserve Bulletjrvol. 47 (February of member banks, Edge Act corporations, and U.S. agen-
1961), p. 164. cies and branches of foreign banks. Beginning on

2. Principally acceptances and, until August 21, 1959November 13, 1980, includes reserves of all depository
industrial loans, authority for which expired on that date. institutions.

3. For the period before April 16, 1969, includes the Beginning in 1984, data on “Currency and coin” and
total of Federal Reserve capital paid in, surplus, othefRequired” and “Excess” reserves changed from daily
capital accounts, and other liabilities and accrued divito biweekly basis.
dends, less the sum of bank premises and other assets8. Between December 1, 1959, and November 23,
and is reported as “Other Federal Reserve accounts”1960, part was allowed as reserves; thereafter all was
thereafter, “Other Federal Reserve assets” and “Othemllowed.

Federal Reserve liabilities and capital” are shown 9. Estimated through 1958. Before 1929, data were

separately. available only on call dates (in 1920 and 1922 the call
4. Before January 30, 1934, includes gold held indate was December 29). Beginning on September 12,
Federal Reserve Banks and in circulation. 1968, the amount is based on close-of-business figures for

the reserve period two weeks before the report date.



Tables 313

14— Continued

Factors absorbing reserve funds

Deposits, other
than preserves, with Meg;k;e\r/e%ank

c Federal Reserve Banks Other

rerL:{:y Trea- Other qﬁi(reed Federal
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h cash Reservel ~: lia- ;

¢ | nold- ac- g | pijities | With | Cur-

cula- ingss | Trea- | For- | oo | counts bal- and | Federal rency Re- Ex-
tion 9 sury eign ances | .. iap |R€serve and quired® | ces$12

P Banks | coin®

412,690 273 8,210 165 406 0 5,193 11,832 19,929
414,008 279 5,632 209 318 0 5,437 13,062 16,331
416,289 314 7,021 191 348 0 5,561 12,714 19,180
417,746 288 11,042 166 360 0 5,770 12,559 14,637
422,411 265 3,757 160 300 0 5,879 13,148 20,806
424,801 280 7,701 183 326 0 5,895 13,371 18,699
428,767 261 6,836 166 278 0 5,972 14,817 25,080.a. n.a. n.a.
432,118 277 5,149 171 293 0 6,059 14,007 14,175
430,429 286 7,700 265 368 0 6,269 13,744 14,728
433,268 281 5897 176 363 0 6,516 14,066 16,801
440,943 273 4,857 170 292 0 6,556 14,219 15,575
450,660 249 7,742 167 892 0 6,601 13,829 17,922

10. Beginning in 1969, includes securities loaned— 13. For the period before July 1973, includes certain
fully guaranteed by U.S. government securities pledgedeposits of domestic nonmember banks and foreign-
with Federal Reserve Banks—and excludes securitieswned banking institutions held with member banks and
sold and scheduled to be bought back under matche@deposited in full with Federal Reserve Banks in connec-
sale-purchase transactions. tion with voluntary participation by nonmember institu-

11. Beginning December 1, 1966, includes federations in the Federal Reserve System program of credit
agency obligations held under repurchase agreements anektraint.
beginning September 29, 1971, includes federal agency As of December 12, 1974, the amount of voluntary
issues bought outright. nonmember bank and foreign-agency and branch deposits

12. Beginning with week ending November 15, 1972,at Federal Reserve Banks that are associated with mar-
includes $450 million of reserve deficiencies on whichginal reserves are no longer reported. However, two
Federal Reserve Banks are allowed to waive penalties famounts are reported: (1) deposits voluntarily held as
a transition period in connection with bank adaptation tareserves by agencies and branches of foreign banks oper-
Regulation J as amended, effective November 9, 1972ting in the United States and (2) Eurodollar liabilities.
Allowable deficiencies are as follows (beginning with 14. Adjusted to include waivers of penalties for re-
first statement week of quarter, in millions): 1973—Q1,serve deficiencies, in accordance with change in Board
$279; Q2, $172; Q3, $112; Q4, $84; 1974—Q1, $67; Q2policy effective November 19, 1975.
$58. The transition period ended with the second quarter
of 1974.
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15. Number of Banking Offices in the United States, December 31, 1995 and 1996

Commercial banks
State-
Type of office, chartered
number, and change Total Member savings
Total Nonmembel “panks
Total ‘ National ‘ State
BANKsS
Number, Dec. 31, 1995 10,422 9,910 3,863 2,822 1,041 6,047 512
Changes during 1996
New banks............. 166 148 59 52 7 89 18
Banks converted
into branches....... -529 -518 -263 -191 =72 -255 -11
Ceased banking
operatio® ..........| -62 -50 -19 -14 -5 -31 -12
e ) 0 0 61 18 43 -61 0
Net change............. -425 -420 -162 -135 =27 -258 -5
Number, Dec. 31, 1996. . 9,997 9,490 3,701 2,687 1,014 5,789 507
BRANCHES AND
ADDITIONAL OFFICES
Number, Dec. 31, 1995 61,518 58,072 39,718 29,790 9,928 18,354 3,446
Changes during 1996
New branches.......... 2,688 2,487 1,673 1,215 458 814 201
Branches converted
from banks 529 516 290 213 77 226 13
Discontinued ..... .. -1949 -1870 -1,537 -1,035 -502 -333 =79
Other ................. ! 0 43 819 1,147 -328 =776 -43
Net change............. 1,268 1,176 1,245 1,540 -295 -69 92
Number, Dec. 31, 1996 .| 62,786 59,248 40,963 31,330 9,633 18,285 3,638

1. For purposes of this table, banks are entities thatlefined as an insured bank in section 3(h) of the FDIC
are defined as banks in the Bank Holding Company Acict. Covers entities in the United States or its territories
as amended and implemented in Federal Reserve Regular possessions (affiliated insular areas).
tion Y. Banks generally consist of any institution that 2. Institutions that no longer meet the Regulation Y
accepts demand deposits and is engaged in the businedsfinition of bank.
of making commercial loans or any institution that is 3. Interclass changes and sales of branches.
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16. Mergers, Consolidations, and Acquisitions of Assets or Assumptions of Liabilities
Approved by the Board of Governors, 1996

Chemical Bank, New York, New York to merge Centura Bank, Rocky Mount, North Carolina
with Chase Manhattan Bank, N.A., New York, to merge withFirst Commercial Bank, Asheville,

New York? North Carolina

SUMMARY REPORT BY THE ATTORNEY GENERAL SUMMARY REPORT BY THE ATTORNEY GENERAL
(12/22/95) (12/22/95)

The proposed transaction would not be signifi-The proposed transaction would not be signifi-
cantly adverse to competition. cantly adverse to competition.

BASIS FOR APPROVAL BY THE FEDERAL RESERVE  BASIS FOR APPROVAL BY THE FEDERAL RESERVE
(1/5/96) (1/19/96)

The applicant has assets of $142 billion; the targethe applicant has assets of $5.3 billion; the target
has assets of $98 billion. The parties operate in thhas assets of $177 million. The parties operate in
same market. The banking factors and considethe same market. The banking factors and consid-
ations relating to the convenience and needs of therations relating to the convenience and needs of
community are consistent with approval. the community are consistent with approval.

Bank of Clarke County, Berryville, Virginia to  PremierBank & Trust, Elyria, Ohio to acquire
acquire assets and liabilities tfie Stephens City, assets and liabilities af1 branches of Bank One
Virginia, branch of First Union National Bank Cleveland, N.A., Cleveland, Ohio

of Virginia, Roanoke, Virginia SUMMARY REPORT BY THE ATTORNEY GENERAL
SUMMARY REPORT BY THE ATTORNEY GENERAL  (1/25/96)

(12/12/95) The proposed transaction would not be signifi-
The proposed transaction would not be significantly adverse to competition.

cantly adverse to competition. BASIS FOR APPROVAL BY THE FEDERAL RESERVE
BAsis FOR APPROVAL BY THE FEDERAL RESERVE  (1/25/96)

(1/11/96) The applicant has assets of $540 million; the tar-
The applicant has assets of $114 million; the targegets have assets of $119 million. The parties do
has assets of $8 million. The parties operate in theot operate in the same market. The banking fac-
same market. The banking factors and considetors and considerations relating to the convenience
ations relating to the convenience and needs of thend needs of the community are consistent with
community are consistent with approval. approval.

Home Bank, Signal Hill, California to acquire  ynited Jersey Bank, Hackensack, New Jersey
assets and liabilities ofhe Slgnal Hill branch of to merge with Summit Bank, Chatham,

Southern California Bank, Downey, California  New Jersey

SUMMARY REPORT BY THE ATTORNEY GENERAL SUMMARY REPORT BY THE ATTORNEY GENERAL

(1/8/96) (12/22/95)

The proposed transaction would not be signifiThe proposed transaction would not be signifi-
cantly adverse to competition. cantly adverse to competition.

BASIS FOR APPROVAL BY THE FEDERAL RESERVE  Basis FOR APPROVAL BY THE FEDERAL RESERVE
(1/17/96) (2/5/96)

The applicant has assets of $425 million; the targethe applicant has assets of $13.1 billion; the target
has assets of $5 million. The parties operate in thRas assets of $5.6 billion. The parties operate in
same market. The banking factors and considekhe same market. The banking factors and consid-
ations relating to the convenience and needs of thgrations relating to the convenience and needs of
community are consistent with approval. the community are consistent with approval.

United Jersey Bank, Hackensack, New Jersey
1. The institution or group of institutions to merge withFlemington National Bank and

named before the italicized words is referred tol"Ust_Company of New Jersey, Flemington,
subsequently as the applicant, and the institutioh€W Jersey

or group of institutions named after the italicizedSuMMARY REPORT BY THE ATTORNEY GENERAL
words is referred to subsequently as the target. (12/22/95)
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16. Mergers, Consolidations, and Acquisitions of Assets or Assumptions of Liabilities
Approved by the Board of Governors, 1996—Continued

The proposed transaction would not be signifi-operate in the same market. The banking factors
cantly adverse to competition. and considerations relating to the convenience and

BASIS FOR APPROVAL BY THE FEDERAL Resgrve N€€ds of the community are consistent with

(2/5/96) approval.

The applicant has assets of $13.1 billion; the target

has assets of $289 million. The parties operate ivalliwide Bank, Fresno, California to merge

the same market. The banking factors and considvith Commerce Bank of San Luis Obispo, NA,

erations relating to the convenience and needs &an Luis Obispo, California

the community are consistent with approval. SUMMARY REPORT BY THE ATTORNEY GENERAL
(2/6/96)

Fifth Third Bank, Cincinnati, Ohio to acquire The proposed transaction would not be signifi-
assets and liabilities 08 branches of NBD Bank, cantly adverse to competition.

Dayton, Ohio BASIS FOR APPROVAL BY THE FEDERAL RESERVE
SUMMARY REPORT BY THE ATTORNEY GENERAL  (2/20/96)

(12/22/95) The applicant has assets of $1.6 billion; the target
The proposed transaction would not be signifihas assets of $103 million. The parties do not
cantly adverse to competition. operate in the same market. The banking factors
Basis FOR APPROVAL BY THE FEDERAL Resgrve ~ and considerations relating to the convenience and
(217/96) needs of the community are consistent with

The applicant has assets of $9.1 billion; the targetdPproval.

have assets of $177 million. The parties operate in

the same market. The banking factors and considrhe Ohio Bank, Findlay, Ohio to acquire assets

erations relating to the convenience and needs @fnd liabilities ofthe Carey, Ottawa, Glandorf,

the community are consistent with approval. Leipsic, and Columbus Grove branches of Soci-
ety National Bank, Cleveland, Ohio

Fifth Third Bank of Columbus, Columbus,  Summary REPORT BY THE ATTORNEY GENERAL
Ohio to acquire assets and liabilities ol7 (1/25/96)

branches of NBD Bank, Columbus, Ohio The proposed transaction would not be signifi-
SUMMARY REPORT BY THE ATTORNEY GENERAL Cantly adverse to competition.

(12/22/95) . .. BASIS FOR APPROVAL BY THE FEDERAL RESERVE
The proposed transaction would not be signifi{2/22/96)

cantly adverse to competition. The applicant has assets of $516 million; the tar-
BAsIs FOR APPROVAL BY THE FEDERAL REserve  gets have assets of $7 million. The parties operate
(2/7/96) in the same markets. The banking factors and

The applicant has assets of $1.0 billion; the targetéonsiderations relating to the convenience and

have assets of $319 million. The parties operate ifeeds of the community are consistent with

the same market. The banking factors and consiczpproval.

erations relating to the convenience and needs of

the community are consistent with approval. Chippewa Valley Bank, Rittman, Ohio to
acquire assets and liabilities dhe Doylestown

The Bank of Waverly, Waverly, Virginia to and Clinton branches of First National Bank of

acquire assets and liabilities ahe Courtland  Ohio, Akron, Ohio

and Franklin branches of First Union National  qyymary REPORT BY THE ATTORNEY GENERAL

Bank of Virginia, Roanoke, Virginia (2/6/96)

SUMMARY REPORT BY THE ATTORNEY GENERAL  The proposed transaction would not be signifi-
(1/25/96) cantly adverse to competition.

The proposed transactlo_n_ would not be s'gntASIS FOR APPROVAL BY THE FEDERAL RESERVE
cantly adverse to competition. (2/23/96)

Basis FOR APPROVAL BY THE FEDERAL RESERVE  The applicant has assets of $132 million; the tar-
(2/15/96) gets have assets of $30 million. The parties oper-
The applicant has assets of $57 million; the targetate in the same market. The banking factors and
have assets of $36 million. The parties do notonsiderations relating to the convenience and
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needs of the community are consistent withSUMMARY REPORT BY THE ATTORNEY GENERAL
approval. (2/6/96)
The proposed transaction would not be signifi-

Security Dollar Bank, Niles, Ohio to acquire C@ntly adverse to competition.

assets and liabilities obne branch of National ~BAsIS FOR APPROVAL BY THE FEDERAL RESERVE

City Bank, Northeast, Akron, Ohio (3/13/96)

SUMMARY REPORT BY THE ATTORNEY GENERAL The applicant has ass‘?tfs of $646 milljon; the targc_et

(2/6/96) has assets of $406 million. The parties operate in
the same market. The banking factors and consid-

erations relating to the convenience and needs of

the community are consistent with approval.

The proposed transaction would not be signifi
cantly adverse to competition.

BASIS FOR APPROVAL BY THE FEDERAL RESERVE
(2/29/96) . . .
The applicant has assets of $134 million; the targef&M Bank, Kaukauna, Wisconsin to acquire
has assets of $1 million. The parties operate in th@8SSets and liabilities ofhe Little Chute Branch
same market. The banking factors and considef2§ TCF Bank Wisconsin, Milwaukee, Wisconsin
ations relating to the convenience and needs of th€®uMMARY REPORT BY THE ATTORNEY GENERAL
community are consistent with approval. (2/28/96)

The proposed transaction would not be signifi-

The State Bank of Jerseyville, Jerseyville, Cantly adverse to competition.

lllinois to acquire assets and liabilities dhe  BAsIS FOR APPROVAL BY THE FEDERAL RESERVE
Brighton, lllinois, branch of Mercantile Bank  (3/21/96)

of Illinois, Alton, lllinois The applicant has assets of $104 million; the target
SUMMARY REPORT BY THE ATTORNEY Gengrar NS assets of $500 thousand. The parties operate in
(2/28/96) the same mal_’ket. The banking _factors and consid-
The proposed transaction would not be signifi€rations relating to the convenience and needs of
cantly adverse to competition. the community are consistent with approval.

BASIS FOR APPROVAL BY THE FEDERAL RESERVE . .
(3/5/96) F&M Bank-LakeIand, Woodruff, Wisconsin
The applicant has assets of $96 million; the targef® merge with Bradley Bank, Tomahawk,
has assets of $10 million. The parties do notVisconsin

operate in the same market. The banking factorSumMmMARY REPORT BY THE ATTORNEY GENERAL
and considerations relating to the convenience an/14/96)

needs of the community are consistent withThe proposed transaction would not be signifi-
approval. cantly adverse to competition.

BAsiS FOR APPROVAL BY THE FEDERAL RESERVE
Texas State Bank, McAllen, Texago merge with  (3/21/96)
The Border Bank, Hidalgo, Texas The applicant has assets of $102 million; the target
SUMMARY REPORT BY THE ATTORNEY GENnEra Nas assets of $36 million. '_I'he parties operate in
(2/6/96) the same market. The banking factors and consid-

The proposed transaction would not be Signiﬁ_erations relating to the convenience and needs of
cantly adverse to competition. the community are consistent with approval.

BASIS FOR APPROVAL BY THE FEDERAL RESERVE . .
(3/13/96) Capital City Bank, Tallahassee, Tallahassee,

The applicant has assets of $646 million; the targetlorida to merge wittFirst Federal Bank, Talla-

has assets of $120 million. The parties operate iRassee, Florida

the same market. The banking factors and considSumMmmMARY REPORT BY THE ATTORNEY GENERAL

erations relating to the convenience and needs ¢8/28/96)

the community are consistent with approval. The proposed transaction would not be signifi-
cantly adverse to competition.

