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Part 1

Monetary Policy and
the U.S. Economy in 1997



Overview: Monetary Policy and the
Economy in 1997

The U.S. economy turned in another The circumstances that prevailed
excellent performance in 1997. Growththrough most of 1997 required that the
was strong, the unemployment ratd-ederal Reserve remain especially atten-
declined to its lowest level in nearly ative to the risk of a pickup in inflation.
quarter-century, and inflation slowedLabor markets were already tight when
further. Impressive gains were alsahe year began, and nominal wages had
made in other important respects: Thetarted to rise faster than previously.
federal budget moved toward balancéersistent strength in demand over the
much more quickly than almost anyoneyear led to economic growth in excess
had anticipated; capital investment, af the expansion of the economy’s
critical ingredient for long-run growth, potential, intensifying the pressures on
rose sharply further; and labor produciabor supplies. In earlier business expan-
tivity, the ultimate key to rising living sions, such developments had usually
standards, displayed notable vigor. produced an adverse turn in the inflation
Among the influences that broughttrend that, more often than not, was
about this favorable performance wereaccompanied by a worsening of eco-
the sound fiscal and monetary policiesiomic performance on a variety of
that have been pursued in recent yearfronts, culminating in recession.
Budgetary restraint at the federal level Robust growth of spending early in
has raised national saving, easing ththe year heightened concerns among
competition for funds in capital marketsmembers of the Federal Open Market
and thereby encouraging greater privat€ommittee (FOMC) that growing
investment. Monetary policy, for its strains on productive resources might
part, has sought to foster an environtouch off a faster rate of cost and price
ment of subdued inflation and sustainfise that could eventually undermine
able growth. The experience of recenthe expansion. Financial market partici-
years has provided additional evidenc@ants seemed to share these concerns:
that the less households and businessiasermediate- and long-term interest
need to cope with a rising price level, orrates began moving up in December
worry about the sharp fluctuations in1996, effectively anticipating Federal
employment and production that usuallyReserve action. When the FOMC firmed
accompany inflationary instability, thepolicy slightly at its March 1997 meet-
more long-term investment, innovation,ing by raising the intended federal funds
and enterprise are enhanced. rate from 54 percent to %z percent, the
market response was small.
_ The economy slowed a bit during the
Note. The discussion here and in the nextsecond and third quarters, and inflation

chapter is adapted froMonetary Policy Report to .
the Congress pursuant to the Full EmploymenrrIOderated further. In addition, the

and Balanced Growth Act of 19780ard of Gov- pmgresslbeing made by the federal gov-
ernors, February 1998). ernment in reducing the size of the defi-
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cit was becoming more apparent. As additional restraint against the possible
consequence, by the end of Septembezmergence of greater inflation pressures.
longer-term interest rates félk percent- In the latter part of the year, develop-
age point from their peaks in mid-April, ments in other parts of the world began
leaving them abou¥s percentage point to alter the perceived risks attending the
below their levels at the end of 1996.U.S. economic outlook. Foreign econo-
The decline in interest rates, togethemies generally had seemed to be on a
with continued reports of brisk growth strengthening growth path at midyear.
in corporate profits, sparked steeBut over the remainder of the summer
increases in equity prices between Apriind during the autumn, severe financial
and September. strains surfaced in a number of econo-
Even with a more moderate pace ofmies in Asia, weakening somewhat the
growth, labor markets continued tooutlook for growth abroad and thus the
tighten, generating concern amongrospects for U.S. exports. The prob-
FOMC members over this period thattlems these economies encountered gen-
rising costs might trigger a rise in infla- erally resulted in severe downward pres-
tion. Consequently, at its meetings fromsures on the foreign exchange values of
May through November, the Committeetheir currencies; in some cases, steep
adopted directives for the conduct ofdepreciations occurred despite substan-
policy that assigned greater likelihoodtial upward movement of interest rates.
to the possibility of a tightening of pol- Asset values in parts of Asia, notably
icy than to the possibility of an easingequity and real estate prices, also
of policy. Even though the Committeedeclined appreciably, leading to losses
kept the nominal federal funds rateby financial institutions that had either
unchanged, it saw the rise in the reainvested in those assets or lent against
funds rate resulting from declining infla-them; nonfinancial firms began to
tion expectations, together with anencounter problems servicing their obli-
increase in the exchange value of thg@ations. In many instances the debts of
dollar, as providing some measure ofonfinancial and financial firms were
denominated in dollars and unhedged.
Selected Interest Rates Concerted international efforts to bring
Percent economic and financial stability to the
Three-year e region were under way as the year drew
Treasury | Treasury to a close. Meanwhile, economic activ-

j 7 ity in Japan stagnated, and the weak-
nesses in the Japanese financial system
became more apparent.

©  The difficulties in Asia contributed to
additional declines o¥4 to ¥ percent-
5 age point in the yields on intermediate-
‘ _ | Three-month and long-term Treasury securities in
o TR e the United States between mid-autumn
1996 1697 and the end of the year. The decreases
Note. Small tick marks refer to dates in 1996 and Were due in part to an international
1997 on which the Federal Open Market Committee heldlight to the safe haven of dollar assets,
scheduled meetings. Dashed lines indicate dates of medtyt they also reflected expectations that
o oy T o v oy Plinese diffculties would exert a moderat-
data are daily. ing influence on the growth of aggre-

Intended
federal funds rat




Overview

gate demand and inflation in the United
States. In light of the ongoing difficul-
ties in Asia and the possible effects on
the United States, the FOMC not only
left interest rates unchanged in Decem-
ber but shifted its instructions to the
Manager of the System Open Market
Account to symmetry between ease and
tightening in the near term. The inflation
risk from a tight labor market and accel-
erating wages seemed to be roughly bal-
anced over the near term by the effects
of a number of other factors, including
the economic weakness in Asia, a slump
in the prices of oil and other commodi-
ties in the latter part of 1997, and the
restraint on import prices from the sub-
stantial appreciation of the dollar against
most other currencies over the preced-
ing few quarters. .



U.S. Economic and Financial Developments
in 1997

The year 1997 was an exceptionally Meanwhile, inflation slowed from the

good one for the U.S. economy. Reahlready reduced rates of the previous
GDP increased®: percent over the four few years. Although wages and total
quarters of the year. Household andhourly compensation accelerated in the
business expenditures continued to riseght labor market, the inflationary

rapidly, owing in part to supportive impulse from that source was more than
financial conditions, including a strongoffset by other factors, including rising

stock market, ample availability of competition from imports, the price

credit, and, from April onward, declin- restraint from increased manufacturing
ing intermediate- and long-term interestapacity, and a sizable gain in labor
rates. In the aggregate, private domestigroductivity.

spending on consumption and invest-

ment rose 5 percent on an inflation-

adjusted basis. The strength of spendrhe Household Sector
ing, along with a further sizable

appreciation of the foreign exchang . ;
value of the U.S. dollar, brought a SurgZConsumptlon Spending, Income,

of imports, the largest in many years.and Saving
The growth of exports, while lagging Bolstered by increases in income and
that of imports, also was substantialyealth, personal consumption expendi-
despite the appreciation of the dollatures rose more than¥3 percent in

and the emergence after midyear 01997, Expenditures were strong for a
severe financial difficulties in Sevel’alwide Variety of durable goods_ Real out-
foreign economies, particularly amongays on home computers continued to
the advanced developing countries ioar, rising even faster than they had

Asia. over the previous few years. Strength
was also reported in purchases of home
Change in Real GDP goods, and consumer expenditures on

Percent, Q4 to Q4 Motor vehicles more than reversed the
small declines of the previous two years.
At the same time, real expenditures on
services scored the largest gain of the
4 past several years, rising 4 percent.
Real disposable personal income—
after-tax income adjusted for inflation—
increased abouts3 percent over 1997, a
rise that was exceeded on only one occa-
sion in the previous decade. Income was
1991 1993 1995 1997 boosted by sizable gains in wages and

Note. The data are derived from chained (1992) dol-.SalarleS apd by another year of Iarge
lars and come from the Department of Commerce. increases in dividends.
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Measured in terms of annual aver-and sales of existing homes increased
ages, the personal saving rate fell furtheabout 3 percent. House prices moved
in 1997. The yearly average of 3.9 perup more quickly than prices in general.
cent was almost/2 percentage point Responding to the strong demand, starts
below the 1996 average and nearly a fulbf new single-family units remained at a
percentage point below the 1995 averhigh level, only a touch below that of
age. It also was the lowest annual readt996; the annual total for single-family
ing in several decades. Various surveyanits exceeded 1 million units for a sixth
of households indicated that consumersonsecutive year, putting the current
had become more optimistic about prosexpansion in single-family housing con-
pects for the economy, and their opti-struction nearly on a par with that of
mism may have led them to spend moréhe 1980s in terms of longevity and
freely from current income. Support forstrength.
additional spending came from the Starts of multifamily units increased
further rise in the stock market, as than 1997 for the fourth year in a row and
capital gains accruing to householdsvere about double the record low of
increased the chances of their meeting993. The increased construction of
longer-run net worth objectives even ashese units was supported by a firming
they consumed a larger proportion ofof rents, abundant supplies of credit, and
current income. declines in vacancy rates in some mar-
kets. The national vacancy rate came
down only slightly, however, and it has
reversed only a portion of the sharp
Real residential investment increasedun-up that took place in the 1980s.
about 92 percent during 1997. Outlays The home-ownership rate—the num-
for the construction of new single-ber of households that own their dwell-
family structures rose moderately, andngs divided by the total number of
spending on the construction of multi-households—moved up further in 1997,
family units continued to recover fromto about 634 percent, a historical high.
the extreme lows that were reached eaifhe rate fell in the 1980s but has risen
lier in the decade. Real outlays for homelmost 2 percentage points in this
improvements and brokers’ commis-decade.
sions, categories that have a combined
weight of more than 35 percent in total
residential investment, moved up subHgpusehold Finance
stantially from the final quarter of 1996
to the final quarter of 1997. Spending orHousehold net worth grew more than
mobile homes, a small part of the total$3%2 trillion during 1997, ending the
also advanced. year at its highest multiple relative to

The indicators of single-family hous- disposable personal income on record.
ing activity were almost uniformly Most of the increase was the result of
strong during the year. Sales of housespward revaluations of household assets
surged, driven by declines in mortgageather than additional saving. In particu-
interest rates and the increasingly favortar, capital gains on corporate equities
able economic circumstances of houseaccounted for about three-fourths of the
holds. Annual sales of new single-increase. Flows of household assets into
family houses were up 6 percent frommutual funds, pensions, and other vehi-
the number sold in the preceding yeargles for holding equities indirectly were

Residential Investment
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exceeded by outflows from directly heldthan 20 percent, to some extent because
equities. of households’ rising debt burden; a
Household borrowing not backed bychange in the federal bankruptcy law
real estate, including credit card bal-and a secular trend toward associating
ances, auto loans, and other consumégss social stigma with bankruptcy also
credit, increased % percent in 1997. may have contributed. Over the same
These obligations grew at double-digitperiod, delinquency and charge-off
rates in 1994 and 1995 but slowed fairlyrates on consumer loans increased
steadily thereafter. Mortgage borrowing significantly.
which has experienced relatively muted In 1997, however, because the growth
swings in growth during the currentof household debt only moderately out-
expansion, increased¥7 percent in paced that of income at the same time
1997, a gain that was only a bit less thahat interest rates were drifting lower,
the rise in 1996. Within the mortgagethe household debt-service burden did
category, however, home equity loansiot change. Reflecting, in part, the sta-
advanced sharply, reflecting in part thebility of the aggregate household debt
increased use of these loans in refinandsurden, delinquency rates for many
ing and consolidating credit card andsegments of consumer credit plateaued,
other consumer obligations. although charge-off rates generally con-
An element in the slowing of con- tinued to rise somewhat. Personal bank-
sumer credit growth may have beenuptcies advanced again in 1997 but
assessments by some households thsibwed considerably in the second half
they were reaching the limits of theirof the year.
capacity for carrying debt and by some Some of the apparent flattening of
lenders that they needed to selectivelyiousehold debt-repayment problems
tighten their standards for granting newmay also have resulted from efforts by
loans. In the mid-1990s, the percentagkenders to stem the growth of losses on
of household income required to meetonsumer loans. In both 1996 and 1997,
debt obligations rose to the upper end oé large percentage of the respondents to
its historical range, in large part becaus¢he Federal Reserve’s quarterly Senior
of a sharp rise in credit card debt.Loan Officer Opinion Survey on Bank
Between 1994 and 1996 personal bank-ending Practices reported tightened
ruptcies grew at an annual rate of morstandards on consumer loans. However,

Household Net Worth _
percent Household Debt-Service Burden

Percent

525
500 17
475
450

425 [ Y I Y I
| L L L L L L 1982 1985 1988 1991 1994 1997
Note. As a percentage of disposable personal income.
19651970 1975 1980 1985 1990 1997 Debt service is the sum of estimated required interest and
Notke. As a percentage of disposable personal incomeprincipal payments on consumer and household-sector
four-quarter moving average. mortgage debt. The data are quarterly.
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the percentages reporting tightening felthe expenditure data for other commer-
a bit in the latter part of that period, cial buildings and industrial buildings.

suggesting that many banks felt that thether indicators of market conditions
had altered their standards sufficiently. pointed to underlying firmness in non-

Although banks pulled back a bitresidential construction. Vacancy rates
from consumer lending in 1997, mostdeclined, for example, and rents seemed
households had little trouble obtainingto be picking up. In some regions of the
credit. Bank restraint most commonlycountry, more builders were putting up
took the form of lower credit limits or new office buildings on “spec’—that
higher finance charges on outstandings, undertaking new construction before
balances; credit card solicitations coneccupants had been lined up. The new
tinued at a record pace. projects were apparently being spurred
to some degree by the ready availability
of financing.

Business inventory investment picked
up considerably in 1997. The level of
inventories held by nonfarm businesses
Adjusted for inflation, business outlaysrose more than 5 percent in real terms
for fixed investment rose 9 percent oveover the course of the year after increas-
1997 after gaining about 12 percent oveing roughly 2 percent in 1996. Accumu-
1996. Spending continued to be spurrethtion was especially rapid in the com-
by rapid growth of the economy, favor-mercial aircraft industry, in which
able financial conditions, attractive pur-production was being ramped up in
chase prices for new equipment, andesponse to a huge backlog of orders for
optimism about the future. Business outhew jet aircraft. With the rate of inven-
lays for equipment, which account fortory growth outpacing the growth of
more than three-fourths of total busi-final sales in 1997, the stock-to-sales
ness fixed investment, moved up aboutatio for the nonfarm sector ticked up
13 percent over 1997, making it theslightly after declining slightly in the
fourth year of the last five in which the preceding year. Nonetheless, businesses
annual gains have exceeded 10 percenih general did not appear to be uncom-
As in previous years of the expansionfortable with the levels of stocks they
the most striking gains were posted fomwere carrying at year-end.
computers, the power of which contin-
ued to advance rapidly at the same tim%
prices continued to decline. Spendinq3
also moved up briskly for many other
types of equipment, including communi-Despite a fourth-quarter downturn, the
cations equipment, commercial aircraftannual economic profits of corporate
industrial machinery, and constructionbusinesses—that is, book profits after
machinery. inventory valuation and capital con-

Real outlays for nonresidential con-sumption adjustments—increased about
struction, the remaining portion of busi-9%2 in 1997 after gaining 18: percent
ness fixed investment, declined slightlyin 1996. Profits from the foreign opera-
in 1997 after moving up in each oftions of these corporations rose only
the four previous years. Construction ofnoderately in 1997, but the profits from
office buildings continued to increase indomestic operations, by far the larger
1997, but sluggishness was reported ishare of the total, posted further strong

The Business Sector

Investment Expenditures

orporate I?rofits and
usiness Finance
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gains—about 16 percent for financialmerger-related retirements. Given these
corporations and more than 9 percenfinancing requirements, the growth of
for nonfinancial corporations, in termsnonfinancial corporate debt picked up to
of annual totals. For the year, the profits88 percent in 1997.
of nonfinancial corporations from With the debt of nonfinancial corpora-
domestic operations amounted to aboutons advancing briskly, the ratio of their
13Y> percent of the nominal domesticinterest payments to cash flow was about
output of those corporations, up fromunchanged in 1997 after several years of
7% percent in 1982 and the highestdecline that had left the ratio at quite a
annual share since the late 1960s. Thiew level. Consequently, measures of
elevated profit share reflected both aebt-repayment difficulties also were
high level of cash flow before interestvery favorable: The default rate on cor-
costs, which was also at a multiyeaporate bonds remained extremely low,
peak relative to output, and the declinesind the number of upgrades of debt
in interest costs that have taken place iabout equaled the number of down-
the 1990s. In their profit announcementgirades. Similarly, only small percent-
for the fourth quarter, few corporationsages of business loans at banks were
reported that they had experienced muctelinquent or charged off. The rate of
fallout from the events in Asia, but business bankruptcies increased a bit but
many warned that profits in the first halfwas still fairly low.
of 1998 could be significantly affected. = Businesses continued to find credit
Despite the rapid growth of profits,amply supplied at advantageous terms
the financing gap for nonfinancialin 1997. The spreads between yields on
corporations—capital expenditures lesinvestment-grade bonds and yields on
internal cash flow—widened over theTreasury securities of similar maturities
year, reflecting the strong expansiorremained narrow, varying only a little
of spending on capital equipment andluring the year. The spreads between
inventories. Furthermore, on net, firmsyields on below-investment-grade bonds
continued to retire a large volumeand those on Treasury securities fell dur-
of equity, adding further to borrowing ing the year, touching new lows before
needs, as substantial gross issuance wagdening a bit in the fall; the widening
swamped by stock repurchases andccurred in large part because these
securities benefited less from the flight
Corporate Profits before Taxes to U.S. assets in response to events in
percent Asia than did securities of the Treasury.
Banks also appeared eager to lend to
businesses. Large percentages of respon-
dents to the Federal Reserve surveys,
12 citing stiff competition as the reason,
said they had eased terms on business
9 loans—particularly the spreads between
loan rates and banks’ cost of funds.
Much smaller percentages reported hav-
S A ing eased standards on these loans. The
lo77 1981 1985 1989 1993 1997 high ratios of stock prices to earnings
NoTE. Profits_ of n_onf_inancial corpor_ations fror_n indicate that equity finance was also
domestic operations, with inventory valuation and capital ite Cheap in 1997. Nevertheless, the

consumption adjustments, as a percentage of the grogsu . A ;
domestic product of the nonfinancial corporate sector. Market for initial publlc offerlngs of

15
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equity was cooler than in 1996: Newthe strength of the economy, which has
issues were priced below the expectededuced outlays for income support.
range more often than above it, and In nominal terms, small to moderate
first-day trading returns were smaller orincreases were recorded in most major
average. expenditure categories in fiscal 1997.
The pickup in business borrowingNet interest outlays, which have been
was widespread across funding sourceaccounting for about 15 percent of total
Outstanding commercial paper, whichunified outlays in recent years, rose only
had declined a bit in 1996, posted stron@ small amount in 1997, as did nominal
growth in 1997, as did bank busines®utlays for defense and for income secu-
loans. Gross issuance of bonds wasty. Expenditures on Medicaid rose
extremely high, particularly bonds ratedmoderately for a second year after hav-
below investment grade. Such lowering grown very rapidly for many years;
rated bonds made up nearly half of alspending in this category has been
issuance, a new record. Although salegestrained of late by the strong economy,
of new investment-grade bonds slowedhe low rate of inflation in the medical
a bit in the fall, corporations were appar-area, and policy changes in the Medi-
ently waiting out the market volatility caid program. Policy shifts and the
at that time. The financing of incomestrong economy also cut into outlays for
properties—residential apartments anébod stamps, which fell about 10 percent
commercial buildings—expanded fur-in fiscal 1997. By contrast, spending on
ther in 1997; banks, real estate investMedicare continued to rise at about three
ment trusts, and commercial-mortgagetimes the rate of total federal outlays.
backed securities were the mosGrowth of outlays for social security
significant sources of funds. also exceeded the rate of rise of total
expenditures.
Real federal outlays for consumption

The Government Sector and gross investment, the part of federal
spending that is counted in GDP,
Federal Expenditures declined slightly, on net, from the fourth

quarter of 1996 to the fourth quarter of
1997. Real outlays for defense, which
Nominal outlays in the unified budgetaccount for about two-thirds of the
increased about?2 percent in fiscal spending for consumption and invest-
year 1997 after moving up 3 percent in

fiscal 1996. Fiscal 1997 was the sixthrederal Receipts and Expenditures

Receipts, and Finance

consecutive year in which the growth of Percent
spending was less than the growitl
of nominal GDP. During that period, Total expenditures "
spending as a percentage of noming
GDP fell from about 222 percent to just 21

over 20 percent. The set of factors tha Total receipts

combined to bring about this resultw 18
includes implementation of fiscal poli-
cies aimed at reducing the deficit, which A ——

has helped slow the growth of discre 1%t 198 1989 1993 1997
Note. As a percentage of nominal GDP. Data on

tlongry Spendmg and ,Spendmg on Som%ceipts and expenditures are from the unified budget;
social and health services programs, an@ars are fiscal years.
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ment, edged lower, as did nondenet redemption of bills, which at times
fense outlays. Because of much largepushed yields on short-term bills down
declines in most other recent years, theelative to yields on other Treasury
level of real defense outlays at the endecurities and on short-term private
of 1997 was down about 23 percenbbligations.
from its level at the end of the 1980s; The year saw the first issuance by the
total real outlays for consumption andTreasury of inflation-indexed securities.
investment dropped nearly 15 percenThe Treasury sold indexed ten-year
over that period. notes in January and April, and five-year
Federal receipts rose faster than nomiotes in July and October; a sale of
nal GDP in fiscal 1997 for a fifth con- indexed thirty-year bonds was sched-
secutive year; receipts were #9per- uled for April 1998. At Treasury auc-
cent of GDP, up from 1¥2 percent in tions, investor interest in the securities
fiscal 1992. The ratio tends to rise durwas substantial, with the ratios of
ing business expansions, mainly becaugeceived bids to accepted bids resem-
of cyclical increases in the share of profbling those for nominal securities. As
its in nominal GDP. In recent years, theexpected, most of the securities were
ratio has also been boosted by the taguickly acquired by final investors, and
increases included in the Omnibus Recthe trading volume as a share of the
onciliation Act of 1993, by a rise in the outstanding amount was much smaller
share of income going to high-incomethan for nominal securities.
taxpayers, and by receipts from surging An important macroeconomic impli-
capital gains realizations, which raisecation of the reduced federal deficit was
the numerator of the ratio but not thethat the federal government ceased to
denominator because capital gains reabe a negative influence on the level of
izations are not part of GDP. In fiscalnational saving. The improvement in the
1997, combined receipts from individualfederal government’s saving position in
income taxes and social insurance taxesgcent years has more than accounted
which account for about 80 percent offor a rise in the total gross saving of
total receipts, moved up abou¥®per- households, businesses, and govern-
cent, even more than in fiscal 1996ments, from about 24 percent of gross
Receipts from taxes on corporate profitsational product earlier in the decade,
were up about 6 percent after increasingvhen federal government saving was at
about 92 percent in fiscal 1996. The a cyclical low and highly negative, to
total rise in receipts in fiscal 1997, more than 17 percent in 1997. This rise
coupled with the subdued rate of in-in domestic saving, along with increased
crease in nominal outlays, resulted in d@orrowing from abroad, has financed the
budget deficit of $22 billion, down from rise in domestic investment during this
$107 billion in the preceding fiscal year.expansion. Still higher rates of saving
With the budget moving close to bal-and investment were the norm two or
ance, federal borrowing slowed sharplythree decades ago, when the personal
in 1997. The Treasury responded to theaving rate was a good bit above its
smaller-than-expected borrowing needevel in recent years.
by selling fewer bills so as to keep its
auctions of coupon securities predict-
able and of suffi%ient volume tolomain-s'[ate and Local Governments
tain the liquidity of the secondary mar-The real outlays of state and local gov-
kets. The result was an unusually largernments for consumption and invest-
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ment moved up 2 percent over the foubeen larger than 3 percent of receipts in
quarters of 1997, a rise similar to theeach of the past three years.

average rate of increase since the start State and local debt expanded about
of the 1990s. Investment expenditures¥- percent in 1997 after changing little
which have grown about?2 percent in 1996 and declining in the two preced-
a year in this decade, rose at less thaimg years. In those earlier years, munici-
half that pace in 1997. However, realpal debt outstanding had been held down
consumption expenditures increasetly the retirement of bonds that were
2¥4 percent, a touch above the averagtadvance refunded” in the early 1990s.
thus far in the decade. Compensatioin such operations, funds that had earlier
of government employees, whichbeen raised and set aside were used to
accounts for about three-fifths of realrefund debt as it became callable. By the
consumption and investment expendiend of 1996, however, the stock of such
tures, rose about3k percent in 1997 debt had apparently been largely worked
and has increased at an annual rate aown.

only about ¥4 percent since the end of

the 1980s.

The efforts of state and local govern-The Labor Market
ments to hold down their labor expense -
were also evident in other data. TheErr]ijll_oggg?rg’ Pr?ductlwty,
employment cost index for nominal upply
hourly compensation of workersMore than 3 million jobs were added
employed by state and local governto nonfarm payrolls in 1997—a gain
ments increased¥2 percent in 1997, a of nearly 24 percent, measured from
little less than in 1996 and the smallesDecember to December. Patterns of hir-
annual increase in the seventeen-yeang mirrored the broadly based gains
history of the series. The increase irin output and spending. Manufactur-
the average hourly wage of state anihg, construction, trade, transportation,
local government employees was abouinance, and services all exhibited appre-
2%. percent, roughly the same as theiable strength. In manufacturing, the
gainin 1996. The average hourly cost 0fL997 rise in the job count followed two
the benefit packages provided to statgears of little change; in the other sec-
and local government employees roséors the 1997 gains came on top of sub-
only 1%4 percent, a percentage point lesstantial increases in other recent years.
than the 1996 increase. Especially rapid increases were posted

With costs contained and receiptdin some of the services industries,
continuing to rise as the economy hasncluding computer services, manage-
grown, financial pressures that were eviment services, education, and recreation.
dent among state and local governmentSmployment at suppliers of personnel, a
earlier in the expansion have dimin-category that includes the agencies that
ished. The increased breathing room isupply help on a temporary basis, also
the budgets of recent years is apparemicreased appreciably in 1997, but the
in the consolidated current account ofjains in this category fell considerably
these governments: Surpluses in thaghort of those seen in most previous
account, excluding those that are earyears of the expansion. Help-supply
marked for social insurance funds, hadirms reported that shortages of work-
dipped to a low of about% percent of ers were limiting the pace of their
nominal receipts in 1991, but they haveexpansion.
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Labor productivity has risen rapidly After moving up a step in 1996, the
over the past two years. The 1996 gaifabor force participation rate continued
in output per hour in the nonfarm busi-to edge higher in 1997. Without the
ness sector was abou¥4percent, and increment to labor supply from
the 1997 increase was larger still—a biincreased participation over these two
more than 2 percent, according to thegears, the unemployment rate would
estimates as of March 1998. Althoughhave fallen to an even lower level.
the average rate of productivity increas€€hanges in the welfare system may have
since the end of the 1980s has been onlgontributed to the small rise in participa-
a little above 1 percent a year, the datéion in 1997; however, the extent of the
for the past two years provide indica-contribution is unclear because of the
tions that sustained high levels of investdifficulties of disentangling it from the
ment in new technologies may finally benormal tendency of participation to rise
translating into a stronger trend. when the labor market is tight. Even

The civilian unemployment rate fell though one-third of the adult population
more than¥z percentage point from remained outside the labor force in
the fourth quarter of 1996 to the fourth1997, the vast majority of those indi-
quarter of 1997, to an average of juswiduals likely were in pursuits that
under &4 percent. For most of the year,tended to preclude their workforce par-
the rate was somewhat below the lowedicipation, such as retirement, schooling,
rate during the expansion of the 1980sor housework. The percentage of the
A variety of survey data indicated thatworking age population interested in
firms were having increased difficultywork but not actively seeking it moved
filling jobs. down further, to 24 percent in the

fourth quarter, a record low in the his-

Labor Market Conditions tory of a series that began in 1970.

Millions of jobs, Dec. to Dec.
Net change in payroll employment Wages and HourIy Compensation

Total nonfarm

The employment cost index for hourly
compensation in private industry
increased 3.4 percent from December
1996 to December 1997. This rise
exceeded that of the preceding year by
' ' ' ' ' ' 0.3 percentage point and that of 1995 by
Percent (0.8 percentage point. Although the

Civilian unemployment rate patterns of change in hourly pay varied

considerably by industry and occupation
/w'f-/\\‘\\ 7 from 1995 to 1997, the overall step-up

seems to have been prompted, in large
5 part, by the tightening of labor markets.
The implementation of a higher mini-
| | . . . . mum wage also appears to have been a
1991 1993 1995 1997 factor in some industries and occupa-
Note. The data are from the Department of Labor.tiONS, although its impact is difficult to
The break in the unemployment rate data at January 1994ssess precisely.

marks the introduction of a redesigned survey; data from
that point on are not directly comparable with those of The wage and salary Component of

earlier periods. hourly compensation rose faster in 1997

o+ N N o
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than in any previous year of the expanworkers—stock options and signing
sion. Annual increases in the employbonuses, for example.
ment cost index for wages and salaries
in private industry amounted to 2.8 Perolices
cent in both 1994 and 1995, but the
increases in 1996 and 1997 werdndications of a slowing of inflation in
3.4 percent and 3.9 percent respectivelfyL997 were widespread in the various
Wages and salaries in the servicemeasures of aggregate price change. The
producing industries accelerated nearlgonsumer price index, which rose more
a full percentage point in 1997, pushedhan 3 percent over the four quarters of
up, especially, by sharp pay increase$996, increased slightly less than 2 per-
in the finance, insurance, and reatent over the four quarters of 1997 as
estate sector, in which commissions anénergy prices turned down and increases
bonuses were boosted by high levels ofh food prices slowed. The CPI
mortgage refinancing and trading activexcluding food and energy—a widely
ity. By contrast, hourly wages in theused gauge of the underlying trend of
goods-producing industries slowed adnflation—rose only 24 percent in 1997
couple of tenths of a percentage point irafter increasing 3 percent in 1995 and
1997; the annual gains in these indus2¥2 percent in 1996. The CPI for com-
tries have been around 3 percent, omodities other than food and energy rose
average, in each of the past six years. about¥z percent over the four quarters
Although the costs of the fringe bene-of 1997 after moving up slightly
fits that companies provide to theirmore than 1 percent over 1996. Price
employees also picked up in 1997, théncreases for non-energy services, which
2.3 percent increase was not large bhave a much larger weight than com-
historical standards. As in other recenmodities in the CPI excluding food and
years, benefit costs in 1997 were
restrained by a variety of influences.Change in Prices
Most notably, the price of health care Percent, Q4 to Q4
continued to rise at a subdued pace, ar consumer
the ongoing strength of the economy
limited the need for payments by firms
to state unemployment trust funds. Evel
though some firms reported seeing
renewed sharp increases in health cal
costs during the year, the employmen
cost data suggest that most firms wer
still keeping those costs under fairly
tight control.
With nominal hourly compensation in 6
almost all industries moving ahead at ¢
pace faster than inflation, workers’ pay
generally increased in real terms—an
the real gains were substantial in man
occupations. Indeed, the employmen
cost index does not capture some of the 49, 1993 1995 1997
forms of Compensatlon that employer's Note. Consumer price index for all urban consumers.
have been using to attract and retaiBased on data from the Department of Labor.