Texas State Bank, McAllen, Texago merge with BAsSIS FOR APPROVAL BY THE FEDERAL RESERVE
First State Bank & Trust, Mission, Texas (4/1/96)
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The applicant has assets of $670 million; the targe¢rations relating to the convenience and needs of

has assets of $232 million. The parties operate ithe community are consistent with approval.

the same market. The banking factors and consid-

erations relating to the convenience and needs @&lkridge Bank, Elkridge, Maryland to merge

the community are consistent with approval. with Odenton Federal Savings and Loan Asso-
ciation, Odenton, Maryland

Johnstown Bank & Trust Company, SUMMARY REPORT BY THE ATTORNEY GENERAL

Johnstown, Pennsylvaniato merge withThe (2/28/96) ' o
Moxham National Bank of Johnstown, Johns- The proposed transaction would not be signifi-

town, Pennsylvania cantly adverse to competition.

SUMMARY REPORT BY THE ATTORNEY GENERAL  DBASIS FOR APPROVAL BY THE FEDERAL RESERVE

(4/4/96) (4/120/96)

The proposed transaction would not be signifi-The applicant has assets of $195 million; the target

cantly adverse to competition. has assets of $34 million. The parties operate in
the same market. The banking factors and consid-

BAsIis FOR APPROVAL BY THE FEDERAL RESERVE : . .
(412/96) erations relating to the convenience and needs of

The applicant has assets of $592 million; the targetp('3 community are consistent with approval.

has assets of $196 million. The parties operate i
the same market. The banking factors and consi
erations relating to the convenience and needs
the community are consistent with approval.

Varine Midland Bank, Buffalo, New York to
&cquire assets and liabilities oRiver Bank
America, New Rochelle, New York

SUMMARY REPORT BY THE ATTORNEY GENERAL

(3/28/96)
Johnstown ~ Bank & Trust Company, The hronosed transaction would not be signifi-
Johnstown, Pennsylvaniato merge withThe

- ) cantly adverse to competition.
First National Bank of Garrett, Garrett, Y P
Pennsylvania BAsIs FOR APPROVAL BY THE FEDERAL RESERVE

(4/12/96)

The applicant has assets of $20.3 billion; the target

has assets of $1.5 billion. The parties operate in

‘the same market. The banking factors and consid-

erations relating to the convenience and needs of

Basis FOR APPROVAL BY THE FEDERAL RESERVE  the community are consistent with approval.

(4/2/96)

The applicant has assets of $592 million; the targefectra Bank, Denver, Colorado to merge with

has assets of $44 million. The parties operate iBouthwest State Bank, Denver, Colorado

the same market. The banking factors and consids
; . . UMMARY REPORT BY THE ATTORNEY GENERAL

erations relating to the convenience and needs(c%3

the community are consistent with approval /14/96)
Y PP ’ The proposed transaction would not be signifi-

cantly adverse to competition.

Johnstown Bank & Trust Company, Bugs For APPROVAL BY THE FEDERAL RESERVE
Johnstown, Pennsylvaniato merge withThe  (4/17/96)

Armstrong ~ County ~ Trust ~ Company,  The applicant has assets of $416 million; the target

SUMMARY REPORT BY THE ATTORNEY GENERAL
(414196)

The proposed transaction would not be signifi
cantly adverse to competition.

Kittanning, Pennsylvania has assets of $114 million. The parties operate in
SUMMARY REPORT BY THE ATTORNEY GENERAL the same market. The banking factors and consid-
(2/28/96) erations relating to the convenience and needs of

The proposed transaction would not be signifithe community are consistent with approval.
cantly adverse to competition.

BASIS FOR APPROVAL BY THE FEDERAL RESERVE Crest_ar Bank (MD), _Bet‘he_sda| Maryland to
(4/10/96) acquire assets and liabilities oMellon Bank
The applicant has assets of $592 million; the targef¥D), Rockville, Maryland

has assets of $51 million. The parties operate iSUMMARY REPORT BY THE ATTORNEY GENERAL
the same market. The banking factors and consid3/28/96)
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The proposed transaction would not be signifi-The applicant has assets of $131 million; the target

cantly adverse to competition. has assets of $130 million. The parties operate in
BASIS FOR APPROVAL BY THE FEDERAL REserve  the same ma_rket. The banking _factors and consid-
(4/19/96) erations relating to the convenience and needs of

The applicant has assets of $1.6 billion; the targei’® cCOmmunity are consistent with approval.
has assets of $220 million. The parties operate in

the same market. The banking factors and COnSiqBioneer Bank, Mapleton, Minnesotato merge
erations relating to the convenience and needs gfith The First National Bank of Elmore,
the community are consistent with approval. Elmore, Minnesota

SUMMARY REPORT BY THE ATTORNEY GENERAL
Midland American Bank, Midland, Texas to  (3/28/96)

merge with Stanton National Bank, Stanton, The proposed transaction would not be signifi-

Texas cantly adverse to competition.

SUMMARY REPORT BY THE ATTORNEY GENERAL  BASIS FOR APPROVAL BY THE FEDERAL RESERVE
(3/14/96) (5/20/96)

The proposed transaction would not be signifi-The applicant has assets of $27 million; the target
cantly adverse to competition. has assets of $25 million. The parties do not
BAsIS FOR APPROVAL BY THE FEDERAL REsgrve  operate in the same market. The banking factors
(4/24/96) and considerations relating to the convenience and

The applicant has assets of $140 million; the targeteeds of the community are consistent with
has assets of $20 million. The parties do no@pproval.
operate in the same market. The banking factors

and considerations relating to the convenience anfjeshanco Bank Wheeling, Wheeling, West
needs of the community are consistent With\/irginia to merge with BE’mk of We'irton
approval. Weirton, West Virginia

) ) ) SUMMARY REPORT BY THE ATTORNEY GENERAL
Triangle Bank, Raleigh, North Carolina to  (5/14/96)

acquire assets and liabilities dfie Scotland Neck  The proposed transaction would not be signifi-
branch of Southern Bank and Trust Company,  cantly adverse to competition.

Mount Olive, North Carolina
BAsIS FOR APPROVAL BY THE FEDERAL RESERVE

SUMMARY REPORT BY THE ATTORNEY GENERAL  (5/21/96)

(3/28/96) . ___The applicant has assets of $618 million; the target
The proposed transaction would not be signifihas assets of $177 million. The parties operate in
cantly adverse to competition. the same market. The banking factors and consid-
Basis FOR APPROVAL BY THE FEDERAL RESERVE  erations relating to the convenience and needs of
(4/24/96) the community are consistent with approval.

The applicant has assets of $820 million; the target
has assets of $6 million. The parties operate in the,, .o Trust and Savings Bank, Chicago
same market. The banking factors and ConSIderITIinois to acquire assets and liabilities 063

ations relating to the convenience and needs of thgranches of Household Bank, F.S.B., Prospect
community are consistent with approval. T

Heights, lllinois

) ) ] . SUMMARY REPORT BY THE ATTORNEY GENERAL
Republic Bank, Philadelphia, Pennsylvaniato (6/10/96)

merge withFirst Executive Bank, Philadelphia,  The proposed transaction would not be signifi-
Pennsylvania cantly adverse to competition.

SUMMARY REPORT BY THE ATTORNEY GENERAL  B,qis FOR APPROVAL BY THE FEDERAL RESERVE

(3/28/96) . _(5/29/96)

The proposed transaction would not be signifiThe applicant has assets of $13.1 billion; the tar-

cantly adverse to competition. gets have deposits of $3.0 billion. The parties

Basis FOR APPROVAL BY THE FEDERAL RESERVE  operate in the same markets. The banking factors
(5/2/96) and considerations relating to the convenience and
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needs of the community are consistent withSUMMARY REPORT BY THE ATTORNEY GENERAL
approval. (6/26/96)
The proposed transaction would not be signifi-

Centura Bank, Rocky Mount, North Carolina cantly adverse to competition.
to acquire _assets and _Ilapllltles dhe Greens- BASIS FOR APPROVAL BY THE FEDERAL RESERVE
boro, Ralellgh, and Wilmington _branches of (7/11/96)
\E/ﬁsierﬁaSavmgs Bank, F.S.B., Virginia Beach, 1,075 licant has assets of $127 million; the target

g has assets of $13 million. The parties do not
SuMMARY REPORT BY THE ATTORNEY GENERAL  operate in the same market. The banking factors

(5/14/96) _ ~_and considerations relating to the convenience and
The proposed transaction would not be signifineeds of the community are consistent with
cantly adverse to competition. approval.

BASIS FOR APPROVAL BY THE FEDERAL RESERVE

(5/30/96) Tri-City Bank and Trust Company, Blountville,

The applicant has assets of $5.5 billion; the target§ennesseeto acquire assets and liabilities of
have assets of $76 million. The parties operate ithe Kingsport and Johnson City branches of
the same markets. The banking factors and considNational Bank of Commerce, Memphis,
erations relating to the convenience and needs dfennessee

the community are consistent with approval. SUMMARY REPORT BY THE ATTORNEY GENERAL
(6/26/96)

The proposed transaction would not be signifi-
cantly adverse to competition.

BASIS FOR APPROVAL BY THE FEDERAL RESERVE
SUMMARY REPORT BY THE ATTORNEY GENERAL (7/18/96)

(4/24/96) . . ... The applicant has assets of $237 million; the tar-
The proposed transaction would not be signifiyeg haye assets of $3 million. The parties operate
cantly adverse to competition. in the same markets. The banking factors and
Basis FOR APPROVAL BY THE FEDERAL RESERVE  considerations relating to the convenience and
(6/10/96) needs of the community are consistent with
The applicant has assets of $246 million; the targespproval.

has assets of $97 million. The parties operate in

the same market. The banking factors and consitentyra Bank, Rocky Mount, North Carolina

erations relating to the convenience and needs @h merge withFirst Community Bank, Gastonia,
the community are consistent with approval. North Carolina

Croghan Colonial Bank, Fremont, Ohio to
merge withUnion Bank and Savings Company,
Bellevue, Ohio

Baylake Bank, Sturgeon Bay, Wisconsinto SUMMARY REPORT BY THE ATTORNEY GENERAL

merge withThe Bank, Manawa, Wisconsin (6/10/96) ) L
The proposed transaction would not be signifi-

SUMMARY REPORT BY THE ATTORNEY GENERAL cantly adverse to competition.

(4/24196)
The proposed transaction would not be signifiBASIS FOR APPROVAL BY THE FEDERAL RESERVE
cantly adverse to competition. (7/19/96)

The applicant has assets of $5.6 billion; the target

BASIS FOR APPROVAL BY THE FEDERAL RESERVE  hag assets of $124 million. The parties do not

. . ; . roval.
and considerations relating to the convenience an P

needs of the community are consistent with . .
approval Y Compass Bank, Jacksonsville, Floridao merge

with  Community First Bank, Jacksonville,

Silsbee State Bank, Silsbee, Texa® acquire Florida
assets and liabilities ahe Buna branch of First ~ SuUMMARY REPORT BY THE ATTORNEY GENERAL
Bank of Texas, Tomball, Texas (5/14/96)
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The proposed transaction would not be signifi-The applicant has assets of $1.3 billion; the target
cantly adverse to competition. has assets of $76 million. The parties operate in
BASIS FOR APPROVAL BY THE FEDERAL REserve  the same ma_rket. The banking _factors and consid-
(7/22/96) erations relating to the convenience and needs of

The applicant has assets of $607 million; the targef'® COmMmunity are consistent with approval.
has assets of $313 million. The parties operate in
the same market. The banking factors and COnSiCbentura Bank, Rocky Mount, North Carolina

erations relating to the convenience and needs @ merge with FirstSouth Bank, Burlington,
the community are consistent with approval. North Carolina

SUMMARY REPORT BY THE ATTORNEY GENERAL
DeMotte State Bank, DeMotte, Indiana to  (7/23/96)
acquire assets and liabilities othe Hebron The proposed transaction would not be signifi-
branch of NBD Bank, N.A., Indianapolis, cantly adverse to competition.

Indiana BAsIS FOR APPROVAL BY THE FEDERAL RESERVE

SUMMARY REPORT BY THE ATTORNEY GENERAL  (8/30/96)

(7/11/96) The applicant has assets of $5.8 billion; the target
The proposed transaction would not be signifihas assets of $156 million. The parties do not
cantly adverse to competition. operate in the same market. The banking factors
Basis FOR APPROVAL BY THE FEDERAL Reserve  and considerations relating to the convenience and
(7/23/96) needs of the community are consistent with

The applicant has assets of $140 million; the targe2Pproval.

has assets of $10 million. The parties operate in

the same market. The banking factors and consids;yy Banking System—Burlington, Burlington,

erations relating to the convenience and needs Qfjisconsin to acquire assets and liabilities dfie

the community are consistent with approval. Genoa City and Pell Lake, Wisconsin, branches
of American National Bank and Trust Com-

Triangle Bank, Raleigh, North Carolina to  pany of Chicago, Chicago, lllinois

merge with Granville United Bank, Oxford,  Summary REPORT BY THE ATTORNEY GENERAL

North Carolina (7/31/96)

SUMMARY REPORT BY THE ATTORNEY GENERAL  The proposed transaction would not be signifi-
(7/23/96) cantly adverse to competition.

The proposed transaction would not be signifi-gasis For ApPROVAL BY THE FEDERAL RESERVE
cantly adverse to competition. (9/5/96)

BasIS FOR APPROVAL BY THE FEDERAL REserveE  The applicant has assets of $229 million; the tar-
(8/2/96) gets have deposits of $18 million. The parties

The applicant has assets of $836 million; the targe@perate in the same market. The banking factors
has assets of $60 million. The parties do no@nd considerations relating to the convenience and
operate in the same market. The banking factorgeeds of the community are consistent with

and considerations relating to the convenience anapproval.

needs of the community are consistent with

approval. First Community Bank, Buckhannon, West

Virginia to acquire assets and liabilities dhe
Valliwide Bank, Fresno, California to merge Grafton and Rowlesburg, West Virginia,
with The Bank of Commerce, N.A., Auburn, branches of Huntington National Bank of

California West Virginia, Charleston, West Virginia
SUMMARY REPORT BY THE ATTORNEY GENERAL  SUMMARY REPORT BY THE ATTORNEY GENERAL
(7/23/96) (8/8/96)

The proposed transaction would not be signifi-The proposed transaction would not be signifi-
cantly adverse to competition. cantly adverse to competition.

BAsSIS FOR APPROVAL BY THE FEDERAL RESERVE  BASIS FOR APPROVAL BY THE FEDERAL RESERVE
(8/21/96) (9/11/96)
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The applicant has assets of $340 million; the tarSummit Bank, Hackensack, New Jerseyto

gets have deposits of $24 million. The partiesmerge withCentral Jersey Savings Bank, SLA,

operate in the same market. The banking factorEast Brunswick, New Jersey

and considerations relating to the convenience angh;ynary REPORT BY THE ATTORNEY GENERAL

needs of the community are consistent With(10/1/96)

approval. The proposed transaction would not be signifi-
cantly adverse to competition.

The First Trust & Savings Bank, Aurelia, lowa BASIS FOR APPROVAL BY THE FEDERAL RESERVE

to merge withCleghorn State Bank, Cleghorn, (10/18/96)

lowa The applicant has assets of $19.6 billion; the target

SUMMARY REPORT BY THE ATTORNEY GENERAL  has assets of $462 million. The parties operate in

(7/31/96) the same market. The banking factors and consid-
The proposed transaction would not be signifierations relating to the convenience and needs of
cantly adverse to competition. the community are consistent with approval.

BASIS FOR APPROVAL BY THE FEDERAL RESERVE

(9/13/96)

Compass Bank, Jacksonville, Floridato merge

-~ . Sith Enterprise National Bank of Jacksonville,
has assets of $12 million. The parties operate 'gacksonville Elorida

the same markets. The banking factors and consi
erations relating to the convenience and needs G{UMMARY REPORT BY THE ATTORNEY GENERAL

the community are consistent with approval. (1071/96) . o
The proposed transaction would not be signifi-

1st United Bank, Boca Raton, Floridato merge cantly adverse to competition.

with First National Bank of Lake Park, BASIS FOR APPROVAL BY THE FEDERAL RESERVE

Lake Park, Florida (10/22/9(_3) -

SUMMARY REPORT BY THE ATTORNEY GENERAL The applicant has assgt_s of $651 m|||_|0n; the targ(_et

(8/26/96) has assets of $159 million. The parties operate in
the same market. The banking factors and consid-

The proposed transaction would not be signifi-_ ~ > ) .
cantly adverse to competition. erations relating to the convenience and needs of

the community are consistent with approval.
BAsIS FOR APPROVAL BY THE FEDERAL RESERVE

(10/17/96)

The applicant has assets of $446 million; the targeflanufacturers and Traders Trust Company,

has assets of $67 million. The parties operate ipuffalo, New York to acquire assets and liabili-

the same market. The banking factors and considies ofthe Ossining and White Plains branches

erations relating to the convenience and needs &f GreenPoint Bank, New York, New York

the community are consistent with approval. SUMMARY REPORT BY THE ATTORNEY GENERAL
(10/29/96)

Marine Midland Bank, Buffalo, New York to The proposed transaction would not be signifi-

acquire assets and liabilities dfforgan Guar- ~ cantly adverse to competition.

anty Trust Company of New York, New York,  Basis For APPROVAL BY THE FEDERAL RESERVE

New York (10/30/96)

SUMMARY REPORT BY THE ATTORNEY GENERAL  The applicant has assets of $10.8 billion; the tar-
(10/1/96) gets have assets of $8 million. The parties operate
The proposed transaction would not be signifiin the same market. The banking factors and con-
cantly adverse to competition. siderations relating to the convenience and needs

of the community are consistent with approval.
BAsSIS FOR APPROVAL BY THE FEDERAL RESERVE

(10/18/96)

The applicant has assets of $22.6 billion; the targefexas Bank, Weatherford, Texasto acquire
has assets of $3.0 billion. The parties operate iassets and liabilities othe Benbrook, Burleson,
the same market. The banking factors and considzleburne, Crowley, Glen Rose, Granbury,
erations relating to the convenience and needs diillsboro, and Weatherford branches of Bank
the community are consistent with approval. of America Texas, NA, Irving, Texas
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SuMMARY REPORT BY THE ATTORNEY GENERAL  operate in the same market. The banking factors

(10/29/96) and considerations relating to the convenience and
The proposed transaction would not be signifineeds of the community are consistent with
cantly adverse to competition. approval.

BASIS FOR APPROVAL BY THE FEDERAL RESERVE . . .
(11/20/96) Citizens Banking Co., Sandusky, Ohio to

The applicant has assets of $332 million; the tar@cquire assets and liabilities diree branches of
gets have assets of $148 million. The parties opeEST National Bank, Elyria, Ohio

ate in the same market. The banking factors anduMMARY REPORT BY THE ATTORNEY GENERAL
considerations relating to the convenience an@11/21/96)

needs of the community are consistent withThe proposed transaction would not be signifi-
approval. cantly adverse to competition.

X BASIS FOR APPROVAL BY THE FEDERAL RESERVE
Summit Bank, Hackensack, New Jerseyto (12/24/96)

merge withBank of Mid-Jersey, Bordentown, — The gpplicant has assets of $245 million; the tar-

New Jersey gets have assets of $18 million. The parties oper-
SUMMARY REPORT BY THE ATTORNEY GENERAL  ate in the same market. The banking factors and
(11/21/96) considerations relating to the convenience and
The proposed transaction would not be signifineeds of the community are consistent with
cantly adverse to competition. approval.

BASIS FOR APPROVAL BY THE FEDERAL RESERVE

Mergers Approved Involving Wholly Owned

(12/6/96), . Subsidiaries of the Same Bank Holding
The applicant has assets of $19.5 billion; the targ%ompany

has assets of $650 million. The parties operate in ) ) )

the same market. The banking factors and considthe fo!loyvmg transactions involve _banks that are

erations relating to the convenience and needs gtPsidiaries of the same bank holding company. In

the community are consistent with approval. each case, the summary report by the Attorney
General indicates that the transaction would not

Tehama County Bank, Red Bluff, California to have a significantly adverse effect on competition

acquire assets and liabilities ahe Willows and ~ Pecause the proposed merger is essentially a cor-

Orland branches of Wells Fargo Bank, N.A., Porate reorganization. The Board of Governors,
San Francisco. California ' " the Federal Reserve Bank, or the Secretary of the

Board of Governors, whichever approved the
SUMMARY REPORT BY THE ATTORNEY GENERAL  gpplication, determined that the competitive

(12/2/96) . ... effects of the proposed transaction, the financial

The proposed transaction would not be signifiung managerial resources and prospects of the
cantly adverse to competition. banks concerned, as well as the convenience and
Basis FOR APPROVAL BY THE FEDERAL RESERVE  needs of the community to be served were consis-
(12/11/96) tent with approval.

The applicant has assets of $138 million; the tar-
gets have assets of $22 million. The parties do not
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Assets
Institutiont (millions :atr(z\(l);
of dollars) PP
Firstar Bank Minocqua, Minocqua, Wisconsin..................... . 96 1-10-96
Merger
Firstar Bank Madison, N.A., Madison, Wisconsin................. . 1,100
Firstar Bank Wisconsin, Madison, Wisconsin..................... . 1,200 1-10-96
Merger
Firstar Bank Wausau, N.A., Wausau, Wisconsin.................. . 173
Firstar Bank Grantsburg, N.A., Grantsburg, Wisconsin.......... 128
Firstar Bank Eau Claire, N.A., Eau Claire, Wisconsin............. 292
Firstar Bank Rice Lake, N.A., Rice Lake, Wisconsin............. A 163
Firstar Bank Manitowoc, Manitowoc, Wisconsin.................. . 269
Firstar Bank Oshkosh, N.A., Oshkosh, Wisconsin................ . 322
Firstar Bank Green Bay, Green Bay, Wisconsin.................. . 267
Firstar Bank Fond du Lac, N.A., Fond du Lac, Wisconsin....... 417
Firstar Bank Sheboygan, N.A., Sheboygan, Wisconsin.......... 575
Firstar Bank Appleton, Appleton, Wisconsin...................... . 188
Community Bank of Mississippi, Forest, Mississippi.............. A 138 1-17-96
Merger
Community Bank (3 branches), Indianola, Mississippi........... 117
Chemical Bank Bay Area, Bay City, Michigan..................... . 253 1-22-96
Merger
Chemical Bank Huron, Standish, Michigan....................... . 58
Farmers State Bank of Conrad, Conrad, Montana................ . 62 1-24-96
Merger
Farmers State Bank of Cut Bank, Cut Bank, Montana........... 27
Mercantile Bank, Overland Park, Kansas......................... . 608 1-25-96
Merger
Mercantile Bank of Kansas City, Kansas City, Missouli.......... 1,158
First Community Bank, Glasgow, Montana....................... . 85 2-1-96
Merger
Culbertson State Bank, Culbertson, Montana.................... . 16
Vectra Bank, Denver, Colorado..............ccovvviiiiiiiiinnnnnnn. . 313 2-1-96
Merger
Vectra Bank of Boulder, Boulder, Colorado....................... . 80
First Virginia Bank—-Commonwealth, Grafton, Virginia............ 160 2-29-96
Merger
First Virginia Bank of Tidewater (4 branches), Norfolk, Virginia . 63
Farmers Bank of Maryland, Annapolis, Maryland................. . 590 2-29-96
Merger
First Virginia Bank—Maryland (Edgewater branch),
Upper Marlboro, Maryland..............cccooiiiiiiiiiineand . 7
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Assets
Institutiont (millions :atr(z\(l);
of dollars) PP

Westamerica Bank, San Rafael, California....................... . 2,120 3-8-96
Merger
Napa Valley Bank, Napa, California..................ccovvevnnnnn. . 275
Rocky Mountain Bank, Billings, Mountain......................... . 149 3-12-96
Merger
Security State Bank, Plentywood, Montana....................... . 63
Citizens Commercial & Savings Bank, Flint, Michigan........... 2,053 4-11-96
Merger
Second National Bank of Saginaw, Saginaw, Michigan.......... 710
National Bank of Royal Oak, Royal Oak, Michigan............... . 175
State Bank of Standish, Standish, Michigan...................... . 110
Second National Bank of Bay City, Bay City, Michigan.......... 166
Grayling State Bank, Grayling, Michigan.......................... . 83
Morgan Guaranty Trust Co. of NY, New York, New York........ 143,400 4-29-96
Merger
J.P. Morgan Delaware, Wilmington, Delaware....................| . 3,000
Signet Bank, Richmond, Virginia.................coooiiiiiin. ., .. 10,700 4-29-96
Merger
Signet Bank, N.A., Falls Church, Virginia......................... . 640
First Virginia Bank—Shenandoah Valley, Woodstock, Virginia.... 392 5-23-96
Merger
First Virginia Bank—Central, Charlottesville, Virginia.............. 114
West One Bank, Idaho, Boise, Idaho.............................. .. 4,700 6-17-96
Merger
U.S. Bank of Idaho, N.A., Coeur d’Alene, Idaha.................. . 127
F & M Bank—Hallmark, Springfield, Virginia....................... . 126 7-10-96
Merger
F & M Bank—Potomac, Herndon, Virginia......................... . 63
Fairfax Bank & Trust Company, Fairfax, Virginia................. . 255
California United Bank, Encino, California........................ . 434 7-24-96
Merger
California United Bank, NA, Encino, California.................... . 381
BancFirst, Oklahoma City, Oklahoma..........................oe .. 1,200 7-26-96
Merger
The Bank of Commerce, McLoud, Oklahoma.................... . 18
Boulder Valley Bank & Trust, Boulder, Colorado.................. . 72 7-26-96
Merger
Mountain Parks Bank—East, Evergreen, Colorado................ . 191
Mountain Parks Bank—West, Breckenridge, Colorado............ A 157
The Bank of Louisville, Louisville, Colorado...................... . 39
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Assets
Institutiont (millions Date of
of dollars) approval
Yellowstone Bank, Laurel, Montana..................cooevvvvnnnn . 68 8-20-96
Merger
Yellowstone Bank, Absarokee, Montana.......................... . 15
Yellowstone Bank, Billings, Montana...................ocietn .. 34
Yellowstone Bank, Columbus, Montana........................... . 41
Mercantile Bank of Polk County, Des Moines, lowa.............. A 327 8-28-96
Merger
Mercantile Bank of the Bluffs, Council Bluffs, lowa............... A 83
Mercantile Bank of Boone, Boone, lowa..................cooo..t . 103
Mercantile Bank of Centerville, Centerville, lowa................. . 65
Mercantile Bank of Chariton, Chariton, lowa..................... . 40
Mercantile Bank of Clay County, Spencer, lowa.................. . 49
Mercantile Bank of Humboldt County, Humboldt, lowa........... 70
Mercantile Bank of Jasper County, Newton, lowa................ . 143
Mercantile Bank of Lyon County, Rock Rapids, lowa............ 45
Mercantile Bank of Marshalltown, Marshalltown, lowa........... 68
Mercantile Bank of Mount Ayr, Mount Ary, lowa.................. . 49
Mercantile Bank of Onawa, Onawa, lowa......................... . 42
Mercantile Bank of Osceola County, Sibley, lowa ................ . 36
Mercantile Bank of Pella, Pella, lowa...................ccoooiiet .. 99
Crestar Bank MD, Bethesda, Maryland. ........................... . 1,700 9-25-96
Merger
Crestar Bank, FSB, Baltimore, Maryland.......................... . 2,500
Crestar Bank DC, Vienna, Virginia............cooiiiveeiiinnennnn. . 1,400 9-26-96
Merger
Crestar Bank, Richmond, Virginia.................coooiiiiinnn, .. 14,200
Crestar Bank MD, Bethesda, Maryland............................ - 4,200
The Bank of New York, New York, New York..................... . 41,559 10-7-96
Merger
The Bank of New York, NJ, West Paterson, New Jersey........ 4,061
The Putnam Trust Company, Greenwich, Connecticut........... 766
First Virginia Bank—Colonial, Richmond, Virginia................. . 736 10-10-96
Merger
First Virginia Bank—South Hill, South Hill, Virginia................ ! 86
Bank of Gainesville, Gainesville, Missouri........................ . 82 10-16-96
Merger
Douglas County Bank, Ava, MiSSOUFi..........ccooiiiiiiiiinann... .. 33
First Knoxville Bank, Knoxville, Tennessee....................... . 87 10-25-96
Merger
Bank of Madisonville, Madisonville, Tennessee................... . 86
United Southern Bank, Morristown, Tennessee................... . 37
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of dollars) PP

Chase Manhattan Bank, New York, New York.................... . 261,859 10-28-96
Merger
Chase Manhattan Bank, NA, Morristown, New Jersey........... 5,427
Fifth Third Bank of Kentucky, Inc., Louisville, Kentucky.......... 1,800 11-1-96
Merger
Fifth Third Savings Bank of Western Kentucky, F.S.B.,

Mayfield, Kentucky ... 254
Fifth Third Bank of Northeastern Ohio, Cleveland, Ohio......... 2,557 11-1-96
Merger
Fifth Third Savings Bank of Northern Ohio, F.S.B., Kent, Ohio.. 219
Fifth Third Bank of Northern Kentucky, Inc., Florence, Kentucky ... 1,046 11-1-96
Merger
Fifth Third Savings Bank of Northern Kentucky, F.S.B.,

Hebron, Kentucky. ........coveviiiiiie i 201
Kent City State Bank, Kent City, Michigan........................ . 87 11-8-96
Merger
The Grant State Bank, Grant, Michigan........................... . 26
Aliant Bank, Alexander City, Alabama............................. . 214 11-15-96
Merger
First Montgomery Bank, Montgomery, Alabama.................. . 178
Elmore County Bank, Wetumpka, Alabama....................... . 64
Mercantile Bank of Lawrence, Lawrence, Kansas................ . 258 12-2-96
Merger
Mercantile Bank, Overland Park, Kansas......................... . 1,700
FCNB Bank, Frederick, Maryland..................cccooid . 521 12-11-96
Merger
Elkridge Bank, Elkridge, Maryland.................cooooiiiiiionn. . 219

1. Each proposed transaction was to be effected undénclude the acquisition of certain assets and liabilities of
the charter of the first-named bank. The entries are ithe affiliated bank.
chronological order of approval. Some transactions
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Mergers Approved Involving a Nonoperating the surviving bank by the holding company, the

Institution with an Existing Bank merger would have no effect on competition. The
The following transactions have no significantBoard of Governors, the FederaI_Reserve Bank, or
effect on competition; they merely facilitate the the Secretary of the Board, whichever approved
acquisition of the voting shares of a bank (orth® application, determined that the proposal
banks) by a holding company. In such cases, thwould, in itself, have no adverse competitive

summary report by the Attorney General indicate€ffects and that the financial factors and consider-
that the transaction will merely combine an exist-2tions relating to the convenience and needs of the
ing bank with a nonoperating institution; in conse-COMMUunity were consistent with approval.

guence, and without regard to the acquisition of

Assets
Institution® (millions aDat'%\(l);
of dollars)? pp
Adams Bank & Trust Company, Ogallala, Nebraska.............. . 160 1-17-96
Merger
Adams Savings & Loan Association of Grant, Chappell, Nebraska ...
Adams Bank & Trust Company, Ogallala, Nebraska.............. . 160 1-18-96
Merger
Adams Savings & Loan Association of North Platte,
Chappell, Nebraska. ...