Consumer excluding food and energy
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Change in Prices the goods and services purchased)—
Percent increased % percent after rising

Price measure 1994 1097 274 percent in 1996. The smaller 1997

rise in the price index for aggregate

Eixed—weight_ - 4 Lo purchases relative to that for aggregate
S b e ey | S 35 production was mainly a reflection of

. declines in the prices of imports. Both
Chain-type

Personal consumption expenditures 2.7 15 the price measure for production and the

o =Xduding food and energy ... 23 15 price measure for purchases were influ-
ross domestic purchases....... 2.3 13 . X
Gross domestic product.......... 2.3 1.8 enced importantly by falling computer

Note. Changes are based on quarterly averages arBrlceS; the CPI v_vas less mfluenc_ed by
are measured to the fourth quarter of the year indicatethese prices, as it gave small weight to
from the fourth quarter of the preceding year. computers through 1997. (|t has started
eighting them more heavily in 1998.)

energy, also slowed a little in 1997; the"/ .
9y In real terms, imports of goods and

3 percent rise was abodt percentage

point less than the increase during 1996??)“”065 acc]?u?]t for Iappror?imatelyf
Only small portions of the slowdowns 12 Percent of the total purchases o

from 1996 to 1997 in the total CPI andhOUSEh?'dS’ gusi”eﬁsesu .""”g overn-
in the CPI excluding food and energyMents located in the United States.

were the result of technical changed!oWever, that figure probably under-

implemented by the Bureau of LaborStates the degree of restraint that falling

Statisticst import prices have imposed on inflation
Other aggregate price measures ald 'eCent years, because the lower prices
decelerated in 1997. The chain-typ or imports aIsp make domestic produc—
price index for gross domestic €S of competing products less likely to
purchases—the broadest measure GfiSE€ Prices. Prices have also been

prices paid by U.S. households busi_restrained by large additions to manu-

nesses, and governments—increasgacwring capacity in this country,

slightly more than ¥ percent in 1997 &mounting to more than 5 percent a year
after moving up 2 percent in 1996. over the past three years; this capacity
The chain-type price index for groSSgrowth has helped to stave off the bottle-

domestic product—a measure of pric ecks that have so often developed in
change for the goods and service e advanced stages of other postwar

produced in this country (rather thanPUSINeSS expansions. A gain in manu-
facturing production of more than 6 per-

cent in 1997 was accompanied by only a

1. In recent years, the Bureau of Labor Statis- . . _
tics has introduced a number of technical changegmderate increase in the factory operat

in its procedures for compiling the CPI, with the INJ_rate, which at year-end rgmained
aim of obtaining a more accurate measure of pricevell below the highs reached in other
change. Typically, the changes have had onlyecent expansions and the peak for this

small effects on the results for any particular yearexpansiOn which was recorded at the
but their cumulative effects are somewhat larger ’

and have tended to hold down the reporteoStart of 1995' .

increases relative to what would have been Reflecting the ample domestic supply
reported with no changes in procedures. Aparand the effects of competition from
from the procedural changes, the reported rate Qjoods produced abroad, the producer

rise from 1998 forward will also be affected by - . f . .
an updating of the CPI market basket, an actiorpnce index for finished goods declined

that the BLS undertakes approximately every te@00Ut¥2 percent from the fourth quarter
years. of 1996 to the fourth quarter of 1997,
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excluding food and energy, it rose onlyCredit, Money, Interest Rates,
fractionally. Prices of domestically pro-and Equity Prices

duced intermediate materials (other than

food and energy) also rose only slightlyCredit and Depository

on net. The prices of raw industrial com-Intermediation

modities, many of which are tradedThe debt of the domestic nonfinancial

in international markets, declined over ectors grew about 5 percent in 1997, in

the year; the weakness of prices in thes ; .
markets was especially pronounced i%hg rg'gsllg %fng]eatr)%z?eth?tggﬁge;s blx

late 1997, when the crises in Asia wer 996, when it grew B percent. The

worsening. slight deceleration was attributable to

After moving up more than 4 percent .
in 1996, the consumer price index forthe federal component, which, because

food increased only3k percent in 1997. of the reduced budget def'?'t’ rose
Impetus for the large increase in 199 ess than 1 percent after having risen

had come from a surge in the price ¥ percent in 1996. Nonfederal debt

of grain, which peaked around theIrew 6/2 percent, a bit. more thgn in
middle of that year; thereafter, grainlg%’ as the step-ups in borrowing by

prices dropped back considerably. Arpusinesses and by state and local gov-
echo of the up-and-down price patter rnments more than offset the decelera-

for grain appeared at retail in the form ion of ho.useh.old.de.bt. . .
of sharp price increases for meats, poul- Depository institutions mcrea;ed the'|r
try, and dairy products in 1996 foII(’)Wedshare of credit flows in 1997, with credit

by small to moderate declines for mosP! their bQOkS expanding¥e percent,
of those products in 1997. Moderat Up appreciably from growth in 1996.

price increases were posted at retail fo he growth of bank credit, adjusted to

most other food categories over the yeafSMOVe the effects of mark-to-market
ccounting rules, picked up to an

The CPI for energy traced out an eve Y2 percent pace, the largest rise in ten

larger swing than the price of food: A - ke sh : .
jump of 72 percent over the four quar- years; and banks’ share of domestic non-
ters of 1996 was followed by a declineTm"‘mCIal debt outstanding climbed to

of about 1 percent over the fourquarterét? highest level hsm;:e 1988. Holdings
of 1997. As is usually the case in this® securities—which constitute about

sector, the key to the changes in conone-fourth of bank credit—expanded at

sumer energy prices was the price of
crude oil, which in 1997 more than Total Domestic Nonfinancial Debt

reversed the run-up of the preceding Trillions of dollars
year. . ) Actual
Surveys in which respondents are % e
asked to state their expectations o /l'// '
future rates of price increase showel - 150
inflation expectations coming down a '
bit further in 1997. A lowering of infla- 145

tion expectations has long been viewe: Range
as an essential ingredient in the pursu’_ | |
of price stability, and the data of recent 1996 1997

years have pomted to ongoing progress Note. The range was adopted by the FOMC for the
in that regard. period from 1996:Q4 to 1997:Q4.
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a brisk pace in 1997 after declininghigh in 1997, and thrifts also were
in 1995 and remaining flat in 1996.aggressive lenders. The outstanding
Loans—which make up the remainderamount of credit extended by thrifts
of bank credit—advanced a bit moregrew about/z percent, but the sluggish-
quickly in 1997 than in 1996, thoughness was due entirely to the acquisitions
more slowly than in 1995. of thrifts by commercial banks; among
The increase in bank loans occurredhrifts not acquired during the year, asset
despite a net decline in consumer loangrowth was similar to that of banks.
on banks’ books resulting both from
sharply slower growth in loans origi-T
nated by banks and from continued
securitization of those loans. Real estatBoosted in part by the need of deposi-
loans at banks, by contrast, posted solitbry institutions to fund substantial
growth, boosted by a pickup in homegrowth in their credit, M3 shot up
mortgages, rapid growth in home equityin 1997, expanding 8 percent; this
loans, which in part were substitutinggrowth was well above the 2 percent to
for consumer loans, an acceleration if6 percent annual range established by
commercial real estate lending, and théhe FOMC and intended to suggest the
acquisition of thrift institutions by rate of growth over the long run that
banks. Commercial and industrial loansvould be consistent with price stability.
also expanded considerably in 1997M3 was also boosted by a shift in
reflecting both the general rise in thesources of funding—mostly at U.S.
demand by businesses for funds and doranches and agencies of foreign
increase in banks’ share of the nonmortbanks—from borrowings from related
gage business credit market as thegffices abroad, which are not included in
competed vigorously for business loansM3, to large time deposits issued in the
The rapid growth of banks’ assets wadJnited States, which are. Also contribut-
facilitated by their continued high profit- ing to the strength in M3 was the rapid
ability and abundance of capital; at thegrowth of institution-only money funds,
end of the fourth quarter, 98 percent result of gains by such funds in provid-
of bank assets were at well-capitalizedng corporate cash management ser-
institutions. Problems with the repay-vices. Corporations that manage their
ment performance of consumer loans—ewn cash often keep their funds in short-
which, while not deteriorating further, term assets that are not included in M3.
remained elevated by historical Although the growth of M2 did not
standards—hurt some banks; howevematch that of M3, it did increase at a
overall loan delinquency and charge-ofbrisk 572 percent rate in 1997. As the
rates stayed quite low, and measures @dommittee had anticipated, the growth
banks’ profitability held at the elevatedof this aggregate was somewhat above
levels they have occupied for severathe upper bound of its 1 percent to 5 per-
years. Profits at a few large bank hold€ent annual range, which, like that of
ing companies were reduced in thevi3, had been chosen to be consistent
fourth quarter by trading losses resultingvith expected M2 growth under condi-
from the events in Asia. Nonethelesstions of price stability. Because short-
the profits of the industry as a wholeterm interest rates responded only
remained robust. slightly to System tightening in March,
The profits and capital levels of thrift the opportunity cost of holding M2—the
institutions, like those of banks, wereinterest earnings forgone by owning M2

he Monetary Aggregates
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assets rather than money market instruv2 Velocity and M2 Opportunity Cost
ments such as Treasury bills—was abouatio scale Percentage points, ratio scale
unchanged over the year. As M2 grew at

about the same rate as nominal GDP, itsg - b :

. . velocity
velocity was also essentially unchanged. o
The ups and downs of M2 growth in19 -
1997 tended to mirror those of the
growth of nominal output. M2 expanded® ©
more slowly in the second quarter than
in the first, consistent with the cooling >’ =
of nominal GDP growth and almost Ly el Gty ——
unchanged opportunity costs. In the sec- 1979 1985 1991 1997
ond half of the year, M2 growth picked A A . A

. . Note. The velocity of M2 is the ratio of nominal gross
up, roughly pacing the grOWth of nomi- domestic product to the stock of M2. The opportunity
nal GDP. In the fall, M2 may also havecost of M2 is a two-quarter moving average of the three-
bee_n boosted a I|tt.Ie by V0|atl|lty in :)nnoggz;;eﬁsclrl:)é:gIi;alt/?zléss the weighted average return
equity markets, which may have led
some households to seek the relativeosts, along with some residual upward
safety of M2 assets. drift. This drift suggests that some

For several decades before 1990, Mhouseholds may still have been in the
velocity responded positively to changeprocess of shifting their portfolios
in its opportunity costs and otherwisetoward non-M2 assets. There was no
showed little net movement over time.uptrend in velocity over the second half
This pattern was disturbed in the earlyof 1997, perhaps because of the declin-
1990s in part by households’ apparening yields on intermediate- and long-
decision to shift funds out of lower- term debt and the greater volatility and
yielding M2 deposits into higher- lower average returns of stock mutual
yielding stock and bond mutual funds,funds. However, given the aberrant
which raised M2 velocity even as oppor-behavior of velocity during the 1990s
tunity costs were declining. The move-in general, considerable uncertainty
ments in the velocity of M2 from 1994 remains about the relationship between
into 1997 appear to have again beethe velocity and opportunity cost of M2
explained by changes in opportunityin the future.

—_—

Stock of M3 Stock of M2
Trillions of dollars Trillions of dollars
Actual
5.4
5.2
5.0
1 1 | 1 1 1 1 1 1 1 1 1 1 1
1996 1997 1996 1997

Note. The range was adopted by the FOMC for the Note. The range was adopted by the FOMC for the
period from 1996:Q4 to 1997:Q4. period from 1996:Q4 to 1997:Q4.
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Annual Rate of Change in Reserves, Money Stock, and Debt Aggregates
Percent

1997

Item 1994| 1995 1996
Year‘ Ql‘ QZ‘ Qs‘ Q4

Depository institution reservés

Total. .o .-1.2 -49 -116 -63 -83 -143 -18 -13
Nonborrowed plus extended credit. ......... -14 -49 -116 -64 -72 -16.0 -34 7
Required..............coii ..-1.1 -52 -119 -73 -84 -150 -24 -41
Monetary bas@ ... . 84 4.0 3.8 6.0 5.3 3.7 6.3 8.1
Concepts of money
ML .. 25-16 -45 -12 -14 -45 3 .8
CUITENCY vt .10.1 54 5.7 7.5 6.9 6.4 7.0 8.7
Demand deposits. .............c.oovun.. . .6 14 29 -2.0 6 49 .0 -37
Other checkable deposits. ............... . -1.8 -106 -22.8 -12.2 -16.0 -20.1 -10.1 -4.7
M2 .. .6 3.9 4.6 5.6 5.1 4.4 5.4 6.8
Non-M1 components.................... . =2 6.6 8.7 8.2 7.7 7.9 7.3 9.0
Savings (including MMDAS)........... -42 -33 120 9.9 9.3 9.6 7.1 122
Small denomination time deposits. . .. .. 24 153 1.8 1.9 1.8 2.4 2.6 7

Retail money market mutual funds .. .. | 76 185 145 158 147 135 161 156

M3 .17 6.1 6.9 8.8 8.0 7.7 810.2
Non-M2 components 6.7 154 157 20.0 180 189 16.8 20.8

Large-denomination time deposits. . .. . . 73 159 164 181 184 209 16.1 127
Institution-only money market mutual
funds........oooi —4.1 247 209 210 184 181 19.6 220
Repurchase agreements.............. . 135 5.8 45 170 6.1 6.8 135 383
Eurodollars. ......................oos .21.5 114 217 304 358 322 186 234
Domestic nonfinancial sector debt............ 4.9 5.4 5.3 4.9 4.4 5.0 4.2 5.8
Federal ...................oooo .. 57 4.4 3.7 .6 1.8 A4 -6 .9
Nonfederal............coooiiiiiiiiiiiiin .. 4.6 5.8 5.8 6.5 5.4 6.6 5.9 7.4

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 incorporaéecounts (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 alts50,000), 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 Hi8tual 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
depository institutions, credit union share draft accounts,
and demand deposits at thrift institutions.
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M1 fell 1¥%a percent in 1997. As has unavoidable daily mismatches between
been true for the past four years, theeserves made available through open
growth of this aggregate was depressecharket operations and desired reserves
by the adoption by banks of retail sweepypically have been fairly small, and
programs, whereby balances in transtheir effect on the federal funds rate has
actions accounts, which are subject tbeen muted. However, banks also hold
reserve requirements, are “swept” intoreserve balances at the Federal Reserve
savings accounts, which are not. Sweefp avoid overdrafts after making pay-
programs benefit depositories by reducments for themselves and their custom-
ing their required reserves, which earrers. This component of the demand for
no interest. At the same time, they daeserves is difficult to predict, varies
not restrict depositors’ access to theiconsiderably from day to day, and must
funds for transactions purposes, becaudee fully satisfied each day. As required
the funds are swept back into transacreserves have declined, the demand for
tions accounts when needed. The initiabalances at the Federal Reserve has
tion of programs that sweep funds out obecome increasingly dominated by these
NOW accounts—in 1997 the most com-more changeable daily payment-related
mon form of retail sweep programs—needs. Nonetheless, federal funds vola-
appears to be slowing, but sweeps dfility did not increase noticeably in
household demand deposits have picketR97. In part this was because the Fed-
up, and the estimated total amount byral Reserve intervened more frequently
which sweep account balances increasetan in the past with open market opera-
in 1997 was similar to that in 1996.tions of overnight maturity in order to
Adjusted for the initial reduction in better match the supply of and demand
transactions accounts resulting from théor reserves each day. In addition, banks
introduction of new sweep programsmade greater use of the discount win-
M1 expanded 6 percent in 1997, a littledow, increasing the supply of reserves
above its sweep-adjusted growth invhen the market was excessively tight.
1996. Significant further declines in reserve

The drop in transactions accountdalances, however, do risk increased
caused required reserves to faluper- federal funds rate volatility, potentially
cent in 1997. Despite this decline, thecomplicating the money market opera-
monetary base grew 6 percent, boostetibns of the Federal Reserve and of the
by a hefty advance in currency. Cur-private sector. One possible solution to
rency again benefited from foreignthis problem is to pay banks interest on
demand, as overseas shipments contitheir required reserve balances, reducing
ued at the elevated levels seen in recemieir incentive to avoid holding such
years. Moreover, domestic demand fobalances.
currency expanded sharply in response
to the strong domestic spending.

The Federal Reserve has been connterest Rates and Equity Prices
cerned that as the steady decline in
required reserves of recent years ifnterest rates on intermediate- and long-
extended, the federal funds rate mayerm Treasury securities moved lower,
become significantly more volatile.on balance, in 1997. Yields rose early in
Required reserves are fairly predictabléhe year as market participants became
and must be maintained on only a twoconcerned that strength in aggregate
week average basis. As a result, thedemand would further tighten resource
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utilization margins and increase infla-indexed securities is sufficiently small
tion unless the Federal Reserve tookhat their yields can fluctuate tempo-
countervailing action. Over the laterarily as a result of moderate shifts in
spring and summer, however, as growtlsupply or demand. Indeed, much of the
moderated some and inflation remainedse in the indexed yield came late in
subdued, these concerns abated signiflhe year, when, in an uncertain global
cantly, and longer-term interest ratesconomic environment, investors’
declined. Further reductions came in théeightened desire for liquidity may have
latter part of the year as economic probmade nominal securities relatively more
lems mounted in Asia. On balanceattractive.
between the end of 1996 and the end With real longer-term interest rates
of 1997, the yields on ten-year andremaining low and corporate profits
thirty-year Treasury bonds fell aboutgrowing strongly, equities had another
70 basis points. At year-end, rates wergood year in 1997, and major stock
approaching their levels of the lateindexes rose 20 percent to 30 percent.
1960s and early 1970s, when thelthough stocks rose early in the year,
buildup of inflation expectations was inthey fell with the upturn in interest rates
its early stages. in February. As interest rates subse-
Survey measures of expectations foguently declined and earnings reports
longer-horizon inflation generally did remained quite upbeat, the markets
move lower in 1997, but by less than theagain advanced, with most broad
drop in nominal yields. As a result, esti-indexes of stock prices reaching new
mates of the real longer-term intereshighs in the spring. Advances were
rate calculated by subtracting these meanuch more modest, on balance, over
sures of expected inflation from nominalthe second half of the year. Valuations
yields indicate a slight decline in realseemed already to have incorporated
rates over the year. In contrast, yields owery robust earnings growth, and in
the inflation-indexed ten-year TreasuryOctober, deepening difficulties in Asia
note rose about a quarter percentagevidently led investors to lower their
point between mid-March (when marketexpectations for the earnings of some
participants seem to have become mord.S. firms, particularly high-technology
comfortable with the new security) andfirms and money center banks. Through
the end of the year. The market for thehe remainder of the fourth quarter,

Selected Treasury Rates Major Stock Price Indexes
Percent Index, December 1996 = 100

15

Thirty-year 120

S&P 500
10
100
’ 5 NASDAQ
Three-month  Five-year 80
| I I I I I I
1965 1970 1975 1980 1985 1990 1995 |
) Y S S [ A |
Note. The twenty-year Treasury bond rate is shown 1996 1997

until the first issuance of the thirty-year Treasury bond, in
February 1977. The data are quarterly. Note. The data are monthly.
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stock prices remained volatile but dis-
played little trend.

Despite the strong performance of
earnings in 1997 and the slower rise of
stock prices in the second half of the
yeatr, valuations seemed to reflect a com-
bination of expectations of quite rapid
future earnings growth and a historically
small risk premium on equities. The gap
between the market's forward-looking
earnings—price ratio and the real interest
rate, measured by the ten-year Treasury
rate less a survey measure of inflation
expectations, was at the smallest sus-
tained level in 1997 in the eighteen-year
period for which these data are avail-
able. Declines in this gap generally
imply either that expected real earnings
growth has increased or that the risk
premium over the real rate investors use
when valuing those earnings has fallen,
or both. Survey estimates of stock ana-
lysts’ expectations of long-term nominal
earnings growth were, in fact, the high-
est observed in the fifteen years for
which these data are available. Because
inflation has trended down over the past
fifteen years, the implicit forecast of the
growth in real earnings departs even
further from past forecasts. However,
even with this forecast of real earnings
growth, the level of equity valuation
suggested that investors were also
requiring a lower risk premium on equi-
ties than has generally been the case in
the past, a hypothesis supported by the
low risk premiums evident in corporate
bond yields in 1997. .
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International Developments in 1997

In 1997 economic growth accelerated ifJnion also showed signs of growth. The
the major foreign industrial countries,countries of central and eastern Europe
with the exception of Japan, wherecontinued to experience generally mod-
growth slowed sharply under fiscalerate growth. Economic activity in
tightening imposed in an atmosphereéfrica expanded, but more slowly than
of already depressed confidence in thduring the spurt of the previous year,
economy and distress in the bankingand activity in the Middle East, which
system. Unemployment remained neanad been showing signs of acceleration,
its record high level in Japan and stayedtagnated again in 1997.
high or rose in continental Europe The U.S. trade deficit in goods and
despite a pickup in economic growth.services in 1997, at $114 billion, was
Budget deficits declined in several Eurolittle different from that in the preced-
pean countries, partly under the influing year. Both exports and imports
ence of measures inspired by the Maasxpanded vigorously, especially during
tricht Treaty objective for 199%,and the first half of the year. Exports slowed
the budget moved into surplus in Candater in the year, even before the effects
ada. Improving budget balances anaf deteriorating economic and financial
steady or falling inflation—which in conditions in Asia began to be felt.
1997 was less than 2 percent on average The current account deficit widened
in the foreign G-10 countries—helpedin 1997, to $166 billion from $148 bil-
move long-term interest rates signifi-lion in 1996, as a result of rising net
cantly lower abroad. payments on the large, negative U.S.
Economic growth in most Asian investment position. A record net accu-
developing countries slowed in 1997 mulation of assets in the United States
with widespread financial turmoil in the by private foreigners exceeded the level
area depressing activity in the latter parof net capital inflows needed to balance
of the year. The pace of economic activihe current account deficit in 1997. For-
ity also generally moderated in Latineign official assets in the United States
America, except in Mexico and Venezu-also increased, but only slightly, in sharp
ela, where growth was more robust. Outeontrast to the massive inflows of the
put expanded slightly in Russia afterprevious two years.
declining for six straight years; most of The exchange value of the dollar rose
the other republics of the former Sovietover 1997 in terms of all major foreign
currencies except the U.K. pound. The
dollar moved up sharply against the cur-

1. According to the Maastricht Treaty, only yancies of most continental European
those countries that had a general government

deficit of 3 percent of gross domestic product orCOl'!n_trles and Japan, where economic
less in 1997 may participate in the EuropearAClivity was moderate or even slow rela-
Monetary Union upon its scheduled commencetive to that in the United States. The
ment at the start of 1999. dollar also appreciated dramatically in

2. The G-10 (Group of Ten) countries are - .
Belgium, Canada, France, Germany, Italy, Japa erms of the currencies of several major

the Netherlands, Sweden, Switzerland, the United\Sian countries, particularly in the
Kingdom, and the United States. second half of the year, when these
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economies were disrupted by financial Economic growth remained robust in
turmoil. the United Kingdom through most of
the year, largely because the service sec-
tor expanded at a rapid pace; growth
Foreign Economies in manufactur_ing was weak. By mid-
year, output likely exceeded the level
In Germany and France, economiagegarded as sustainable. The official
growth was slow early in 1997 butunemployment rate fell sharply to 5 per-
picked up as the year progressedcent, its lowest point in nearly two
Growth continued to be led by netdecades. Some of the decline was
exports, although domestic demand didelated to changes in the system of
accelerate in both countries from itsunemployment benefits. An apprecia-
sluggish pace in 1996. In Italy, by con-tion in sterling relative to other major
trast, net exports were depressed by theurrencies reduced import prices,
lingering effects of the lira’'s apprecia-
tion relative to the dollar and other
major currencies in 1996, somewhaf-hanges in GDP, Demand, and Prices
dampening otherwise solid growth. The Percent, from previous year
stronger lira had reflected, in part, Grossdomestic product
improved prospects for Italy’s inclusion
in the first round of European Monetary
Union.

The shortfall of actual output from
estimated potential narrowed slightly / \V4
in the major countries of continental | | |
Europe, but the improvement had little Total domestic demand
effect on stubborn unemployment.

Reductions in employment subsidies ir

the eastern states of Germany raised tf

unemployment rate there. In Italy, where

a sizable output gap remained, the slac

in the economy contributed to a signifi- _/| \|/|
cant decline in inflation for a second
straight year; prices rose aboutz1per-
cent, the smallest increase since th
late 1960s. Inflation in Germany an 4
France was also below 2 percent.

Efforts to curtail spending in order to 2
reduce the general government budge
deficit achieved notable success in Italy. o,
Germany and France also undertook _ _

. . Norte. Data for the foreign G-10 countries are from
several measures to narrow their def'ﬁational sources. The data are weighted by the countries’
cits, including spending cuts and tempo4987-89 GDP as valued after adjusting for differences in
rary tax increases. These moves werll FEAiets PO 20 (o tee o ©PF o
motivated by the desire of the MaJOr pata for the United States are from the Departments of
countries 1o partieipate I oD e fom chaned (1090) dollas.
Monetary Union from its commence- ,

For GDP and domestic demand, the data are quarterly;
ment, scheduled for January 1999. for consumer prices, the data are monthly.

Foreign G-10

o+ w

Consumer price index

| | | | | |
1994 1997
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but underlying retail price inflation force on growth was exerted by exports,
remained somewhat above the officiabpurred by the lagged effect of the
target of 22 percent, as retailersyen’s depreciation over the past two
appeared to increase their profit margingears. Japan’s weak economy produced
in the face of strong demand. In these widening output gap, and unemploy-
circumstances, the Monetary Policyment remained near its postwar high
Committee of the newly independentof 3%2 percent. Inflation rose—from zero
Bank of England began to tighten monein 1996 to 2 percent in 1997—but
tary conditions. only because of the consumption tax

In Canada, both consumption andncrease.
business investment moved significantly Economic growth elsewhere in Asia
higher in 1997, spurred by the moneslowed in 1997, largely because of
tary easing of the previous year. Theséinancial turmoil in the region in the
expenditures overcame a sharp drop isecond half of the year. Thailand was
net exports to narrow the output gaphe first to be affected, but severe disrup-
substantially and push the unemploytions in financial markets soon spread
ment rate below 9 percent. With someo other countries, notably Indonesia
slack left in the economy, however,and South Korea. These developments
inflation fell from the midpoint of the appeared to be triggered by a crisis of
Bank of Canada’s target range of 1 pereonfidence in the medium-term pros-
cent to 3 percent to just below the botpects for these economies given a clus-
tom of the range. Nonetheless, shortter of factors: substantial external defi-
term interest rates were raised sharply igits in some of the economies, exchange
the second half of the year, largely inrates that generally appeared to be over-
response to the depreciation of the Canasalued, weak financial systems, and
dian dollar. With Canada a major com-government policy responses to the ini-
modity exporter, the currency was hurtial disruptions that were widely viewed
by the expectation that global demands inadequate. Pressures persisted de-
for commodities would be adverselyspite the provision of financial assis-
affected by developments in Asia. Thetance to several countries under pro-
achievement of a budget surplus in Cangrams supported by the International
ada reflected sharp spending reductioniglonetary Fund, and the need for struc-
over the past four years as well as aural reforms became apparent.
surge in tax receipts from a booming
economy and a rising stock market.  Exchange Value of Selected Asian

Japan’s economic activity picked upCurrencies versus the Dollar
early in the year in anticipation of the December 1996 = 100
April 1 increase in the consumption tax
but fell in the second quarter after the
tax came into effect. Economic and
financial performance later in the yeal
was impeded by concerns that problem
in other Asian economies would spill
over, adversely affecting trade and bani
solvency. As a result of these difficul-
ties, domestic demapd decli_ned during 1997
1997' with consumption and 'nvesm_‘em Norte. Dollars per unit of foreign currency. The data
particularly weak. The only positive are monthly.

A Hong Kong dollar

100

Korean won
80
Thai baht

60
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South Korea and the major econofemained relatively favorable: Growth,
mies of Southeast Asia—Thailand, Ma-though easing from the very rapid pace
laysia, Indonesia, and the Philippines—ef the preceding year, continued to be
all experienced abrupt and deepobust, inflation declined further, and the
currency depreciation, a collapse intrade balance remained in surplus.
equity prices, and a sharp increase in
interest rates. As a result, activity sub-
sided throughout the region and actuall
declined in the fourth quarter in severalThe vigorous growth of the U.S. econ-
of these countries. For 1997 as a wholegmy in 1997 spurred another year of
only Thailand’s economy contracted,strong expansion in real imports of
but growth rates were down sharply ingoods and services. A surge in imports
the other countries. Weaker growth anakarly in the year subsided only slightly
depreciated currencies in the affectech later months, resulting in an inflow
countries caused their external balancesbout 14 percent greater than in 1996;
to start swinging sharply toward sur-imports had also expanded briskly in the
plus late in the year. The sharp currencearlier year, at a rate of about 12 per-
depreciations also boosted inflation
rates. . . . U.S. International Trade

The sprea_ld of financial turm0|l_ also Billions of dollars, SAAR
affected China and the economies of
Hong Kong and Taiwan, although not as
virulently as elsewhere. The peg of the
Hong Kong currency to the U.S. dollar
was maintained, and the Chinese
authorities did not change the value
of the yuan. In Taiwan, the authorities
allowed the currency to depreciate — L1 I I |
somewhat ear|y in the crisis after br|ef|y Ratio scale, billions of chained (1992) dollars
attempting to defend the peg to the dol: Trade in goods and services
lar. Growth rates in these economies
slowed only moderately on balance fromr
the rapid pace of the previous year. Ir
China, surging exports contributed ta
the largest trade surplus in the country’
history. I R R B B B

Growth generally moderated in Latin Ratio scale, 1992 = 100
America, except in Venezuela, Where Gpp price index (chain-type)

a strong recovery from the downturn
of the previous year began. Late in the
year, many Latin American economies
experienced spillover effects from the
financial crisis in Asia. Hardest hit was
Brazil, where interest rates had to be
raised sharply to defend the crawling

currency peg, leading to an abrupt slow-
Note. The data are from the Department of Com-

Ing of aCtIVIIy in the f!r]al q!larter Qf merce; they are quarterly and seasonally adjusted. Data
the year. Overall, conditions in MeXico for trade are at annual rates.