Mercantile Bank of Jackson County, Kansas City, Missouri...... C 1-25-96
Merger
Mercantile Bank of Kansas City, Kansas City, Missouri........... 1,158
Bank of Isle of Wight, Smithfield, Virginia.......................... . 34 2-8-96
Merger
BIW Acquisition Bank, Suffolk, Virginia............................ .
Bank of Tazewell County, Tazewell, Virginia...................... . 177 4-24-96
Merger
NBI Interim Bank, Blacksburg, Virginia...................oooeeee .
Citizens Acquisition Subsidiary, Inc., Tazewell, Virginia............ C 5-22-96
Merger
Citizens Bank of Tazewell, Tazewell, Virginia..................... . 49
Adams Bank & Trust Company, Ogallala, Nebraska.............. . 160 5-29-96
Merger
Adams Savings & Loan Association of Chappell, Chappell, Nebraska .
BH Acquisition Subsidiary, Inc., Mechanicsville, Virginia.......... C 9-13-96
Merger
Hanover Bank, Mechanicsville, Virginia............................ . 99

1. Each proposed transaction was to be effected under 2. Where no assets are listed, the bank is newly orga-
the charter of the first-named bank. The entries are imized and not in operation.
chronological order of approval.
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Board of Governors of the Federal Reserve System
December 31, 1996

Members Term expires January 31,
ALAN GREENSPAN, of New York, Chairmant ...................ccoivvii.... 2006
ALICE M. RIVLIN, of Pennsylvaniayice Chairl ............................... 2010
SUSAN M. PHILLIPS, Of lOWa . ... ... i i 1998
LAWRENCE B. LINDSEY, of Virginia ... 2000
EDWARD W. KELLEY, JR.,, Of T@Xas. .. ... i 2004
JANET L. YELLEN, of California............oiiii i 2008
LAURENCE H. MEYER, Of MiSSOUIL . ..ottt 2002

Officers

OFFICE OF BOARD MEMBERS

Joseph R. Coynéissistant to the Board
Donald J. WinnAssistant to the Board

Theodore E. AllisonAssistant to the Board

for Federal Reserve System Affairs
Lynn Fox, Deputy Congressional Liaison

Bob Stahly Moore Special Assistant
to the Board

Winthrop P. HambleySpecial Assistant
to the Board

Diane E. WernekeSpecial Assistant
to the Board

Portia W. ThompsonEqual Employment
Opportunity Programs Adviser

LEGAL DIVISION

J. Virgil Mattingly, Jr., General Counsel

Scott G. AlvarezAssociate General
Counsel

Richard M. AshtonAssociate
General Counsel

Oliver Ireland,Associate General
Counsel

Kathleen M. O’Day,Associate General
Counsel

Robert deV. FriersonAssistant General
Counsel

Katherine H. WheatleyAssistant General
Counsel

OFFICE OF THE SECRETARY
William W. Wiles, Secretary
Jennifer J. Johnsomeputy Secretary

Barbara R. LowreyAssociate Secretary
and Ombudsman

DIVISION OF INTERNATIONAL FINANCE
Edwin M. Truman,Staff Director

Larry J. PromiselSenior
Associate Director

Charles J. Siegmargenior
Associate Director

Dale W. Hendersormissociate Director
David H. Howard,Senior Adviser
Donald B. AdamsAssistant Director
Thomas A. ConnorsAssistant Director
Peter Hooper lll Assistant Director
Karen H. JohnsonAssistant Director
Catherine L. MannAssistant Director
Ralph W. Smith, Jr.Assistant Director

Di1vISION OF MONETARY AFFAIRS
Donald L. Kohn,Director

David E. LindseyDeputy Director
Brian F. MadiganAssociate Director

Richard D. PorterDeputy Associate
Director

Vincent R. ReinhartAssistant Director

Normand R.V. BernardSpecial Assistant
to the Board

1. The designations as Chairman and Vice Chair
expire on June 20, 2000, and June 24, 2000, respectively,
unless the service of these members of the Board shall

have terminated sooner.
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Board of Governors—Continued

Di1visION OF RESEARCH

AND STATISTICS

Michael J. Prell Director

Edward C. EttinDeputy Director
David J. StocktonDeputy Director
Martha BetheaAssociate Director
William R. JonesAssociate Director
Myron L. Kwast, Associate Director
Patrick M. ParkinsonAssociate Director
Thomas D. Simpsonssociate Director
Lawrence SlifmanAssociate Director

Martha S. ScanlorDeputy
Associate Director

Peter A. TinsleyDeputy
Associate Director

David S. JonesAssistant Director
Stephen A. Rhoade#éssistant Director
Charles S. Struckmeyefssistant Director
Alice Patricia White ,Assistant Director
Joyce K. Zickler,Assistant Director

John J. Mingo Senior Adviser

Glenn B. CannerAdviser

Di1visION OF BANKING SUPERVISION
AND REGULATION

Richard SpillenkotherDirector
Stephen C. SchemerinBeputy Director
William A. Ryback, Associate Director

Herbert A. Biern,Deputy Associate
Director

Roger T. ColeDeputy Associate Director
James |. GarneDeputy Associate Director
Howard A. Amer,Assistant Director
Gerald A. Edwards, JrAssistant Director

Stephen M. Hoffman, JrAssistant
Director

James V. Houpt, JrAssistant Director
Jack P. Jenning#\ssistant Director
Michael G. MartinsonAssistant Director
Rhoger H PughAssistant Director
Sidney M. Sussarssistant Director
Molly S. Wassom Assistant Director

William C. Schneider, JrProject Director,
National Information Center

DivisioN oF CONSUMER

AND COMMUNITY AFFAIRS

Griffith L. Garwood, Director

Glenn E. LoneyAssociate Director
Dolores S. SmithAssociate Director
Maureen P. EnglishAssistant Director
Irene Shawn McNultyAssistant Director

DivisioN OoF FEDERAL RESERVE BANK
OPERATIONS AND PAYMENT SYSTEMS
Clyde H. Farnsworth, JrDirector

David L. RobinsonDeputy Director
(Finance and Control)

Louise L. RosemanAssociate Director
Charles W. BennettAssistant Director
Jack Dennis, JrAssistant Director
Earl G. Hamilton,Assistant Director
Jeffrey C. MarquardtAssistant Director
John H. ParrishAssistant Director
Florence M. YoungAssistant Director

OFFICE OF STAFF DIRECTOR
FOR MANAGEMENT
S. David FrostStaff Director

Sheila Clark,Equal Employment
Opportunity Programs Director

OFFICE OF THE CONTROLLER
George E. LivingstonController

Stephen J. ClarkAssistant Controller
(Programs and Budgets)

Darrell R. PauleyAssistant Controller
(Finance)

DivisioN oF HUMAN

RESOURCES MANAGEMENT

David L. ShannonDirector

John R. WeisAssociate Director
Joseph H. Hayes, Ji\ssistant Director
Fred Horowitz,Assistant Director
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DIVISION OF INFORMATION DIVISION OF SUPPORT SERVICES
RESOURCES MANAGEMENT Robert E. Fraziemirector
Stephen R. Malphruirector George M. LopezAssistant Director

Marianne M. Emersomssistant Director  David L. Williams, Assistant Director
Po Kyung Kim, Assistant Director
Raymond H. MasseAssistant Director
Edward T. MulreninAssistant Director
Day W. Radebaugh, JAssistant Director

OFFICE OF THE INSPECTOR GENERAL
Brent L. Bowen,Inspector General
Donald L. RobinsonAssistant Inspector

Elizabeth B. RiggsAssistant Director General
Richard C. SteVenyé\SSiStant Director Barry R. SnyderAssistant |nspector
General

Federal Open Market Committee

December 31, 1996

Members

ALAN GREENSPAN, Chairman,Board of Governors

WiLLIAM J. McDoONOUGH, Vice ChairmanPresident, Federal Reserve Bank of New York
EbpwaARrD G. BOEHNE, President, Federal Reserve Bank of Philadelphia
JERRY L. JORDAN, President, Federal Reserve Bank of Cleveland
EbpwarD W. KELLEY, JR., Board of Governors

LAWRENCE B. LINDSEY, Board of Governors

RoOBERT D. MCTEER, Jr., President, Federal Reserve Bank of Dallas
LAURENCE H. MEYER, Board of Governors

SusaN M. PHILLIPS, Board of Governors

ALICE M. RIvLIN, Board of Governors

GARrY H. STERN, President, Federal Reserve Bank of Minneapolis
JANET L. YELLEN, Board of Governors

Alternate Members

J. ALFRED BROADDUS, JR., President, Federal Reserve Bank of Richmond
Jack GUYNN, President, Federal Reserve Bank of Atlanta

MicHAEL H. Moskow, President, Federal Reserve Bank of Chicago
ROBERT T. PARRY, President, Federal Reserve Bank of San Francisco
ERNEST T. PATRIKIS, First Vice President, Federal Reserve Bank of New York

Officers

DonNALD L. KoHN, J. VIRGIL MATTINGLY, JR.,
Secretary and Economist General Counsel

NORMAND R.V. BERNARD, THoMAS C. BAXTER, JR.,
Deputy Secretary Deputy General Counsel

JosepH R. COYNE, MICHAEL J. PRELL,
Assistant Secretary Economist

GARY P. GILLUM, EDWIN M. TRUMAN,

Assistant Secretary Economist
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RICHARD W. LANG,
Associate Economist
DaviDp E. LINDSEY,
Associate Economist
FREDERIC S. MISHKIN,
Associate Economist
LARRY J. PROMISEL,
Associate Economist
ARTHUR J. ROLNICK,
Associate Economist

HARVEY ROSENBLUM,
Associate Economist
CHARLES J. SIEGMAN,
Associate Economist
THOMAS D. SIMPSON,
Associate Economist
MARK S. SNIDERMAN,
Associate Economist
DAvID J. STOCKTON,
Associate Economist

PETER R. FISHER, Manager, System Open Market Account

During 1996 the Federal Open Market Comings (see Minutes of Federal Open Market
mittee held eight regularly scheduled meetCommittee Meetings in thiREPORT.)

Federal Advisory Councll

December 31, 1996

Members

District 1—WiLLiAM M. CROZIER, JR., Chairman of the Board
Bank of Boston Corporation, Boston, Massachusetts
District 2—WALTER V. SHIPLEY, Chairman and Chief Executive Offiger
The Chase Manhattan Corporation, New York, New York
District 3—WALTER E. DALLER, Jr., Chairman, President, and Chief Executive Offjcer
Harleysville National Bank and Trust Company, Harleysville, Pennsylvania
District 4—FraNk V. CAHOUET, Chairman, President, and Chief Executive Offjcer
Mellon Bank, N.A., Pittsburgh, Pennsylvania
District 5—RicHARD G. TILGHMAN, Chairman and Chief Executive Offiger
Crestar Financial Corporation, Richmond, Virginia
District 6—CHARLES E. Rice, Chairman and Chief Executive Offiger
Barnett Banks, Inc., Jacksonville, Florida
District 7—RoGer L. Firzsimonps, Chairman and Chief Executive Officer
Firstar Corporation, Milwaukee, Wisconsin
District 8—THoMAs H. JacoBseN, Chairman, President, and Chief Executive Offjcer
Mercantile Bancorporation Inc., St. Louis, Missouri
District 9—RicHARD M. KovacevicH, Chairman, President, and Chief Executive Offjcer
Norwest Corporation, Minneapolis, Minnesota
District 10—CHARLES E. NELsoN, Chairman, Chief Executive Officer, and President
Liberty Bank and Trust Company of Oklahoma City, N.A., Oklahoma City, Oklahoma
District 11—CHARLES T. DoyLE, Chairman and Chief Executive Offiger
Texas First Bank — Texas City, Texas City, Texas
District 122—WiLLiam F. ZuenDpTt, President Wells Fargo & Company,
San Francisco, California

Officers

RicHARD G. TILGHMAN, President Frank V. CAHOUET, Vice President
HERBERT V. PROCHNOW, Secretary Emeritus
JamEs E. ANNABLE, Co—Secretary
WiLLiam J. Korsvik, Co—Secretary
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Directors
ROGER L. FITZSIMONDS RicHARD M. KOVACEVICH CHARLES E. NELSON

The Federal Advisory Council met on Feb-from each of the twelve Federal Reserve
ruary 1-2, May 2-3, September 5-6, andDistricts, is required by law to meet in Wash-
November 7-8, 1996. The Board of Gov-ington at least four times each year and is
ernors met with the council on Febru-authorized by the Federal Reserve Act to
ary 2, May 3, September 6, and Novem-consult with, and advise, the Board on all
ber 8, 1996. The council, which is composednatters within the jurisdiction of the Board.
of one representative of the banking industry

Consumer Advisory Councll
December 31, 1996

Members
RICHARD S. AMADOR, President and Chief Executive Offic@€HARO Community
Development Corporation, Los Angeles, California

THomAs R. BUTLER, President and Chief Operating OfficqdOVUS Services, Inc.,
Riverwoods, lllinois

RoBERT A. Cook, Partner,Hudson Cook, LLP, Crofton, Maryland

ALVIN J. Cowans, President and Chief Executive OfficetcCoy Federal Credit Union,
Orlando, Florida

ELizaBETH G. FLORES, Consultant,Laredo, Texas

HEeriBERTO FLORES, President and Chief Executive OfficBrightwood Development
Corporation, Springfield, Massachusetts

EMANUEL FREEMAN, President,Greater Germantown Housing Development Corporation,
Philadelphia, Pennsylvania

Davip C. Fynn, Senior Vice President\ational City Bank,Regulatory Risk Manager,
National City Corporation, Cleveland, Ohio

RoBERT G. GREER, Chairman of the BoardBank of Tanglewood, Houston, Texas

KeNNETH R. HARNEY, Journalist, Washington Post Writers Group, Chevy Chase,
Maryland

GaiL K. HiLLEBRAND, Litigation CounselWest Coast Regional Office, Consumers Union
of U.S., Inc., San Francisco, California

TERRY JORDE, President and Chief Executive Officépwner County State Bank,
Cando, North Dakota

FranciNE C. Justa, Executive DirectorNeighborhood Housing Services of New York,
New York, New York

EuGENE I. LEHRMANN, Immediate Past Presidemymerican Association of Retired
Persons, Madison, Wisconsin

ErroL T. Louis, Treasurer and Manageentral Brooklyn Federal Credit Union,
Brooklyn, New York

WiLLiaM N. Lunp, Director, Office of Consumer Credit Regulation, State of Maine,
Augusta, Maine

RoNALD A. PrILL, Vice President, CreditDayton Hudson Corporation, Minneapolis,
Minnesota

Lisa Ricg, Executive DirectorFair Housing Center, Toledo, Ohio
JouN R. RINES, President,General Motors Acceptance Corporation, Detroit, Michigan
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MARGOT SAUNDERS, Managing AttorneyNational Consumer Law Center,
Washington, D.C.

ANNE B. SHLAY, Associate Directornstitute for Public Policy Studies, Temple
University, Philadelphia, Pennsylvania

ReGINALD J. SMmITH, Vice Chairman and Chief Executive OfficBinited Missouri Bank
Mortgage Company, Kansas City, Missouri

GreGory D. SqQuires, Professor of Sociology)niversity of Wisconsin-Milwaukee,
Milwaukee, Wisconsin

GEORGE P. SURGEON, Chief Financial Officer and Executive Vice PresideBhorebank
Corporation, Chicago, lllinois

Jonn E. TAYLOR, President and Chief Executive Offic&he National Community
Reinvestment Coalition, Washington, D.C.

LorrAINE VANETTEN, Vice President and Community Lending Offic&tandard Federal
Bank of Troy, Troy, Michigan

THEODORE J. Wysockl, Jr., Executive DirectorCANDO, Chicago, lllinois

Ly K. Yao, Chair and Chief Executive Officefioneer Federal Savings Bank,
Honolulu, Hawaii

Officers

KATHARINE W. McKEE, Chair JurLia W. SEwaRD, Vice Chair

Associate Director, Vice President and Corporate
Center for Community Self-Help, Community Reinvestment Officer,
Durham, North Carolina Signet Banking Corporation,

Richmond, Virginia

The Consumer Advisory Council met with sentatives of consumer and community inter-
members of the Board of Governors onrests. It was established pursuant to the 1976
March 28, June 27, and October 24, 1996amendments to the Equal Credit Opportunity
The council is composed of academics, statAct to advise the Board on consumer finan-
and local government officials, representacial services.

tives of the financial industry, and repre-

Thrift Institutions Advisory Council
December 31, 1996

Members

E. LEE BEARD, President and Chief Executive Officétirst Federal Savings and Loan
Association of Hazleton, Hazleton, Pennsylvania

Barry C. BURKHOLDER, President and Chief Executive Officd&ank United of Texas
FSB, Houston, Texas

MicHAEL T. CROWLEY, JR., President and Chief Executive Officddutual Savings Bank,
Milwaukee, Wisconsin

GEORGE L. ENGELKE, Jr., President and Chief Executive Officéstoria Federal Savings
and Loan Association, Lake Success, New York

DoucLAs A. FERrRARO, President and Chief Executive Offic@&ellco First Federal Credit
Union, Englewood, Colorado

BEVERLY D. Harris, President Empire Federal Savings and Loan Association,
Livingston, Montana
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Davip F. HoLLaND, Chairman, President, and Chief Executive Offjd@oston Federal
Savings Bank, Burlington, Massachusetts

CHARLES R. RINEHART, Chairman and Chief Executive Officddiome Savings of
America, FSB, Irwindale, California

JosepH C. ScuLLy, Chairman and Chief Executive Officest. Paul Federal Bank for
Savings, Chicago, lllinois

Larry T. WILSON, President and Chief Executive Offic€oastal Federal Credit Union,
Raleigh, North Carolina

WiLLiam W. Zuppg, President and Chief Operating OfficeBterling Savings Association,
Spokane, Washington

Officers
E. LEE BEARD, President Davip F. HoLLAND, Vice President

The members of the Thrift Institutions credit unions, savings and loan associations,
Advisory Council met with the Board of and savings banks, consults with, and
Governors on March 1, June 28, Septemadvises, the Board on issues pertaining to the
ber 27, and December 6, 1996. The councithrift industry and on various other matters
which is composed of representatives fronwithin the Board'’s jurisdiction.

Officers of Federal Reserve Banks and Branches
December 31, 1996

Chairmari President Vice President

BANK or Branch

Deputy Chairman

First Vice President

in charge of Branch

BOSTON?

CLEVELAND 2

Cincinnati
Pittsburgh

RICHMOND?2

Baltimore

Jerome H. Grossman
William C. Brainard

John C. Whitehead
Thomas W. Jones
. Joseph J. Castiglia

Donald J. Kennedy
Joan Carter

A.William Reynolds
G. Watts
Humphrey, Jr.
John N. Taylor, Jr.
John T. Ryan Ill

Claudine B. Malone
Robert L. Strickland
Michael R. Watson

Charlotte

James O. Roberson

Cathy E. Minehan
Paul M. Connolly

William J. McDonough
Ernest T. Patrikis

Edward G. Boehne

William H. Stone, Jr.

Jerry L. Jordan
Sandra Pianalto

J. Alfred Broaddus, Jr.
Walter A. Varvel

Carl W. Turnipséed

Charles A. Cerifo
Harold J. Swait

William J. Tignanefi
Dan M. Becl#ter
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Officers of Federal Reserve Banks and Branches—

Continued
Chairmart President Vice President

BANK or Branch Deputy Chairman First Vice President| in charge of Branch
ATLANTA .............. Hugh M. Brown Jack Guynn James M. McKee

Daniel E. Sweat, Jr.  Patrick K. Barron
Birmingham............ Donald E. Boomershine Fred R. Hérr
Jacksonville............ Joan Dial Ruffier James D. Hawkifs
Miami.........cooovnnnn) RKirk Landon James T. Curry |lI
Nashville............... Bula Lovell Melvyn K. Purcell
New Orleans........... Lucimarian Roberts Robert J. Musso
CHICAGOZ?............. Robert M. Healey Michael H. Moskow

Lester H. William C. Conrad

McKeever, Jr.

Detroit.................. . Florine Mark David R. Allardicé
ST.LOUIS.............. John F. McDonnell Thomas C. Melzer

Susan S. Elliott W. Legrande Rives
Little Rock.............. Janet M. Jones Robert A. Hopkins
Louisville............... John A. Williams Thomas A. Boone
Memphis............... John V. Myers John P. Baumgartner
MINNEAPOLIS......... Jean D. Kinsey Gary H. Stern

David A. Koch Colleen K. Strand
Helena.................. . Lane W. Basso John D. Johnson
KANSAS CITY ......... A.Drue Jennings Thomas M. Hoenig

Jo Marie Dancik Richard K. Rasdall
Denver.................. . Peter I. Wold Carl M. Gamiss
Oklahoma City.......... Barry L. Eller Kelly J. Dubbert
Omaha................. . LeRoy W. Thom Bradley C. Cloverdyke
DALLAS ............... Cece Smith Robert D. McTeer, Jr.

Roger R. Helen E. Holcomb

Hemminghaus

ElPaso................. .. dficia Z. Holland-Branch Sammie C. Clay
Houston................ . Isaac H. Kempner llI Robert Smith RI
San Antonio............ Carol L. Thompson James L. Staill
SAN FRANCISQ...... Judith M. Runstad Robert T. Parry

James A. Vohs John F. Moore
Los Angeles............ Anita E. Landecker Mark L. Mullini®
Portland................ . Ross R. Runkel Raymond H. Laurerice
Salt Lake City........... Gerald R. Sherratt Andrea P. Wolcott
Seattle.................. . George F. Russell, Jr. Gordon R. G.

Werkemé

Note. A current list of these officers appears eachOriskany, New York; East Rutherford New Jersey;
month in theFederal Reserve Bulletin Columbus, Ohio; Charleston, West Virginia; Columbia,

1. The Chairman of a Federal Reserve Bank serves, b§outh Carolina; Indianapolis, Indiana; Milwaukee,
statute, as Federal Reserve Agent. Wisconsin; Des Moines, lowa; and Peoria, lllinois.

2. Additional offices of these Banks are located at 3. Senior Vice President.
Lewiston, Maine; Windsor Locks, Connecticut; Utica at 4. Executive Vice President
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Conference of Chairmen served as its vice chair. Martha Maher, of the

. as its secretary and Niel D. Willardson, of
The chairmen of the Federal Reserve Bankg,e Federal Reserve Bank of Minneapolis,

are organized into the Conference of Chairggryed as its assistant secretary.

men, which meets to consider matters of

common interest and to consult with, and

advise, the Board of Governors. Such meetHjrectors

ings, attended also by the deputy chairmen, ) ) )

and on December 4 and 5, 1996. Reserve Banks and Branches shows for each
The members of the Executive Commit-director the class of directorship, the direc-

tee of the Conference of Chairmen duringOr's principal organizational affiliation, and

1996 were Cece Smith, chair: A. William the date the director's term expires. Each

Reynolds, vice chairman; and John FFederal Reserve Bank has a nine-member

McDonnell, member. board: three Class A and three Class B direc-
On December 5, 1996, the conferencd0rs, who are elected by the member com-

elected its Executive Committee for 1997;mercial banks, and three Class C directors,

it named Judith M. Runstad as chair, John Fvho are appointed by the Board of Gover-

McDonnell as vice chairman, and Donald Jnors of the Federal Reserve System.

Kennedy as the third member. Class A directors represent the member
) banks in each Federal Reserve District.
Conference of Presidents Class B and Class C directors represent the

. ublic and are chosen with due, but not
The presu:_ien(;s_o{ th[f] Fecder?I Reserv]?PBan_ clusive, consideration to the interests of
3retorga2!2ﬁ |not e .odr] erltlentt:e o rgZ'régriculture, commerce, industry, services,
ents, which meets periodically to Considen . 4nd consumers; they may not be offi-
matters of common interest and to consul

: . ers, directors, or employees of any bank or
W'tg’ E‘nd zgiv'laeﬁ_the Blgard_dof (?oxetrhnoré. 4.bank holding company. In addition, Class C
obert D. McTeer, President of the Fed-yiqqqrg may not be stockholders of any
eral Reserve Bank of Dallas, served as Cha'rtiank or bank holding company,
man of the conference in 1996, and Thomas For the election of Class A'and Class B
M. Hoenig, Pres@ent of the Feqera! Reser.v%irectors, the Board of Governors classifies
Bank of Kansas City, served as its vice Cha'rihe member banks of each Federal Reserve
gan. Helgn E fHIgIc”omb, of tge F.?deralDistrictinto three groups. Each group, which
eserveE an OL Ga as, ser\;eth aSF' Sd Sec_omprises banks with similar capitalization,
rRetary. Et e|£ f' K eorge(,:_;) e de er‘_':; lects one Class A director and one Class B
esetrvet an to ansas LIy, Served as Iyjrector, Annually, the Board of Governors
asgs aS secnte) ary.5 1996. th f designates one of the Class C directors as
n vecember o, 0, € CONIBIeNCe - irman of the board and Federal Reserve
elected Thomas M. Hoenig as its chairma gent of each District Bank, and it desig-
for 1997 and Jerry L. Jordan, President o ates another Class C director as deputy
the Federal Reserve Bank of Cleveland, a%hairman

its vice chairman.

Federal Reserve Branches have either five
Conference of First or seven directors, a majority of whom are
Vice Presidents appointed by the parent Federal Reserve

Bank; the others are appointed by the Board
The Conference of First Vice Presidents obf Governors. One of the directors appointed
the Federal Reserve Banks was organized iny the Board is designated annually as chair-
1969 to meet periodically for the consider-man of the board of that Branch in a manner
ation of operations and other matters. prescribed by the parent Federal Reserve

Sandra Pianalto, First Vice President oBank.

the Federal Reserve Bank of Cleveland, For the name of the chairman and deputy
served as chair of the conference in 1996shairman of the board of directors of each
Federal Reserve Bank of Cleveland, serve®eserve Bank and of the chairman of each
and Colleen K. Strand, First Vice PresidenBranch, see the preceding table, “Officers
of the Federal Reserve Bank of Minneapolispf Federal Reserve Banks and Branches.”
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Term expires

DISTRICT 1—BOSTON

Class A

G. Kenneth Perine.......... President and Chief Executive Officer, National
Bank of Middlebury, Middlebury, Vermont

Jane C. Walsh................ President, Northmark Bank,
North Andover, Massachusetts

Marshall N. Carter........... Chairman and Chief Executive Officer,
State Street Bank and Trust Company,
Boston, Massachusetts

Class B

Stephen L. Brown........... Chairman and Chief Executive Officer, John
Hancock Mutual Life Insurance Company,
Boston, Massachusetts

Edward Dugger Ill .......... President and Chief Executive Officer,
UNC Ventures, Inc., Boston, Massachusetts

Robert R. Glauber........... Adjunct Lecturer, John F. Kennedy School of
Government, Harvard University,
Cambridge, Massachusetts

Class C

John E. Flynn................] Executive Director, The Quality Connection,

East Dennis, Massachusetts
Jerome H. Grossman, M.D...Chairman and Chief Executive Officer,
Health Quality, LLC, Boston, Massachusetts
William C. Brainard......... Chairman, Department of Economics,
Yale University, New Haven, Connecticut

DISTRICT 2—NEW YORK

Class A

J. William Johnson.......... Chairman and Chief Executive Officer,
The First National Bank of Long Island,
Glen Head, New York

J. Carter Bacot............... Chairman and Chief Executive Officer,
The Bank of New York, New York, New York

Robert G. Wilmers.......... Chairman, President, and Chief Executive
Officer, Manufacturers and Traders Trust
Company, Buffalo, New York

Class B

Ann M. Fudge................ President, Maxwell House Coffee Company,
White Plains, New York

Eugene R. McGrath........ Chief Executive Officer, Consolidated Edison

Company of New York, Inc.,
New York, New York

William C. Steere, Jr........ Chairman and Chief Executive Officer,
Pfizer Inc., New York, New York

Dec. 31

1996

1997

1998

1996

1997

1998

1996

1997

1998

1996

1997

1998

1996

1997

1998
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Term expires

Dec. 31
DISTRICT 2, NEwW YORK—Continued
Class C
John C. Whitehead......... Chairman, AEA Investors Inc., New York, New York 1996
Thomas W. Jones........... Vice Chairman, President, and Chief Operating 1997

Officer, Teachers Insurance and Annuity
Association—College Retirement Equities Fund,
New York, New York

Peter G. Peterson........... Chairman, The Blackstone Group, 1998
New York, New York

BUFFALO BRANCH

Appointed by the Federal Reserve Bank

Louise Woerner.............. Chairman and Chief Executive Officer, HCR, 1996
Rochester, New York

William E. Swan............. President and Chief Executive Officer, 1997
Lockport Savings Bank, Lockport, New York

Mark W. Adams ............. Owner and Operator, Adams Poultry Farm, 1997

Naples, New York
Kathleen R. Whelehan..... Regional President, Rochester Southern Region, 1998
Marine Midland Bank, Rochester, New York

Appointed by the Board of Governors

Joseph J. Castiglia.......... Former Vice Chairman, President, and Chief 1996
Executive Officer, Pratt & Lambert United, Inc.,
Buffalo, New York

Louis J. Thomas............. Director, District 4, United Steelworkers of 1997
America, Buffalo, New York
Bal Dixit ..........cccovvvinn President and Chief Executive Officer, 1998

Newtex Industries, Inc., Victor, New York

DISTRICT 3—PHILADELPHIA

Class A

Terry K. Dunkle.............. Chairman, United States National Bank, 1996
Johnstown, Pennsylvania

Dennis W. DiLazzero....... President and Chief Executive Officer, Minotola 1997
National Bank, Vineland, New Jersey

Albert B. Murry .............. President and Chief Executive Officer, 1998
Lebanon Valley National Bank,
Lebanon, Pennsylvania

Class B

J. Richard Jones............. President and Chief Executive Officer, 1996

Jackson-Cross Company,
Philadelphia, Pennsylvania

Robert D. Burris............. President and Chief Executive Officer, 1997
Burris Foods, Inc., Milford, Delaware
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Term expires

DISTRICT 3, Class B—Continued

Howard E. Cosgrove....... Chairman, President, and Chief Executive
Officer, Delmarva Power and Light Company,
Wilmington, Delaware

Class C

Joan Carter.................. President and Chief Operating Officer,
UM Holdings Ltd., Haddonfield, New Jersey

Donald J. Kennedy.......... Business Manager, International Brotherhood of
Electrical Workers, Local Union No. 269,
Trenton, New Jersey

Charisse R. Lillie............. Rrtner, Ballard, Spahr, Andrews & Ingersoll,
Philadelphia, Pennsylvania

DISTRICT 4—CLEVELAND

Class A

Alfred C. Leist ............... Chairman, President, and Chief Executive
Officer, The Apple Creek Banking Company,
Apple Creek, Ohio

David S. Dahlmann......... President and Chief Executive Officer,
Southwest National Corporation,
Greensburg, Pennsylvania

David A. Daberko........... Chairman and Chief Executive Officer,
National City Corporation, Cleveland, Ohio

Class B

Thomas M. Nies............. President, Cincom Systems, Inc., Cincinnati, Ohio

Michele Tolela Myers....... President, Denison University, Granville, Ohio

I. N. Rendall Harper, Jr.... President and Chief Executive Officer,
American Micrographics Company, Inc.,
Monroeville, Pennsylvania

Class C

Robert Y. Farrington........ Executive Secretary—Treasurer, Ohio State
Building and Construction Trades Council,
Columbus, Ohio

G. Watts Humphrey, Jr..... President, GWH Holdings, Inc.,
Pittsburgh, Pennsylvania

A. William Reynolds........ Chief Executive, Old Mill Group, Hudson, Ohio

CINCINNATI BRANCH

Appointed by the Federal Reserve Bank

Judith G. Clabes............. President and Chief Executive Officer,
Scripps Howard Foundation, Cincinnati, Ohio

Phillip R. Cox ................ President, Cox Financial Corporation,

Cincinnati, Ohio

Dec. 31

1998

1996

1997

1998

1996

1997

1998

1996
1997
1998

1996

1997

1998

1996

1996
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Term expires

Dec. 31
DISTRICT 4, CINCINNATI BRANCH
Appointed by the Federal Reserve Bankontinued
Jerry A. Grundhofer......... Chairman, President, and Chief Executive 1997

Officer, Star Banc Corporation,
Cincinnati, Ohio

Jean R. Hale................. President and Chief Executive Officer, Pikeville 1998
National Bank & Trust, Pikeville, Kentucky

Appointed by the Board of Governors

John N. Taylor, Jr............ Chairman and Chief Executive Officer, 1996
Kurz—Kasch, Inc., Dayton, Ohio

C. Wayne Shumate......... Chairman and Chief Executive Officer, 1997
Kentucky Textiles, Inc., Paris, Kentucky

Thomas Revely lll........... President and Chief Executive Officer, 1998

Cincinnati Bell Supply Co., Cincinnati, Ohio

PITTSBURGH BRANCH

Appointed by the Federal Reserve Bank

Randall L. C. Russell....... President and Chief Executive Officer, Ranbar 1996
Technology, Inc., Glenshaw, Pennsylvania

Vacancy .......oeovvveiiiinnnn. 1996

Thomas J. O’'Shane........ Chairman, President, and Chief Executive 1997

Officer, First Western Bancorp, Inc.,
New Castle, Pennsylvania

Edward V. Randall, Jr...... President and CEO/Pittsburgh, PNC Bank, NA, 1998
Pittsburgh, Pennsylvania

Appointed by the Board of Governors

Sandra L. Phillips............ Executive Director, Pittsburgh Partnership for 1996
Neighborhood Development,
Pittsburgh, Pennsylvania

John T. Ryan lll ............. Chairman, President, and Chief Executive 1997
Officer, Mine Safety Appliances Company,
Pittsburgh, Pennsylvania

Gretchen R. Haggerty...... Vice President and Treasurer, USX Corporation, 1998
Pittsburgh, Pennsylvania

DISTRICT 5—RICHMOND

Class A

Robert M. Freeman......... Chairman, Signet Banking Corporation, 1996
Richmond, Virginia

Philip L. McLaughlin ....... President, Horizon Bancorp, Inc., 1997

Greenbrier Valley National Bank,
Lewisburg, West Virginia

George A. Didden Ill....... Chairman and Chief Executive Officer, 1998
The National Capital Bank of Washington,
Washington, D.C.
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Term expires

DISTRICT 5, RICHMOND—Continued

Class B

Paul A. DelaCourt........... Chairman, The North Carolina Enterprise
Corporation, Raleigh, North Carolina

L. Newton Thomas, Jr......Senior Vice President (Retired), ITT/Carbon
Industries, Inc., Charleston, West Virginia

Craig A. Ruppert............ President and Owner, The Ruppert Companies,
Ashton, Maryland

Class C

Stephen Brobeck............ Executive Director, Consumer Federation of
America, Washington, D.C.