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

Quarter
Year
Transaction 1996 1997
1996 | 1997 | Q4 Q1 ‘ Q2 ‘ Q3 ‘ Qa

Goods and services, net............oiiiii i ~111 -114  -26 -29 -26 -30 -29

EXPOIS . vt .. 849 932 220 224 235 235 238
Merchandise. ... .. 612 678 158 162 171 170 175
SEIVICES . . ittt .. 237 253 62 62 63 64 64

IMPOIS ..t .. 9601,045 246 253 260 265 267
Merchandise. ... .. 803 877 206 212 218 222 224
SEIVICES . . ottt ettt .. 157 168 40 41 42 42 43

Investmentincome, net................ooo . 3 -14 1 -2 -3 -4 -5
Direct investment, net..................ocoiienn.n. . 67 68 19 17 18 17 16
Portfolio investment, net.......................... . —64 -82 -18 -19 -21 -21 -21

Unilateral transfers, private and government, net. . ... | -40 -39 -12 -9 -9 -9 -12

Current accountbalance ............................ .-148 -166 -37 -40 -38 -43 -46

Private capital flows, net (outflows) .................. . 67 246 8 21 58 51 117
Bank-related capital, net (outflows) ................ -88 -9 -28 45 * -21 56
U.S. net purchases) of foreign securities........... -108 -79 -30 -15 -22 -39 -4
Foreign net purchases (+) of U.S. securities. . ...... 289 352 100 87 97 97 72

Treasury SeCUrities .. ........ooveveiirernnnennn. . 156 163 68 48 45 36 34
Corporate and other non-Treasury bonds. ... .... 121 122 31 29 30 37 27
Corporate StocKS ... ... - 13 67 1 10 22 23 12

Direct investment flows, net (outflows) ............ -11 -12 -13 4  -10 3 -8
U.S. direct investment abroad. ................... . 88 -119 31 -27 -37 -23 -33
Foreign direct investment in United States. ... ... 7 108 18 31 27 26 25

Foreign holdings of U.S. currency .................. . 17 25 8 3 5 7 10

Other corporate capital flows, net.................. . 32 -32 -29 -14 -12 4 =10

Foreign official assets in United States (increase, +)...[ 122 18 33 29 -5 22 =27

U.S. official reserve assets, net (increase, ............ 7 -1 * 4 * -1 -5

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

Total diSCrepancy. . ..........ovvvviinieieiiiaaannnn. .. —47 -97 -3 -14 -14 -29 -40
Seasonal adjustment discrepancy. ................. . 0 0 3 7 -1 -8 3
Statistical discrepancy................ooviiiin. . —47 -97 -6 -21 -13 -21 -43
Note. Components may not sum to totals because of p Preliminary.

rounding. Source. Department of Commerce, Bureau of Eco-
*In absolute value, greater than zero and less thamomic Analysis.

$500 million.

cent. Also encouraging imports waseconomic activity in many U.S. trading
another round of falling prices for goodspartners. Growth of U.S. exports to Latin
other than oil, importantly influenced by America and Canada was particularly
the strong dollar. The most pronouncedtrong, and exports to western Europe
increases in imports were in capitalalso increased at a healthy pace.
goods, consumer goods, and automotive With imports expanding at a some-
products. what faster pace than exports, the
Exports also exhibited strong growthalready sizable U.S. trade deficit wid-
in 1997, particularly during the first half ened a bit further in 1997, from
of the year. Real exports of goods ancé111 billion to $114 billion. Because
services rose 10 percent after increasingayments of investment income by U.S.
9 percent the preceding year. Exportsesidents to foreigners exceeded the
accelerated despite the appreciation akverse flow, the current account deficit
the dollar because of the pickup inincreased by a larger amount. That
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payments of investment income exdin the United States amounted to a
ceeded receipts—for the first time inrecord $108 billion, largely the conse-
this century—reflects the large deteriogquence of an ongoing trend of mergers
ration in the country’s net internationaland acquisitions between U.S. and for-
investment position that has accompaeign companies.

nied persistent current account deficits U.S. direct investment abroad reached
over the past decade and a half. a record high of $119 billion in 1997.

Both foreign ownership of assets inU.S. net purchases of foreign securities
the United States and U.S. ownershipvere $76 billion in the first three quar-
of assets abroad increased substantialtgers of 1997, a little below the pace for
in 1997, as they have for several yearsl996, but net purchases in this category
Worldwide, asset holders have becoméll sharply in the fourth quarter, prob-
increasingly willing to expand their ably reflecting wider perception of
portfolios across borders. The gatheringncreased risk as a result of the financial
financial storm in Asia led, particularly market turmoil in Asia. Banks in the
in the last quarter of the year, to sig-United States reported a large increase
nificant and opposite net shifts in thein net claims on foreigners in the first
holdings of assets in the United Stateguarter, but much of this outflow was
by foreign authorities and privatereversed later in the year.
foreigners. Recorded net outflows of capital

Foreign official assets in the Unitedexceeded the current account deficit by
States rose somewhat in the first nin@ substantial margin in 1997 for the
months of 1997 but declined sharplysecond year running. This negative sta-
late in the year; the net inflow for thetistical discrepancy indicates that net
year was only $18 billion, comparedpayments in the current account or net
with $122 billion the year before. The outflows in the capital account have
net outflow in the fourth quarter wasgone unrecorded. Although the U.S.
concentrated among Asian countries anthternational accounts rarely sum to zero
a few developing countries elsewherén practice, the size of the discrepancy
that were experiencing exchange-markeind its shift from a positive to a negative
pressures. number recently are puzzling.

The increase in 1997 in the holdings
of U.S. securities by private foreignersF
surpassed previous annual increases. Ne
purchases of U.S. stocks by privateThe dollar gained 1% percent to
foreigners were particularly strong, al5 percent against the mark and other
record $67 billion. Net purchases of U.Scontinental European currencies tightly
Treasury securities by private foreignlinked to the mark (measured as the
parties remained robust; more tharthange between the average for Decem-
$30 billion net were purchased in Octo-ber 1996 and that for December 1997).
ber alone, when developments in Asidalhis increase was consistent with strong
increased the attractiveness of holdingb.S. economic growth and more moder-
in the United States. (Later in the yearate growth in continental Europe. Un-
some Asian investors liquidated theircertainties related to the prospective for-
holdings to obtain needed funds.) Nemation of European Monetary Union
purchases of U.S. corporate and othemay also have played a role. The mark
bonds also stayed high. In addition toappreciated somewhat in terms of the
these inflows, foreign direct investmentdollar during the late summer and fall as

Preign Exchange Developments
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the Bundesbank raised interest ratesiated briefly, but later evidence that
When conditions in Germany subsegrowth had stalled after the tax increase
quently made it seem less likely that theundermined the currency again. Down-
Bundesbank would tighten further, theward pressure intensified when Japan’s
mark weakened again. weakened financial system and sluggish
The dollar moved little in terms of the economy were exposed to further stress
U.K. pound. Sterling was boosted relafrom economic and financial collapse in
tive to other European currencies byseveral key Asian countries.
a strong economy and the Bank of The dollar appreciated substantially
England’s moves to tighten monetaryin terms of the currencies of most East
policy. Versus the Canadian dollar, theAsian economies during the second half
U.S. currency firmed nearly 5 percentof 1997. Because a large portion of the
chiefly toward the end of the year. Theexternal debt of these countries was
Asian financial crisis dampened prosdenominated in foreign currencies and
pects for worldwide economic growth,had short maturities, the devaluations
putting downward pressure on pricegreatly hobbled the ability of borrowers
for primary commodities, an importantto roll over their liabilities. The Mexican
part of Canada’s economy. Its currencyeso, which had firmed vis-as the dol-
declined even in the face of significantar earlier in the year, also came under
monetary policy tightening by the Bankpressure as investors feared that diffi-
of Canada. culties in Asia would spread to Latin
Versus the yen, the dollar rose nearlyAmerica. On balance, the dollar appreci-
14 percent on balance. Early in the yealted 32 percent in terms of the peso in
concerns about the resilience of Japan$997.
banking system in the face of proposed
financial deregulation weakened the ye : .
The schedule% increase in taxes on %oﬂf_orelgn Exchange Operations
sumption in April also undermined pros-U.S. authorities did not intervene in
pects for sustained economic growthforeign exchange markets in 1997.
When domestic demand initially seemedReported net sales of dollars by major
to weather the tax increase and nefioreign central banks were $10 billion
exports also burgeoned, the yen appreén 1997, in contrast to net purchases of
$46 billion in 1996.
Exchange Value of the Dollar At the end of the year, the Federal
versus Selected G-10 Currencies Reserve held the equivalent of $17,046
December 1996 =100 million, valued at current exchange
rates, in marks and yen. With the dol-
lar's appreciation versus both currencies
in 1997, the cumulative gains on Sys-
tem foreign currency holdings declined
$2,593 million, to $358 million. In the
absence of transactions in foreign cur-
rencies, the System did not realize any
gains or losses. .

German mark

115

Japanese ye
105

Canadian dollar
L L L L L L L L L L L
1997

Notke. Foreign currency units per dollar. The data are
monthly.
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Monetary Policy Reports to the Congress

In this chapter are reports submittedtively moderately, and further success in
to the Congress on February 26 andcontrolling health care costs helped to
July 22, 1997, pursuant to the Fulltemper the rise in benefits. Moreover,
Employment and Balanced Growth Acsignificant declines in the prices of U.S.
of 1978. imports, owing to low inflation abroad
and appreciation of the dollar on for-
eign exchange markets, tended to hold
Report on February 26, 1997  down domestic prices. Damped inflation
expectations probably contributed as
. well to the favorable price performance:
'I\Eﬂgglﬁct)zrir:%:: Fg&'ﬁgo?(nd the A Ien.gthening run of years during which
inflation has been in a more moderate
The economy performed impressivelyrange, together with an understanding
this past year, and the members of thef the Federal Reserve’s commitment to
Board of Governors and the Reservenaintaining progress toward price sta-
Bank presidents anticipate that 199ility, may have discouraged aggressive
will bring further appreciable economic pricing behavior. Business firms con-
expansion with relatively low inflation. tinued to rely on cost control and gains
In 1996, solid advances in the real expenin productivity, rather than on price
ditures of households and businesses lédcreases, as the primary channels for
to sizable gains in output. Employmentachieving profit growth.
rose briskly, and the unemployment Still, the Federal Open Market Com-
rate edged down to its lowest level ofmittee (FOMC) recognized the danger
the current expansion. Consumer pric¢hat pressures emanating from the tight
inflation increased owing to the likely labor market might trigger an accel-
temporary effects of firmness in fooderation of prices, which could eventu-
and energy markets, but some broadelly undermine the ongoing economic
price measures showed inflation holdingexpansion. Consequently, although con-
steady or even declining. With the econditions last year were not deemed to
omy strengthening, intermediate- andvarrant immediate policy action, the
long-term interest rates rose on net, buEommittee’s policy directives starting
credit continued to be amply availablein mid-1996 reflected a perception that
to businesses and most households, aride most likely direction of any policy
equity prices soared. action would be toward greater restraint
Several factors helped to restrainn the provision of reserves to the bank-
price increases this past year in the facilg system. Forestalling a disruptive
of high levels of resource utilization. buildup of inflationary pressures in the
With workers still concerned to somenear term and moving toward price
degree about job security, acceleratiostability over time remain central to the
in hourly compensation was not soSystem’s mission of promoting maxi-
pronounced as in comparable periods imum sustainable growth of employment
the past; wage increases picked up reland production.
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Monetary Policy, Financial cated its view that near-term economic
Markets, and the Economy in 1996developments were more likely to lead
to a tightening of policy than to an eas-
The FOMC eased the stance of moneing. Labor markets continued to be taut
tary policy twice around the beginningover the balance of the year, and this
of last year—in December 1995 andbias toward restraint was included in
in January—Ilowering the federal fundsdirectives adopted at all of the Commit-
rate ¥> percentage point in total, totee’s remaining meetings in 1996.
5Y4 percent. These actions were taken to After having peaked during mid-
offset the effect on the level of the realsummer, interest rates moved down on
federal funds rate of declines in inflationbalance through the fall, as expansion of
and inflation expectations in the second¢onsumer spending and economic activ-
half of 1995 and thereby to help ensuréty in general appeared to be moderating
the resumption of moderate economi@and markets saw less likelihood of a
growth after the marked slowdown andneed for Federal Reserve firming action.
inventory correction in late 1995. By theEquity prices fell back for a time during
spring, economic growth had becomehe summer, reversing some of the sub-
more vigorous than either the Commit-stantial increase registered over the first
tee or financial markets had foreseen. lhalf of the year, but by autumn they had
response, intermediate-and longer-termeached new highs. Interest rates and
interest rates as of mid-May were updollar exchange rates turned back up
around a full percentage point from thelate in the year when signs of rapid
two-year lows reached early in the yeargrowth and more intense use of the
In combination with some softening ofeconomy’s resources re-emerged. Since
economic activity abroad and declinegear-end, interest rates have changed
in interest rates in major foreign indus-little, on net. The foreign exchange
trial countries, these developments convalue of the dollar has posted fur-
tributed to a further appreciation of thether gains, in part reflecting greater-
dollar, building on the rise that hadthan-expected weakness in Europe and
started in mid-1995. The Committeerenewed pessimism about economic and
anticipated that the increase in thdinancial prospects in Japan. Equity
cost of credit, along with the higherprices have registered new highs
exchange value of the dollar, would besince the start of the year. As of mid-
sufficient to foster a downshift in eco-February, intermediate- and long-term
nomic expansion to a more sustainabl@terest rates were up abotto ¥4 per-
pace and contain price pressures; thus,entage point, on balance, since early
left its policy stance unchanged at its1996, and the value of the dollar was up
spring meetings. around 9 percent against an average of
By early summer, however, the con-other Group of Ten currencies.
tinued momentum in demand and pres- For the nonfinancial business sector,
sures on labor resources that were beintipe effect of the higher intermediate-
reflected in faster growth in wages wereand long-term interest rates on the over-
seen as posing a threat of increasedll cost of funds last year was offset to
inflation. Core inflation remained mod-some degree by an easing of lending
erate, but in light of the heightened riskterms at banks and a narrowing of yield
that it would turn upward, the Commit- spreads on corporate bonds over Trea-
tee in its early July directive to the Man-suries, as well as by declines in the cost
ager of the Open Market Account indi-of capital in the equity market. Encour-



Monetary Policy Reports, February 35

aged, perhaps, by the prospects of sugconomic Projections for 1997
tained economic expansion and low

inflation, banks, market lenders, andwith the economy free of serious imbal-
equity investors displayed a strong appeances, prospects appear favorable for
tite for business obligations and seemetlurther growth of activity and expansion
willing to require less compensation forof job opportunities in the coming year,
the possible risks entailed. Some houselthough resource constraints seem
holds, by contrast, faced a tightening ofikely to keep the pace of growth below
standards and terms with respect tthat of 1996. The central tendency of
credit card debt and some other typethe growth forecasts of gross domes-
of consumer debt last year, as bank#ic product put forth by the members
reacted to a rising volume of delinquen-of the Board of Governors and the
cies and charge-offs on these instruReserve Bank presidents is from 2 per-
ments. However, credit availability cent to 24 percent, measured as the
under home equity lines increased, parchange in real output between the final
ticularly from finance companies butquarter of 1996 and the final quarter
also from banks. Overall debt growthof 1997. Output growth of this mag-
slowed slightly but remained near thenitude is expected to result in little
midpoint of its 3 percent to 7 percentchange in the civilian unemployment
monitoring range. The growth rates ofrate, which is projected to be between
M2 and M3 edged up last year and, a&¥s percent and % percent in the
was anticipated in the monetary policyfourth quarter of this year. These fore-
reports to the Congress last Februargasts of GDP growth and unemploy-
and July, both aggregates ended 199ent are similar to those of the Admin-
near or above the upper end of theiistration. The central tendency of the
growth ranges. Again last year, thepolicymakers’ forecasts of the con-
growth of M2 relative to nominal sumer price index for 1997 spans the
income and interest rates was generallselatively narrow interval of 24 per-

in line with historical relationships, in cent to 3 percent, with the lower bound
contrast to its behavior during the earlynear the inflation forecast of the
years of the decade. Administration.

Economic Projections for 1997

Percent
Federal Reserve governors
and Reserve Bank presidents
Indicator Administration
Central
Range tendency
Change, fourth quarter
to fourth quartef
Nominal GDP ... . W4-5Y4 AY—4a 4.6
RealGDP ... ... . 232 2-2Y4 2.0
Consumer price indeX. .................... . 23> 2¥4-3 2.6
Average level,
fourth quarter
Civilian unemploymentrate ............... 5:-5Y> 5Y4-5Y> 5.4

1. Change from average for fourth quarter of preced- 3. All urban consumers.
ing year to average for fourth quarter of year indicated.
2. Chain-weighted.
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Consumer spending, which account3§he major reason for expecting a
for about two-thirds of total GDP, smaller CPI increase this year is a more
should be supported in coming quarteréavorable outlook for food and energy
by further gains in income and the subyprices. Prices of farm products have
stantial increase in household net wortldropped back from the highs of last
that has occurred over the past twesummer, and, barring further weather
years; debt problems, although rising oproblems, this year's rise in food prices
late, do not seem to be so widespreadt retail should be considerably smaller
as to threaten the ongoing expansiothan that of 1996. Oil prices have
of household expenditures in the aggrerecently declined and seem likely to ease
gate. In the business sector, balancmirther in coming months as world
sheets are strong, profits have beeproduction and consumption come back
rising, and efforts to bolster efficiencyinto better balance; this price relief is
through the use of technologicallyimportant not only because of the direct
advanced equipment are continuing agffects on the price of gasoline and other
an intense pace. In the commercial reatonsumer energy items but also because
estate market, the supply—demand bapetroleum is a major element in the cost
ance has shifted in many locales to &f producing and distributing many
point at which interest in office building other goods. By contrast to the favorable
projects has picked up noticeably. Theseutlook for food and energy prices,
conditions, together with the readysome risk exists that core inflation could
access to a wide variety of sources ofurn up during the coming year. The
finance that businesses currently areminimum wage will be moving up
enjoying, should keep investmentfurther in 1997, compounding whatever
spending on an upward trajectory. Foreost pressures might be in train as a
eign demand for U.S. products shouldesult of labor market tightness, and the
continue to rise with growth of the degree to which businesses can continue
world economy, even in the wake of theto absorb stepped-up increases in labor
significant appreciation of the dollarcosts without raising prices more rap-
since the first half of 1995; however,idly is not certain.
imports also seem likely to remain on a As noted in the July 1996 monetary
clear upward trend, given the prospectpolicy report, the CPI forecasts of the
for continued expansion of the U.S.governors and Reserve Bank presidents
economy. Government expenditures fomcorporate allowances for the technical
consumption and investment probablymprovements to this index that have
will follow recent trends, with further been made by the Bureau of Labor Sta-
cutbacks in real outlays at the federatistics. These technical changes are esti-
level and moderate increases in thenated to have trimmed the reported rate
combined purchases of state and localf CPI inflation slightly in each of the
governments. past two years, and additional changes

Although the risk of increased infla- will be affecting the rise in the index
tion pressures is significant, especiallyn 1997. In view of the remaining diffi-
in view of the tightness of the labor culties of accurately measuring price
market and the strength in activity thatchange in a highly complex and rapidly
has been evident recently, Federathanging economy, alternative price
Reserve policymakers expect this year'sndexes will continue to be given sub-
rise in the consumer price index to bestantial weight, along with the CPI, in
somewhat smaller than that of 1996monitoring progress toward the long-
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run goal of price stability. Some of therates that heightened the attractiveness
broad measures of inflation derived fronof capital market instruments relative to
the GDP accounts slowed in 1996; théank deposits; and the expanding avail-
Committee is concerned that, even if thebility and growing acceptance of stock
CPI decelerates as expected in 199A4nd bond mutual funds as household
other indexes—with different scope andnvestments.
weights—may pick up in reflection of With the waning of all but the last of
the pressures on productive resources. these influences, movements in velocity
have become more predictable over the
past couple of years. This recent evi-
Money and Debt Ranges for 1997 dence of stability, however, covers only
Again in 1997, the Committee has seh relatively brief period, and its durabil-
ranges for M2 and M3 that would ity remains uncertain. In these circum-
encompass monetary growth expectestances, the Committee has opted to
to be consistent with approximate pricecontinue treating the ranges as bench-
stability and a sustainable rate of reamarks for the trends of money growth
economic growth, assuming that theconsistent with price stability rather than
behavior of velocity is in line with as short-run targets for policy. Mean-
historical norms. These ranges aravhile, the actual behavior of the mone-
unchanged from those for 1996: 1 pertary measures will be monitored for such
centto 5 percent for M2 and 2 percent tanformation as it may convey about
6 percent for M3. underlying economic developments.

As has been the case for several years, The central tendency of the Commit-
the 1997 ranges for M2 and M3 were setee’s expectations for nominal GDP
against a backdrop of uncertainty abougrowth in 1997 is slightly below that
the stability and predictability of their registered in 1996. Thus, if velocity
velocities. A long-run pattern of rea-behaves as it did last year, M2 and M3
sonably stable velocity behavior brokemight decelerate a bit but even so would
down in the early 1990s when the pub-again expand around the upper ends
lic’'s holdings of monetary assets wereof their growth ranges. Debt of the
depressed by several factors: the comonfinancial sectors is anticipated to
traction of the thrift industry; a tight- increase this year at around the pace of
ening of credit supplies and delev-last year, remaining near the midpoint of
eraging by businesses and householdis unchanged 3 to 7 percent range.
an extremely wide spread between
short- and intermediate-term mteres‘Economic and Einancial

Developments in 1996 and

Ranges for Growth of Monetary Early 1997

and Debt Aggregates The economy turned in a remarkably

Percent favorable performance this past year.
Preliminary estimates indicate that real

Aguregate| 1995 | 1996 | 1997 GDP rose more than 3 percent over

M2 .. 15 1-5 1-5 the four quarters of 1996, one of the

Meil 28 0 2% larger gains of the past several years

and appreciably more than the FOMC
Note. Change from average for fourth quarter of

preceding year to average for fourth quarter of yearwas eXp.eCtmg a year ago. A!thOUQh
indicated. intermediate- and long-term interest
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rates moved up, credit remained readilyronic equipment outpaced the growth
available to most borrowers, and equityof other household outlays by a
prices rose substantially. Expansion ofvide margin in 1996. Sizable increases
the debt of nonfinancial sectors continwere also reported for most other types
ued at about the 5 percent rate it hasf consumer durables. However, real
maintained over the past several yeargxpenditures on vehicles changed little
and growth of the stock of moneyon net over the year, as gains achieved
picked up a little to its most rapid paceduring the first half were reversed after
this decade. These financial develmidyear. Late in 1996, sales of light
opments provided support for strongvehicles may have been constrained to
advances in the real expenditures ofome degree by supply shortages that
households and businesses, and thaose during strikes in the United States
growth of exports held up well in the and Canada; early in 1997, vehicle sales
face of an appreciating dollar. Tightnesstrengthened. Consumer purchases of
of the labor market led to a moderatenondurables rose%4 percent in 1996
pickup in wage increases in 1996. How-after having increased 1 percent dur-
ever, acceleration of prices was confinethg 1995. Spending for services rose
largely to the food and energy sectors2¥2 percent last year, about the same as
prices for other consumer productghe average gain in previous years of the
decelerated, as did prices paid byexpansion.
businesses for capital goods and mate- After-tax personal income increased
rials. Economic data for early 19975 percentin nominal terms over the four
show the unemployment rate holding inquarters of last year. Wages and salaries
a low range with the inflation trend still rose briskly, and the income of farm
subdued. proprietors surged. Other types of
income generally exhibited moderate
gains. Given the low level of price infla-
Economic Developments tion, the rise in nominal income trans-
lated into another significant advance in
real disposable income—abou¥s2per-
cent over the year.
After having risen less than 2 percent in As in 1995, strong cross-currents con-
1995, real personal consumption expertinued to shape individual households’
ditures moved up % percent in 1996. willingness—and ability—to spend
Although debt problems arose withfrom current income. Huge increases
greater frequency this past year, housen stock market wealth provided some
holds benefited from healthy increasefouseholds the wherewithal to boost
in real income and another year of sizspending at a pace considerably faster
able gains in wealth. Consumers wer¢han the growth of disposable income.
relatively optimistic about prospects forBut a number of households were likely
the economy at the start of 1996, andheld back by the need to divert income
they became more so as the yeato the servicing of debt, and according
progressed. to some survey evidence, households
Real outlays for consumer durablesave become more concerned about sav-
rose more than 5 percent in 1996 after ing for retirement. Responding to these
gain of only ¥4 percent during 1995. influences, the annual average of the
As has been true for many years, regbersonal saving rate was up slightly
expenditures on computers and elecrom that of 1995; however, it remained

The Household Sector
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relatively low compared with its longer- Although market conditions for multi-
run average. family properties varied considerably
Residential investment expendituregrom city to city in 1996, the national
posted a gain of 4 percent in real terms&verage vacancy rate for multifamily
over the four quarters of 1996, morerental units remained relatively high,
than reversing a small decline in theand demographic influences were prob-
previous year. Demand for single-familyably less supportive of multifamily
housing was especially strong. Althougthousing than they were a decade or so
interest rates on longer-term fixed-ratego. Also, manufactured houses have
mortgage loans moved up considerablprovided an increased number of fami-
in 1996, a substantial number of homelies with an alternative to rental apart-
buyers sidestepped at least the initiainents in recent years.
costs by using adjustable-rate loans that
were available at lower rates. The effeqtﬁ.he Business Sector
of the rate increases on the single-family
market were cushioned by other influ-Business fixed investment recorded a
ences as well, most notably the growtHifth consecutive year of strong expan-
of employment and income. Even forsion in 1996, rising about 9 percent
fixed-rate loans, mortgage financingaccording to the initial estimate. As in
costs held at a level that, by historicalother recent years, investment was
standards, was low relative to householdriven by rising profits, favorable trends
incomes. All told, sales of new homesin the cost of capital, and the ongoing
surged to the highest annual total okfforts of businesses to boost efficiency.
the current expansion, and sales oAlthough much of the investment spend-
existing homes established a historicaing was to replace depreciated equip-
high. New construction of single-family ment, the net addition to the aggregate
dwellings also rose but not so dramaticapital stock appears to have been sub-
cally as sales, as builders apparentlgtantial. The rate of rise in the stock has
chose to work off some of their inven-picked up over the past two or three
tories of unsold units, which hadyears after subpar growth through the
climbed in 1995. Mild sluggishness inlatter half of the 1980s and first few
starts toward the end of 1996—whichyears of the 1990s; the resulting rise in
was probably exacerbated by poothe level of capital per worker should
weather in December—was followed byenhance labor productivity and potential
more upbeat indicators of new construceutput.
tion in January of this year. Equipment outlays moved up almost
Construction of multifamily units 9%z percent in real terms in 1996. Busi-
maintained a path of recovery from theness purchases of office and computing
extreme lows of the early 1990s, mov-equipment once again rose much faster
ing up about 13 percent in terms ofthan the outlays for other types of equip-
annual totals. The number of multifam-ment. Computer purchases were pro-
ily units started—about 315,000—waspelled by many of the same forces that
double the number started in 1993, whehave been at work in other recent
construction of these units was at ayears—most particularly, the expansion
low. However, compared with previ- of networks and the availability of new
ous peaks, the 1996 total was lessodels of computers embodying sub-
impressive—starts were twice as higtstantially improved computing power
in some years of the 1970s and 1980wt highly attractive prices. Outlays for
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communications equipment also rosenoderate on average. Stocks at year-end
quite rapidly in 1996. Gains for other generally appeared to be at comfortable
types of equipment were generally mordevels relative to recent trends in sales.
modest. Business profits turned in another
Investment in nonresidential struc-strong performance in 1996. Economic
tures also rose substantially over therofits of all U.S. corporations rose at
four quarters of 1996, posting the largesan annual rate of more than 10 percent
advance in several years. BusinesBom the final quarter of 1995 to the
spending on structures went through athird quarter of 1996. Profits earned by
extended contraction in the latter parforeign subsidiaries of U.S. corporations
of the 1980s and early 1990s, and untifluctuated from quarter to quarter but
recently the subsequent recovery hasemained at high levels, and returns
been relatively slow. That the 1996 gairfrom domestic operations rose substan-
in nonresidential investment would betially, for both financial and nonfinancial
so large was not evident until late in thefirms. Domestic profits of nonfinancial
year, when incoming data began to traceorporations amounted to 10.7 percent
out sizable increases in new construcef the nominal value of these firms’
tion for many types of buildings. Invest- output in the third quarter, the highest
ment in office buildings scored an espereading of the current expansion.
cially large gain over the year, amid
widespread reports of firming marketT
conditions and reduced vacancy rates,
and real outlays for other commercialReal federal expenditures on consump-
structures moved up for a fifth consecution and gross investment—the part of
tive year. Financing appears to be irfederal spending that is included in
ample supply for commercial construc-GDP—rose about 2 percent, on net,
tion, and according to reports from thefrom the fourth quarter of 1995 to the
District Reserve Banks, speculativefourth quarter of 1996, but the rise was
office building projects—that is, thosemostly an artifact of late-1995 real pur-
without pre-committed tenants—arechases having been pushed to especially
becoming more common. low levels by government shutdowns.
Inventory investment was relatively The underlying trend of federal con-
subdued in 1996. The stock of nonfarnmsumption and investment expenditures
business inventories rose less than 2 peprobably is better represented by the
cent over the four quarters of the year2¥> percent annual rate of decline from
the smallest increase since 1992. Busihe fourth quarter of 1994 to the final
nesses had been moving toward guarter of 1996. Reductions have been
reduced rate of stockpiling over much ofapparent over the past two years both
1995, and the rate of accumulation cam real defense purchases and in real
almost to a halt in early 1996, whennondefense purchases.
stocks of motor vehicles plummeted in Federal expenditures in the unified
conjunction with a strike at two plantsbudget increased about 3 percent in
that manufacture auto parts. Thereaftenominal terms in fiscal 1996 after hav-
inventory developments were relativelying increased 3 percent in fiscal 1995.
uneventful. Stocks of vehicles changed&lower growth was recorded across
little on net over the final three quartersmany budgetary categories this past
of the year, and accumulation of inven-year, and outright declines were reported
tories by other nonfarm businesses was some. Combined expenditures on

he Government Sector
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health, social insurance, and incomevhich make up the next biggest portion
security—items that account for moreof state and local purchases, rose about
than half of all federal outlays—moved4¥2 percent in real terms. In the aggre-
up 4v> percent, the smallest increase thigiate, the budget picture for state and
decade. Defense spending was dowilocal governments was relatively stable
about 24 percent in nominal terms, andin 1996, as the surplus of nominal
net interest outlays rose much less rapreceipts over nominal current expendi-
idly than in fiscal 1995. Measured rela-tures changed little from the positive
tive to the size of nominal GDP, total readings of other recent years.
outlays in the most recent fiscal year
were the smallest since 1979. Leglsla=|.he External Sector
tive restraint has led to cuts in a number
of discretionary programs in recentThe nominal trade deficit for goods and
years, and the expanding economy haservices widened to $115 billion in 1996
relieved pressure on those outlays thdtom $105 billion the previous year. For
tend to vary inversely with the strengththe first three quarters of the year, the
of activity. current account deficit totaled $165 bil-
Federal receipts increased abouton at an annual rate, somewhat greater
7%2 percent in fiscal 1996, the third yearthan the $150 billion deficit recorded in
in which growth of receipts outpaced1995.
growth of nominal GDP by a significant The quantity of imports of goods and
margin. Receipts from individual services rose strongly over the four
income taxes climbed more than 11 perguarters of 1996—about¥8 percent
cent in the most recent fiscal year, inaccording to the preliminary estimate—
conjunction with healthy increases inafter having expanded only74 percent
households’ taxable earnings from capithe previous year. The pickup in U.S.
tal and labor. Taxes on corporate profitseal output growth boosted the demand
also continued to rise rapidly, more orfor imported goods, as did the declines
less in step with the growth of businessn the prices of non-oil imports. Sizable
earnings. The rapid growth of receiptsjncreases in import volume were wide-
coupled with the restrained growth ofspread among most major merchandise
expenditures, brought the unified budgetrade categories, with the notable excep-
deficit down to $107 billion in fiscal tions of oil and semiconductors.
1996 from almost $165 billion in fiscal Very strong export growth in the
1995. The deficit as a share of nominafourth quarter of 1996 raised the yearly
GDP was 1.4 percent, the smallest igain in the quantity of exports of goods
more than twenty years. and services to % percent. Growth in
The aggregate consumption andhe economies of our major trading part-
investment expenditures of state anders was only moderate on average but
local governments rose¥2 percent in was somewhat faster than in 1995. As
real terms over 1996. This gain wasa consequence, growth of exports was
about the same as those of the two prevsimilar to the 1995 rate despite the
ous years. Outlays for services, whichappreciation of the dollar. Over the past
consist mainly of employee compensayear, most of the rise in the value of
tion and account for more than two-merchandise exports went to Canada
thirds of all state and local purchasesand Latin America. Exports to Western
rose roughly ¥ percent in real terms Europe and Asia were only marginally
last year. Investment expenditureshigher than they were a year earlier.
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In most of the major industrial coun-a strengthening of the price-adjusted
tries abroad, real economic activityvalue of the peso contributed to a reduc-
accelerated last year from a relativelytion in the Mexican merchandise trade
weak performance in 1995. In thesurplus over 1996. Argentina and
United Kingdom, real output growth Brazil also continued to recover from
firmed through the year, as growthrecessions. In Chile, real GDP growth
in consumption spending reboundednoderated from the very high rate
from its low 1995 rate. In Germany andrecorded in 1995 to about 6 percent
France, real GDP growth strengtheneth 1996. In Venezuela, windfall oil
but was still too low to prevent a furtherrevenues softened the decline in real
rise in the unemployment rate in bothGDP in 1996 and improved the pros-
countries. In Italy, output growth slowedpects for 1997.
as the rebound in the lira from its pre- In our major trading partners in Asia
vious depreciation sharply reduced thether than Japan, real output growth
growth of exports and depressed invesigenerally slowed from its 1995 pace,
ment spending. For most continendespite a pickup in many countries
tal European countries, further fiscaltoward year-end in response to more
restraint is planned this year as governaccommodative monetary policies and
ments hoping to participate in the thirda partial recovery in export markets. In
stage of European Monetary UnionChina, the slowdown of growth to about
strive to meet the Maastricht Treaty’s10 percent last year from the 12 percent
1997 reference standard of a budgeb 14 percent annual rates experienced
deficit no larger than 3 percent of GDPduring 199294 reflected a substantial
In Japan, fiscal stimulus spurred ecodeceleration in investment spending,
nomic expansion early last year; subewing to China’s efforts to reduce infla-
sequently, slower private consumptiontion by tightening central bank credit to
reduced inventory accumulation, andstate-owned enterprises and by restrict-
decreased government investmerihg investment.
spending reduced output growth. In con- Consumer price inflation in Mexico
trast, Canada’s real output growth rosevas about 28 percent in 1996, signifi-
over 1996 as inventory adjustment wagantly lower than the 1995 inflation rate
completed during the first half of theof more than 50 percent. Venezuela’s
year and as exports strengthened. inflation rate in 1996 exceeded 100 per-

Except in the United Kingdom, infla- cent, but inflation in most other Latin
tion pressures in the foreign indus-American countries was at levels well
trial countries continued to decline orunder 10 percent. Inflation rates gener-
remained subdued during 1996. Conally remained low in Asia.
sumer prices in Japan were flat. Con-
sumer price inflation fell sharply in Italy The Labor Market
and remained below 2 percent in Ger-
many and France. In the United King-The number of jobs on nonfarm payrolls
dom, consumer prices excluding mortrose more than2 million from Decem-
gage interest payments accelerated to doer 1995 to December 1996, an increase
annual rate of more than 3 percent. of about 24 percent. Employment gains

The Mexican economy continued onwere substantial in each quarter last
a course of recovery that returned GDRear, and the labor market report for
to its pre-crisis level in the fourth January of this year showed a further
quarter of 1996. Increases in income andizable expansion of payrolls.
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Employment in the private service- Growth of output per hour in the non-
producing sector, in which nearly two-farm business sector as a whole picked
thirds of all nonfarm workers are up in 1996, rising about % percent
employed, increased about 3 perceriver the year according to preliminary
during 1996. Moderate employmentdata. However, coming after a three-
gains were posted in retail trade, transyear period in which output per hour
portation, and finance, and sizable gainshanged little, this rise left the aver-
in hiring continued in some otherage rate of productivity growth in the
service-producing industries, such a4990s a bit below that of the 1980s and
data processing, computer services, andell below the average gains achieved
engineering and management. Jom the first three decades after World
growth at suppliers of personnel—aWar Il. The sustained sluggishness
category that includes temporary helpn measured productivity growth this
agencies—was about¥s percent, a decade is difficult to explain, as it has
touch faster than in 1995 but muchoccurred during a period when high
slower than it had been over 1992-94levels of investment in new capital
with the tightening of labor markets inand extensive restructuring of business
the past couple of years, longer-lastingperations should have been boosting
commitments in hiring may have comethe efficiency of workers. Of course,
back into greater favor among someneasurement problems could be distort-
employers. ing the data. As a summary measure that

Employment changes among protelates aggregate output to aggregate
ducers of goods were mixed in 1996input of labor, the nonfarm productivity
In construction, employment climbedindex is affected by whatever deficien-
about 3% percent, to a new high thatcies might be present either in adding
was almost 4 percent above the peallp the nominal expenditures for goods
of the last business expansion. In manuand services in the economy or adjust-
facturing, increases in factory jobsing those expenditures for price change.
through the latter part of 1996 were notA considerable amount of recent
sufficient to reverse declines that hadesearch suggests that growth of output
taken place earlier in the year. On netand productivity is in fact understated,
last year's loss of factory jobs amountedut whether the degree of understate-
to about¥2 percent, a shade less tharment has been increasing over time is
the average rate of decline since 1979ess clear.
the year in which manufacturing In contrast to the experience of most
employment peaked. Manufacturerdther recent years, this past year's rise
of durable goods boosted employmenin employment was accompanied by a
slightly last year, but many producerssustained pickup in the labor force par-
of nondurables implemented furtherticipation rate. The rise in participation
job cuts. As in many other recentboosted the labor supply and helped to
years, reductions in factory employ-relieve pressures on the labor market.
ment were accompanied by strongNonetheless, hiring during 1996 was
gains in worker productivity. Con- sufficient to reduce the civilian unem-
sequently, increases in output wer@loyment rate from a December 1995
sizable—the rise in the Federalrate of 5.6 percent to a December 1996
Reserve’s index of manufacturing pro+ate of 5.3 percent. In January of
duction cumulated to % percent over this year, the rate remained low, at
the year. 5.4 percent.
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Tightness of the labor market appearseemed likely to be of temporary dura-
to have exerted some upward pressurtiion. The CPIl excluding food and
on the cost of labor in 1996, even asnergy—often called the “core” CPI—
some workers continued to expressose just a touch more thar¥2percent
anxiety about job security. The employ-after having increased 3 percent during
ment cost index (ECI) for the private 1995. Both the total CPl and the core
nonfarm sector of the economy showedPI| have been affected in the past two
compensation per hour moving upyears by technical improvements imple-
3.1 percent over the year. The index hadthented by the Bureau of Labor Statis-
risen 2.6 percent in 1995. The step-up itics that are aimed at obtaining more
hourly pay increases was to some extergiccurate readings of price change; the
the result of a hike in the minimum rise in the CPI in 1996 would have been
wage that took place at the start osomewhat greater if procedures used
October. More generally, however, busithrough 1994 had not been altered.
nesses probably had to boost hourly Other price indexes generally rose
compensation either to attract workerdess rapidly than the CPI. Like the
or to retain them at a time when alternaoverall CPI, the chain-type price index
tive employment opportunities were perfor personal consumption expenditures
ceived to be more widely available. (PCE) accelerated somewhat in 1996,

As in 1995, increases in hourly com-but its rate of rise, shown in the accom-
pensation in 1996 came more as wagpanying table, was significantly lower
and salary increases than as increas#isan that of the CPI. The two measures
in fringe benefits. According to the ECI, of consumer prices differ to some degree
the rise in wage rates for workers inin their weights and methods of aggrega-
the nonfarm sector amounted to nearlyion. They also differ somewhat in their
3Y2 percent this past year after a rise obelection of price data, with the PCE
2% percent in 1995. By contrast, themeasure relying on alternative data in
ECI measure of the hourly cost of benesome areas in which the accuracy of
fits rose only 2 percent, slightly lessthe CPI has been questioned. The chain
than it did in 1995 and much less than itype price index for gross domestic
rose on average over the past decadpurchases, which takes account of the
Increases in the cost of benefits have
been held down in recent years by
reduced inflation for medical services”
and by the actions that many firms havéereent

Iternative Measures of Price Change

taken to shift employees into managed Price measure 1995 1996
care arrangements and to require them Soeicht
to assume a greater portion of the cost c@;ﬁst}\pln%?price index........| 2.7 3.2
health insurance and other medical Excludingfoodandenergy ... 3.0 26
benefits. Chain-type
Personal consumption
efpgnditfureds. . d ......... 2.1 2.5
. Excluding food and energy .|.. 2.3 2.0
Prices Gross domestic purchases. . .. 2.3 2.2
i . Gross domestic product....... 25 2.1
The consumer price index rose mor% flat
- : eflator
rapldly than in 19951 but the Step'quros.sdomesticproduct ....... 25 1.8

was concentrated in the food and energyN o — — §

; ; ; ore. Changes are based on quarterly averages an
sectors—areas In WhI_Ch. p!’ICGS Werec\re measured to the fourth quarter of the year indicated
affected by supply limitations that from the fourth quarter of the previous year.
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prices paid by businesses and goverrsome retail foods. Consumer prices for
ments as well as those paid by conpork, poultry, and dairy products regis-
sumers, moved up?2 percent during tered their largest increases in several
1996, about the same as the percentagears. Retail beef prices also rose but
rise during 1995. By contrast, price meaonly moderately: Expansion of the cattle
sures associated with GDP deceleratelderd in previous years had laid the
in 1996 to thirty-year lows of around groundwork for a high flow of product
2 percent or less. Conceptually, the GDRo consumers, and herd reductions that
measures are indicative of price changesccurred in 1996 augmented that flow.
for goods and services that are produceHIsewhere in the food sector, accelera-
domestically rather than price changesion was reported in the price index for
for goods and services purchasedood away from home—a category that
domestically—foreign trade accountinghas a weight of almost 40 percent in the
for the difference. CPI for food; the rise in the minimum
The 1996 outcomes for all these meawage appears to have been an important
sures reflected an economy in whicHactor in the acceleration. All told, the
inflation pressures were muted. Shari996 rise in CPI food prices amounted
declines in non-oil import prices duringto 4¥4 percent, the largest increase since
the year lowered input costs for many1990.
domestic firms and likely caused other The energy sector was the other
firms to restrain their product prices formajor part of the economy in which
fear of losing market share to foreignsignificant inflation pressures were evi-
competitors. Also important, in all like- dent this past year. Crude oil prices,
lihood, were the favorable imprints thatwhich had started firming in the latter
several years of moderate and relapart of 1995, continued on an upward
tively stable rates of inflation have leftcourse through much of 1996, rising
on inflation expectations. Despite themore than 30 percent in total. Stocks of
uptick in hourly compensation andcrude oil and petroleum products were
adverse developments in the food antight during the year, even after allow-
energy sectors, survey data showed littleng for an apparent downward trend
change in consumers’ expectations oin firms’ desired inventories. Inventory
inflation, and private forecasters’ viewsbuilding was forestalled by production
of the prospects for prices held steadydisruptions at refineries, a string of
Businesses commonly described theveather problems here and abroad that
situation as one in which competitiveboosted fuel requirements for heating
pressures were intense and the “leverer cooling, and a reluctance of firms to
age” for raising prices simply was nottake on inventories that seemed likely to
present. fall in value once renewed supplies from
Food and energy prices were thdrag became available. Natural gas, too,
exceptions. In the food sector, steepvas in tight supply at times, and its
increases in grain prices in 1995 and therice surged. With retail prices of gaso-
first few months of 1996 caused produciine, fuel oil, and natural gas all moving
tion adjustments among livestock farm-up substantially, the CPI for energy rose
ers and substantial price increases fabout #2 percent over the four quarters
some livestock products. Later in theof 1996, the largest increase since the
year, grain prices fell back, but livestockGulf War.
production could not recover in time to The CPI for goods other than food
prevent significant price advances forland energy rose 1 percent during 1996,
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one of the smallest increases of recerffinancial Developments
decades. As in 1995, price increases for

new vehicles were moderate last yeapDebt

and prices of used cars turned dow , :
after several years of sizable advance$rowth of the debt of nonfinancial

Prices of apparel and house furnishingS€ctors slowed slightly last year, to
also fell; these prices, as well as the””* Percent. The growth of household

prices of vehicles, may have beerpCtor debt dropped from¥8 percent
{0 7¥2 percent, a deceleration accounted

import prices. Moderate increases werf" entirely by a sharp slowing of con-
ofumer credit. The expansion of business

ghorrowing was held below its 1995 pace

Qy an increase in internally generated

less than¥: percent over 1996: com- funds, but at 8 percent, it was faster

puter prices continued to plunge, and th&1an inhany fcl)ther year since 1989. lts
prices of other types of equipment ros&t"enat | rfe ectebcf robg_st Spde.r?d'”g’
moderately, on balance. Materials price§Xifemely favorable credit conditions,

were weak: Prices of intermediate?nd financing needs associated with a

materials excluding food and energ)}‘igh level of mergers and acquisitions.
declined about %: percent from the Federal government debt grews3per-

fourth quarter of 1995 to the final quar-c€Nt: the lowest rate in more than two

ter of 1996, and the producer pricedecades. The debt outstanding of the

index for crude materials excludingState and local sectors was unchanged.
food and energy dropped more than
6%2 percent over that period. Productive The Household Sector. Consumer
capacity was adequate among domesredit grew & percent last year, just a
tic producers of materials, and suppliebit over half the pace of the preceding
of many materials were readily avail-two years. The sharp retrenchment
able at competitive prices on the worldikely reflected the burdens associated
market. with a substantial accumulation of out-
The CPI for non-energy servicesstanding consumer debt over recent
increased 31« percent in 1996. The years as well as some tightening of lend-
rise was somewhat smaller than théng terms and standards by commercial
increases of most other recent yeardanks, particularly with respect to credit
Prices of medical services deceleratedards.
for a sixth consecutive year, and The slowing in consumer credit
increases in the cost of shelter were helgrowth also was associated with a shift
down by another year of moderatetoward increased use of home equity
advances in residential rent and ownerdoans. These loans were marketed
equivalent rent. Large increases wergigorously, particularly by finance com-
evident only in scattered categoriespanies, in part as a vehicle for con-
Airfares posted a large increase, andolidating credit card and other out-
educational costs, maintaining a longstanding consumer debt. Some of the
established trend, continued to risggrowth in home equity loans reflected
quite rapidly relative to prices in moves by finance companies and
general. banks into the “subprime” market—
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lending either to higher-risk customersrates on residential mortgages remained
or on terms entailing unusually highlow.
loan-to-value ratios, or both. The push In the segment of the finance com-
to expand home equity lending last yeapany market that deals in subprime auto
offset to some degree the effect oloans, some problems emerged last
tighter lending standards and terms omonth. A small firm in this market
credit cards and other forms of con-defaulted on its commercial paper after
sumer credit. it restated earlier earnings at lower
The shift toward home equity loans,levels, and another firm filed for bank-
along with a strong housing market, ledruptcy. Although the share prices of
to a pickup in mortgage debt growth lasthese and other firms primarily engaged
year to a rate of 7%z percent, the largest in sub-prime lending declined along
advance since 1990. Mortgage borrowwith their earnings outlook, this sector
ing for home purchases was restrainedonstitutes a very small part of the over-
surprisingly little by the increase in all auto loan market, and the implica-
interest rates over the first half of thetions for the availability of credit to the
year. As noted previously, many borrow-household sector overall appear slight.
ers were able to put off, at least for a Charge-off rates on consumer loans
time, much of the impact of the increasaose at banks in 1996 to around the peak
in rates by shifting to adjustable-ratelevels of the last recession in 1990-91.
mortgages, the rates on which rose mucAccording to Federal Reserve surveys
less last year than those on fixed-ratef senior loan officers, banks had antici-
mortgages. pated some deterioration in the quality
Although the growth of household of their consumer loan portfolios last
sector debt fell off a bit from the pace ofyear, but they were surprised by its
recent years, it still exceeded that oextent. These surveys also showed
disposable income. With loan rates ughat banks considered the rate of
on average for mortgages and down onlgharge-offs last year to be high rela-
a little on consumer loans, debt-servicdive to the level of delinquencies and
burdens continued to rise last year, anthat the credit-scoring models most
some households experienced diffibanks use to evaluate consumer lend-
culties servicing certain kinds of debt.ing decisions have tended to be too
Delinquency rates on banks’ consumeoptimistic. An important reason for the
loans, particularly credit card loans,high level of charge-offs and the appar-
posted a second year of considerablent shortcomings of the credit-scoring
increase, although they remained belownodels was a 30 percent increase
levels in the early 1990s. At financein personal bankruptcies. This surge
companies that are subsidiaries of autsstemmed in part from changes in the
makers, auto loan delinquency rates rosgankruptcy code that became effective
to very high levels; but this rise appar-at the beginning of last year against a
ently resulted in large part from a busi-backdrop of an apparently reduced
ness strategy to compete in the vehiclstigma associated with this method of
market by easing lending standardsdealing with financial problems. Banks
Auto loan delinquency rates at commerfesponded to the deterioration in their
cial banks also rose but remained weltonsumer loan portfolios by tighten-
within historical ranges. Delinquencying standards and terms, especially
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on credit cards. In contrast, banks easeidstruments over Treasuries narrowed,
terms and conditions on home equityparticularly in the case of high-yield
loans. bonds. Surveys by the National Federa-
Despite the rise in delinquenciestion of Independent Business revealed a
on consumer debt, household balancesing tendency of small businesses to
sheets appear healthy overall, as growthorrow over 1996, with credit availabil-
of household assets over the past twity reported to be in a range more favor-
years has more than kept pace with thable than at any time in the current
growth of debt. Although year-end bal-economic expansion.
ance sheet figures are not yet complete, On a gross basis, a pickup in bond
the net worth of households appears ttssuance by nonfinancial firms last
have risen approximately $5 trillion year was accounted for mainly by
from the end of 1994 to the end of 1996 speculative-grade offerings, likely in
an amount that is equal to almost a fulpart a reaction to the improved pric-
year’s personal disposable incomeing. In the fourth quarter, however,
Roughly two-thirds of that gain has beennvestment-grade issuance was sub-
accounted for by the surge in the pricestantial, responding to the decline in
of corporate shares, which has liftednterest rates that began in late summer.
the value of a wide range of householdCommercial paper declined in the final
investments, not only directly held months of the year, primarily because of
stocks but also assets held in other formgaydowns from bond proceeds, but bank
such as pension plans. The ratio ofending to businesses was strong, owing
household net worth to personal disposin some part to robust merger activity.
able income continued to climb this pasDespite a marked increase in gross stock
year, moving to its highest level inissuance—with strong gains both for
recent decades. initial public offerings and for sea-
soned offerings—equity continued to be
The Business SectoAlthough many retired on net last year, as merger activ-
interest rates rose last year, businesséy remained brisk and businesses used
continued to find credit readily availableample cash resources to repurchase their
and at favorable terms. This accommoeutstanding shares.
dation likely resulted in part from the
strong financial condition of this sector, The Government Sectofhe growth
reflected in minimal delinquency ratesof federal debt was held down in 1996
on bank loans to businesses and veryy legislative constraints on spending
low default rates on corporate bondsand by the boost to tax receipts from
including those of low-rated issuers.both the stronger economy and a boom-
With securitization of household debting stock market. Two years of con-
instruments proceeding apace and witkraction of state and local government
high levels of capital, banks appearediebt ended last year. The declines
to have ample room on their balancéhad occurred as issues that were pre-
sheets for business loans. This situatiorefunded earlier in the decade, when
encouraged the development of a highlynterest rates were unusually favorable,
competitive lending environment in matured or became eligible to be called.
which banks further eased a variety oPre-refunded debt continued to be called
credit terms, such as covenants antast year, albeit at a reduced pace, but
markups over base rates. In capital mathis decline was just offset by gross
kets, interest rate spreads of private deli$suance, which picked up.
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Depository Intermediation. The ex- classified as “well capitalized.” Under-
pansion of depository credit slowedlying thrift profits were also stronger
last year, entirely reflecting a slowerlast year. However, profits at thrift insti-
advance in bank credit. Growth at thrifttutions and at banks with deposits
institutions picked up, benefiting frominsured by the Savings Association
strong demand for residential mortgagetnsurance Fund (SAIF) were held down
and improved capital positions. Growthtemporarily by a special assessment on
of commercial bank loans moderateddeposits to recapitalize SAIF. (Some
as loans to businesses and, especiallgank deposits are SAIF-insured because
consumers decelerated from elevatedf mergers with thrift institutions or
rates of growth in 1995. Bank portfolio acquisitions of them.)
expansion also appears to have been
damped somewhat by a faster pace
asset securitization, likely spurred b)(/)F he Monetary Aggregates
receptive capital markets. For exampleDespite the slowing of depository
real estate loan growth at banks was aredit, growth of the broader monetary
subdued 4 percent last year, despite aggregates strengthened last year: M3
robust housing market and a pickup irexpanded 7 percent, up 1 percentage
commercial real estate. At the same
time, outstanding securities backed by
mortgage pools expanded at a $179 bilsrowth of Money and Debt
lion annual rate in the first three quartergercent

of last year, well above the pace of Domestic
1995. Commerc[all banks are a major pgiog ML | M2 | Mg | MO
source of securitized mortgages. The debt
outstanding amount of consumer credit .
e nnual
that had begn securitized by banks alsgygy ™. 75 87 96 9.5
rose at a brisk pace last year, although®8t........... 255‘; 9.0 124 102
not so rapidly as in 1995. As a result ofigs2........... 8.8 88 97 9.9
i i 983........... 10.3 11.8 9.5 11.9
the sIOW|pg of bank c_redlt, the share ofi984 ___________ = 61 108 145
last year's advance in nonfederal debt
1985........... 12.0 8.6 7.7 14.2
that ended up on the books of deposizgsg 155 o1 60 132
tories fell to about 38 percent, down19s7... 63 42 58 100
f d 44 tinth di d988 ........... 4.3 5.7 6.3 9.0
rom aroun percentin the precedingogy. .......... 5 52 40 7.9
two years. . 1990........... 4.1 4.1 1.8 6.9
The balance sheets and operatingpor.. ... | " 7.9 31 12 46
i i i 992........... 14.4 1.8 .6 4.7
_results of deposﬂo_nes remained str_ong993 ___________ o6 3 1 =1
in 1996. Bank profits through the third1994........... 25 6 17 5.2
quarter were at historically high levelsise- | 3¢ 40 62 53
for the fourth consecutive year, reflect- o
ing the maintenance of relatively wide@mmual tatey
interest rate margins, further loani®%:Ql........ RS- 29
growth, and substantial fee income &3....))] -65 34 54 53
related to sales of mutual funds as well Q4 - 74 50 85 49

as to securitization and other o0ff- 1. From average for fourth quarter of preceding year to
balance-sheet activities. As of the thir(ﬁvzera/gg_for fc(;Ufrth qhqgrter c;lf gsvar indicated. 1061

. Adjusted for shifts to accounts in .
quarter' almost 99 percent of commer- 3. From average for preceding quarter to average for

cial bank assets were held at bankguarter indicated.
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point from 1995 and also 1 percentageleclining. However, these instruments
point above the upper end of its 2 perexpanded briskly even in the third quar-
cent to 6 percent annual range. MZer, when short-term rates were rising,
grew 4> percent, ug/z percentage point suggesting that part of the attractiveness
and in the upper portion of its 1 per-of MMMFs is the convenience they
cent to 5 percent range. As noted aboveffer those investors engaged in moving
the ranges for monetary growth lasfunds in and out of stock and bond
year had been chosen to be consistentutual funds, which expanded at a
with approximate price stability andrecord pace last year. In addition,
a sustainable rate of real economidnstitution-only funds seem to be having
growth, rather than as indicators ofconsiderable success in marketing cash
the range of money growth rates likelymanagement programs that capture
to prevail under expected economiaxcess cash of corporations and munici-
conditions. palities. Likely reflecting the attrac-
The acceleration of M3 was causediveness of money market and capital
partly by a shift in the way banks market mutual funds last year, deposits
financed their credit—specifically, sub-in M2 actually showed little growth
stituting issuance of large time depositsn 1996. Retail deposit growth also
for borrowings from offices abroad.may have been damped by a lack of
Both foreign and domestically charteredaggressive pricing of deposits on the
banks paid down net borrowing frompart of banks, as demand for their loans
foreign head offices and branches lastlipped and they apparently found it
year. For domestic banks, this paydowrtheaper to finance a larger share of loan
may have been related to the reductionriginations through securitizations and
to zero of insurance assessments darge time deposits.
deposits, beginning with the last quarter The behavior of M2 relative to
of 1995. In addition, the greater growthincome last year, as summarized by its
of M3 relative to that of M2 reflected income velocity, again bore a fairly sys-
the need to fund particularly strong loartematic relationship to M2’s opportunity
growth at U.S. branches and agencies afost—the return on M2 assets relative
foreign banks, which do not offer theto yields available on alternative instru-
retail accounts that dominate depositenents. The relationship of velocity to
in M2. opportunity costs was reasonably stable
Growth of both M2 and M3 was historically, but it broke down in the
supported again last year by continuearly 1990s, a period characterized by
ing robust advances in money markeextensive restructuring of balance sheets
mutual funds (MMMFs). Because theby households, businesses, and banks.
yields on these funds are based on thim the process, M2 velocity rose sub-
average return earned on their assetstantially and, apparently, permanently.
they lag changes in yields on new marSince 1993, velocity no longer appears
ket instruments; thus, the funds tend tdo be shifting higher, and M2 veloc-
attract additional inflows when marketity and opportunity costs are moving
rates are falling. Accordingly, MMMFs together about as they did before 1990.
advanced most rapidly in the early parHowever, the recent period of relative
of last year, when the monetary easingstability in this relationship has been too
of December and January pulled dowrshort for the Federal Reserve to place
short-term rates, and also later in théncreased reliance on M2 as a guide to
year, when short-term rates were agaipolicy at this time.
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M1 contracted 4 percent last year, offset by increases in their holdings of
as the pace at which new arrangementgquired clearing balances—an arrange-
were established to sweep reservablment whereby depositories pay for
retail transactions deposits to nonresenservices provided by the Federal
able nontransaction accounts acceleReserve through the holding of specified
ated. The initial amounts removedamounts in reserve account balances. In
from transaction accounts by sweepddition, advances in banks’ techniques
arrangements established last yeasf monitoring balances at the Federal
amounted to $116 billion, comparedReserve and gauging their clearing
with $45 billion in 1995. M1 continued needs have enabled them to operate effi-
to be supported by currency growthciently and smoothly at relatively low
last year, when foreign demands, whiclevels of balances. Sweeps have had an
were depressed earlier in the yeaeffect on Federal Reserve earnings and
partly in anticipation of the new the amounts it remits to the Treasury.
$100 hill, picked up in the secondThe decline in reserve balances of about
half. Adjusted for the initial amounts $12 billion owing to sweeps must be
removed from transaction accounts bynatched by an accompanying lower
sweep arrangements, M1 grews5er- level of Treasury securities on the books
cent last year. The sweeping of transef Reserve Banks. The Federal Reserve
action deposits contributed to a contraceontinues to monitor sweep activity
tion of almost 12 percent in requiredclosely.
reserves—twice the rate of decline of
Ejheeceﬁtra?gltggs oﬁ; r'aTIri]t(talem(r)\g(\j\}g\r/)érbzssﬁqtere‘c't Rates, Equity Prices,

. . ' ' “~and Exchange Rates
growth of its major component, cur-
rency, was little changed between 1995 Interest Rates. Declines in interest
and 1996. rates during the second half of last year