Claudine B. Malone......... President, Financial & Management
Consulting, Inc., McLean, Virginia

Robert L. Strickland......... Chairman, Lowe’s Companies, Inc.,

Winston-Salem, North Carolina

BALTIMORE BRANCH

Appointed by the Federal Reserve Bank

Morton I. Rapoport, M.D. ...President and Chief Executive Officer,
University of Maryland Medical System,
Baltimore, Maryland

Thomas J. Hughes.......... Second Vice Chairman, Navy Federal Credit
Union, Merrifield, Virginia
F. Levi Ruark................! Chairman, President, and Chief Executive Officer,

The National Bank of Cambridge,
Cambridge, Maryland

Jeremiah E. Casey.......... Chairman, First Maryland Bancorp,
Baltimore, Maryland

Appointed by the Board of Governors

Michael R. Watson.......... President, Association of Maryland Pilots,
Baltimore, Maryland

Rebecca Hahn Windsar... Chairman and Chief Executive Officer, Hahn
Transportation, Inc., New Market, Maryland

Daniel R. Baker.............. President and Chief Executive Officer,
Tate Access Floors, Inc., Jessup, Maryland

CHARLOTTE BRANCH

Appointed by the Federal Reserve Bank

Jim M. Cherry, Jr............ President and Chief Executive Officer,
Williamsburg First National Bank,
Kingstree, South Carolina

Dorothy H. Aranda.......... President, Dohara Associates, Inc.,
Hilton Head Island, South Carolina

Dec. 31

1996

1997

1998

1996

1997

1998

1996

1997

1997

1998

1996

1997

1998

1996

1997
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Term expires

Dec. 31
DISTRICT 5, CHARLOTTE BRANCH
Appointed by the Federal Reserve Bankontinued
J. Walter McDowell.......... President and Chief Executive Officer, 1997

Wachovia Bank of North Carolina, N.A.,
Winston—Salem, North Carolina

William G. Stevens.......... President and Chief Executive Officer, 1998
Greenwood Bank & Trust,
Greenwood, South Carolina

Appointed by the Board of Governors

Dennis D. Lowery........... Chairman and Chief Executive Officer, 1996
Continental Industrial Chemicals, Inc.,
Charlotte, North Carolina

Joan H. Zimmerman........ President, Southern Shows, Inc., 1997
Charlotte, North Carolina
James O. Roberson........ President, Research Triangle Foundation of 1998

North Carolina, Research Triangle Park,
North Carolina

DISTRICT 6—ATLANTA

Class A

James B. Williams.......... Chairman and Chief Executive Officer, 1996
SunTrust Banks, Inc., Atlanta, Georgia

D. Paul Jones, Jr............ Chairman and Chief Executive Officer, 1997
Compass Bancshares, Inc., Birmingham, Alabama

Waymon L. Hickman....... Chairman and Chief Executive Officer, First 1998
Farmers and Merchants National Bank,
Columbia, Tennessee

Class B

Andre M. Rubenstein....... Chairman and Chief Executive Officer, Rubenstein 1996
Brothers, Inc., New Orleans, Louisiana

Maria Camila Leiva......... Executive Vice President, Miami Free Zone 1997
Corporation, Miami, Florida

Larry W. Kinderman........ President and Chief Executive Officer, 1998
Stockham Valves & Fittings, Inc.,
Birmingham, Alabama

Class C

Daniel E. Sweat, Jr.......... Program Director, The America Project, 1996
Atlanta, Georgia

Hugh M. Brown.............. President and Chief Executive Officer, BAMSI, Inc., 1997
Titusville, Florida

David R. Jones............... President and Chief Executive Officer, 1998

AGL Resources, Inc., Atlanta, Georgia
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Term expires

Dec. 31

DISTRICT 6, ATLANTA—Continued

BIRMINGHAM BRANCH

Appointed by the Federal Reserve Bank

Julian W. Banton............. Chairman, President, and Chief Executive 1996
Officer, SouthTrust Bank of Alabama, NA,
Birmingham, Alabama

Marlin D. Moore, Jr......... Chairman, Pritchett-Moore, Inc., 1997
Tuscaloosa, Alabama

Columbus Sanders.......... President, Consolidated Industries, Inc., 1997
Huntsville, Alabama

J. Stephen Nelson.......... Chairman and Chief Executive Officer, 1998
First National Bank of Brewton,
Brewton, Alabama

Appointed by the Board of Governors

Donald E. Boomershine... President, The Better Business Bureau, Inc., 1996
Birmingham, Alabama

D.Bruce Carr................ International Representative, Laborers’ 1997
International Union of North America,
Gadsden, Alabama

Patricia B. Compton........ President, Patco, Inc., Georgiana, Alabama 1998

JACKSONVILLE BRANCH

Appointed by the Federal Reserve Bank

William G. Smith, Jr. ....... President and Chief Executive Officer, Capital 1996
City Bank Group, Tallahassee, Florida

Terry R. West ................ Chief Executive Officer, Jax Navy Federal 1997
Credit Union, Jacksonville, Florida

Arnold A. Heggestad....... Chester Holloway Professor of Finance and 1997
Director of Entrepreneurial Programs,
University of Florida, Gainesville, Florida

Royce B. Walden............ Vice President, SouthTrust Securities, 1998
Orlando, Florida

Appointed by the Board of Governors

Joan D. Ruffier............... General Partner, Sunshine Cafes, Orlando, Florida 1996

Patrick C. Kelly .............. Chairman and Chief Executive Officer, 1997
Physician Sales & Service, Inc.,
Jacksonville, Florida

Judy R. Jones................ President, J. R. Jones and Associates, 1998

Tallahassee, Florida
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Term expires

Dec. 31

DISTRICT 6, ATLANTA—Continued

Miami BRANCH

Appointed by the Federal Reserve Bank

Pat L. Tornillo, Jr............ Executive Vice President, United Teachers 1996
of Dade, Miami, Florida

Steven C. Shimp............ President, O-A-K/Florida, Inc., 1996
Fort Myers, Florida

Carlos A. Migoya............ South Florida Regional President, First Union 1997
National Bank of Florida, Miami, Florida

E. Anthony Newton......... President and Chief Executive Officer, 1998
Island National Bank and Trust Company,
Palm Beach, Florida

Appointed by the Board of Governors

Michael T. Wilson........... President, Vinegar Bend Farms, Inc., 1996
Belle Glade, Florida

Kaaren Johnson-Street....Vice President of Minority Business 1997

Development, Enterprise Florida,
Miami, Florida

R. Kirk Landon .............. Chairman, American Bankers Insurance Group, 1998
Miami, Florida

NASHVILLE BRANCH

Appointed by the Federal Reserve Bank

Williams E. Arant, Jr........ Chairman, First Knoxville Bank, 1996
Knoxville, Tennessee
Jack J. Vaughn............... President, Hospitality & Attractions Group, 1997

Gaylord Entertainment Company,
Nashville, Tennessee

John E. Seward, Jr......... President and Chief Executive Officer, Paty 1997
Lumber Co., Inc., Piney Flats, Tennessee
Dale W. Polley............... President, First American National Bank, 1998

Nashville, Tennessee

Appointed by the Board of Governors

Paula Lovell ................. President, Lovell Communications, Inc., 1996
Nashville, Tennessee

James E. Dalton, Jr......... President and Chief Executive Officer, Quorum 1997
Health Group, Inc., Brentwood, Tennessee

Frances F. Marcum......... Chairman and Chief Executive Officer, Micro 1998

Craft, Inc., Tullahoma, Tennessee



Directories and Meetings 347

Term expires

Dec. 31

DISTRICT 6, ATLANTA—Continued

NEW ORLEANS BRANCH

Appointed by the Federal Reserve Bank

Howard C. Gaines.......... Chairman, First National Bank of Commerce, 1996
New Orleans, Louisiana

Angus R. Cooper II......... Chairman and Chief Executive Officer, 1997
Cooper/T. Smith Corporation, Mobile, Alabama

Kay L. Nelson...............\ President, Nelson Capital Corporation, 1997
New Orleans, Louisiana

Howell N. Gage.............. Chairman and Chief Executive Officer, 1998
Merchants Bank, Vicksburg, Mississippi

Appointed by the Board of Governors

Victor Bussie................J President, Louisiana AFL—CIO, 1996
Baton Rouge, Louisiana

Jo Ann Slaydon.............. President, Slaydon Consultants and Insight 1997

Productions and Advertising,
Baton Rouge, Louisiana

Lucimarian Roberts......... President, Mississippi Coast Coliseum 1998
Commission, Biloxi, Mississippi

DISTRICT 7—CHICAGO

Class A

David W. FOX ................ Chairman and Chief Executive Officer (Retired), 1996
Northern Trust Corporation, Chicago, Illinois

Stefan S. Anderson......... Chairman, President, and Chief Executive Officer, 1997
First Merchants Corporation, Muncie, Indiana

Arnold C. Schultz ........... Chairman, President, and Chief Executive Officer, 1998
Grundy National Bank, Grundy Center, lowa

Class B

A. Charlene Sullivan........ Associate Professor of Management, Krannert 1996
Graduate School of Management, Krannert
Center, Purdue University, West Lafayette, Indiana

Thomas C. Dort.............. President and Chief Executive Officer, Dorr's 1997
Pine Grove Farm Co., Marcus, lowa

Donald J. Schneider........ President, Schneider National, Inc., 1998
Green Bay, Wisconsin

Class C

Robert M. Healey............ Member, lllinois State Labor Relations Board, 1996
Chicago, lllinois

Lester H. McKeever, Jr.... Managing Partner, Washington, Pittman & 1997

McKeever, Chicago, lllinois
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Term expires

Dec. 31

DISTRICT 7, Class G—Continued

Arthur C. Martinez........... Chairman and Chief Executive Officer, Sears 1998
Roebuck and Co., Hoffman Estates, lllinois

DETROIT BRANCH

Appointed by the Federal Reserve Bank

William E. Odom............. Chairman and Chief Executive Officer, Ford 1996
Motor Credit Company, Dearborn, Michigan

Charles E. Allen............. President and Chief Executive Officer, Graimark 1996
Realty Advisors, Inc., Detroit, Michigan

Charles R. Weeks........... Chairman and Chief Executive Officer, Citizens 1997
Banking Corporation, Flint, Michigan

Richard M. Bell............... President and Chief Executive Officer, 1998
The First National Bank of Three Rivers,
Three Rivers, Michigan

Appointed by the Board of Governors

Florine Mark................. President and Chief Executive Officer, 1996
The WW Group, Inc., Farmington Hills,
Michigan

Timothy D. Leuliette........ President and Chief Operating Officer, 1997
Penske Corporation, Detroit, Michigan

Stephen R. Polk............. Chairman and Chief Executive Officer, 1998
R. L. Polk & Co., Detroit, Michigan

DISTRICT 8—ST. Louis

Class A

W. D. Glover ................ Chairman and Chief Executive Officer, 1996
First National Bank of Eastern Arkansas,
Forrest City, Arkansas

Michael A. Alexander....... Chairman and President, The First National 1997
Bank of Mount Vernon, Mount Vernon, lllinois

Douglas M. Lester........... Chairman and Chief Executive Officer, 1998
Sea Change Corp., Bowling Green, Kentucky

Class B

Warren R. Lee............... President, United Benefit Services, Inc., 1996
Louisville, Kentucky

Sandra B. Sanderson...... President and Chief Executive Officer, 1997

Sanderson Plumbing Products, Inc.,
Columbus, Mississippi

Richard E. Bell............... President and Chief Executive Officer, 1998
Riceland Foods, Inc., Stuttgart, Arkansas

Class C
Veo Peoples, Jr............... Rrtner, Peoples & Hale, St. Louis, Missouri 1996
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Term expires

Dec. 31

DISTRICT 8, Class G—Continued

Susan S. Elliott.............. President and Chief Executive Officer, Systems 1997
Service Enterprises, Inc., St. Louis, Missouri

John F. McDonnell.......... Chairman, McDonnell Douglas Corporation, 1998
St. Louis, Missouri

LiTTLE ROCK BRANCH

Appointed by the Federal Reserve Bank

Lee Frazier................... President, Trinity Healthcare, 1996
Little Rock, Arkansas

James V. Kelley.............. Chairman, President, and Chief Executive 1996

Officer, First United Bancshares, Inc.,
El Dorado, Arkansas

Lunsford W. Bridges........ President and Chief Executive Officer, 1997
Metropolitan National Bank,
Little Rock, Arkansas

Mark A. Shelton IlI ......... President, M. A. Shelton Farming Company, 1998
Wabbaseka, Arkansas

Appointed by the Board of Governors

Janet M. Jones............... President, The Janet Jones Company, 1996
Little Rock, Arkansas

Robert D. Nabholz, Jr...... Chief Executive Officer, Nabholz Construction 1997
Corporation, Conway, Arkansas

Betta M. Carney............. Chairman and Chief Executive Officer, World 1998

Wide Travel Service, Inc., Little Rock, Arkansas

LoUISVILLE BRANCH

Appointed by the Federal Reserve Bank

Charles D. Storms.......... President and Chief Executive Officer, 1996
Red Spot Paint and Varnish Company, Inc.,
Evansville, Indiana

Robert M. Hall ............... Owner, East Fork Growers Farm, Seymour, Indiana 1996

Thomas E. Spragens, Jr... President, Farmers National Bank, 1997
Lebanon, Kentucky

Orson Oliver................. President, Mid-America Bank of Louisville & 1998

Trust Co., Louisville, Kentucky

Appointed by the Board of Governors

John A. Williams ............ Chairman and Chief Executive Officer, 1996
Computer Services, Inc., Paducah, Kentucky
Debbie Scoppechio......... Chairman, President, and Chief Executive 1997

Officer, Creative Alliance, Inc.,
Louisville, Kentucky

Roger Reynolds.............. President and Chief Executive Officer, Material 1998
Resource Planners, Inc., Louisville, Kentucky
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Term expires
Dec. 31

DISTRICT 8, St. Louis—Continued
MEMPHIS BRANCH

Appointed by the Federal Reserve Bank

Katie S. Winchester......... President and Chief Executive Officer, 1996
First Citizens National Bank,
Dyersburg, Tennessee

John C. Kelley, Jr............ President, Memphis Banking Group, First 1996
Tennessee Bank, Memphis, Tennessee
Lewis F. Mallory, Jr. ........ Chairman, President, and Chief Executive 1997

Officer, NBC Capital Corporation,
Starkville, Mississippi
Anthony M. Rampley....... President and Chief Executive Officer, 1998
Arkansas Glass Container Corporation,
Jonesboro, Arkansas

Appointed by the Board of Governors

Woods E. Eastland.......... President and Chief Executive Officer, Staple 1996
Cotton Cooperative Association,
Greenwood, Mississippi

Carol G. Crawley............ President, Mid-South Minority Business 1997
Council, Memphis, Tennessee
John V. Myers................ President, Better Business Bureau, 1998

Memphis, Tennessee

DISTRICT 9—MINNEAPOLIS

Class A

Jerry B. Melby ............... President, First National Bank, 1996
Bowbells, North Dakota

William S. Pickerign........ President, The Northwestern Bank of 1997
Chippewa Falls, Chippewa Falls, Wisconsin

Dale J. Emmel............... President, First National Bank of Sauk Centre, 1998
Sauk Centre, Minnesota

Class B

Clarence D. Mortenson.... President, M/C Professional Associates Inc., 1996
Pierre, South Dakota

Kathryn L. Ogren............ Owner, Bitterroot Motors, Missoula, Montana 1997

Dennis W. Johnson......... President, TMI Systems Design Corporation, 1998
Dickinson, North Dakota

Class C

David A. Koch ............... Chairman, Graco, Inc., Minneapolis, Minnesota 1996

Jean D. Kinsey............... Professor, Consumption Economics, Director, 1997

Retail Food Industry Center, University of
Minnesota, St. Paul, Minnesota
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Term expires

DISTRICT 9, Class G—Continued
James J. Howard............ Chairman, President, and Chief Executive

Officer, Northern States Power Company,
Minneapolis, Minnesota

HELENA BRANCH

Appointed by the Federal Reserve Bank

Donald E. Olsson, Jrt.......President, Ronan State Bank, Ronan, Montana
Sandra M. Stash............. Manager, Montana Facilities, Atlantic Richfield

Company (ARCO), Anaconda, Montana
Ronald D. Scott.............. President and Chief Executive Officer,

The First State Bank of Malta, Malta, Montana

Appointed by the Board of Governors

Lane W. Basso............... President, Deaconess Medical Center,
Billings, Montana
Matthew J. Quinn............ President, Carroll College, Helena, Montana

DISTRICT 10—KANsAs CiTy

Class A

L. W. Menefee................ Chairman, Union Colony Bank, Greeley, Colorado

Samuel P. Baird.............. President, Farmers State Bank & Trust Co.,
Superior, Nebraska

William L. McQuillan ...... President, Chief Executive Officer, and Director,
City National Bank, Greeley, Nebraska

Class B

Charles W. Nichols.......... Managing Partner, Davison & Sons Cattle
Company, Arnett, Oklahoma

Vacancy ......ooeevvveinininnnn.