Continued declines in the levels ofon evidence that economic growth had
required reserves have the potential tonoderated only partially reversed the
impinge on the Federal Reserve’s abilityincreases over the first half. Reflect-
to exert close day-to-day control overing the surprising strength in economic
the federal funds rate—the overnightactivity last year, longer-term Treasury
rate on reserves traded among deposiates rose on balance on the order of
tory institutions. Depositories hold bal-¥-> percentage point over the year, and
ances at Reserve Banks to meet dailjntermediate rates were up somewhat
clearing needs in addition to satisfyingmore. Spreads between most private
statutory reserve requirements. At lowates and Treasuries narrowed markedly
enough levels, reserve balances malast year, reflecting the high quality of
provide inadequate protection againsbusiness balance sheets. Municipal rates
adverse clearings, and banks’ attemptsioved up comparatively little over the
to avoid overdrafts could generatefirst half of 1996, as earlier relative
highly variable daily demands for bal-increases in these yields associated with
ances at the Federal Reserve and a voldiscussions of fundamental tax reform
tile federal funds rate. To date, howeverwere reversed when the likelihood of
no serious problems have emergedsuch changes to the tax code dimin-
in part because the substantial drop imshed. Movements in interest rates over
depositories’ required reserve balancethe year appeared to be basically in their
attributable to sweeps has been partiallyeal component, as inflation expecta-
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tions were little changed, according toeconomies in the first two quarters
surveys. reinforced market expectations that U.S.
monetary policy was less likely to be
Equity Prices. The substantial rise eased than was policy in the other
in equity prices last year was only a bitindustrial countries. These expectations
below that registered in 1995. Howeverpoosted U.S. long-term interest rates
in contrast to 1995, when bond rateselative to those abroad and contributed
declined substantially, the equity gaindo upward pressure on the dollar. The
last year came despite the net rise idlollar fluctuated somewhat from June
bond rates. Corporate earnings weréhrough December but on balance
robust last year, but their advance felchanged little. Over the course of 1996,
short of share price increases, and pricethe dollar appreciated 12 percent in
earnings ratios rose to unusually higherms of the yen and ¥ percent in
levels; dividend—price ratios were everterms of the mark. During the first
more out of line with historical expe- weeks of 1997, the dollar's average
rience. Market participants appear tovalue against the G-10 currencies has
be anticipating further robust earningsagain moved up, appreciating about
growth, and they also seem to be requir? percent since the end of December, as
ing much less compensation for theeconomic data have suggested addi-
extra risk of holding equities comparedtional strength in the U.S. economy and
to, say, Treasury bonds. Such evaluahave raised questions about the vigor of
tions may be based on a perceived enveconomic expansions in several foreign
ronment of persisting low inflation andindustrial countries.
balanced economic growth that would On average, yields on ten-year gov-
lower the odds of disruptions to eco-ernment securities in the major foreign
nomic activity. Other asset prices werdndustrial countries fell about 80 basis
generally subdued. Commodity pricegoints last year, with most of the decline
were flat to down. Commercial realcoming in the second half. In Italy,
estate prices, although no longer falliong-term rates declined much more,
ing, rose at little more than the rate ofabout 375 basis points, in response to
inflation. Residential real estate pricesow growth in real output, substantial
increased moderately. progress in lowering inflation, and
sizable, credible measures to reduce the
Exchange Rates. The foreign ex- government deficit. In contrast, long-
change value of the dollar in terms ofterm rates in the United Kingdom rose
the currencies of the other G-10 counslightly as the economy strengthened.
tries rose about 4 percent during 1996Rates in Japan rose early in the year as
When measured in terms of the currenthe economy spurted, but subsequent
cies of a broader group of U.S. tradingndicators of a weakening expansion
partners and adjusted for differencegaused rates to turn back down; over the
in consumer price inflation, the appre-year, they declined about 40 basis points
ciation of the dollar last year was alsoon net. Long-term rates abroad have
about 4 percent. Much of the rise in themoved down slightly further so far this
exchange value of the dollar occurred/ear. Short-term market rates in the
during the first half of the year. Indica- foreign industrial countries on average
tions of greater-than-expected underédeclined about 120 basis points during
lying strength in the U.S. economy andl996. Except in Japan, official central
signs of weakness in some Europeabank lending rates were lowered in the
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foreign G-10 countries last year, contrib-by several European countries whose
uting to the decline in market rates. currencies strengthened against the
Equity prices in most industrial coun-mark. About half reflected increases
tries rose strongly last year. The majoin reserves of newly industrializing
exception was Japan, where prices ooountries.
balance fell slightly. The general decline Private foreigners also added substan-
in long-term interest rates abroad andially to their assets in the United States
moves toward monetary ease werén the first three quarters of 1996. Net
among the factors contributing to thepurchases of U.S. Treasury securities by
upward movement in stock prices. private foreigners amounted to $85 bil-
The dollar appreciated in nominallion through September, and net pur-
terms about 2> percent on balance chases of corporate and government
against the Mexican peso during 1996agency bonds were equally large. For-
with much of that appreciation comingeign direct investment in the United
over a few weeks in October. After hav-States surged to a record $71 billion in
ing fluctuated in a narrow range for mosthe first three quarters, reflecting numer-
of the year, the Mexican peso deprecious mergers and acquisitions of U.S.
ated in terms of the dollar when mar-companies by foreigners.
ket participants became concerned about U.S. private investors also added rap-
the loss of competitiveness of Mexicanidly to their holdings of foreign assets in
exports during the year and abouthe first three quarters of 1996. In con-
the partial nature of the government’srast to foreign investors in the United
planned privatization of the petrochemi-States, U.S. portfolio investors favored
cal industry. Peso interest rates rose iforeign stocks over bonds. Net pur-
October and November, but have sincehases in Japan were particularly large
more than retraced that increase as thia the first half of the year. In addition,
peso has stabilized. In January, Mexicall.S. direct investment abroad remained
officials repaid all remaining outstand-strong, reflecting acquisitions and con-
ing obligations to the Exchange Stabili-tinued privatizations of foreign firms.
zation Fund of the U.S. Treasury, com-
pleting repayment to the United States
of all borrowings that were made fol-
lowing the peso crisis in late 1994; aReport on July 22, 1997
partial early repayment was made to the
International Monetary Fund as well.  Monetary Policy and the
In the first three quarters of 1996,Economic Outlook
large increases were reported in both
foreign ownership of assets in theThe economy continued to perform
United States and U.S. ownership ofxceptionally well in the first half of
assets abroad. Over the same period997. Real output grew briskly, while
foreign official assets in the Unitedinflation ebbed. Sizable further increases
States increased almost $90 billion. Paiin payrolls pushed the unemployment
of this increase was associated withiate below 5 percent for the first time
exchange market intervention by thdn nearly twenty-five years. Although
Japanese authorities to counter a brigfrowth in real gross domestic product
strengthening of the exchange value ofppears to have slowed in the spring,
the yen early in the year, but a largetthis slackening came on the heels of a
part reflected the repurchase of reservetramatic surge in the opening months
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of the year; all indications are thatresources under increasing strain. If
the expansion remains well intact. Thesuch unsustainable growth persisted, the
members of the Board of Governors andesulting inflationary imbalances would
the Reserve Bank presidents anticipateventually undermine the health of the
that the economy will grow at a mod-expansion—the all too frequent pattern
erate pace in the second half of thiof past business cycles. To protect
year and in 1998 and that inflation will against the possibility of such an out-
remain low. Conditions in financial mar- come, the Committee tightened policy
kets are supportive of continued growthslightly. With the softening of demand
Longer-term interest rates are in then the spring, the Committee was able
lower portion of the range observed into maintain a steady posture in the
this decade, the stock market has regisnoney market while closely monitoring
tered all-time highs, and credit remainseconomic developments. The ongoing
readily available to private borrowers. objective of monetary policy is to help

Since the February report on monethe nation achieve maximum sustain-
tary policy, Federal Reserve policymak-able economic growth and the highest
ers have revised upward their expectaaverage living standards. The Federal
tions for growth of real activity in 1997 Reserve recognizes that it can best
and trimmed their forecasts of inflation.accomplish this objective by keeping
This combination of revisions highlightsinflation in check, because an environ-
the extraordinarily positive conditions ment of price stability is most conducive
still prevailing more than six years intoto sound, long-term planning by house-
the current economic expansion. In partholds and businesses.
the recent confluence of higher-than-
ﬁxpected output and Iower. |nflat|on%20ne,[ary Policy, Financial
as reflected the favorable influence

. . S arkets, and the Economy

on prices of retreating oil prices and 3ver the First Half of 1997
strong dollar. But it may also be attrib-
utable to more durable changes in ouhe rapid economic growth observed in
economy, notably a greater flexibilitythe closing months of 1996 continued
and competitiveness in labor and prodin the first quarter of this year, with
uct markets and more rapid, technologyreal gross domestic product advancing
driven gains in efficiency. In essencealmost 6 percent at an annual rate. Con-
the economy may be experiencing asumer spending surged, fueled by a
upward shift in its longer-range outputsignificant increase in income, upbeat
potential. consumer attitudes, and the effects of

To the extent that aggregate supplyhe huge run-up in equity prices over the
is expanding more rapidly, monetarypast couple of years on household net
policy can accommodate extra growthworth. Business fixed investment was
in demand without fostering increasedstrong, and companies restocked inven-
inflationary pressures. In late Marchories that had become thin as sales
however, the Federal Open Markesoared. The advance in real output
Committee (FOMC) concluded thatprovided support for considerable new
there was a significant risk that aggrehiring; rising pay and greater job avail-
gate demand would grow faster in theability drew additional people into the
coming quarters than available supplyworkforce, lifting the labor force partici-
which, with utilization already at a very pation rate to a new high during the first
high level, would place the economy’squarter of the year. The underlying trend
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in consumer price inflation was still market uncertainty about economic per-
subdued. Inflation pressures were helfbrmance abroad.
in check by smaller food price increases, As the second quarter progressed, it
declining prices for non-oil imports, the became increasingly evident that eco-
marked expansion of industrial capacitynomic activity had indeed decelerated.
in recent years, and continuing effortsThe expansion of consumer spending
by businesses to boost efficiency. eased considerably, while business fixed
At their meeting in late March, investment remained strong. Employ-
FOMC members expected that thement continued to climb rapidly, push-
growth of economic activity would easeing the unemployment rate down below
in the coming months, but they were5 percent on average in the second
uncertain about the likely extent of thatquarter—the lowest level since the early
slowing. Although the first-quarter burst1970s. Despite high levels of employ-
in production had owed importantly to ament and production through the first
number of temporary factors, many ofhalf of the year, there were few signs
the fundamentals underlying consumethat inflation was deviating signifi-
and business demand remained quiteantly from recent trends. Although
positive. The Committee was concerneaverall consumer price inflation dipped
about the risk that if outsized gains inin the second quarter as energy prices
real output continued, pressures on costieclined, consumer prices excluding
and prices would emerge that couldood and energy increased at about the
eventually undermine the expansionsame pace in the first half of the year as
Therefore, to help foster more sustainin 1996.
able trends in output and guard against Continued favorable price movements
potential inflationary imbalances, theand the slowing of economic growth
Committee firmed policy slightly by suggested to financial market partici-
raising the expected federal funds ratpants that inflation might remain
from around %2 percent to around damped without a further tightening of
5% percent. financial conditions, and this belief
The unsustainably strong pace ofrompted a substantial drop in interest
economic growth in the first quarterrates from late April to mid-July, revers-
weighed on financial markets. Interestng the earlier advance. With resource
rates rose substantially, even before thetilization still at very high levels, and
System’s action, despite favorable newsvith economic and financial conditions
on inflation. Because the policy tighten-conducive to robust increases in spend-
ing was widely anticipated, rates wereng, the FOMC at its May meeting
little affected by the announcement, butontinued to view the risks as skewed
they moved up a little more in thetoward the re-emergence of inflationary
following weeks as incoming data sug-pressures. But the moderation in aggre-
gested persistent strength in economigate demand and uncertainty about the
activity. Equity prices rose early in therelationship between utilization rates
first quarter and then declined, changand inflation led the Committee to leave
ing relatively little on net. The trade- reserve conditions unchanged in May
weighted value of the dollar in termsand again in July. The drop in market
of the other G-10 currencies increasedhterest rates in the second quarter may
about 7 percent in the first quarteralso have been encouraged by favorable
reflecting the unexpectedly strong econews about this year’s federal budget
nomic growth in the United States anddeficit and by the agreement between
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the President and the Congress to babf M2 in the first part of the year

ance the budget in fiscal year 2002was again reasonably well explained by

Spurred by lower rates and greater optichanges in nominal GDP and interest

mism about the long-term outlook forrates.

earnings, the stock market surged in the

second quarter and into July. The valu : S

of the dollar rose somewhat further in%colné)grglc Pdroi%%téons

foreign exchange markets, on balancg,Or an

an increase more than accounted foAfter growing swiftly on balance over

by an appreciation against continentathe first half of the year, economic activ-

European currencies. ity is expected to expand more moder-
During the first half of the year, credit ately in the second half of 1997 and in

remained available on favorable termd998. For this year, the central tendency

to most households and businessesf the GDP growth forecasts put forth

High delinquency rates for consumetby members of the Board of Governors

loans encouraged many banks to tighteand the Reserve Bank presidents is

standards, but consumer loan rate8 percent to 34 percent, measured as

generally stayed fairly low relative to the change in real output between the

benchmark Treasury rates, and confinal quarter of 1996 and the final quar-

sumer credit continued to grow faster

than income and only a little below

the pace of 1996. Home mortgage debtconomic Projections for 1997 and 1998

advanced at a moderate rate, with homg,

equity loans expanding especially rap-

idly in the spring. Businesses continued Federal Reserve governors

to have access to ample external fund- Reserve Bank presidents

ing both directly in capital markets and Central

through financial intermediaries. The Range | tendency

spreads between yields on corporate

bonds and Treasury securities stayed

low or fell further, and, relative to mar- Change, fourth quarter

Indicator

1997

ket rates, bank business loan rates helgouth auatet 56 -
iRealGDP............... 3% 3-3a
near the lower end of the range seen @msumer sicsinda | 2o .

the current expansion.
Total domestic nonfinancial debt{y§ags e o
expanded more slowly in the first halfcivilian unemployment
of 1997 than in 1996, mainly because of ~ "a®: oo WS HS
a reduced pace of federal borrowing. 1998
Trends in the monetary aggregates dur-

ing the first half of 1997 were similar to g e, coares "

those in 1996, with M2 near the uppergggig%gDP ----------- 4";?;4 4*’252&
end of the range set by the FOMC and@onsumer price index. ...| 243 23

M3 somewhat above its range. This OUts erage level

come was in line with FOMC expecta—in.thlgs fourth quarter
. ilian unemployment
tions, because the ranges had been _set% e, - POYIME | sy 4%S
be consistent with conditions of price o - PR —— g
HR H o H . ange from average for fou quarter or preced-
Stablllty' and Inﬂatlon' while damde'ing year to average for fourth quarter of year indicated.

remained above this level. The behavior 2. All urban consumers.
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ter of 1997. For 1998, most of the fore-markets since last year could damp
casts anticipate growth of real GDPexport sales and encourage U.S. firms
within a range of 2 percent to¥2 per- and households to purchase foreign-
cent. With this pace of continued eco-produced goods and services.
nomic expansion over the next six quar- Federal Reserve policymakers believe
ters, the central tendency of forecasts fathat this year’'s rise in the CPI will
the civilian unemployment rate remainsbe smaller than that of 1996, mostly
a little under 5 percent through 1998 because of favorable developments in
about the average for the second quarteéhe food and, especially, energy sectors.
of this year. After last year’s run-up, crude oil prices
Economic activity appears to havehave dropped back significantly, pulling
entered the second half with considdown the prices of petroleum products.
erable positive momentum. Household$ood price increases also have been
have experienced hefty gains in employsubdued this year, as the decline in grain
ment, income, and wealth, and theiprices that began in the middle of last
optimism about the future is quite high.year has been working its way through
These factors seem likely to outweighto the retail level. Looking ahead to
any drag on consumer demand thatext year, the governors and Reserve
might be associated with the debtBank presidents expect larger increases
servicing problems that some housein the CPI, with a central tendency
holds have experienced. Lower mortfrom 2%z percent to 3 percent. Food and
gage rates are buttressing demand fanergy prices are not expected to repeat
homes. In the business sector, healththis year's salutary performance, and
balance sheets and profits and a modenon-oil import prices may be less of
ate cost of external funds, along with aa restraining influence than in 1997,
continuing desire to install new tech-absent a continued uptrend in the dollar.
nology, are providing support and impe-Moreover, there is a risk that high
tus for investment in equipment. Meandevels of resource utilization could begin
while, investment in structures shouldputting upward pressure on business
follow last year's strong performancecosts.
with further increases, because of As noted in past monetary policy
declining vacancy rates in some sectorseports, the CPI forecasts of Federal
and ready access to financing. Reserve policymakers incorporate the
Notwithstanding the economy’s posi-technical improvements that the Bureau
tive momentum, growth is expected toof Labor Statistics is making to the CPI
be more moderate in the next year anth 1997 and 1998. A series of technical
a half than in the first half of 1997. In changes is estimated to have trimmed
part, this deceleration is likely to reflectreported rates of CPI inflation slightly in
the influence on demand of the substarrecent years, and the additional changes
tial buildup of stocks of household dura-will affect the index this year and next.
bles and business plant and equipmen light of the challenges of accurately
thus far in the expansion. As well, themeasuring price changes in a complex
pace of inventory investment will needand dynamic economy, the governors
to slacken considerably relative to thatand Reserve Bank presidents will con-
observed in the first part of this year, lestinue placing substantial weight on other
stock-to-sales ratios become uncomprice indexes, along with the CPI, in
fortably high. In the external sector, thegauging progress toward the long-run
strength of the dollar on exchangegoal of price stability.



58 84th Annual Report, 1997

The Administration has not yetbehavior of the velocities of the two
released an update of the economiaggregates. For several decades until the
projections contained in the Februaryl990s, these aggregates exhibited fairly
Economic Report of the Presiderithe stable trends relative to nominal spend-
earlier Administration forecasts wereing, and variations in M2 growth around
broadly similar to those in the Federalits trend were reasonably closely related
Reserve’s February report, with Admin-to changes in the spread between market
istration forecasts for growth and infla-rates and yields on the assets in M2.
tion within or near the range anticipatedThese relationships were disrupted in
by Federal Reserve policymakers irthe first part of this decade. Between
February. Because of developments i1991 and early 1994, the velocities of
the economy since that time, the centrall2 and M3 climbed well above the
tendency of forecasts for real GDPlevels that were predicted by past expe-
growth put forth by the members ofrience, as households shifted substantial
the Board of Governors and the Reservamounts out of lower-yielding deposits
Bank presidents has moved highernnto higher-yielding stock and bond
while their forecasts for the CPI havemutual funds, and as banks and thrift
moved down. institutions sharply curtailed their lend-
ing to focus on rebuilding capital. Since
mid-1994, the velocities have been
M?q%%?g?]giggganges moving more nearly in line with their

historical patterns with respect to
At its meeting earlier this month, thechanges in opportunity costs—albeit at
Committee reaffirmed the ranges fothigher levels. This recent period of
1997 growth of money and debt that itrenewed stability is still brief, however,
had established in February: 1 percent tand has occurred at a time of relatively
5 percent for M2, 2 percent to 6 percenstable financial and economic condi-
for M3, and 3 percent to 7 percent fortions, leaving open the important ques-
the debt of the domestic nonfinanciakion of whether the stability would be
sectors. The Committee also set provisustained in the future under a wider
sional ranges for 1998 at the same levelgariety of circumstances.
as for 1997. In light of this uncertainty, the Com-

In choosing the ranges for M2 andmittee again decided to view the ranges
M3, the Committee recognized theas benchmarks for monetary growth
continuing uncertainty about the futurerates that would be consistent with

approximate price stability and histori-
cal velocity relationships. If velocities

Ranges for Growth of Monetary change little over the next year and a
and Debt Aggregates half, Committee members’ expectations
Percent of nominal GDP growth in 1997 and
Provisional 1998 imply that M2 and M3 will Iikely
Aggregate 1996 1997 1f358 ﬂmgh arounq the upper boundaries of
their respective ranges each year. The

M2 1-5 1-5 1-5 debt of the domestic nonfinancial sec-
Ml 38 0 2%  tors is expected to remain near the

middle of its range this year and next.

Note. Change from average for fourth quarter of . . . .
preceding year to average for fourth quarter of yearThe Committee will continue to monitor

indicated. the behavior of the monetary aggregates
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and domestic nonfinancial debt—asadvance in spending slowed thereafter—
well as a wide range of other data—forpartly because of unusually cool weather
information about economic and finan-n late spring—underlying fundamentals
cial developments. for the household sector remain favor-
able to further solid gains; notably, real
incomes have continued to rise, and
many consumers have benefited from
sizable gains in wealth. With this good
The economy has continued to perforrmews in hand, consumers have become
exceptionally well this year. Real grossextraordinarily upbeat about the econo-
domestic product surged almost 6 permy’s prospects. Indexes of consumer
cent at an annual rate in the first quartesentiment—such as those compiled by
of 1997, and available data point tothe Survey Research Center at the Uni-
a healthy, though smaller, increase irversity of Michigan and the Confer-
the second quarter. Financial condience Board—have soared to some of
tions remained supportive of spendingthe highest readings since the 1960s.
Despite a modest tightening of moneyDespite this generally healthy picture,
market conditions by the System, mossome households still face difficulties
interest rates were little changed omeeting debt obligations, and delin-
declined a bit on net during the first halfquency rates for consumer loans have
of the year, and equity prices surgedemained at high levels.

ahead. With relatively few exceptions, Real outlays for consumer durables
credit remained readily available fromsurged 184 percent (annual rate) in the
both intermediaries and financial mardirst quarter of this year but apparently
kets on generally favorable terms. Theslowed considerably in the second quar-
rapid increases in output led to a furtheter. After changing little, on net, last
tightening of labor markets in the firstyear, consumer purchases of motor vehi-
six months of 1997, and labor coststles increased rapidly early in the year, a
accelerated a little from the pace of aesult of sound fundamentals, a bounce-
year earlier. Price inflation has been subback from the strike-depressed fourth
dued, held down in part by declinesquarter, and enlarged incentives offered
in energy prices, smaller increases iy automakers. In the second quarter,
food prices, and lower prices for non-oilsales were once again held down notice-
imports that have followed in the wakeably by strike-related supply constraints,
of the appreciation of the dollar. In addi-as well as by some payback from the
tion, intense competition, adequate plantlevated first-quarter pace. Smoothing
capacity, and ongoing efficiency gainghrough the ups and downs, the under-
have helped to restrain inflation preslying pace of demand in the first half
sures in the face of rising wages. of the year likely remained reasonably
close to the 15 million unit rate that has
prevailed since the second half of 1995.
Purchases of durable goods other than
motor vehicles also took off in the first
quarter; computers and other electronic
After posting a sizable increase in 1996equipment were an area of notable
real personal consumption expenditurestrength, as households took advantage
jumped 52 percent at an annual rateof rapidly falling prices to acquire the
in the first quarter of 1997. Although thelatest technology. According to avail-

Economic and Financial
Developments in 1997

The Household Sector

Spending, Income, and Saving
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able monthly data, purchases of duranet worth. One such factor could be
bles other than motor vehicles and eleca greater focus on retirement savings,
tronic equipment moderated in theparticularly among the large cohort
second quarter. Although a pause in thef the population reaching middle age.
growth of spending is not surprisingConcerns about the adequacy of saving
after the strong first quarter, unusuallyfor retirement have likely been height-
cool spring weather, leading to the postened by increased public discussion of
ponement of purchases of some sedhe financial problems of social security
sonal items, may also have contributeénd federal health programs. In addi-
to the moderation. tion, debt problems may be restraining
Growth of real spending for nondu-the spending of some households.
rables also appears to have slowed con-
S|derably f_rom a strong f'rSt'quarte.rResidential Investment
pace. Within services, weather condi-
tions held down growth of real outlays The underlying pace of housing activity
for energy services in the first quartethas remained at a high level this year,
and boosted them in the second. Growtbven though some indicators suggest
of real outlays for other services—that activity has edged off a bit from last
typically the steadiest component ofyear’s pace. In the single-family sector,
consumption—picked up at the end ohousing starts through June averaged
1996 and appears to have stayed aheddl4 million units at an annual rate, a
of last year's 2> percent pace in the shade below the pace of starts in 1996.
first half of 1997. Although starts dipped in the second
Consumer spending continued taguarter, the decline was from a first-
draw support from healthy advances imuarter level that, doubtless, was
income this year, as gains in wages antoosted by mild weather. Mortgage rates
salaries boosted personal disposableave zigzagged moderately this year;
income. These gains translated into #éhe average level has differed little from
4 percent annual rate advance in redhat in 1996. With mortgage rates low
disposable income in the first quarterand income growth strong, a relatively
after a significant 24 percent advance large proportion of families has been
last year. Although month-to-monthable to afford the monthly cost of
movements were affected by unevenpurchasing a home. Home sales have
ness in the timing of tax payments, theemained strong, helping to keep inven-
underlying trend in real disposabletories of unsold new units relatively
income remained strong into the seconttan—a favorable factor for prospective
quarter. building activity. Other indicators of
On top of rising incomes, further demand remain quite positive. Accord-
increases in net worth—primarily ing to the latest survey by the National
related to the soaring stock market—Association of Homebuilders, builders’
have given many households the finanratings of new home sales strengthened
cial wherewithal to spend. In light of thein recent months to the highest level
very large gains in wealth, the impetussince last August. Moreover, consum-
to consumption appears to have beears’ assessments of conditions for home-
smaller than might have been anticibuying, as reported by the Survey
pated on the basis of historical relaResearch Center at the University of
tionships, suggesting that other factordichigan, remained very favorable
may be offsetting the effect of higherinto July. In addition, the volume of
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applications for mortgages to purchaseble indicators, probably stayed at
homes has moved up recently to a higlhoughly the same rate during the sec-
level. ond quarter.

The pace of multifamily starts has The estimated ratio of required pay-
been well maintained. These starts avements of loan principal and interest to
aged close to 320,000 units at an annualisposable personal income remained
rate from January to June, a little abovéigh in the first quarter, after climbing
last year’'s figure for starts. Even soyrapidly between early 1994 and early
the pace of multifamily construction 1996 and rising more slowly in the sec-
remains well below peaks in the 1970nd half of last year. This measure of
and 1980s, partly because of changes ithe debt-service burden of households
the nation’s demographic compositionhas nearly returned to the peak reached
as the bulge of renters in the 1980s hatward the end of the last business cycle
moved on to home ownership. Anotherexpansion. Adding estimated payments
factor that has restrained multifamilyon auto leases to households’ scheduled
construction is the growing popularity monthly debt payments boosts the ratio
of manufactured housing (“mobile a little more than 1 percentage point and
homes”), which provides an alternativeplaces it just above its previous peak.
to rental housing for some households. Indicators of households’ ability to
In particular, the price of a typical man-service their debt have been mixed. The
ufactured unit is considerably lessdelinquency rate for mortgage loans past
than that of a new single-family house,due sixty days or more is at its lowest
making manufactured homes especiallfevel in two decades, but delinquency
attractive to first-time buyers and torates for consumer loans are relatively
people purchasing second houses drigh. According to data from the Report
retirement homes. Shipments of thesef Condition and Income filed by banks
homes trended up through last fall andqthe Call Report), the delinquency rate
then flattened out at a relatively highfor credit card loans was roughly
level. unchanged in the first quarter of 1997,
remaining at its highest value since
late 1992, when the economy was in
the midst of a sluggish recovery and
Household balance sheets strengthend¢dde unemployment rate was more than
in the aggregate during the first half of2 percentage points higher than today.
1997, but debt-payment problems confor auto loans at the finance companies
tinued at a high level in several marketaffiliated with the major manufactur-
segments. Indebtedness grew less raprs, the delinquency rate rose again in
idly than it had in 1996, and furtherthe first quarter, continuing the steady
gains in equity markets pushed up theun-up in this measure over the past
ratio of household net worth to dis-three years.
posable personal income to its highest Anecdotal evidence suggests that the
mark in recent decades. Consumer crediecent increases in consumer credit
increased at a% percent annual rate delinquency rates had been partly antici-
between December 1996 and May 199hated by lenders, reflecting the normal
compared with 8 percent in 1996. seasoning of loans as well as banks’
The growth of mortgage debt wasefforts to stimulate borrowing by mak-
somewhat slower in the first quartering credit more broadly available and
than in 1996 and, according to avail-automakers’ attempts to stimulate sales

Household Finance
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using the same approach. During th&he Business Sector
past several years, lenders have aggres-
sively sought business from peoplgnyestment Expenditures
who might not have been granted
credit previously, in part because ofFollowing a fifth year of sizable
lenders’ confidence in new “credit increases in 1996, real business fixed
scoring” models that statistically eval-investment rose at an annual rate of
uate an individual’s creditworthiness.11 percent in the first quarter. The
Despite these new tools, banks eviunderlying determinants of investment
dently have been surprised by thespending remain solid: strong business
extent of the deterioration of their con-sales, sizable increases in cash flow, and
sumer loans and have tightened lenda favorable cost of capital, especially for
ing standards as a result. Nearly halfigh-tech equipment. To be sure, a sig-
the banks responding to the Federdhificant portion of this investment has
Reserve’s May survey on bank lend-been required to update and replace
ing practices had imposed more strindepreciated plant and equipment; never-
gent standards for new credit cardheless, the current pace of investment
accounts over the preceding threémplies an appreciable expansion of the
months, with a smaller fraction rein-capital stock.
ing in other consumer loans. About Real outlays for producers’ durable
one-third more of the responding bank€quipment jumped at an annual rate of
expected Charge-off rates on condlZ2¥a perce_nt_ in the first quarter of this
sumer loans to increase further over thiear after rising 9 percent last year. As
remainder of the year than expectedn recent years, purchases of computers
charge-off rates to decrease; many oknd other information processing equip-
those expecting an increase cited coriment contributed importantly to this
sumers’ growing willingness to declaregain. The computer sector has been pro-
bankruptcy. Rising delinquency ratesPelled by declining prices of new and
have also put pressure on firms speciamore powerful products and by a drive
izing in subprime auto loans, with somein the business sector to improve effi-
reporting reduced profits and acuteciency with these latest technological
liquidity problems. developments. Real purchases of com-
According to the most recently avail-munications equipment also have been
able data, personal bankruptcies surge@bust, boosted by rapidly growing
again in the first quarter of the year aftelemand for wireless phone services and
rising 30 percent in 1996. The rapidinternet connections as well as by
increases of late are partly related to thePgrades to telephone switching and
same increase in financial stress evidefansmission equipment in anticipation
in the delinquency statistics, but theyof eventual deregulation of local phone
may also be tied to more widespreadnarkets. In addition, purchases of air-
use of bankruptcy as a means of deapraft by domestic airlines moved higher
ing with such stress. Changes in federg®n net in 1995 and 1996 and—on the
bankruptcy law effective at the start ofbasis of orders and production plans of
1995 increased the value of assets thaircraft makers—are expected to rise
may be protected from |iquidati0n, andCOﬂSlderab|y further this year. For the
there may also be a secular trend towargecond quarter, data on orders and

less stigma being associated with declashipments of nondefense capital goods
ing bankruptcy. in April and May imply that healthy
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increases in equipment investment haveles, stocks rose in the first quarter, with
continued. particularly sizable increases coming
Real business spending for nonresifrom a continued ramp-up in produc-
dential structures posted another sizabligon of aircraft and from a restocking
increase in the first quarter after advancef petroleum products during a period
ing a hefty 9 percent in 1996. Althoughwhen prices eased. Nevertheless, with
the latest data suggest a slowing of thextraordinarily strong sales, inventory—
pace of advance in the second quartesales ratios still moved down further
the economic factors underlying thisin the major sectors. Available monthly
sector point to continued increasesdata suggest that vigorous inventory
Vacancy rates have been falling andnvestment outside of motor vehicles
rents have been improving. Financingcontinued through mid-spring, as firms
for commercial construction report-responded to strength in current and
edly is in abundant supply, especiallyprospective sales. For motor vehicles,
with substantial amounts of capitalinventories moved up some in the first
flowing to real estate investment trustgjuarter of this year, after strike-related
(REITS). reductions in the fourth quarter. In the
Trends in construction continue tosecond quarter, the monthly pattern of
differ among sectors. Increases in officenotor vehicles stocks was bounced
construction were especially robust imaround somewhat by strikes; cutting
recent quarters, as vacancy rates fethrough the noise, inventories of light
for both downtown and suburban propvehicles still appear to be in balance.
erties. With office-based employment
expanding, this sector has continued t%orporate Profits and
recover from the severe slump of theBusiness Finance
late 1980s and early 1990s; even so, the
level of con struction activity is barely The continued rapid advance of busi-
more than half that of the mid-1980s.ness investment this year has been
Construction of other commercial build-financed through both strong cash flow
ings has increased steadily during thand substantial borrowing at relatively
past five years, and the gain in the firstavorable terms. Economic profits (book
quarter of this year was sizable. Sincerofits after inventory valuation and
the current expansion began, the nonzapital consumption adjustments) in the
office commercial sector has providedirst quarter were ¥4 percent higher
a large contribution to overall construc-than a year earlier. For the nonfinancial
tion spending. Industrial constructionsector, domestic profits were more than
dropped back in the first quarter after9 percent higher, reaching their highest
jumping at the end of last year; the trendshare of those firms’ domestic output
for this sector has been relatively flat orin the current expansion. Despite abun-
balance in recent years. dant profits, the financing gap for these
During 1996, investment in real non-companies—the excess of capital expen-
farm business inventories was modedtitures (including inventory investment)
compared with the growth of sales, andver internally generated funds—has
the year ended with lean inventoriesvidened somewhat since the middle of
in many sectors. In the first quarter 0f1996. To fund that gap, and the ongoing
this year, businesses moved to rebuildet retirement of equity shares, non-
stocks, and inventory investment pickedinancial corporations increased their
up substantially. Outside of motor vehi-debt 6% percent at an annual rate in the
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first quarter, compared with¥s percent their borrowing from banks. The out-
during 1996. standing commercial paper of these cor-

External funding has remained readporations also increased on net from
ily available to businesses on favorablédecember through June, after declining
terms. The spreads between yields oa little in 1996. Meanwhile, these busi-
investment-grade bonds and yields omesses’ net issuance of long-term bonds
Treasury securities have stayed lown the first half of the year exceeded
since the beginning of the year, whilelast year’'s pace, with speculative-grade
the spreads on high-yield bonds havefferings accounting for the highest
declined further to historically narrow share of gross issuance on record.
levels. Price—earnings ratios are high, At the same time, the pace of gross
implying a low cost of equity financing. equity issuance by nonfinancial corpo-
Further, banks remain accommodativeations dropped considerably in the
lenders to businesses. According to thérst half of this year. In particular, the
Federal Reserve’s most recent survey aharket for initial public offerings has
business lending, the spreads betwedreen cooler than in 1996, despite some
loan rates and market rates have helgickup of late; new issues have been
about steady for borrowers of all sizespriced below the intended range more
with rate spreads for large loans near theften than above it, and first-day trad-
lower end of the range seen over théng returns have been relatively low.
past decade. Moreover, surveys by thélet equity issuance has been deeply
National Federation of Independeninegative again this year, as gross issu-
Business indicate that small businessemnce has been more than offset by retire-
have not had difficulty obtaining credit. ments through share repurchases and

The plentiful supply of credit prob- mergers. The bulk of merger activity
ably stems from several factors. Mosin the 1980s involved share retire-
banks are well positioned to lend: Theirments financed by borrowing, but the
profits are strong, rates of return orrecent surge—which largely involves
equity and on assets are high, and capfriendly intra-industry mergers—has
tal is ample. In addition, continued sub-been financed about equally through
stantial inflows into stock and high-borrowing and stock swaps. Structuring
yield bond mutual funds suggest thatleals as stock swaps can reduce share-
investors may now perceive less riskholders’ tax liabilities and enable the
in these areas or may be more willingcombined firm to use a more advanta-
to accept risk. In fact, businesses gengeous method of financial accounting.
erally are in very good financial con-The dollar value of nonfinancial merg-
dition, with the estimated ratio of oper-ers in which the target firm was worth
ating cash flow to interest expense fomore than a billion dollars set a record
the median nonfinancial corporationin 1996, and merger activity appears to
remaining quite high in the first part of be on a very strong track this year as
the year. Moreover, delinquency ratesvell.
for business loans at banks have stayed
extremely low, as has the default rate o
speculative-grade debt. "he Government Sector

The increase in the pace of busmesﬁederal
borrowing in the first half of 1997 was
widespread across sources of financ&he federal budget deficit has come
Nonfinancial corporations stepped uplown considerably in recent years and
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should register another substantiatecent years. Although still restrained,
decline this fiscal year. Over the firstoutlays for defense have ticked up this
eight months of fiscal year 1997—thefiscal year after trending down for sev-
period October through May—the defi-eral years.
cit in the unified budget was $65 billion, As for the part of federal spending
down $43 billion from the comparablethat is included directly in GDP, real
period of fiscal 1996. The recent reducfederal expenditures on consumption
tion in the deficit primarily reflected and gross investment decline&s3per-
extremely rapid growth of receipts forcent in the first quarter of 1997, a shade
the second year in a row, although anore than the average rate of decline
continuation of subdued growth in out-in recent years. An increase in real non-
lays also contributed to the improve-defense spending was more than offset
ment. Given recent developments, théy a decline in real defense outlays.
budget deficit as a share of nominal The substantial drop in the unified
GDP this fiscal year is likely to be at itsbudget deficit reduced federal borrow-
lowest level since 1974. ing in the first half of 1997 compared
Federal receipts were almosiz=8per-  with the first half of 1996. The Treasury
cent higher in the first eight months ofresponded to the smaller-than-expected
fiscal year 1997 than in the year-earlieborrowing need by reducing sales of
period and apparently are on trackbills; this traditional strategy of allow-
to outpace the growth of nominal GDPing borrowing swings to be absorbed
for the fifth year in a row. Individual primarily by variation in bill issuance
income tax payments have risen sharplgnables the Treasury to have predictable
this fiscal year—on top of a hefty coupon auctions and to issue sufficient
increase last year—reflecting strongjuantities of coupon securities to main-
increases in households’ taxable labotain their liquidity. The result this past
and capital income; preliminary dataspring was an unusually large net
from the Daily Treasury Statement indi-redemption of bills, which pushed yields
cate that individual income tax revenue®n short-term bills down relative to
remained strong in June. Moreoveryields on other Treasury securities and
corporate tax payments posted anotham short-term private paper.
sizable advance through May of this The issuance of inflation-indexed
fiscal year. securities at several maturities has been
Federal outlays during the first eighta major innovation in federal debt man-
months of the fiscal year roseé/8per- agement this year. The Treasury sold
cent in nominal terms from the com-indexed ten-year notes in January and
parable period last year. Although thisApril and added five-year notes earlier
increase is up from the restrained rate athis month. A small number of agency
growth in fiscal 1996—which was heldand other borrowers issued their own
down by the government shutdown—inflation-indexed debt immediately after
spending growth remained subduedhe first Treasury auction, and the Chi-
across most categories. Outlays focago Board of Trade recently introduced
income security programs rose modestljutures and options contracts based
in the first eight months of the fiscalon inflation-indexed securities. As one
year, partly as a result of the continuedvould expect at this stage, however, the
strong economy, and spending on thenarket for indexed debt has not yet fully
major health programs grew somewhamatured: Trading volume as a share of
more slowly than their average pace irthe outstanding amount is much smaller
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than for nominal debt, and a market forbeen pre-refunded in the early 1990s
stripped securities has yet to emerge. waned.

State and Local The External Sector

The fiscal condition of_ state anq locaITrade and the Current Account
governments has remained positive over
the past year, as the surplus of receipt§he nominal deficit on trade in goods
over current expenditures has beeand services was $116 billion at an
stable at a relatively high level. Strongannual rate in the first quarter, somewhat
growth in sales and incomes has ledarger than the $105 billion in the fourth
to robust growth in revenues, despitejuarter of last year. The current account
numerous small tax cuts, and manyeficit of $164 billion (annual rate) in
states have held the line on spendinthe first quarter exceeded the $148 bil-
in the past several years. Additionallylion deficit for 1996 as a whole because
the welfare reform legislation passedf the widening of the trade deficit
in August 1996, while presenting long-and further declines in net investment
term challenges to state and local govincome. In April and May, the trade
ernments, actually has eased fiscal preseficit was slightly narrower than in the
sures in recent quarters: Block grantdirst quarter.
to states are based largely on 1992-94 The quantity of U.S. imports of goods
grant levels, but caseloads more recentlgnd services surged in the first quarter at
have been falling. Overall, at the statean annual rate of about 20 percent. Con-
level, accumulated surpluses—currentinued strength in the pace of U.S. eco-
surpluses plus those from past years—romic activity largely accounted for the
were on track to end fiscal year 1997 atapid growth, but a rebound in auto-
a healthy level, according to a survey bymotive imports from Canada from their
the National Association of State Bud-strike-depressed fourth-quarter level
get Officers taken shortly before the endoosted imports as well. Preliminary
of most states’ fiscal years. data for April and May suggest that
Real expenditures for consumptionstrong real import growth continued.
and gross investment by state and locadllon-oil import prices fell through the
governments increased moderately isecond quarter, extending the generally
the first quarter of this year, about thedownward trend that began in mid-1995.
same as the pace of advance in the pastThe quantity of U.S. exports of goods
two years. For construction, the averagand services expanded at an annual rate
level of real outlays during the first five a bit above 10 percent in the first quar-
months of the year was a little higherter, about the same rapid pace as during
than in the fourth quarter. Hiring by the second half of last year. Growth of
state and local governments over theutputin our major trading partners, par-
first half of the year was somewhatticularly the industrial countries, helped
above last year’s pace, with most of théo sustain the growth of exports, as did
increase at the local level. increased deliveries of civilian aircraft.
The pace of gross issuance of stat&xports to western Europe and to Canada
and local debt was roughly the samerew strongly, while those to the Asian
in the first half of the year as in 1996.developing countries declined some-
Net issuance turned up noticeably, howwhat. Preliminary data for April and May
ever, as retirements of debt that haduggest that real exports rose moderately.
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Capital Flows In Japan, real GDP accelerated to a

o 6%2 percent annual growth rate in the
Large gross ca'pltal |anov_vs and OUIfIOstirst quarter, boosted by extremely
continued during the first quarter of X

. . trong growth of consumer spending
1997, reflecting the continued trend:lhead of an increase in the consumption
toward globalization of financial and

. “7 " tax on April 1. Activity appears to have
product markets. BOth foreign direct allen in the second quarter, but contin-
investment in the United States an

US direct investment abroad were ed improvement in business sentiment

erv strona. swelled by mergers anafluggests that the current weakness is
very strong, sw y merg nly temporary. In Canada, growth of
acquisitions.

Private foreian net purchases of U Sreal output increased to¥3 percent at
securities amognted t(I)3$85 billion in the'r:ln annual rate in the first quarter. Final
domestic demand more than accounted

first quarter, down somewhat from thefor this expansion, as business invest-
very high figure in the previous quarter,

. ent, consumption, and residential con-
but still above the record pace for 1996sT':ruction all provided significant contri-
as a whole. Net purchases of U.S. Tre

. ; butions. Indicators suggest that output
sury securities were particularly robust, rowth remained healthy in the second
Private foreigners also showed mcreas;egiu arter

interest in the U.S. stock market in . o . .
; Economic activity has remained vig-
the first quarter of 1997. U.S. net pur- rous so far this year in the United

chases of foreign securities amounteg. )
to $15 billion in the first quarter, down ingdom and appears to have strength

.~ ened in Germany and France. In the
from the strong pace of 1996. Privateg i o arter, UK. real GDP grew at an

Loorlzligr]]nirsof CS rg'nugdert%u?gictointhtﬁ'erannual rate of B percent as domestic
. 9 ->- pap yin demand, particularly investment, accel-
first quarter, but at a rate substantiall

Y, .
below earlier peaks. erated from its already strong pace

Foreign official assets in the Unitedin the fourth quarter. S_trong house-
States, which rose a record $122 bhillio hold consumption spending supported

; ; ..~ demand in the second quarter. Weak
in 1996, increased another $28 billion ; ;
in the first quarter of 1997. Apart from demand for exports, associated with the

the oil-producing countries, which bene_appreciation of the pound since mid-
: P cing countries, which 1996, and some tightening of monetary
fited from high oil prices, significant

X . : . onditions should moderate growth
increases in holdings were assomate&

with efforts by some emerding-market the current quarter. In Germany, eco-
countries to tgm er the im gac?of lar enomic expansion revived in the first

. ) temp pac 9 guarter and appears to have firmed in
private capital inflows on their econo-

mies. Information for April and May the second quarter. After growing very

suagests that official inflows ha eIittle in the fourth quarter of last year,
allzj)gged Ict infiow V€ German real GDP rose at an annual rate

of 134 percent in the first quarter, led

by government consumption, equipment
investment, and exports. Manufacturing
orders and indicators of business senti-
Economic activity in the major for- ment suggest additional gains in the
eign industrial countries has generallysecond quarter. French real GDP grew
strengthened so far this year from thenly three-quarters percent at an annual
pace in the second half of last yearrate in the first quarter, as declines in

Foreign Economies
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investment offset strong export growth the Japanese consumption tax lifted the
but data on manufacturing output andwelve-month change in the consumer
consumption suggest a pickup in activprice index to about % percent, but
ity during the second quarter. elevation of the inflation rate should
In most major Latin American coun- be temporary. CPI inflation remains less
tries, real output growth remained vigor-than 2 percent in Germany, France,
ous. In Mexico, real economic expan-Canada, and Italy. Only in the United
sion slowed some in the first quarteiKingdom, where output growth has
from its very rapid pace in the secondresulted in tight labor markets and con-
half of last year but remained robustsumer prices are rising at an annual rate
The industrial sector continued to be thedf more than 2> percent, are inflation
source of strength, while the service secpressures currently a concern.
tor lagged. A pickup in import growth In most major countries in Latin
has resulted in a narrowing of the tradéAmerica, inflation either is falling or
surplus; through May, the trade balancés already low. Mexican inflation con-
of $134 billion was about half the size tinues to improve: The monthly infla-
it was in the same period last year. Irtion rate was below 1 percent in May
Argentina, continued healthy economicand June, the lowest monthly rates since
growth in the first quarter has broughtthe 1994 devaluation. In Argentina,
real GDP back to its level before theconsumer prices were essentially flat
recession induced by the Mexican crisishrough the second quarter after almost
of 1995. In Brazil, real output declinedno increase last year. Brazilian inflation
in the first quarter after three quarters ohas declined to historically low rates. In
strong expansion. contrast, Venezuelan inflation, though it
Economic growth in our major Asian has come down from its 1996 rate of
trading partners other than Japan sloweghore than 100 percent per year, remains
a bit on average in the first quarter bunear 50 percent. Consumer price infla-
appears to have rebounded in the seconibn remains generally low in Asia,
guarter. Nationwide labor strikes inincluding in China, where it fell to less
Korea affected many of the country’sthan 3 percent in the twelve months
key export industries and were partlythrough May.
responsible for weakness in first-quarter
output and a ballooning of the current
account deficit. Data for April and May The Labor Market
show recovery in industrial production,
and the trade balance improved in théayroll employment continued to
second quarter. Real output growth irexpand solidly during the first half of
Taiwan remains strong so far this yearl997. The growth in nonfarm payrolls
though not quite so vigorous as duringaveraged about 230,000 per month; this
the second half of 1996. In China, reafigure may overstate slightly the under-
GDP continues to expand at an annudying rate of employment growth in
rate of nearly 10 percent, about the samthe first half because technical factors
brisk pace as last year. boosted payroll figures in April. The
Despite the pickup in growth, consid-strength in labor demand drew addi-
erable excess capacity remains in th@onal people into the job market, raising
major foreign industrial countries. Asthe labor force participation rate to his-
a consequence, inflation has generalliorical highs during the first half. Never-
remained quiescent. The increase itheless, the civilian unemployment rate
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moved down to 4.9 percent, on averagds even further below the average gains
in the second quarter. realized in the twenty-five years after

Employment gains in the private World War Il. The slower reported pro-
service-producing sector, in whichductivity growth during this expansion
nearly two-thirds of all nonfarm work- could partly reflect measurement prob-
ers are employed, accounted for muckems. Productivity is the ratio of real
of the expansion in payrolls throughoutput to hours worked, and official
June of this year. Within this sector,productivity indexes rely on a measure
higher employment in services, transof real output based on expenditures. In
portation, and retail trade contributedtheory, a matching measure of real out-
importantly to the gain. After advancingput should be derivable by summing
substantially for several years, payrolldabor and capital inputs on the “income
in the personnel supply industry—aside” of the national accounts. How-
category that includes temporary helgver, the income-side measure of real
agencies—actually turned down in theoutput has increased considerably faster
second quarter; anecdotal reports sughan the expenditure-side measure in
gest that some temporary help firms areecent years, raising the possibility that
having difficulty finding workers, espe- productivity growth has been some-
cially for highly skilled and technical hat better than reported in the official
positions. indexes.

Employment gains were also posted Measurement difficulties may also
in the goods-producing sector. In theaffect estimates of the longer-term tra-
construction industry, payrolls increasedectory of productivity growth. In par-
substantially between December andcular, if inflation were overstated by
June. Factory employment moved somenfficial measures—as a considerable
what higher in the first part of the yearamount of recent research suggests it
after declining a little during 1996, andis—then real output growth would be
manufacturing overtime hours remainedinderstated. This understatement would
at a high level. Producers of durablearise because too much inflation would
goods increased employment furthebe removed from nominal output growth
between December and June, whilén the calculation of real output growth.
makers of nondurable goods continuednhdeed, productivity growth for non-
to reduce payrolls. Since the end ofinancial corporations—a sector for
1994, factory employment and totalwhich output growth arguably is mea-
hours worked in manufacturing havesured more accurately than in broader
changed little. Even so, manufacturersectors—has been more rapid than for
have boosted output considerably ovenonfarm business overall. In particular,
this period, primarily through ongoing productivity for nonfinancial corpo-
improvements in worker productivity. rations increased at an average annual

Although productivity for the broader pace of about % percent between 1990
nonfarm business sector rose substaand 1996, while productivity in the
tially in the first quarter, it was just nonfarm business sector rose a little
1 percent above its value a year earlietess than 1 percent per year over
Moreover, output per hour changed littlethe same period. This difference—which
from the end of 1992 to the last quarteimplies very weak measured produc-
of 1995. The average rate of measuretivity growth outside of the non-
productivity growth in the 1990s is still finanial corporate sector—raises the
somewhat below that of the 1980s angbossibility that overall productivity
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growth is stronger than indicated bysufficiently brisk during the first half
official indexes for nonfarm busi- of this year to pull the unemploy-
nesst Of course, a critical—and still ment rate down about one-quarter per-
unanswered—question is the extent teentage point between December and
which any understatement of productiv-June.
ity growth has become larger over time. Just as the low unemployment rate
If productivity growth were more rapid points to tightness in labor markets,
than indicated by official statistics, thenanecdotal reports from many regions
the economy’s capacity to produceand industries mention the difficulties
goods and services would be increasinfirms are having hiring workers, espe-
faster than indicated by current officialcially workers with specialized skills.
statistics. But if the amount of mismea-With this tightness, labor compensation
surement has not increased over timeosts have accelerated slightly. Although
then the economy’s productive capacityhourly labor costs, as measured by the
also increased more rapidly in earlieemployment cost index (ECI), increased
years than shown by published meaenly 2.5 percent at an annual rate during
sures. In this case, the official statisticshe first three months of this year, they
on productivity growth—though per- were up 3.0 percent over the twelve
haps understated—would not give amonths ending in March, compared with
misleading impression about changes iR.7 percent over the preceding twelve
productivity trends. months. These increases are smaller
After changing little, on net, since thethan might have been expected on the
late 1980s, the labor force participatiorbasis of historical relationships, per-
rate turned up early last year; it reachethaps partly reflecting persistent worker
a record high 67.3 percent in Marchconcerns about job security. In addi-
of this year and remained at an eletion, modest increases in employer-
vated 67.1 percent in the second quartepaid benefits have partly offset faster
Better employment opportunities haveancreases in wages and salaries in the
drawn additional people into the work-past couple of years. With smaller
force. Although the recent welfareincreases in health care costs than ear-
reform legislation probably has notlier in the decade, shifts of employees
yet had a large effect on aggregate labdnto managed care plans, and require-
force dynamics, it may generate an addiments that employees assume a greater
tional, albeit small, boost to laborshare of health care costs, employer
force participation rates over the nextosts for health-related benefits have
few years. Since the beginning of 1996peen well contained. However, growth
the increases in the labor force assan employer health care costs may be in
ciated with a higher participation ratethe process of bottoming out, as reports
have eased pressures on labor maof rising premiums for health insurance
kets, as additional workers have steppeldave become more common. Moreover,
in to satisfy continuing strong demandthe wages and salaries component of the
for labor. Nevertheless, hiring wasECI has continued to accelerate, rising
3.4 percent during the twelve months
_ ending in March 1997, about one-
1. More detail is provided in a paper by quarter percentage point faster than

Lawrence Slifman and Carol Corrado, “Decompo- . .
sition of Productivity and Unit Costs,” Board of during the previous twelve months and

Governors of the Federal Reserve SystemeUghly half a percentage point faster
November 18, 1996. than in 1994 and 1995.
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Prices high levels of resource utilization. Sev-
eral factors have contributed to the

has remained favorable this year. In par[ecer-'t favorable performance of price
ticular, the CPI excluding food andmflatlon. Energy prices have declined

ener often referred to as the “core”this year. Non-oil import prices also
9y— ‘Eave fallen significantly, reducing input

;f I_elrr(]:(e::rnetaosveedr tﬁte grr;t i\lzguilarrtaeltres c? osts for some domestic companies and
2p 9 ikely restraining the prices charged

the year, about the same pace as in 199 - ;
The overall CPI registered a smaller, y domestic businesses that compete

. ; with foreign producers. Besides being
increase than the core CPI during th(Ia'estrained by some price competition
first half of this year. Both the overall from imported materials and supplies

CP! and the core CPI have been a.ﬁeCteérices of manufactured goods at earlier
by a series of technical changes 'mpleétages of processing have been held in

mented by the Bureau of Labor Statis—Check by an expansion of industrial

Egso%\t/:i:qthae E}%ﬁg";‘é?ﬁr‘;‘;ﬂ?n'gggl}/rzagﬁapacity that has been rapid enough to
estrain increases in utilization rates

price changes. If not for these change ver the past year. Also, to the extent

increases in the CPI since 1994 woul hat firms have succeeded in their efforts

be marginally larger. to realize large efficiency gains and
Other measures of prices also SU9QesL e ynit costs, upward pressure on
that favorable inflation trends continue '

into 1997. Measured from the first quar- rices may be reduced. Finally, an

ter of last year to the first quarter of thisex'“_md‘:‘ld period of relatively low and
yea nenrst g teady inflation has reinforced a belief
year, the chain price index for persona

X : . “among households and businesses that
consumption expenditures excludlngt

food and 2 t th he trend of inflation should remain
ood and energy rose 2 percent, the sanjg, o “and consequently helped to hold
as in the four-quarter period a yeary

earlier? Similarly, the chain price index *ow! inflation expectations.
' Y, . P ; Developments in the food and energy
for overall GDP—which covers prices

> sectors were favorable to consumers in

of all goods and services produced i ,
the United States—and the chain me;{_he first half of 1997. Consumer energy

sure for gross domestic purchases—

which covers prices of all goods pur',élternative Measures of Price Change

chased in the United States—increase
Percent

the same amount over the year ending in
the first quarter of 1997 as during the

The underlying trend of price inflation

1995:Q1 | 1996:Q1
t t

. Price measure (o} o]
previous four quarters. 1996:Q1 | 1997:Q1
All of these price measures indicate_ .
. . L .. _Fixed-weight
that inflation remains muted, despiteconsumer price index........ 2.7 2.9
Excluding food and energy .|.. 2.9 2.5
Chain-type

2. The price measure for personal consumptioffersonal consumption

expenditures (PCE) is closely related to the CPI Exiffﬁﬂgi%ﬁ'aiha'éhé}g'y" 2'200 2'250
because components of the CPI are key inputs i@ross domestic purchases.....| 2.2 29
the construction of the PCE price measure. Nevercross domestic product. ... .. 2.2 2.2

theless, the PCE price measure has the advantaggﬂator
that by using chain weighting rather than fixedg,oss domestic product....... 21 1.8
weights it avoids some of the substitution bias that
affects the CPI. Note. Changes are based on quarterly averages.
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prices declined in the first half of theprices of new and used passenger cars
year as the price of crude oil droppedieclined in the first six months of the
back following last year's run-up. In year, and prices of light trucks were
1996, the price of crude oil was boostedessentially flat. Also, prices of house
by refinery disruptions, uncertaintyfurnishings were about unchanged, on
about the timing of Iraqi oil sales, andbalance, in the first half of the year,
unusual weather patterns that increasealthough apparel prices moved up after
energy demand for heating and coolingdeclining in recent years.
As these factors receded this year, crude The CPI for non-energy services rose
oil prices fell. Although the downward about 3 percent at an annual rate
trend was interrupted by some transitorppetween December and June, a touch
spikes in prices—as in May when ten-below last year’s pace. After rising
sions in the Middle East flared up—markedly last year, airfares declined, on
the price of crude is now roughly backnet, in the first half of this year. Fares
to the range that prevailed before lasfell substantially early in the year when
year’s run-up. Since December, gasolinéhe excise tax on tickets expired, and
prices have tumbled more than 16 pereven with the reimposition of the tax in
cent at an annual rate, and heating oiMarch, ticket prices were still lower
prices have fallen significantly. Naturalin June than in December. Increases in
gas prices also fell as stocks, which hagrices of medical services also contin-
dwindled over the winter, were replen-ued to slow somewhat this yearn
ished. Reflecting the declines in fueladdition, the CPI for auto finance fell in
prices, the CPI for energy fell aboutMay and June as automakers sweetened
9 percent at an annual rate betweemcentives. In contrast, price increases in
December 1996 and June 1997. the first half of the year picked up in
Consumer food prices increased at anome other areas; shelter prices rose a
annual rate of only about 1 percent irbit more rapidly than last year, as did
the first half of the year. Although coffeetuition and prices for personal care
prices jumped, the prices of many otheservices.
food items were flat or edged lower.
Most notably, declines in grain prices .
that began in mid-1996 have been Work—,(\:/lred'i andAthe t
ing their way to the retail level and have onetary Aggregates
held down prices for a variety of grain- ; ; C
dependent Ff)oods, such as bgef, goultrys,:red't and Depository Intermediation
and dairy products. Prices of foods thafhe total debt of domestic nonfinancial
depend more heavily on labor costs haveectors increased at an annual rate of
been rising modestly this year. about 4 percent from the fourth quar-
Consumer prices for goods other tharter of 1996 through May of this year,
food and energy rose a restrained thregslacing the aggregate near the middle of
quarters percent at an annual ratéhe range for 1997 established by the
between December and June of this
year, a touch below last year's pace.
Declining prices for non-oil imports 3. InJanuary 1997, the Bureau of Labor Statis-
helped contain prices of goods i thelch Fuosec 2 tow Tesse of e oes o
CPl in the.flrSt half of th.e year, I.n part thirdp of the CPI for medical services—%né/ this
by constraining U.S. businesses in COMpew measure should, over time, provide a more
petition with importers. For example, accurate gauge of price movements in this area.
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FOMC. This pace is more than half aReal estate lending at banks rose about
percentage point below that for 19969 percent at an annual rate between the
reflecting significantly slower growth of fourth quarter of 1996 and June of this
borrowing by the federal government.year, compared with 4 percent in 1996.
The total debt of the other sectors ha#n contrast, outstanding home mortgages
risen at a roughly constant pace oveat thrift institutions grew little in the first
the past few years, even though the@art of the year after a large run-up in
growth rate of nominal output has beerl996. Home equity credit lines from
increasing. banks expanded especially rapidly in the
Credit on the books of depositoryspring, as some banks promoted these
institutions rose more rapidly than totalloans as a substitute for consumer loans.
debt in the first half of 1997, indicating The growth of consumer loans at banks
that their share of total debt outstandindincluding loans that were securitized
increased. Credit growth at thrift institu-as well as loans still on banks’ books)
tions eased late last year and early thigell from about 11 percent in 1996 to
year after increasing moderately in the8¥s percent at an annual rate between
first three quarters of 1996. Howeverthe fourth quarter of 1996 and June of
commercial bank credit grew at a briskthis year.
pace in the first half of the year, with
both securities and loans increasin
more rapidly than they did last year.gr he Monetary Aggregates
Growth of the monetary aggregates dur-
ing the first half of 1997 was similar

Growth of Money and Debt to growth in 1996. Between the fourth
Percent quarter of last year and June, M2
bomesic  €Xpanded at an annual rate of almost
Period ML | M2 | M3 | oM 5 percent; as the Committee hqd antici-
debt pated, the aggregate was running close
o to 'ghe upper bound of its growth cone,
1087 63 4.2 58 100 which had been chosen to be consistent
%ggg ---------- 4-3 g; 2'8 ?'8 with price stability. The behavior of M2
""""" ' ' ' ' over this period can be reasonably well
iggg D ‘71:% g:i ig gg explained by changes in hominal GDP
1992 ...l 144 18 6 47  and interest rates, using historical veloc-
1998 e 106 130 DL 22ty relationships. In the first quarter, the
—— t6 40 62 oo veIogty of M2 (deflneq as the ratio of
190 . 46 47 68 52 hominal GDP to M2) increased a little
Quarterly more 'ghan might have _been_antlmpated
(annual rate from its recent relationship to the
1997821 -------- S0 8% &2 45 opportunity cost of holding M2—the
"""" ' ' ' "7 interest earnings forgone by owning M2
Yeartodate | & 49 71 4g assets rather than market instruments
such as Treasury bills. M2 may have

1. From average for fourth quarter of preceding year t H ) _
average for fourth quarter of year indicated. ‘been held down a bit by savers pref

2. From average for preceding quarter to average foff€nces for equity market funds, for
quarter indicated. which inflows were quite strong.