Frank A. Potenziani.......... M&T Trust, Albuguerque, New Mexico

Class C

Colleen D. Hernandez..... Executive Director, Kansas City Neighborhood
Alliance, Kansas City, Missouri

A. Drue Jennings............ Chairman, President, and Chief Executive Officer,
Kansas City Power & Light Company,
Kansas City, Missouri

Jo Marie Dancik.............. OfficeManaging Partner, Ernst & Young,
Denver, Colorado

DENVER BRANCH

Appointed by the Federal Reserve Bank
Peter R. Decket.............. President, Peter R. Decker & Associates,
Denver, Colorado

Dec. 31

1998

1996
1996

1997

1996

1997

1996
1997

1998

1996

1997
1998

1996

1997

1998

1996
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Term expires

Dec. 31

DISTRICT 10,DENVER BRANCH

Appointed by the Federal Reserve Bankontinued

Richard I. Ledbetter......... President and Chief Executive Officer, 1997
First National Bank of Farmington,
Farmington, New Mexico

Clifford E. Kirk .............. President and Chief Executive Officer, First 1997
National Bank of Gillette, Gillette, Wyoming

Albert C. Yates............... President, Colorado State University, 1998
Ft. Collins, Colorado

Appointed by the Board of Governors

Teresa N. McBride.......... President and Chief Executive Officer, McBride 1996
and Associates, Inc., Albuquerque, New Mexico

Vacancy .......ccooeeeveiinnnnn. 1997

Peter I. Wold .................. Brtner, Wold Oil & Gas Company, 1998
Casper, Wyoming

OxLAHOMA CITY BRANCH

Appointed by the Federal Reserve Bank

William H. Braum ........... President, Braum Ice Cream Co., 1996
Oklahoma City, Oklahoma

Michael S. Samis............ President and Chief Executive Officer, 1997
Macklanburg—Duncan Co.,
Oklahoma City, Oklahoma

Betty Bryant Shaull......... President-Elect and Director, Bank of Cushing 1998
and Trust Company, Cushing, Oklahoma

Dennis M. Mitchell........... President, Citizens Bank of Ardmore, 1998
Ardmore, Oklahoma

Appointed by the Board of Governors

Hans Helmerich.............. President and Chief Executive Officer, 1996
Helmerich & Payne, Inc., Tulsa, Oklahoma

Victor R. Schock............. President and Chief Executive Officer, Credit 1997
Counseling Centers, Tulsa, Oklahoma

Barry L. Eller................. Senior Vice President and General Manager, 1998
MerCruiser, Stillwater, Oklahoma

OMAHA BRANCH

Appointed by the Federal Reserve Bank

Bruce R. Lauritzen.......... President, First National Bank of Omaha, 1996
Omaha, Nebraska

Donald A. Leu ............... President and Chief Executive Officer, 1997
Consumer Credit Counseling Service,
Omaha, Nebraska

Thomas H. Olson............ Chairman, First National Bank, Sidney, Nebraska 1997

Robert L. Peterson.......... Chairman, President, and Chief Executive 1998

Officer, IBP, Inc., Dakota City, Nebraska
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Term expires

DISTRICT 10,0MAHA BrRANCH—Continued

Appointed by the Board of Governors

LeRoy W. Thom............. President, T-L Irrigation Company,
Hastings, Nebraska
Arthur L. Shoener........... Executive Vice President—Operations,

Union Pacific Railroad, Omaha, Nebraska
Gladys Styles Johnston.... Chancellor, University of Nebraska at Kearney,
Kearney, Nebraska

DISTRICT 11—DALLAS

Class A

Gayle M. Earls............... President and Chief Executive Officer,
Texas Independent Bank, Dallas, Texas

Kirk A. McLaughlin ......... President and Chief Executive Officer,

Security Bank, Ralls, Texas
Dudley K. Montgomery.... President and Chief Executive Officer, The
Security State Bank of Pecos, Pecos, Texas

Class B

J. B. Cooper, Jr........c.o... Brmer, Roscoe, Texas

Robert C. McNair............ Chairman and Chief Executive Officer,
Cogen Technologies, Inc., Houston, Texas

Milton Carroll ................ Chairman and Chief Executive Officer,
Instrument Products, Inc., Houston, Texas

Class C

James A. Martin............. Second General Vice President, International

Association of Bridge, Structural, and
Ornamental Iron Workers, Austin, Texas

Cece Smith................... General Partner, Phillips—Smith Specialty Retail
Group, Dallas, Texas

Roger R. Hemminghaus... Chairman, President, and Chief Executive Officer,
Diamond Shamrock, Inc., San Antonio, Texas

EL PAso BRANCH

Appointed by the Federal Reserve Bank

Ben H. Haines, Jr........... President and Chief Executive Officer,
First National Bank of Dona Ana County,
Las Cruces, New Mexico

Veronica K. Callaghan..... Vice President and Principal, KASCO
Ventures, Inc., El Paso, Texas

Hugo Bustamante, Jr....... Owner and Chief Executive Officer,
CarLube, Inc., ProntoLube, Inc.,
El Paso, Texas

Lester L. Parker.............. President and Chief Operating Officer,
Bank of the West, El Paso, Texas

Dec. 31

1996

1997

1998

1996

1997

1998

1996
1997

1998

1996

1997

1998

1996

1996

1997

1998
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Term expires
Dec. 31

DISTRICT 11,EL Paso BRancH—Continued

Appointed by the Board of Governors
Patricia Z. Holland-Branch ..President and Director of Design, PZH Contract 1996
Design, Inc., El Paso, Texas

Alvin T. Johnson............. President, Management Assistance Corporation 1997
of America, El Paso, Texas
Beauregard Brite White.... Rancher, J. E. White, Jr. & Sons, Marfa, Texas 1998

HoustoN BRANCH

Appointed by the Federal Reserve Bank

Judith B. Craven............. President, United Way of the Texas Gulf Coast, 1996
Houston, Texas

Walter E. Johnson.......... President and Chief Executive Officer, 1996
Southwest Bank of Texas, Houston, Texas

Tieman H. Dippel, Jr........ Chairman and President, Brenham 1997
Bancshares, Inc., Brenham, Texas

J. Michael Solar.............. Principal Attorney, Solar & Fernandes, LLP, 1998

Houston, Texas

Appointed by the Board of Governors

Peggy Pearce Caskey..... Chief Executive Officer, Laboratories for 1996
Genetic Services, Inc., Houston, Texas

Isaac H. Kempner IIlL....... Chairman, Imperial Holly Corporation, 1997
Sugar Land, Texas

Edward O. Gaylord......... Chairman, EOTT Energy Corp., and General 1998

Partner, EOTT Energy Partners, LP,
Houston, Texas

SAN ANTONIO BRANCH

Appointed by the Federal Reserve Bank

Juliet V. Garcia............... President, The University of Texas at Brownsville, 1996
Brownsville, Texas

Douglas G. Macdonald.... President, South Texas National Bank, 1996
Laredo, Texas

Calvin R. Weinheimer...... President and Chief Operating Officer, Kerrville 1997
Communications Corporation, Kerrville, Texas

Richard W. Evans, Jr....... Chairman and Chief Executive Officer, 1998

Frost National Bank, San Antonio, Texas

Appointed by the Board of Governors

Erich Wendl ................. Vice President, Webro Investment Corporation, 1996
Corpus Christi, Texas
H. B. Zachry, Jr.............. Chairman and Chief Executive Officer, 1997

H. B. Zachry Company, San Antonio, Texas
Carol L. Thompson......... President, The Thompson Group, Austin, Texas 1998
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Term expires

Dec. 31

DISTRICT 12—SAN FrRANcISCO

Class A

Richard L. Mount............ Chairman, President, and Chief Executive 1996
Officer, Saratoga Bancorp, Saratoga, California

Gerry B. Cameron........... Chairman and Chief Executive Officer, 1997
U.S. Bancorp, Portland, Oregon

Warren K. K. Luke.......... Vice Chairman, President, and Chief Executive 1998
Officer, Hawaii National Bank,
Honolulu, Hawaii

Class B

Gary G. Michael............. Chairman and Chief Executive Officer, 1996
Albertson’s, Inc., Boise, Idaho

Krestine Corbin.............. President and Chief Executive Officer, 1997
Sierra Machinery, Inc., Sparks, Nevada

Stanley T. Skinner........... Chairman and Chief Executive Officer, 1998
Pacific Gas and Electric Co.,
San Francisco, California

Class C

James A. Vohs............... Chairman (Retired), Kaiser Foundation Health 1996
Plan, Inc., and Kaiser Foundation Hospitals,
Oakland, California

Judith M. Runstad............ Rrtner, Foster Pepper & Shefelman, 1997
Seattle, Washington

Cynthia A. Parker........... Executive Director, Anchorage Neighborhood 1998
Housing Services, Inc., Anchorage, Alaska

Los ANGELES BRANCH

Appointed by the Federal Reserve Bank

Vacancy .......ocovveeiniinnnnn. 1996

Liam E. McGee.............. Group Executive Vice President, Bank of 1997
America, Los Angeles, California

Antonia Hernandez......... President and General Counsel, Mexican 1997

American Legal Defense and Educational
Fund, Los Angeles, California
Stephen G. Carpenter...... Chairman and Chief Executive Officer, 1998
California United Bank, NA,
Encino, California

Appointed by the Board of Governors

Anita Landecker.............. Wstern Regional Vice President, Local 1996
Initiatives Support Corporation,
Los Angeles, California

David L. Moore............... President, Western Growers Association, 1997
Irvine, California

Anne L. Evans............... Chair, Evans Hotels, San Diego, California 1998



356 83rd Annual Report, 1996

Term expires

Dec. 31

DISTRICT 12,SAN FraNcIsco—Continued

PORTLAND BRANCH

Appointed by the Federal Reserve Bank

Elizabeth K. Johnson....... President, TransWestern Aviation, Inc., 1996
Scappoose, Oregon

Cecil W. Drinkward ......... President and Chief Executive Officer, Hoffman 1996
Corporation, Portland, Oregon

Thomas C. Young........... Chairman, President, and Chief Executive 1997

Officer, Northwest National Bank,
Vancouver, Washington

John D. Eskildsen........... President and Chief Executive Officer, U.S. 1998
National Bank of Oregon, Portland, Oregon

Appointed by the Board of Governors

Ross R. Runkel.............. Professor of Law, Willamette University, 1996
Salem, Oregon

VacanCy ......ocovvveviiinnnnn. 1997

Carol A. Whipple............ Proprietor, Rocking C Ranch, Elkton, Oregon 1998

SALT LAKE CiTy BRANCH

Appointed by the Federal Reserve Bank

J. Pat McMurray............. President, First Security Bank, N.A., Boise, Idaho 1996

Nancy Mortensen........... Vice President—Marketing Services, ZCMI, 1996
Salt Lake City, Utah

R.D.Cash...........cvvev Chairman, President, and Chief Executive Officer, 1997
Questar Corporation, Salt Lake City, Utah

Roy C. Nelson................ President, Bank of Utah, Ogden, Utah 1998

Appointed by the Board of Governors

Constance G. Hogland..... Executive Director, Boise Neighborhood 1996
Housing Services, Inc., Boise, Idaho

Gerald R. Sherratt.......... President, Southern Utah University, 1997
Cedar City, Utah

Richard E. Davis............. President and Chief Executive Officer, 1998

Salt Lake Convention & Visitors Bureau,
Salt Lake City, Utah

SEATTLE BRANCH

Appointed by the Federal Reserve Bank

Tomio Moriguchi ............ Chairman and Chief Executive Officer, 1996
Uwajimaya, Inc., Seattle, Washington

John V. Rindlaub............. Chairman, Seafirst Bank, Seattle, Washington 1996

Thomas E. Cleveland...... Chairman and Chief Executive Officer, Access 1997

Business Finance, Bellevue, Washington



Directories and Meetings 357

DISTRICT 12,SEATTLE BrRANCH
Appointed by the Federal Reserve Bankontinued

Constance L. Proctor........ Rirtner, Alston, Courtnage, MacAulay &
Proctor, Seattle, Washington

Appointed by the Board of Governors

George F. Russell, Jr....... Chairman, Frank Russell Company,
Tacoma, Washington

Vacancy .......cocovvevviinnnnn.

Helen M. Rockey............ President and Chief Executive Officer,
Brooks Sports, Inc., Bothell, Washington

Term expires
Dec. 31

1998

1996

1997
1998
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The Federal Reserve System
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Index

Account Management Agent system267
Appraisal subcommittee actions, 242
ARMs, disclosure requirements, 221
Assets and liabilities

Banks, by class, 307

Board of Governors, 276

Federal Reserve Banks, 286—89

Bank supervision and regulation—
Continued
International activities, 232
National Information Center, 238
Staff training, 238-40
Bankers acceptances, Federal Reserve
Banks, holdings, 286-89

Assets and Liabilities of U.S. Branches andBanking offices, changes in number, 314

Agencies of Foreign Banks, revision,
242

Association for Financial Counseling and
Planning Education, 208

ATM services, 198, 210, 211

Audits, Paperwork reduction act, 220

Auto leasing, 76, 91, 195, 201, 253

Auto loans, 76

Automated clearinghouse services, 261

Automated teller machines, 198, 210, 211

Balance sheet, Board of Governors276
Bangkok Metropolitan Bank, PCL, 228
Bank holding companies
Applications, 203, 245
Community development, 193
Economic growth act, 218
Examinations of, 229
Number of, 227
Risk-based capital guidelines, 89, 235,
236
Securities purchases from supervised
investment companies, 93
Stock repurchases, 246
Supervision and regulation of, 227-34
Well-capitalized, definition, 94, 255
Bank Holding Company Act of 1956, 218,
243
Bank Merger Act
Applications and regulation, 243
Mergers, acquisitions, and
consolidations, list, 315-28
Bank Secrecy Act, 92, 246
Bank Secrecy Act Advisory Council, 247
Bank service companies, Paperwork
reduction act, 222
Bank supervision and regulatioSée also
Supervision and regulation)
Derivatives activities, 237
Enforcement actions, 228, 246

Banking on Partnerships: A Digest of
Community-Based Organizations in
Houston 193

Bankruptcy rate, 76

Banks SeeFederal Reserve Banks and
Member banks)

Basle Committee on Banking Regulation
and Supervision, 235, 237

Board of GovernorsSee alsd-ederal
Reserve System)

Decisions, public notice, 244
Financial statements, 275-81
Legislation enacted, 217-24
Litigation, 213-16
Members and officers, 330-32
Mergers, acquisitions, and
consolidations, list, 315-28
Recommendations from other agencies,
210
Record of policy actions, 87-99
Regulatory simplification, 251-56
Testimony and legislative
recommendations, 210

Business spending and investment, 17-19,

44-46, 77

CAESAR, 207
Call Reports, revisions, 241
Capital accounts
Banks, by class, 307
Federal Reserve Banks, 285, 286-89
Car leasing, 76, 91, 195, 201, 253
Cash flows, Board of Governors, statement,
278
Cash services, 262
Chairs, presidents, and vice presidents of
Federal Reserve Banks
Conferences, 338
Salaries, 293
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Change in Bank Control Act, actions on
applications, 244
Check clearing and collection, 259, 303
Civil money penalties assessed, 228
Clearing House Interbank Payments
System, 260
Collateralized transactions, proposed rule,
236
Commercial banks, banking offices,
changes in number, 314
Community Development Advisory
Council, 194
Community Development Investments: A
Guide for State Member Banks and
Bank Holding Companied 93
Community development lending, 192
Community Lending Analysis System, 194
Community Reinvestment Act, 187, 192,
202, 208
Complaint Analysis Evaluation System and
Repository, 207
Compliance examinations, 198
Compliance with
Community Reinvestment Act, 202
Consumer Leasing Act, 201
Electronic Fund Transfer Act, 200
Equal Credit Opportunity Act, 200
Expedited Funds Availability Act, 203,
255
Truth in Lending Act, 201
Unfair and Deceptive Acts or Practices,
203
Computer-banking products, 198
Condition statement of Federal Reserve
Banks, 284

Conferences of chairs, presidents, and vice

presidents of Federal Reserve Banks,
338
Consumer
Policies program, 208
Price index, 9-11, 52-54, 73-75
Spending, 42, 66
Consumer Advisory Council, 208, 334
Consumer and community affairs, 187-214
Consumer leasing, 91, 195, 253
Consumer Leasing Act, 201, 221
Consumer loans, delinquency rate, 76
Corporate profits, 18
Country transfer, risk-based capital
standards, 235
Credit markets, 56-58, 75
Currency and coin, 262

Currency and Foreign Transactions
Reporting Act of 1970, 246

Debit cards, 198
Debt Collection Improvement Act of 1996,
96, 224
Deposit Institution Management Interlocks
Act, 219
Depository institutions
Credit, 23
Monetary aggregates, 23-27
Reserves and related items, 308-13
Uniform cash access policy, 97
Deposits
Banks, by class, 307
Federal Reserve Banks, 286—89, 308-13
Derivatives, activities, 237
Direct deposit use, 198
Directors, Federal Reserve Banks and
Branches, list, 338-57
Discount rate, 13-15, 97-99
Discrimination practices by banks, 189
Dividends, Federal Reserve Banks, 296,
298, 299, 301
Doing the Undoable Deals: A Resource
Guide to Financing Housing and
Economic Development93
Domestic
Open market operations, FOMC, 101
Policy directive, FOMC, 103

Earnings of Federal Reserve BankgSee
also Federal Reserve Banks, income
and expenses), 267, 294

Economic development in other countries,
29-35

Economic Growth and Regulatory
Paperwork Reduction Act of 1996, 89,
217-23

Economy

Business, 17-19, 44-46, 67-69, 77

Foreign developments, 48, 70-72

Government spending, 19-21, 46-48, 69,
75

Household, 14-16, 42, 66

Labor markets, 7, 50, 72

Overview of 1996, 3-5, 7-11

Performance, 41-57, 65-81

Price developments, 9-11, 52, 73-75

Projections, 39-41, 63-65

Edge Act corporations and agreement
corporations, 233
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Electronic
Benefits transfer programs, 210, 211
Data processing, examinations, 229
Fund transfers, 252
Payments, 224
Stored-value cards, 198
Electronic Federal Tax Payment System,
266
Electronic Freedom of Information Act
Amendments of 1996, 224
Electronic Funds Transfer Act
Compliance with, 200
Paperwork reduction act, 221
Revisions, 195, 197, 198, 210, 211
Employment in 1996, 7, 50, 72
Enforcement actions, member banks, 228
Equal Credit Opportunity Act, 194, 197,
200, 220
Equity prices, 13, 80