3. From average for fourth quarter of 1996 to averag f
for June (May in the case of domestic nonfinancial debt)%rOWth of M2 was much slower in the

n.a. Not available. second quarter than in the first quarter
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(4¥a percent compared with 6 percent abf renewed stability in the behavior of
an annual rate), consistent with theM2—three years—is still fairly short,
slowing of the economy and almostand whether the stability will persist
unchanged M2 opportunity cost. Theis unclear. Variations in opportunity
monthly pattern of M2 growth in the cost and income growth during this
second quarter was heavily influencegberiod have been rather small, leaving
by unusually high individual non- considerable doubt about how M2
withheld tax payments. M2 surged inwould respond to more significant
April, as households apparently accuehanges in the financial and economic
mulated additional liquid balances inenvironment.
order to make the larger tax pay- M3 rose about 7 percent at an annual
ments, and was about unchanged on rate between the fourth quarter of 1996
seasonally adjusted basis in May as payand June of this year. This pace is a
ments cleared and balances returned title faster than last year's and again
normal. left M3 above the upper end of its
The correspondence between changegsowth cone, which, like the growth
in M2 velocity and in opportunity cost cone for M2, was set to be consistent
during recent years may represent aith price stability. Large time deposits,
return to the roughly stable relationshipwhich are not included in M2, con-
observed for several decades untitinued to increase much more rapidly
1990—albeit at a higher level of veloc-than other deposits. Banks have been
ity. The relationship was disturbed infunding their asset growth dispropor-
the early 1990s by households’ appareritonately through wholesale deposits,
decisions to shift funds out of lower-leaving interest rates on retail deposits
yielding deposits into higher-yielding further below market rates than they
stock and bond mutual funds. On onéave been historically. Growth of
hand, the “credit crunch” at banks andinstitution-only money market funds
the resolution of troubled thrifts curbedeased just a little from last year’s torrid
the eagerness of these institutions tpace, as the role of these funds in cor-
attract retail deposits, holding down theporate cash management continued to
rates of return offered on brokeredincrease.
deposits and similar accounts relative M1 contracted at a2 percent annual
to the average deposit rates used irate between the fourth quarter of
constructing measures of opportunityl996 and June of this year. Growth of
cost. At the same time, the appeal ofhis aggregate was again depressed by
longer-term assets was enhanced tempthe spread of so-called sweep programs,
rarily by the steeply sloped yield curvewhereby balances in transactions
and more permanently by the greateaccounts, which are subject to reserve
variety and lower cost of mutual fundrequirements, are “swept” into savings
products available to investors. Moreaccounts, which are not. Sweep pro-
recently, robust inflows into stock fundsgrams benefit depositories by reducing
apparently have substituted to only aheir required holdings of reserves,
limited extent for holdings of M2 which earn no interest. At the same
assets, and M2 velocity and opporiime, they do not restrict depositors’
tunity cost have again been movingaccess to their funds for transactions
roughly together since mid-1994,purposes, because the funds are swept
although velocity has continued toback into transactions accounts when
drift up slightly. However, the period needed. Until late last year, most retail
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sweep programs were limited to NOWrequired reserves were to fall quite
accounts, but demand-deposit sweefdsw, the demand for balances would
have expanded markedly since therbecome more linked to banks’ desire
Adjusted for the estimated total of bal-to avoid overnight overdrafts when
ances swept owing to the introduction ofconducting transactions through their
new sweep programs, M1 expanded accounts at Reserve Banks. Demand
a & percent annual rate between thdérom this source is more variable than is
fourth quarter of 1996 and June 1997, aequirement-related demand, and it also
little below its sweep-adjusted growthcannot be substituted across days; both
rate in 1996. factors would tend, all else equal, to
The drop in the amount of depositsincrease the volatility of the federal
held in transactions accounts in the firstunds rate.
half of 1997 caused required reserves to The decline in required reserves over
fall about 10 percent at an annual ratethe past several years has not created
close to the rate of decline last yearserious problems in the federal funds
Nonetheless, the monetary base hawarket, but funds-rate volatility has
expanded at a moderate pace so far iisen a little, and the risk of much
1997, because the runoff in requiredgreater volatility would increase if
reserves has been more than offset—asquired reserves were to fall substan-
it was also last year—by an increase irially further. One factor mitigating an
the demand for currency. Currencyincrease in funds-rate volatility has been
growth has been a little higher this yeaman increase in required clearing bal-
than last, as the effects of strong domesances. These balances, which banks can
tic spending more than offset a slightprecommit to hold on a two-week aver-
drop in net shipments of U.S. currencyage basis, earn credits that banks use to
abroad in the first four months of thepay for Federal Reserve priced services.
yeatr. Like required reserve balances, required
Further reductions in required re-clearing balances are predictable by
serves have the potential to diministthe Federal Reserve and can be sub-
the Federal Reserve’s ability to controlstituted across days within the two-
the federal funds rate closely on a dayweek maintenance period. Funds-rate
to-day basis. Traditionally, the daily volatility has also been damped by
demand for balances at the Federddanks’ improved management of their
Reserve largely reflected banks’ needbalances at Reserve Banks, which in
for required reserves, which are fairlypart reflects the improved real-time
predictable. As a result, the Federahccess to account information now
Reserve has generally been able tprovided by the Federal Reserve.
supply the quantity of balances thatWhether these factors could continue to
satisfies this demand at the intendedestrain funds-rate volatility if required
funds rate. Moreover, reserve requirereserve balances were to become much
ments are specified in terms of arsmaller is as yet unclear. Also unclear is
average level of balances over awvhether a moderate increase in funds-
two-week period, so if the funds raterate volatility would have any serious
on a particular day moves above thedverse consequences for interest rates
level expected to prevail on ensuingfarther out on the yield curve or for the
days, banks can trim their balancesnacroeconomy. The Federal Reserve
and thereby relieve some of thecontinues to monitor the situation
upward pressure on the funds rate. IElosely.
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Interest Rates, Equity Prices, and  The interest rate on the three-month
Exchange Rates Treasury bill was held down in recent
months by the reduced supply of bills
associated with the smaller federal defi-
cit. Between mid-March and mid-July,
Interest rates on Treasury securitiethe spread between the federal funds
were little changed or declined a bit, onrate and the three-month yield averaged
balance, between the end of 1996 andbout 15 basis points above the average
mid-July. Yields rose substantially in thespread in 1996. Interest rates on private
first quarter as evidence mounted thashort-term instruments increased a little
the robust economic activity observed ifin the second quarter after the small
the closing months of 1996 had contin-System tightening in March.
ued into 1997. By the time of the March
FOMC meeting, most participants in
financial markets were anticipating
some tightening of monetary policy, andEquity markets have advanced dramati-
rates moved little when the increasecally again this year. Through mid-July,
in the intended federal funds rate wasnost broad measures of U.S. stock
announced. Beginning in late April, keyprices had climbed between 20 percent
data pointed to continued low inflationand 25 percent since year-end. Stocks
and a slowing of economic growth inbegan the year strongly, with the major
the second quarter, and interest ratdadexes reaching then-record levels in
retraced their earlier advance. late January or February. Significant
The yield on the inflation-indexed selloffs ensued, partly occasioned by the
ten-year Treasury note was littlebackup in interest rates, and by early
changed between mid-April and mid-April the NASDAQ index was well
July, suggesting that at least part of théelow its year-end mark and the
roughly 60-basis-point drop in the nomi-S&P 500 composite index was barely
nal ten-year yield over that periodabove its. Equity prices began rebound-
reflected a reduction in expected inflaing in late April, however, soon pushing
tion or in uncertainty about future infla- these indexes to new highs. Stock prices
tion, or both. Yet, relative movements inhave been somewhat more volatile this
these two yields should be interpretedear than last.
carefully, as the market’'s experience in The run-up in stock prices in the
trading indexed debt is relatively brief,spring was bolstered by unexpectedly
making its prices potentially vulnerablestrong corporate profits for the first
to small shifts in market sentiment.quarter. Still, the ratio of prices in the
Moreover, the Treasury announced thiS&P 500 to consensus estimates of earn-
spring a reduction in the frequency ofings over the coming twelve months
nominal ten-year note auctions, perhapkas risen further from levels that were
putting downward pressure on theiralready unusually high. Changes in this
nominal yields, and some investors mayatio have often been inversely related
have paid renewed attention to upcomto changes in long-term Treasury yields,
ing technical adjustments to the CPlput this year's stock price gains were
which will reduce measured inflation.not matched by a significant net decline
Survey-based measures of expected interest rates. As a result, the yield on
inflation showed little change in the secten-year Treasury notes now exceeds the
ond quarter. ratio of twelve-month-ahead earnings to

Interest Rates

Equity Prices
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prices by the largest amount since 1991pressure for dollar appreciation abated.
when earnings were depressed by thé/hile robust economic activity in the
economic slowdown. One importantUnited States generated a rise in U.S.
factor behind the increase in stock pricetong-term interest rates through April,
this year appears to be a further rise imarket uncertainty about the strength of
analysts’ reported expectations of earneutput growth in several foreign indus-
ings growth over the next three to fivetrial countries led to little change, on
years. The average of these expectatiormlance, in average long-term (ten-year)
has risen fairly steadily since early 1995ates in other G-10 countries. Since then,
and currently stands at a level not seeb.S. rates have returned to near year-end
since the steep recession of the earlievels, while rates abroad have moved
1980s, when earnings were expected tdown. Accordingly, the long-term inter-
bounce back from levels that were quiteest differential, on balance, has shifted
low. further in favor of dollar assets since
December, consistent with the net appre-
ciation of the dollar this year.

Despite indications of further recov-
The weighted average foreign exchangery of output in Japan, the dollar rose
value of the dollar in terms of the otheragainst the yen early in the year as
G-10 currencies rose sharply in the firsplanned fiscal policy in Japan appeared
quarter from its level in December andto be more restrictive than had been
has moved up somewhat further sincexpected, and Japanese long-term inter-
then. On balance, the nominal dollar isst rates declined in response. State-
more than 10 percent above its level aments by G-7 officials at their meeting
the end of December. A broader meain Berlin in February and on subsequent
sure of the dollar that includes curren-occasions suggested some concern that
cies from additional U.S. trading part-the dollar’s strength and the yen’s weak-
ners and adjusts for changes in relativeess not become excessive. The dollar
consumer prices shows appreciatiomoved back down in terms of the yen in
of about 7 percent. After rising nearlyMay and has since fluctuated narrowly.
10 percent in terms of the Japanes&he yen has been supported by data
yen to a recent peak in late April, theshowing a widening of Japanese exter-
dollar retreated; it is currently aboutnal surpluses and by a partial retracing
unchanged from its value in terms ofby Japanese long-term rates of their ear-
yen at the end of December. In contrastjer decline, as indicators have suggested
the dollar has risen about 17 percent ithat the fiscal measures may not be as
terms of the German mark since the endontractionary as previously expected.
of last year. The dollar also rose sharply early in

Early in the year, data showing con-the year in terms of the German mark
tinued strengthening of U.S. economicand other continental European cur-
activity surprised market participants,rencies. Market participants have been
raised their expectations of some tightdisappointed that the pace of economic
ening of U.S. monetary policy, and con-activity has not strengthened further in
tributed to upward pressure on the doleontinental European countries. In addi-
lar. In light of the FOMC action in late tion, uncertainties about the prospects
March and the tendency for subsequerfor European Monetary Union, includ-
economic indicators to suggest a slowing the possibility of delay and the ques-
ing of the growth of U.S. real output, tion of which countries will be in the

Exchange Rates
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first group proceeding to Stage Three,
have resulted in fluctuations in the mark
and, on balance, appear to have strength-
ened the dollar. German long-term inter-
est rates have declined somewhat on
balance this year.

Short-term market interest rates in
most of the major foreign industrial
countries have changed little on average
since the end of last year. Rates in the
United Kingdom have risen somewhat
as the new government increased the
official lending rate one-quarter percent-
age point in May and the Bank of
England raised it by the same amount in
June and again in July. Short-term rates
in Italy and Switzerland have eased.
Stock prices have risen sharply so far
this year in the major foreign industrial
countries, particularly in continental
Europe.

The dollar has changed little on bal-
ance in terms of the Mexican peso since
December, as improved investor senti-
ment toward Mexico, reflected in nar-
rowing yield spreads between Mexican
and U.S. dollar-denominated bonds, has
supported the peso. The trend in Mexi-
can inflation has declined this year;
nevertheless, the excess of Mexican
inflation over U.S. inflation implies
abou a 7 percent real appreciation of
the peso since December.

Since mid-May, financial pressures in
Thailand, which caused authorities there
to raise interest rates and have led
to depreciation of the currency, have
spilled over to influence financial mar-
kets in some of our Asian trading part-
ners, particularly the Philippines and
Malaysia. Interest rates in both of these
countries rose sharply. Philippine offi-
cials relaxed their informal peg of the
peso in terms of the dollar, and the cur-
rency declined significantly; the Malay-
sian ringgit and Indonesian rupiah have
also depreciated. .



Part 2

Records, Operations,
and Organization



81

Record of Policy Actions
of the Board of Governors

Regulation B Regulation C
Equal Credit Opportunity Home Mortgage Disclosure

September 9, 1997—Amendments January 16, 1997—Amendment

The Board amended Regulation B torhe Board approved an interim amend-
create a legal privilege for self-tests conment to Regulation C to increase the
ducted voluntarily by creditors, effectiveexemption threshold for depository
January 30, 1998. institutions, effective January 1, 1997.

Votes for this action: Messrs. Greenspan Votes for this action: Mr. Greenspan,
and Kelley, Ms. Phillips, and Mr. Meyer.  Ms. Rivlin, Messrs. Kelley and Lindsey,
Absent and not voting: Ms. Rivli&2 Mses. Phillips and Yellen, and Mr. Meyer.

The Board revised Regulation B to The Economic Growth and Regula-
implement amendments to the Equatory Paperwork Reduction Act of 1996
Credit Opportunity Act as part of theamended the Home Mortgage Dis-
Economic Growth and Regulatoryclosure Act to increase the asset-
Paperwork Reduction Act of 1996. Thatexemption threshold that determines
act created a legal privilege for informa-which depository institutions are exempt
tion produced by creditors through vol-from the act. The new asset-exemption
untary self-tests they conduct to deterthreshold is based on the percentage by
mine the level or effectiveness of theirwhich the Consumer Price Index for
compliance with the Equal CreditUrban Wage Earners and Clerical Work-
Opportunity Act, provided that appropri- ers (CPIW) for 1996 exceeded the index
ate corrective action is taken to addres®r 1975. On the basis of the CPIW for
any possible violations they discoverDecember 1996, the Board approved a
The Department of Housing and Urbarthreshold of $28 million. The Board also
Development issued a substantiallyequested comment on the interim
similar regulation under the Fair Hous-amendment.
ing Act. The Board announced its
rleé\g?ed regulation on December 11May 19, 1997—Amendments

The Board amended Regulation C to
increase the asset-exemption threshold
for depository institutions, ease disclo-

1. Throughout this chapter, note 1 indicates tha§ure requirements, and extend data col-

two vacancies existed on the Board when théection authority, effective July 1, 1997.
action was taken.

2. In voting records throughout this chapter, Votes for this action: Mr. Greenspan,
Board members, except the Chairman and Vice Ms. Rivlin, Mr. Kelley, Ms. Phillips, and
Chair, are listed by seniority. Mr. Meyer?
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The revisions implement amendmentseserve balances nationally or locally.
to the Home Mortgage Disclosure ActThe revisions also update and clarify the
included in the Economic Growth andpass-through rules in Regulation D for
Regulatory Paperwork Reduction Act ofall institutions.

1996. The action makes final an interim

amendment adopted in January 1997

that set the asset-exemption thresholdlovember 7, 1997—Amendments
for depository institutions at $28 mil- )

lion. The amendments also establish ahhe Board amended Regulation D to
alternative method by which institutionsdecrease the amount of transaction
may provide disclosure statements ialances to which the lower reserve
metropolitan areas in which they have'€quirement applies.

b_ranch offic_es and extend data collec- Votes for this action: Mr. Greenspan
tion ali'thomy under the Paperwork Ms. Rivlin, Mr. Kelley, and Ms. Phillips. '
Reduction Act for another three years.  Apsent and not voting: Mr. Meyer.

Under the Monetary Control Act of

Regulation D 1980, depository institutions, Edge Act
Reserve Requirements corporations, agreement corporations,
of Depository Institutions and U.S. agencies and branches of

foreign banks are subject to reserve

October 26, 1997—Amendments requirements set by the Board. The act
i directs the Board to adjust annually the

The Board amended Regulation D toymount subject to the lower reserve
allow U.S. branches and agencies of forrequirement to reflect changes in trans-
eign banks and Edge Act and agreemeniction balances nationwide. Recent
corporations to choose whether to aggrejeclines in transaction balances war-
gate reserve balances on a nationwidginted a decrease to $47.3 million,

basis with a single pass-through correang the Board amended Regulation D

reserve balances on a same-state/same-The Garn-St Germain Depository

District basis, effective January 1, 1998nstitutions Act of 1982 establishes a
. . zero percent reserve requirement on the
\'clc;t.e;i\flcinrz‘ t'\ms Kae?ré?,?'Mgrbrﬁ{i%?z%n’first $2 rr)illllion of an institution’s reserv-
Mr. Meyer: able liabilities. The act also provides for
annual adjustments to that exemption
To make interstate banking andamount based on deposit growth nation-
branching easier, the Federal Reserwide. Recent growth in deposits war-
Banks began in January 1998 to impleranted an increase to $4.7 million,
ment a new account structure that proand the Board amended Regulation D
vides a single Federal Reserve accourccordingly.
for each domestic depository institution For institutions reporting weekly,
and enables the Federal Reserve Banitse amendments are effective with the
to establish a single debtor—creditor relareserve computation period beginning
tionship with each chartered entity. TheDecember 30, 1997, and the correspond-
amendments allow foreign banks andng reserve maintenance period begin-
Edge Act and agreement corporations taing January 1, 1998. For institutions
choose whether to aggregate requireteporting quarterly, the amendments are
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effective with the reserve computationbanking, and the number of depository
period beginning December 16, 1997institutions with branches in more that
and the corresponding reserve mainene Federal Reserve District is expected
tenance period beginning January 15p increase. The amendments clarify the
1998. Federal Reserve District in which a
To reduce the reporting burden ondepository institution is eligible for Fed-
small institutions, depository institutionseral Reserve membership and the loca-
with total deposits below specified lev-tion of a depository institution’s reserve
els are required to report their depositeiccount. The Board also delegated to the
and reservable liabilities quarterly orSecretary of the Board the authority to
less frequently. To reflect increasesnake a determination of location under
in the growth rate of total deposits atRegulation D or Regulation I if (1) the
all depository institutions, the Boardrelevant Federal Reserve Banks and the
increased the deposit cutoff levels usethstitution agree on the specific Reserve
in determining the frequency and detaiBank in which the institution should
of deposit reporting to $78.9 million for hold stock or with which the institution
nonexempt depository institutions andshould maintain a reserve account and
to $50.7 million for exempt depository (2) the location agreed upon does not
institutions, beginning in Septemberraise any significant policy issues.
1998.

Regulation E
Regulation D Electronic Fund Transfers
Reserve Requirements
of Depository Institutions August 8, 1997—Amendments
Regulation | The Board amended Regulation E to

exempt certain needs-tested electronic
benefit transfer programs established or
administered by state or local govern-

Rules Regarding Delegation ment agencies from requirements of the
of Authority Electronic Fund Transfer Act and Regu-

lation E, effective September 15, 1997.

Issue and Cancellation of Capital
Stock of Federal Reserve Banks

June 3, 1997—Amendments Votes for this action: Messrs. Greenspan

d and Kelley, Ms. Phillips, and Mr. Meyer.

The Board amended Regulations D an Absent and not voting: Ms. Riviié.

| to define the location of a depository

institution for purposes of Federal Ejectronic benefit transfer programs

Reserve membership and reservgenerally involve the issuance of access
account maintenance, effective Octogards and personal identification num-

ber 1, 1997. bers to recipients of government bene-

. o . fits so that they can obtain their benefits

\Pégtlﬁesy, fo,\;st.h'lsghﬂﬁgg?'awj' ,\l,Tr'YI',(]A’e%rr'_ thr_ough automated' teller machines and
Absent and not voting: Mr. Greenspan.  point-of-sale terminals. The amend-
ments implement a provision of the

The Riegle—Neal Interstate BankingElectronic Fund Transfer Act contained
and Branching Efficiency Act of 1994 in the Personal Responsibility and Work
eliminated many barriers to interstateOpportunity Reconciliation Act of 1996
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that exempted certain electronic benefit998. Compliance with the amendments
transfer programs from coverage undeto Regulation T is optional until July 1,
the Electronic Fund Transfer Act. 1998.

Regulation G Regulation H

Securities Credit by Persons other Mémbership of State Banking

) System
Regulation T
Credit by Brokers and Dealers February 24, 1997—Amendments
Regulation U The Board adopted amendments to pro-

Credit by Banks for the Purpose  visions of Regulation H related to rec-
of Purchasing or Carrying Margin ordkeeping and confirmation of certain
Stocks securities transactions effected by state

. member banks, effective April 1, 1997.
Regulation X Ve BRE

Borrowers of Securities Credit Votes for this action: Mr. Greenspan,
Ms. Rivlin, Mr. Kelley, Ms. Phillips, and
December 18, 1997—Amendments Mr. Meyer?

The Board amended Regulations G, T, The amendments update recordkeep-
U, and X to reduce regulatory distinCc-ing and confirmation requirements to
tions between broker—dealers, banksgonform them with rules of the Securi-
and other lenders and to implementies Exchange Commission and the
changes to the Board's securities credipepartment of the Treasury and with
regulations, effective April 1, 1998. principles of safe and sound banking.

Votes for this action: Mr. Greenspan,
Ms. Rivlin, Mr. Kelley, Ms. Phillips, and Regulation H

Messrs. Ferguson and Gramlich. AbsenMemberShip of State Banking
and not voting: Mr. Meyer. Institutions in the Federal Reserve

The Board adopted the amendmentsYSt€M
to simplify the regulations and reduceReguIation K

burden as part of its periodic regulatoryniarnational Banking Operations
review and to implement changes to the

Board’s statutory authority containedMarch 11, 1997—Amendments

in the National Securities Markets )
Improvement Act of 1996, which The Board a}mended Regulathns H and
deregulated lending to certain broker{< to establish rules concerning gov-
dealers. The amendments also provid@nment securities sales practices by
tion U, thereby eliminating Regula- 1997

tion G The Bqard also will Qiscontinue Votes for this action: Mr. Greenspan
publication of its quarterly list of over-  \,& Rivlin, Mr. Kelley, Ms. Phillips, and ’
the-counter market stocks that are sub- vy, Meyer:

ject to its margin regulations for broker—

dealers, effective January 1, 1999, and The rules, which were also adopted
for other lenders, effective April 1, by the other federal banking agencies,
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minimize regulatory burden to the extentment to Regulations H and Y to reduce
feasible while providing consistent treat+egulatory burden in risk-based capital
ment for customers of bank and nonguidelines that apply to banking organi-
bank dealers and brokers in governmergations with significant trading activi-
securities. ties, effective December 31, 1997.

Votes for this action: Mr. Greenspan,
August 22, 1997—Amendments Ms. Rivlin, Mr. Kelley, Ms. Phillips, and

. Messrs. Meyer, Ferguson, and Gramlich.
The Board amended Regulations H and y g

K to implement the prohibition in sec- The Board, along with the other fed-
tion 109 of the Riegle-Neal Interstateeral banking agencies, amended the risk-
Banking and Branching Efficiency Act based capital standards for market risk
of 1994 against establishing interstatepplicable to certain banks and bank
branches primarily for the purposeholding companies with significant trad-
of deposit production, effective Octo-ing activities. The amendment elimi-
ber 10, 1997. nates the requirement that the total capi-
: o tal charge for specific risk must equal at
OES o s on, M GrenSDaMeast 50 percent of the standard capital
Mr. Meyer1 charge for specific risk when an institu-
tion measures specific market risk using
As required by section 109 of the act,jts internal model. The rule implements
the Board, along with the Office of thea revision to the Basle Accord and
Comptroller of the Currency and thereduces regulatory burden for institu-
Federal Deposit Insurance Corporationtions with qualifying internal models
adopted uniform amendments to theibecause they will no longer be required
regulations that prohibit any bank fromto calculate a standard specific-risk capi-
establishing or acquiring, under thetal charge.
authority of the act, a branch or branches
outside of its home state primarily for _
the purpose of deposit production. ThéRegulation J
amendments also provide guidelines fofcollection of Checks and Other
determining whether such a bank is realtems by Federal Reserve Banks
sonably helping to meet the credit needgnd Funds Transfers through
of the communities served by its inter-Fedwire

state branches.
August 26, 1997—Amendment

Regulation H The Board amended Regulation J to

Membership of State Banking establish a policy under which each

Institutions in the Federal Reserve depository institution will have a single

System Federal Reserve account relationship,
] effective January 2, 1998.

Regulation Y

Bank Holding Companies and Votes for this action: Mr. Greenspan,

Change in Bank Control Ms. Rivlin, Mr. Kelley, and Ms. Phillips.

Absent and not voting: Mr. Meyér.
December 17, 1997—Interim Rule The Riegle—Neal Interstate Banking

The Board approved an interim amendand Branching Efficiency Act of 1994
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eliminated many barriers to interstatdation M that apply to automobile leas-

banking, and the number of depositorying from October 1, 1997, to January 1,

institutions operating branches in morel998.

than one Federal Reserve District is

expected to increase. The amendment Votes for this action: Messrs. Greenspan
: ottt and Kelley, Ms. Phillips, and Mr. Meyer.

allows a depository institution to send Absent and not voting: Ms. Riviif.

checks to any Reserve Bank for collec-

tion, but all of its check-collection trans- o October 7, 1996, the Board had
actions through the Federal Reservgplished revisions to Regulation M to
System will be reflected in a singletake effect on October 1, 1997. Those
account held at its Administrative revisions established a new disclosure
Reserve Bank, regardless of where thgcheme to improve consumer under-
institution has its branches. This accoungtanding of automobile-leasing transac-
structure will establish a single debtorjons, The new scheme required the
creditor relationship between each instipreparation of new forms and the repro-
tution and a Federal Reserve Bank angramming of computer software. The
will make account management moregoard had been asked by representa-
efficient for banks having interstatetives of the automobile leasing industry
branches. to delay the effective date of the new
rules, to allow more time for installation
of the software programs necessary to

Regulation M produce computer-generated disclosure
Consumer Leasing statements.

March 26, 1997—Amendments

The Board amended Regulation M tgX€gulation O .
implement legislation, revise certain dis--02Ns t0 Executive Officers,
closures, and make technical correcPir€ctors, and Principal

tions, effective April 1, 1997, with com- Shareholders of Member Banks

pliance optional until October 1, 1997. March 11, 1997—Amendment
Votes for this action: Mr. Greenspan

Ms. Rivlin, Mr. Kelley, Ms. Phillips, and 1n€ Board amended Regulation O to
Mr. Meyerl exclude from coverage certain exten-
sions of credit by a bank to an executive
The amendments incorporate statuefficer or a director of an affiliate, effec-
tory changes that streamline lease advetive April 1, 1997.
tising disclosures, revise the require-
ment to disclose certain costs due at the Votes for this action: Mr. Greenspan,
signing of the lease to parallel the statu- MS: Rivlin, Mr. Kelley, Ms. Phillips, and
e s Mr. Meyerl
tory change to a similar advertising
provisi(_)n, and make several technical The amendment excludes from the
corrections. requirements of Regulation O exten-
sions of credit by a bank to an executive
September 25, 1997—Amendmentfficer or a director of an affiliate, pro-
’ vided that the executive officer or direc-
The Board delayed the date for mandator is not engaged in major policymak-
tory compliance with revisions to Regu-ing functions of the lending bank and
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that the affiliate does not account for The amendments include a stream-
more than 10 percent of the consolidined and expedited review process for
dated assets of the bank’s parent holdingank and nonbanking proposals by well-
company. The amendment also simplirun bank holding companies, a reorga-
fies the procedure for a bank to implenized and expanded list of permissible

ment this exclusion by resolution ornonbanking activities, elimination of
bylaw. outmoded or superseded restrictions on
nonbanking activities, revisions to tying

) restrictions, revisions to provisions
Regulation Q implementing the Change in Bank Con-
Prohibition against Payment trol Act, and other changes to improve
of Interest on Demand Deposits  the competitiveness of bank holding
. companies by eliminating unnecessary

May 6, 1997—Interpretation regulatory burden and modernizing the

The Board revised an interpretation of€gulation. The Board also adopted a
Regulation Q to provide an exception tonumb_er of measures |ntenQed to broaden
the current limitations on premiums@nd improve public notice of bank
given on demand deposit accountsdcquisition proposals and to ensure that
effective May 15, 1997. applications and notices are quickly
available to the public.
Votes for this action: Mr. Greenspan,
Ms. Rivlin, Mr. Kelley, Ms. Phillips, and

Mr. Meyer?
r.veyer August 21, 1997—Amendments

The Board revised an interpretation to
provide an additional exception to theThe Board amended the prudential limi-
limitations on premiums that may betations applicable to bank holding com-
paid on demand deposit accounts. Thpanies engaged in securities underwrit-
revised interpretation permits the paying and dealing activities through
ment of premiums to depositors withoutsection 20 subsidiaries, effective Octo-
any limit, provided the premiums areber 31, 1997.
not related to or dependent on the bal-
ance in a demand deposit account and Votes for this action: Mr. Greenspan,

the duration of the account balance. Ms. Rivlin, Mr. Kelley, Ms. Phillips, and
Mr. Meyerl

Regulation Y The Board, in its decisions under the

Bank Holding Companies and Bank Holding Company Act and section

Change in Bank Control 20 of the Glass—Steagall Act, had estab-

lished prudential limitations (firewalls)
February 19, 1997—Amendments that permit a nonbank subsidiary of a
bank holding company to underwrite

The Board amended Regulation Y 10,4 jea i securities. The amend-

eliminate unnecessary regulatory burdep, . -~ climinate limitations that have

a'nd paperwprk anq to improve effl'proved to be unduly burdensome or un-
ciency, effective April 21, 1997 T

' ' ' necessary in light of other laws or regu-

Votes for this action: Mr. Greenspan lations and consolidate the remaining

Ms. Rivlin, Mr. Kelley, Ms. Phillips, and 'limitations in a series of eight operating
Mr. Meyer? standards.
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Regulation Z Votes for this action: Ms. Rivlin, Mr.

i i Kelley, Ms. Phillips, and Mr. Meyer.
Truth in Lending Absent and not voting: Mr. Greenspan.

November 19, 1997—Amendment  \;any of the amendments clarify the

The Board amended the disclosuréeduirements of the regulation. Others
requirements for variable-rate loans if€duce the compliance burden for
Regulation Z, which implements thedepogltory institutions _by, .for example,
Truth in Lending Act, to give creditors @llowing more flexibility in the way
flexibility in providing disclosures about institutions must prowae certain notices
variable-rate loans, effective Novem-and disclosures to their customers.

ber 21, 1997.

Votes for this action: Mr. Greenspan,Rules Regarding Delegation
Ms. Rivlin, Mr. Kelley, Ms. Phillips, and of Authority
Messrs. Meyer, Ferguson, and Gramlich.

L March 11, 1997—Amendment
The revision implements an amend-

ment to the Truth in Lending Act con- The Board amended its Rules Regarding
tained in the Economic Growth andDelegation of Authority to delegate to
Regulatory Paperwork Reduction Act ofan individual Board member the author-
1996 and applies to variable-rate loangty to extend the time period for Board
that have terms of more than one yeaaction on certain applications, effective
and are secured by the borrower’s prinMarch 22, 1997.

cipal dwelling. Under the amendment,

for any variable-rate mortgage transac- Votes for this action: Mr. Greenspan,
tion, instead of a fifteen-year historical Ms: R'V“”'er- Kelley, Ms. Phillips, and
table, creditors may give borrowers a Mr. Meyer:

statement that their periodic payments The Board delegated to the chairman

may increa_lse or_decrease substantialys its committee on Supervisory and
and a maximum interest rate and COMeRequlatory Affairs its authority, under
sponding payment based on a $10,00Q,¢” Economic Growth and Regulatory
loan. . ) .. Paperwork Reduction Act of 1996, to

Compliance with the amendment ini-gytend the 180-day period for final

tially was optional until December 22,(anrd action on applications by foreign
1997. On December 2, 1997, the Boargynys o establish a branch or agency

extended the date for optional compli-r 1o acquire ownership or control of a
ance until October 1, 1998.

commercial lending company.

Regulation CC Rules Regarding Availability
Availability of Funds and of Information
Collection of Checks

October 1, 1997—Amendments

February 26, 1997—Amendments
The Board approved amendments to

The Board adopted clarifying and techsubparts A and B of its Rules Regarding
nical amendments to Regulation CCAvailability of Information to provide
effective April 28, 1997. for expedited processing of requests for
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records and multitrack processing ofalso approved volume-based fees for the
requests, effective November 19, 1997.origination of automated clearinghouse
transactions and a reduction in the fee

Votes for this action: Mr. Greenspan, for the receipt of transactions.
Ms. Rivlin, Mr. Kelley, Ms. Phillips, and

Mr. Meyer! November 6, 1997—Policy

The Board’s Rules Regarding Avail- Statement on Payments System
ability of Information implement the NIS

Freedom of Information Act and setThe Board modified its procedures for
forth the procedures for providing measuring daylight overdrafts to accom-
access to Board information under thenodate an earlier afternoon presentment
act and in other circumstances. Thejeadline for checks drawn on local Fed-

Board adopted the amendments to coneral Reserve Banks, effective Novem-
ply with the Electronic Freedom of per 14, 1997.

Information Act Amendments of 1996,
which require agencies to provide for Votes for this action: Mr. Greenspan,
expedited processing of requests for Ms. Rivlin, Mr. Kelley, Ms. Phillips, and
records and permit agencies to provide Mr-Meyer:

for fast-track processing of certain
requests. The Board also updated itg
rules to comply with statutes that hav
been enacted since the latest revisions
1988. Revisions to subpart C of the rule
are still under consideration.

The Board revised its procedures to
stablish a uniform Systemwide present-
€ment deadline for federal funds checks
¥ 3:00 p.m. local time. Federal funds

Thecks presented after that deadline will
be credited to depository institutions’

accounts on the next business day at

Policy Statements and 8:30 a.m. eastern time.