Federal agency securities—Continued
Federal Reserve open market
transactions, 290
Repurchase agreements, 284, 286-89,
290, 292
Federal Financial Institutions Examination
Council, 190, 199, 240-42
Federal Financial Management Act of
1994, 224
Federal government spending, 19
Federal Open Market Committee
Meetings, minutes of, 106—85
Members and officers, list, 332
Monetary policy and interest rate
developments, 54-56, 80—82
Federal payments, electronic, 224
Federal Reserve Bank examiners, fair
lending training, 189
Federal Reserve Banks

Examinations, inspections, regulations, and Assessments for expenses of Board of

audits
Federal banking agencies, 219
Federal Reserve Banks, 267
Member banks, 198, 227
Risk management, 236
Specialized
Electronic data processing, 229
Fiduciary activities, 229
Government securities, 230
Municipal securities, 230
Subsidiaries of bank holding
companies, 230
Surveillance and monitoring, 231
Transfer agents, supervision, 231
Examiner Workstation, 238
Exchange rates, 80
Expedited Funds Availability Act,
compliance with, 203, 255
Expenses, Board of Governors, 277
Export trading companies, 233
Export Trading Company Act Amendments
of 1988, 233

Fair Credit Reporting Act, 221
Fair lending practices, 188-90
Fair Lending School, 189
Farmers in drought areas, 223
FBO Desktop, 238
Federal Advisory Council, members, 333
Federal agency securities
Federal Reserve Banks, 286-89,
308-13

Governors, 296-303
Bank premises, 284, 28689, 302
Branches
Directors list, 338-57
Premises, 302
Vice presidents in charge, 336
Capital accounts, 286-89
Chairs, deputy chairs, presidents, and
vice presidents of Federal Reserve
Banks, list, 336
Condition statement, 284
Conferences of chairs, presidents, and
vice presidents, 338
Deposits, 285, 286—89
Directors, list, 338-57
District Banks
Atlanta, 192, 194
Boston, 192, 194
Chicago, 192
Cleveland, 192
Dallas, 192, 193
Kansas City, 192, 193, 194
Minneapolis, 192, 193
New York, 192, 193
Philadelphia, 192, 194
Richmond, 192, 194
San Francisco, 192, 193
St. Louis, 192, 194
Dividends paid, 296-304
Educational programs, 193
Examinations, inspections, regulations,
and audits, 188, 267
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Federal Reserve Banks—Continued Federal spending, 46-48, 69, 75

Fees and services, 257-73 Federal tax payments services, 265

Income and expenses, 267 Fedwire

Interest rates, 304 Foreign service providers, 96

International activities, 232 Funds transfer services, 260, 264

Liabilities and capital accounts, 285 Operation hours, announcement, 97

Loans and securities, 284, 28689, Fees GeeFederal Reserve System, Fees)
292-97, 308-13 Fiduciary activities, supervision, 229

Note, $100, 262 Financial

Officers and employees, number and Disclosure, state member banks, 246
salaries, 293-96 Institutions, definition, 95

Operations, volume, 303 Statements, Board of Governors, 275-81

Payments to the U.S. Treasury, 299, 301Financial Action Task Force, 247

Premises, 268 Financial Crimes Enforcement Network, 89

Presidents and first vice presidents, 336 Financial Management Service, U.S.

Priced services, 308-13 Department of the Treasury, 266

Salaries, 293-96 Fiscal agency services, 264

Surveillance and monitoring, 231 Float, 262

Uniform cash access policy, 97 Flood insurance requirements,

Federal Reserve notes, 262, 286—89, 299 Regulation H, 88
Federal Reserve Systei8de alsdBoard of Food coupon services, 267, 303

Governors) Foreign
Bank holding company applications, 203 Banks, 90, 222
Banking structure decisions, 244 Branches of member banks, 232
Fees, Federal Reserve services to Currencies, Federal Reserve income on,
depository institutions 294
Automated clearinghouse, 261 Currency, directives and operations, 34,
Book-entry securities, 261 35, 36, 103, 105, 109, 111
Cash, 262 Currency, warehouse agreement, 112
Check clearing and collection, 259 Economies during 1996, 30, 48-50,
Currency and coin, 262 70-72
Developments, 258 Exchange, 34, 48-50, 59-61, 70-72
Fedwire funds transfer, 97, 260, 264 Exchange rates, 80
Fiscal agency, 263 Investment regulation, 233
Float, 262 Stocks, list, 248
Food coupon, 267 Freedom of Information Act, 95, 224
Government depository, 263
Net settlement, 260 Glass—Steagall Act92
Noncash collection, 262 Gold certificate accounts of Reserve Banks
Pricing of, 294 and gold stock, 286-89, 308-13
Treasury, U.S. Department of the, 266 Government depository services, 263
Loans to executive officers, 249 Government spending, 19-21
Map, 359
Membership, 249 Home Mortgage Disclosure Act
Priced services, 270-73 Data and information from, 189, 191
Security and loan holdings, 268 Exemption threshold increase, 195
Staff training, 189, 199, 238 Lending patterns and data reported, 189
Staff, technical assistance to member Paperwork reduction act, 220
banks, 234 Home Ownership and Equity Protection
Supervision and regulation, Act of 1994, 94, 196
responsibilities, 226—32 Household spending, 14-17

Supervisory policy, 234-37 Houses, sale of, 44, 68
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Housing and Urban Development, U.S.
Department of, 195, 197, 205

Income and expenses
Board of Governors, 277
Federal Reserve Banks, 267, 294
Industrial production, 44
Insider lending restrictions, 219
Insured commercial bankSée also
Commercial banks), Assets, liabilities,
and number, by class of bank, 307
Interest rates
During 1996, 13
Federal Reserve Banks, 97-99, 304
Monetary policy, 54-56, 80—82
Risk, policy statement, 96
Risk-based capital standards, 235
International banking activities and
operations
Developments, 29-35, 48-50, 70-72
Edge Act corporations and agreement
corporations, 233

Loan Guarantees for Defense Production,

regulation repealed, 93, 256

Loans

Banks, by class, 307

Executive officers, 91, 95, 253

Federal Reserve Banks
Depository institutions, 284, 286—89
Holdings and income, 284, 286—-89
Interest rates, 304
Loans and securities, 308, 310, 312
Volume of operations, 303

Federal Reserve Banks, depository

institutions, 294

Maine Community Reinvestment

Corporation, 192

Management Official Interlocks,

Regulation L, 91

Map, Federal Reserve System, 359
Margin requirements, 306
Margin stocks, credit for purchasing, 88,

247, 306

Foreign banks, home state selection datdylarket risk measurement, 235

90

Member banks

Foreign-office operations of U.S. banking Assets, liabilities, and capital accounts,

organizations, 232

Regulation K, 89-91, 252-54

Transactions, 32, 33

U.S. activities of foreign banks, 233
Interpretations of regulations, 197
Investments

Business in 1995, 17-19

Federal Reserve Banks, 284, 286—-89

307
Banking offices, changes in number, 314
Membership with the Federal Reserve
System, 249
Number, 307
Reserve requirements, 305

Minority loan programs, 191
Model Agreement, 237

Products, retail sales of nondeposit, 237 Monetary aggregates, 4, 24, 26, 37-39, 41,

State member banks, 307

Joint Report: Streamlining of Regulatory
Requirements 251
Justice, U.S. Department of, 188, 189

Labor markets, 7, 50, 72
Leasing, automobile
Delinquency rates, 76

61-63, 65

Monetary policy

Credit markets, 56-58, 75, 78
Developments during 1996, 53-56,
75-78
Interest rate developments, 54-56, 80-82
Reports to the Congress
February 20, 1996, 37-61
July 18, 1996, 61-81

Disclosure requirements, 91, 195, 201, Money laundering, protective measures

253

Legislation enacted, 217-24
Legislative recommendations, Board of

Governors, 210
Lender liability for disclosure errors, 94
Lending in Indian Countryvideo tape, 193
Limited liability company, 222
Litigation, 213-16

against, 247

Mortgage

Debt, 75

Loans, lending practices, 189

Points and fees, adjustment in threshold
amount, 94

Reverse, 197

Servicing rights, 242
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Mortgage Insurance Companies of
America, 191

National Federation of Independent
Business 19
National Information Center (NIC), 238
National Securities Markets Improvement
Act of 1996, 223, 249, 254
Nationwide City Sort product, 259
Nationwide State/Federal Supervisory
Agreement, 237
Net settlement services, 260
Netting eligibility for financial institutions,
95
New accounts at banks, 198
Noncash collection services, 262
Nonmember depository institutions
Assets and liabilities, 307
Banking offices, changes in number, 314
Note, Federal Reserve $100 series, 262

Off-Site Risk Analysis, 231

Officers of Federal Reserve Banks and
Branches, 336

Open-end lines of credit, 196

Outstanding Educational Program Award
for 1996, 208

Over-the-Counter Marginable StocKsst,
248

Paperwork Reduction Act of 1996 194
Participants Trust Company, 260
Payments system risk, policy statement on
Fedwire third-party access, 97
Performance Report Information and
Surveillance Monitoring, 231
Personal Responsibility and Work
Opportunity Act of 1996, 210, 211
Pine Ridge Reservation, 193
Policy actions and statements
Board of Governors, 87-99
Federal Open Market Committee
Domestic open market operations,
authorization, 101, 108
Domestic policy directive, 103
Foreign currency directive, 105, 111
Foreign currency operations,
authorization, 103, 109
Foreign currency operations,
procedural instructions, 106, 112
Fedwire foreign service providers, 96
Fedwire operation hours, 97

Policy actions and statements—Continued
Interest rate risk, 96
Payments system risk, 97
Safety and soundness standards, 96
Uniform cash access policy, 97
Uniform Rules of Practice and Procedure
for Administrative Hearings, 96
Presidents and vice presidents, Federal
Reserve Banks, 293, 338
Price developments, 9-11, 52-54, 73-75
Priced services, Federal Reserve, 270-73,
294, 308-13
Private mortgage insurance, 191
Profit and loss, Federal Reserve Banks, 296
Public inspection of records, 224
Publications
Banking on Partnerships: A Digest of
Community-Based Organizations in
Houston 193
Community Development Investments: A
Guide for State Member Banks and
Bank Holding Companies 93
Doing the Undoable Deals: A Resource
Guide to Financing Housing and
Economic Development93
Foreign Stockslist, 248
Over-the-Counter Marginable Stocks
list, 248
Securities Credit Transactions Handbook,
Federal Reserve Regulatory Service
248
Texas Colonias: A Thumbnail Sketch of
the Conditions, Issues, Challenges
and Opportunities193

Qualified family partnerships (QFP), 219

Rating systems for banks, disclosurg241
Real Estate Settlement Procedures Act,
197, 220
Recordkeeping requirements, 92
Regulation of the U.S. banking structure
Bank Holding Company Act, 243
Bank Merger Act, 243
Banking and nonbanking proposals, 245
Change in Bank Control Act, 244
Federal Reserve decisions, public notice,
244
Regulations
B, Equal Credit Opportunity, 194, 197,
200
C, Home Mortgage Disclosure, 195
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Regulations—Continued
D, Reserve Requirements of Depository
Institutions, 87, 252
E, Electronic Fund Transfers, 88, 195,
197, 198, 200, 210, 211, 252
G, Securities Credit by Persons Other
Than Banks, Brokers, or Dealers,
88, 247, 306
H, Membership of State Banking
Institutions in the Federal Reserve
System, 88, 89, 252
K, International Banking Operations,
89-91, 252-54
L, Management Official Interlocks, 91
M, Consumer Leasing, 76, 91, 195, 201,
253
O, Loans to Executive Officers,
Directors, and Principal
Shareholders of Member Banks, 91,
95, 253
R, Relations with Dealers in Securities
Under Section 32, Banking Act of
1933, rescission, 92, 256
Review of, 223
S, Reimbursement for Providing
Financial Records; Recordkeeping
Requirements for Certain Financial
Records, 92, 253
T, Credit by Brokers and Dealers, 88,
93, 247, 254, 306
U, Credit by Banks for the Purpose of
Purchasing or Carrying Margin
Stocks, 88, 247, 306
V, Loan Guarantees for Defense
Production, repealed, 93, 256
Y, Bank Holding Companies and Change
in Bank Control, 89, 93, 94, 209,
254
Z, Truth in Lending, 94, 196, 197, 201,
255
AA, Unfair or Deceptive Acts or
Practices, 203
BB, Community Reinvestment, 187, 202
CC, Availability of Funds and Collection
of Checks, 203, 255
DD, Truth in Savings, 197
EE, Netting Eligibility for Financial
Institutions, 95
Reimbursement to Financial Institutions for
Assembling or Providing Financial
Records, 92, 253

Relations with Dealers in Securities under
Section 32, Banking Act of 1933, 92,
256

Reserve requirements of depository
institutions, 87, 252, 305, 308-13

Residential investment, 15, 44

Revenue, Board of Governors, 277

Reverse mortgages, 197

Riegle Community Development and
Regulatory Improvement Act of 1994,
89, 91, 93, 251

Riegle—Neal Interstate Banking and
Branching Efficiency Act of 1994, 257

Risk-based capital standards

Guidelines, 89

Market risk measurement policy, 235
Risk management guidance, 235
Supervisory policy, 235-38

Rules Regarding Availability of
Information, 95

Safety and soundness standard$96
SAIF, 217
Salaries, Federal Reserve Bank staff, 293
Savings Association Insurance Fund, 217
Savings bonds, 265
Section 20 subsidiaries, 230, 245
Securities $ee alsolreasury securities)
Book-entry transfer services, 261
Credit, 88, 93, 254, 306
Dealers interlocks, 92
Government, supervision of, 229
Municipal, regulation of, 230
Regulations, 247
Subsidiaries of bank holding companies,
230
Treasury, marketable, 264
U.S. government, holdings by Federal
Reserve, 268
Securities Exchange Act, 249
Small businesses, 193, 223
Social security numbers, consumer
protection against unauthorized use,
194
Special drawing rights certificates, 284,
286-89, 308-13
Spending and finance, 13-21
State and local government spending, 20
State member banks
Applications, 245
Back-office facilities, 88, 89
Banking offices, changes in humber, 314
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State member banks—Continued Treasury Offset Program, 265
Community development investment, Treasury securities
193 Bank holdings, by class of bank, 307
Compliance examinations, 199 Federal Reserve Banks, holdings, 284,
Consumer complaints, 204—08 286-89, 292-95, 308-13
Economic Growth and Regulatory Federal Reserve Banks, income, 294
Paperwork Reduction Act of 1996,  Open market transactions, 290
217 Repurchase agreements, 284, 286-89,
Examinations by Federal Reserve Banks, 290, 292, 308-13
229 Treasury, U.S. Department of the, 265, 299,
Financial disclosure, 246 301 _
Loans to executive officers, 249 Truth in Lending Act
Number, 227, 307 Compliance with, 201
Risk-based capital guidelines, 89, 235, ~ Expedited Funds Availability Act, 255
236 Mortgage points and fees, adjustment in
Secured loans to executive officers, 91 thresh old amount, 94 _
Supervision and regulation of, 227-34  Open-end home equity lines of credit,
State-chartered savings banks, changes in 196 )
number, 314 Paperwork reduction act, 221
State/Federal Protocol, 237 Revision, 197

Statement of Financial Accounting Truth in Savings Act, 197, 220

Standards 125, 242

Statistical analysis system for fair lending
examinations, 189

Stored-value products, 210

Supervision and regulatiorsée alsdBank . : ; o :
supervision and regulation), 226—32 Uniform Financial Institutions Rating

: . . System, 240
Sup%r;/:qsli)sryzrﬂlng systems, disclosure to Uniform Interagency Rating System for

Data Processing Operations, 241
Uniform Interagency Trust Rating System,
241
Uniform Rules of Practice and Procedure
for Administrative Hearings, 96
Unregulated banking practices, consumer
complaints, 205

Unfair and Deceptive Acts or Practices
203

Uniform cash access policy, 97

Uniform Commercial Code, 4A, 92

Surplus stock, definition, 95

Suspicious Activity Report, 229

Sweep programs, retail customers, 82

System Open Market Account (SOMA),
portfolio, 168

Technical modifications, proposed rule
236 ) . .
Testimony and legislative Vldecl)gtgpe, Lending in Indian Country,
recommendations, Board of
Governors, 210
Texas Colonias: A Thumbnail Sketch of the
Conditions, Issues, Challenges and
Opportunities report, 193
Thrift institutions, Economic growth act,
218
Thrift Institutions Advisory Council, 335
Training, Federal Reserve System staff,
189, 199, 238
Transfer agents, supervision, 231
Transfers of fundsSee alsd~ees and
Regulations: E), 303
Treasury Direct, 264, 265, 266 FRB1/1-12500-0597C
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