Other Actions

1997 Discount Rates
March 13, 1997—Volume-Based , .
Fee Structures During 1997 the basic discount rate was

left unchanged at 5 percent. Over the
The Board approved guidelines for thecourse of the year, however, there were
use of volume-based fee structures fonumerous changes in the rates charged
Reserve Bank payment services, effesy the Federal Reserve Banks for sea-
tive March 25, 1997, and reduced autosonal and extended credit. The rates for
mated clearinghouse fees, effectivéyoth types of credit are set on the basis
May 1, 1997. of market-related formulas, and these

rates exceeded the basic discount rate by

Votes for this action: Mr. Greenspan,varying amounts during the year.

Ms. Rivlin, Mr. Kelley, Ms. Phillips, and
Mr. Meyerl

The Board adopted guidelines for theBasIC Discount Rate

Reserve Banks’ use of volume-based fe€he Board’s decisions about the basic
structures for their electronic paymentdiscount rate are made against the back-
services and products and for continuaground of the policy actions of the Fed-
tion of volume-based fees for certaineral Open Market Committee (FOMC)
electronic check products. The Boarchnd related economic and financial
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developments. These developments atbeir requests for an increase in the basic
covered more fully in part 1 of this discount rate, and by early July no
ReporT and in the minutes of the Reserve Banks were proposing a higher
FOMC meetings during 1997 that alsorate.
appear in thiREPORT. Over the summer and fall, the growth
Economic activity continued to ex- of economic activity remained relatively
pand at a rapid pace during the earlyrisk, although it was well below its
months of 1997 after strengtheningpace during the opening months of the
markedly in the latter part of 1996. Theyear. Price inflation continued to be sub-
sharp uptrend in economic activity wasdued during this period despite indica-
associated with substantial growth intions of some pickup in the rise of labor
employment and slightly faster increasesompensation. No requests were made
in average hourly earnings. At the saméy any of the Banks to raise the basic
time, however, the underlying trend inrate during the summer months, but
consumer price inflation remained subin early October one Bank proposed a
dued. In view of these developments¥ percentage point increase, and late in
most of the Reserve Banks continuedhe year a second Bank requested an
to favor leaving the basic discount ratdncrease of the same amount. The two
unchanged at 5 percent, its level since iBanks expressed concern about what
was lowered¥s percentage point in they regarded as an overly accommoda-
January 1996. By mid-March, howevertive monetary policy at a time when the
four Reserve Banks were proposing gersisting strength of domestic demand
Y. percentage point increase in view ofseemed to be increasing pressures on
their growing concerns about the prosfesources and augmenting the risks of
pects for inflation. The Board took nohigher inflation. The Board decided,
action on these pending requests butowever, that the discount rate should
agreed on the need to monitor the ecomot be changed. Price inflation had
omy for signs of developing inflationary remained quite limited and, indeed,
pressures. appeared by some measures to be
On March 25, the FOMC unani- declining. Moreover, the financial tur-
mously approved a small increase in thenoil in Southeast Asia, which intensi-
federal funds rate to an average of aboudted during the closing months of the
5¥> percent. This action took into year, could be expected to have a damp-
account the persistence of rapid growtling effect on the economic expansion
in economic activity, which, in the con- and inflation in the year ahead. Accord-
text of already high levels of resourceingly, although higher price inflation
use, was seen as progressively increaslearly remained a risk, the Board
ing the risk of rising inflation. In the agreed with most of the Reserve Banks
circumstances, the slight firming ofthat near-term uncertainties warranted a
monetary policy was viewed as a pru-cautious, wait-and-see policy posture.
dent step that, by fostering an envi-
ronment conducive to lower inflation, :
afforded greater assurance of prolongingtruCture of Discount Rates
the current economic expansion. In lighfThe basic rate is the rate normally
of this preemptive action and subsecharged on loans to depository institu-
quent signs that the economic expansiotions for short-term adjustment credit,
might be slowing to a more sustainablevhile flexible, market-related rates
pace, some Reserve Banks withdrewenerally are charged on seasonal and
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extended credit. These flexible rates arBoard Votes

calculated periodically in accordanc
with formulas that are approved by theUnder the Federal Reserve Act, the

Board. eboards of directors of the Federal

The seasonal program helps small Frzeserve Banks must establish rates on

institutions meet needs arising from oans to depository institutions at least

N _every fourteen days and must submit
regular pattern of intra-yearly move tspe rates to the Board of Governors for

ments in their deposits and loans. Fund > view and determination. The Reserve
may be provided for periods longer tha :

those permitted under adjustment credit; anks are also required to submit
Since its introduction in 1992, the flex- requests to renew the formulas for calcu-
ible rate charged for seasonal credit ha&tind the flexible rates on seasonal and
been closely aligned with short-termeXtended credit. All votes on discount

market rates; it may never be less tha ates by the Board of Governors during

the basic discount rate applicable t 997 were unanimous. "
adjustment credit.

The purpose of extended credit is to
assist depository institutions that are
under sustained liquidity pressure and
are not able to obtain funds from other
sources. The usual rate for extended
credit is 50 basis points higher than the
rate for seasonal credit and is at least
50 basis points above the basic rate. In
appropriate circumstances, the basic dis-
count rate may be applied to extended-
credit loans for up to thirty days, but
any further borrowings are charged the
market-related rate.

Exceptionally large adjustment-credit
loans that arise from computer break-
downs or other operating problems not
clearly beyond the reasonable control of
the borrowing institution are assessed
the highest rate applicable to any credit
extended to depository institutions;
under the current structure, that rate is
the rate for extended credit.

At the end of 1997 the structure of
discount rates was as follows: a basic
rate of 5 percent for short-term adjust-
ment credit, a rate of 5.65 percent for
seasonal credit, and a rate of 6.15 per-
cent for extended credit. During 1997
the rate for seasonal credit ranged from
5.25 percent to 5.70 percent, and the
rate for extended credit ranged from
5.75 percent to 6.20 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 cur-
market operations, that it shall recordency 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 madd997. Changes in the instruments during
at those meetings as well as'sualeof the year are reported in the minutes 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/Authorization for Domestic
Committee at the time of the meetings2P€N Market Operations
e ™ 2 &Y MY PV, Efrect January 1, 1007

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 thefank 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. Whencgmittee:
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 domestidederal 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 of2. In order to ensure the effective conduct of
business on the day following such meetingpen 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 t8. 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 withinained 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 arReserve 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 acceptanc@aragraph 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, shalhhis paragraph may provide for a service fee
be determined by competitive bidding, afterwhen appropriate.
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Domestic Policy Directive of 1 to 5 percent and 2 to 6 percent respec-
tively, measured from the fourth quarter
In Effect January 1, 1997 of 1995 to the fourth quarter of 1996. The

monitoring range for growth of total domes-

The information reviewed at this meetingtic nonfinancial debt was maintained at 3 'FO
suggests that economic activity has contin? percent for the year. For 1997, the Commit-
ued to expand at a moderate pace. Privai€e agreed on a tentative basis to set the same
nonfarm payro” emp|oyment increasedranges as in 1996 for growth of the monetary
appreciably further in November, althoughaggregates and debt, measured from the
the civilian unemployment rate edged upfOUl'th quarter of 1996 to the fourth quarter
to 5.4 percent. Industrial production roseof 1997. The behavior of the monetary aggre-
sharply in November, in part because of #ates will continue to be evaluated in the
rebound in motor vehicle assemblies that hatight of progress toward price level stability,
been depressed earlier by work stoppageg]ovements in their VeIOCIIIe_S, and develop-
Consumer spending has posted appreciabfgents in the economy and financial markets.
gains over recent months after a summer lull, In the implementation of policy for the
Housing starts rebounded in November afteimmediate future, the Committee seeks to
declining in September and October. Busimaintain the existing degree of pressure on
ness fixed investment appears to be growintgserve positions. In the context of the Com-
moderately after a sharp rise in the thirdMittee’s long-run objectives for price stabil-
quarter. The nominal deficit on U.S. trade inity and sustainable economic growth, and
goods and services widened substantially igiving careful consideration to economic,
the third quarter from its rate in the secondinancial, and monetary developments,
quarter. Increases in labor compensatiogomewhat greater reserve restraint would
have trended up this year, and consume®’ slightly Iessgr reserve restraint ml_ght
price inflation also has picked up owing tobe acceptable in the intermeeting period.
larger increases in food and energy prices. The contemplated reserve conditions are

Short-term market interest rates have regexpected to be consistent with relatively
istered mixed changes since the Committe&trong expansion in M2 and M3 over coming
meeting on November 13, 1996, while long-months.
term yields have risen slightly. In foreign
exchange markets, the trade-weighted value
of the dollar in terms of the other G-10 L .
currencies has risen slightly over the interAuthorization for Foreign
meeting period. Currency Operations

Growth of M2 picked up in November,
while expansion of M3 moderated somewha
from its Fl?)risk pace in October. For the year}n Effect January 1, 1997
through November, M2 is estimated to have .

Committee’s annual range, and M3 at a rat@uthorizes and directs the Federal Reserve
a litle above the top of its range. TotalBank of New York, for System Open Market
domestic nonfinancial debt has expandedccount, to the extent necessary to carry out
moderately on balance over recent month§e Committee’s foreign currency directive
and has remained in the middle portion of itsa"d express authorizations by the Committee
range. pursuant thereto, and in conformity with
The Federal Open Market CommitteeSuch procedural instructions as the Commit-
seeks monetary and financial conditions tha€€ may issue from time to time: _
will foster price stability and promote sus-_A. To purchase and sell the following
tainable growth in output. In furtherance offoreign currencies in the form of cable trans-
these objectives, the Committee at its meef€rs through spot or forward transactions on
ing in July reaffirmed the ranges it had estabthe open market at home and abroad, includ-

lished in January for growth of M2 and M3 INg transactions with the U.S. Treasury, with
the U.S. Exchange Stabilization Fund estab-

- lished by Section 10 of the Gold Reserve
1. Adopted by the Committee at its meeting onAct of 1934, with foreign monetary authori-
December 17, 1996. ties, with the Bank for International Settle-
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ments, and with other international financial Amount

institutions: Foreign bank (millions of
dollars equivalent)

Austrian schillings Italian lire Austrian National Bank . .. . 250
Belgian francs Japanese yen National Bank of Belgium 1,000
Canadian dollars Mexican pesos Bank of Canada 2,000
Danish kroner Netherlands guilders National Bank of Denmark To50
Pounds sterling Norwegian kroner Bank of England. ........... N ....3,000
French francs Swedish kronor Bank Of FranCe. .........oovvveiiiiiiinnnn. 2,000
German marks Swiss francs German Federal Bank....................... 6,000
Bankofltaly...............ooiiiiiiiiat, 3,000
Bank of Japan.................o 5,000
B. To hold balances of, and to haveRaqcin@ Bonc: 1305,
outstanding forward contracts to receive OBank of NOrWay ................ccoveeeevenn.. 250
to de"ver, the foreign currencies listed inBar)k of S\(veden .............................. 300
aragraph A above Swiss National Bank......................... 4,000
p ' Bank for International Settlements
. . Dollars against Swiss francs................ 600
C. To _draW foreign currencies and to poliars against authorized European
permit foreign banks to draw dollars under currencies other than Swiss francs.. ... 1,250

the reciprocal currency arrangements listect
in paragraph 2 below, provided that draw- . .
ings by either party to any such arrangemerNY changes in the terms of existing swap
shall be fully liquidated within 12 months arrangements, and the proposed terms of any
after any amount outstanding at that timg!€W arrangements that may be authorized,
was first drawn, unless the CommitteeShall be referred for review and approval to
because of exceptional circumstances, sp&le Committee.
cifically authorizes a delay.

3. All transactions in foreign currencies

D. To maintain an overall open posi-undertaken under paragraph 1(A) above

tion in all foreign currencies not exceedingshall, unless otherwise expressly authorized
$25.0 billion. For this purpose, the overallby the Committee, be at prevailing market
open position in all foreign currencies isrates. For the purpose of providing an invest-
defined as the sum (disregarding signs) ofent return on System holdings of foreign
net positions in individual currencies. Thecurrencies, or for the purpose of adjusting
net position in a single foreign currency isinterest rates paid or received in connection
defined as holdings of balances in that curwith swap drawings, transactions with for-
rency, plus outstanding contracts for futureeign central banks may be undertaken at
receipt, minus outstanding contracts fomon-market exchange rates.
future delivery of that currency, i.e., as the
sum of these elements with due regard ta. |t shall be the normal practice to arrange
sign. with foreign central banks for the coordina-

tion of foreign currency transactions. In mak-
2. The Federal Open Market Committeeng operating arrangements with foreign
directs the Federal Reserve Bank of Newcentral banks on System holdings of foreign
York to maintain reciprocal currency currencies, the Federal Reserve Bank of
arrangements (“swap” arrangements) for theNew York shall not commit itself to maintain
System Open Market Account for periods upany specific balance, unless authorized by
to a maximum of 12 months with the follow- the Federal Open Market Committee. Any
ing foreign banks, which are among thoseagreements or understandings concerning the
designated by the Board of Governors of thedministration of the accounts maintained by
Federal Reserve System under Section 214t6e Federal Reserve Bank of New York with
of Regulation N, Relations with Foreign the foreign banks designated by the Board
Banks and Bankers, and with the approval 0bf Governors under Section 214.5 of Regu-
the Committee to renew such arrangementstion N shall be referred for review and
on maturity: approval to the Committee.
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5. Foreign currency holdings shall be C. From time to time, to transmit
invested to ensure that adequate liquidity i@ppropriate reports and information to the
maintained to meet anticipated needs and d€ational Advisory Council on International
that each currency portfolio shall generallyMonetary and Financial Policies.
have an average duration of no more than
18 months (calculated as Macaulay durag. Staff officers of the Committee are autho-
tion). When appropriate in connection withrized to transmit pertinent information on
arrangements to provide investment famhuesystem foreign currency operations to appro-
for foreign currency holdings, U.S. Govern-priate officials of the Treasury Department.
ment securities may be purchased from for-
eign central banks under agreements fo§ Al Federal Reserve Banks shall partici-
repurchase of such securities within 30 calpate in the foreign currency operations for
endar days. System Account in accordance with para-
6. All operations undertaken pursuant t raph 3 G(1) of the Board of Governors'
: Oétatement of Procedure with Respect to For-

the preceding paragraphs shall be reportegj), Rejationships of Federal Reserve Banks
promptly to the Foreign Currency Sub-dated January 1. 1944
committee and the Committee. The Foreign Y '

Currency Subcommittee consists of the
Chairman and Vice Chairman of the Com-
mittee, the Vice Chairman of the Board of

Governors, and such other member of th

Board as the Chairman may designate (or in
the absence of members of the Board servinb’I Effect January 1, 1997
ggstigiastgzcgy Tﬁgeglh%?rizﬁoggdzmgmgteéi' System operations in foreign currencies
and in the absence of the Vice Chairman o??ggr?ennig%tbigggﬁggsat C?(;’\%eg'dngtﬁ;'
tﬂe Corgmlttee_, his arl]telrln%te)- l\/lllegtlngs r?(fnarke)': exchange rates for t%e U.S. dollar
the Subcommittee shall be called at t flect actions and behavior consistent with
request of any member, or at the request c{ﬁe IME Article IV. Section 1

the Manager, System Open Market Accoun ’ )

(“Manager”), for the purposes of reviewing . . )
recent or contemplated operations and of- 10 achieve this end the System shall:

consulting with the Manager on other mat- A. Undertake spot and forward pur-

ters relating to his responsibilities. At the .pases and sales of foreign exchange.
request of any member of the Subcommittee,

questions arising from such reviews and con- B, Maintain  reciprocal  currency

sultations shall be referred for determination“swap”) arrangements with selected for-

to the Federal Open Market Committee.  eign central banks and with the Bank for
International Settlements.

oreign Currency Directive

7. The Chairman is authorized:
_ ) C. Cooperate in other respects with

A. With the approval of the Commit- central banks of other countries and with
tee, to enter into any needed agreement Ghternational monetary institutions.
understanding with the Secretary of the Trea-
sury about the division of responsibility for 3 - Transactions may also be undertaken:
foreign currency operations between the Sys-
tem and the Treasury; A. To adjust System balances in light

of probable future needs for currencies.
B. To keep the Secretary of the Trea-

sury fully advised concerning System for- B. To provide means for meeting Sys-
eign currency operations, and to consult withtem and Treasury commitments in particular
the Secretary on policy matters relating tocurrencies, and to facilitate operations of the
foreign currency operations; Exchange Stabilization Fund.
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C. For such other purposes as may bé&on in a single foreign currency exceeding
expressly authorized by the Committee. ~ $150 million, or $300 million when the
operation is associated with repayment of
4. System foreign currency operations shalswap drawings.

be conducted: . .
C. Any operation that might generate a

A. In close and continuous consulta-substantial volume of trading in a particular
tion and cooperation with the United Statesurrency by the System, even though the
Treasury; change in the System’s net position in that

. . __currency might be less than the limits speci-
B. In cooperation, as appropriate, withfieq in 1.B.

foreign monetary authorities; and
. . . D. Any swap drawing proposed by a
C. Inamanner consistent with the obli-treign bank not exceeding the larger of

gations of the United States in the Internag;) $500 million or (ii) 15 percent of the size
tional Monetary Fund regarding exchangey the swap arrangement.

arrangements under the IMF Article IV.

2. The Manager shall clear with the Com-

; ; mittee (or with the Subcommittee, if the

Erocedlf[ri’il IFnStrl_,ICtl%ls with Subcommittee believes that consultation
€spect to Foreign Lurrency with the full Committee is not feasible in the
Operations time available, or with the Chairman, if the
Chairman believes that consultation with the

Subcommittee is not feasible in the time
In Effect January 1, 1997 available):

In conducting operations pursuant to the A Any operation that would result in a
authorization and dl_l’eCtlon of the Fe.derabhange in the System's overa” open position
Open Market Committee as set forth in the foreign currencies exceeding $1.5 billion

Authorization for Foreign Currency Opera-gince the most recent regular meeting of the
tions and the Foreign Currency Directive,committee.

the Federal Reserve Bank of New York,

through the Manager, System Open Market B. Any swap drawing proposed by a

Account (“Manager”), shall be guided by foreign bank exceeding the larger of (i) $200

the following procedural understandingsmillion or (ii) 15 percent of the size of the

with respect to consultations and clearancewap arrangement.

with the Committee, the Foreign Currency

Subcommittee, and the Chairman of the3. The Manager shall also consult with the

Committee. All operations undertaken pursuSubcommittee or the Chairman about pro-

ant to such clearances shall be reportedosed swap drawings by the System, and

promptly to the Committee. about any operations that are not of a routine
character.

1. The Manager shall clear with the Sub-

committee (or with the Chairman, if the

Chairman believes that consultation with thqvleeting Held on

Subcommittee is not feasible in the timer o 45 1997

available): y ,

A. Any operation that would result in a A mee_tlng of the Feo_'e“’ﬂ' Op!_en Market
change in the System’s overall open positiofe0mmittee was held in the offices of the
in foreign currencies exceeding $300 millionBoard of Governors of the Federal
on any day or $600 million since the mostReserve System in Washington, D.C.,
recent regular meeting of the Committee. 5 Tuesday, February 4, 1997, at 2:30

B. Any operation that would result in a P.m. and continued on Wednesday, Feb-
change on any day in the System’s net posiruary 5, 1997, at 9:00 a.m.
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Present:

Mr.
Mr.
Mr.
Mr.
Mr.
Mr.
Mr.

Greenspan, Chairman
McDonough, Vice Chairman
Broaddus

Guynn

Kelley

Meyer

Moskow

Mr. Parry

Ms. Phillips

Ms. Rivlin

Messrs. Hoenig, Jordan, Melzer, and
Ms. Minehan, Alternate Members
of the Federal Open Market
Committee

Messrs. Boehne, McTeer, and Stern,
Presidents of the Federal Reserve
Banks of Philadelphia, Dallas,
and Minneapolis respectively

Mr.
Mr.
Mr.
Mr.
Mr.
Mr.
Mr.
Mr.

. 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. Beebe, Eisenbeis, Goodfriend
Hunter, Lindsey, Mishkin,
Promisel, Siegman, Slifman, and
Stockton, Associate Economists

Mr. Fisher, Manager, System Open
Market Account

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

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

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

2. Attended Tuesday session only.

Ms. JohnsoR,Assistant Director,
Division of International Finance,
Board of Governors

Messrs. Brad§ and Reifschneidée,
Section Chiefs, Divisions of
Monetary Affairs and Research
and Statistics respectively, Board
of Governors

Messrs. Braytofiand Rosiné&,Senior
Economists, Division of Research
and Statistics, 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. Browne, Messrs. Dewald, Hakkio,
Lang, Rosenblum, and Sniderman,
Senior Vice Presidents, Federal
Reserve Banks of Boston,

St. Louis, Kansas City,
Philadelphia, Dallas, and
Cleveland respectively

Mr. Miller and Ms. Perelmuter,

Vice Presidents, Federal Reserve
Banks of Minneapolis and
New York respectively

In the agenda for this meeting, it was
reported that advices of the election of
the following members and alternate
members of the Federal Open Market
Committee for the period commencing
January 1, 1997, and ending Decem-
ber 31, 1997, had been received and that
the named individuals had executed
their oaths of office.

The elected members and alternate
members were as follows:

William J. McDonough, President of the
Federal Reserve Bank of New York,
with Ernest T. Patrikis, First Vice Presi-
dent of the Federal Reserve Bank of
New York, as alternate;

3. Attended portions of meeting relating to the
Committee’s review of the economic outlook and
establishment of its monetary and debt ranges for
1997.
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J. Alfred Broaddus, Jr., President of the Fed- David J. Stockton, Associate
eral Reserve Bank of Richmond, with Economists
Cathy E. Minehan, President of the
Zﬁgﬁ::tle_l:zeserve Bank of Boston, as By unanimous vote, the Federal
Michael H. M'oskow, President of the Fed_Reserve Bank of '\'e.W York was selected
eral Reserve Bank of Chicago, with!O €xecute transactions f_or the System
Jerry L. Jordan, President of the FedOpen Market Account until the adjourn-
eral Reserve Bank of Cleveland, asment of the first meeting of the Commit-
alternate; , fee after December 31, 1997.
Jack Guynn, President of the Federa By unanimous vote, Peter R. Fisher
Reserve Bank of Atlanta, with Thomas ’ ’
C. Melzer, President of the FederalVas selected. to serve at the pleasure
Reserve Bank of St. Louis, as alternate®f the Committee as Manager, System
Robert T. Parry, President of the FederaDpen Market Account, on the under-
Reserve Bank of San Francisco, withstanding that his selection was subject to

Thomas M. Hoenig, President of thepeing satisfactory to the Federal Reserve
Federal Reserve Bank of Kansas C'tyBank of New York.

as alternate.

; ; Secretary’s note:Advice subsequently
ﬁBy unafnlmhouls: \éOte’l the fo"'(\)/lwnllg was received that the selection of Mr. Fisher
officers of the Federal Open Marketys Mmanager was satisfactory to the board

Committee were elected to serve untibf directors of the Federal Reserve Bank of
the election of their successors at thélew York.

first meeting of the Committee after

December 31, 1997, with the under- By unanimous vote, the Authoriza-
standing that in the event of the discontion for Domestic Open Market Opera-
tinuance of their official connection with tions shown below was reaffirmed.

the Board of Governors or with a Fed-

eral Reserve Bank, they would cease to

have any official connection with theAuthorization for Domestic
Federal Open Market Committee: Open Market Operations

Alan Greenspan Chairman 1. The Federal Open Market Committee
William J. McDonough  Vice Chairman  authorizes and directs the Federal Reserve
Bank of New York, to the extent necessary
Donald L. Kohn Secretary and to carry out the most recent domestic policy
Economist directive adopted at a meeting of the
Normand R.V. Bernard  Deputy Secretary Committee:

Joseph R. Coyne Assistant (&) To buy or sell U.S. Government
Secretary securities, including securities of the Federal

Gary P. Gillum Assistant Financing Bank, and securities that are direct
Secretary obligations of, or fully guaranteed as to

J. Virgil Mattingly, Jr. ~ General Counsel principal and interest by, any agency of the
Thomas C. Baxter, Jr. Deputy General United States in the open market, from or to

Counsel securities dealers and foreign and interna-

Michael J. Prell Economist tional accounts maintained at the Federal
Edwin M. Truman Economist Reserve Bank of New York, on a cash, regu-
lar, or deferred delivery basis, for the System

Jack H. Beebe, Robert A. Eisenbeis, Open Market Account at market prices, and,
Marvin S. Goodfriend, William C. for such Account, to exchange maturing U.S.

Hunter, David E. Lindsey, Frederic S. Government and Federal agency securities
Mishkin, Larry J. Promisel, Charles J. with the Treasury or the individual agencies
Siegman, Lawrence Slifman, and or to allow them to mature without replace-
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ment; provided that the aggregate amount auch agreement are not repurchased by the
U.S. Government and Federal agency securseller, they shall continue to be held by the
ties held in such Account (including forward Federal Reserve Bank or shall be sold in the
commitments) at the close of business on thepen market.
day of a meeting of the Committee at which 2. In order to ensure the effective conduct
action is taken with respect to a domestiof open market operations, the Federal Open
policy directive shall not be increased orMarket Committee authorizes and directs the
decreased by more than $8.0 billion during-ederal Reserve Banks to lend U.S. Gov-
the period commencing with the opening ofernment securities held in the System Open
business on the day following such meetingMarket Account to Government securities
and ending with the close of business on thelealers and to banks participating in Gov-
day of the next such meeting; ernment securities clearing arrangements
(b) When appropriate, to buy or sellconducted through a Federal Reserve Bank,
in the open market, from or to acceptanceinder such instructions as the Committee
dealers and foreign accounts maintained ahay specify from time to time.
the Federal Reserve Bank of New York, ona 3. In order to ensure the effective conduct
cash, regular, or deferred delivery basis, foof open market operations, while assisting
the account of the Federal Reserve Bank dh the provision of short-term investments
New York at market discount rates, primefor foreign and international accounts main-
bankers acceptances with maturities of up ttained at the Federal Reserve Bank of
nine months at the time of acceptance thdiew York, the Federal Open Market Com-
(1) arise out of the current shipment of goodsnittee authorizes and directs the Federal
between countries or within the UnitedReserve Bank of New York (a) for System
States, or (2) arise out of the storage withirDpen Market Account, to sell U.S. Govern-
the United States of goods under contract afnent securities to such foreign and interna-
sale or expected to move into the channels dfonal accounts on the bases set forth in
trade within a reasonable time and that arparagraph I(a) under agreements providing
secured throughout their life by a warehouséor the resale by such accounts of those
receipt or similar document conveying title securities within 15 calendar days on terms
to the underlying goods; provided that thecomparable to those available on such trans-
aggregate amount of bankers acceptancestions in the market; and (b) for New York
held at any one time shall not exceedBank account, when appropriate, to under-
$100 million; take with dealers, subject to the conditions
(c) To buy U.S. Government securities,imposed on purchases and sales of securities
obligations that are direct obligations of, orin paragraph I(c), repurchase agreements in
fully guaranteed as to principal and interest).S. Government and agency securities, and
by, any agency of the United States, ando arrange corresponding sale and repurchase
prime bankers acceptances of the typeagreements between its own account and
authorized for purchase under I(b) aboveforeign and international accounts main-
from dealers for the account of the Federatained at the Bank. Transactions undertaken
Reserve Bank of New York under agreewith such accounts under the provisions of
ments for repurchase of such securities, oblithis paragraph may provide for a service fee
gations, or acceptances in 15 calendar dayshen appropriate.
or less, at rates that, unless otherwise

expressly authorized by the Committee, shall \wjth Mr. Broaddus dissenting, the
be determined by competitive bidding, aﬂerAuthorization for Foreign Currency

applying reasonable limitations on the vol- . .
ume of agreements with individual dealers OP€rations shown below was reaffirmed.

provided that in the event Government secu-

rities or agency issues covered by any such

agreement are not repurchased by the deal&uthorization for Foreign

pursuant to the agreement or a renewa@urrency Operations

thereof, they shall be sold in the market

or transferred to the System Open Market 1. The Federal Open Market Committee
Account; and provided further that in theauthorizes and directs the Federal Reserve
event bankers acceptances covered by amank of New York, for System Open Market
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Account, to the extent necessary to carry ouio a maximum of 12 months with the follow-

the Committee’s foreign currency directiveing foreign banks, which are among those

and express authorizations by the Committedesignated by the Board of Governors of the

pursuant thereto, and in conformity with Federal Reserve System under Section 214.5

such procedural instructions as the Commitef Regulation N, Relations with Foreign

tee may issue from time to time: Banks and Bankers, and with the approval of
A. To purchase and sell the following the Committee to renew such arrangements

foreign currencies in the form of cable trans-on maturity:

fers through spot or forward transactions on

the open market at home and abroad, includ-

h - N . Amount
ing transactions with the U.S. Treasury, with  Foreign bank (millions of
the U.S. Exchange Stabilization Fund estab- dollars equivalent)
lished by Section 10 of the Gold ReserveAustrian National Bank 250
'A_‘Ct of ;934' with foreign monet_ary authori- National Bank of Belgiuh{.‘ S 1000
ties, with the .Bank for_ InternatlonaI_SettIe- Bank of Canada............................. 2,000
ments, and with other international financialNational Bank of Denmark.................... 250
institutions: Bankof England...................cocoiiin 3,000
' Bankof France......................oooou. 2,000
German FederalBank....................... 6,000
: i - Bankofltaly...............ooiiiiiiiat, 3,000
Austrlan schillings Italian lire BankofJapan................ooooiiiiit 5,000
Belgian francs Japanese yen }
. + Bank of MeXiCo...........ccovviiiiiiann 3,000
Canadian dollars Mexican pesos Netherlands Bank 500
Danish kroner Netherlands guilders etherlands Bank . ...,
; ; Bank of Norway ............coviniiiinannnnns 250
Pounds sterling Norwegian kroner
; Bank of Sweden..................oiiin 300
French francs Swedish kronor Swiss National Bank 4.000
German marks Swiss francs WISS NAUONAI BANK. . . .+ v ovcen vy
Bank for International Settlements
Dollars against Swiss francs................ 600

B. To hold balances of, and to have Dollars against authorized European
outstanding forward contracts to receive or currencies other than Swiss francs. . ... 1,250
to deliver, the foreign currencies listed in
paragraph A above. Any changes in the terms of existing swap

C. To draw foreign currencies and toarrangements, and the proposed terms of any
permit foreign banks to draw dollars undemew arrangements that may be authorized,
the reciprocal currency arrangements listeghall be referred for review and approval to
in paragraph 2 below, provided that drawthe Committee.
ings by either party to any such arrangement 3. All transactions in foreign currencies
shall be fully liquidated within 12 months undertaken under paragraph 1.A. above
after any amount outstanding at that timeshall, unless otherwise expressly authorized
was first drawn, unless the Committeepy the Committee, be at prevailing market
because of exceptional circumstances, speates. For the purpose of providing an invest-
cifically authorizes a delay. ment return on System holdings of foreign

D. To maintain an overall open posi- currencies, or for the purpose of adjusting
tion in all foreign currencies not exceedinginterest rates paid or received in connection
$25.0 billion. For this purpose, the overallwith swap drawings, transactions with for-
open position in all foreign currencies iseign central banks may be undertaken at
defined as the sum (disregarding signs) ofion-market exchange rates.
net positions in individual currencies. The 4. It shall be the normal practice to
net position in a single foreign currency isarrange with foreign central banks for the
defined as holdings of balances in that cureoordination of foreign currency transac-
rency, plus outstanding contracts for futurgions. In making operating arrangements
receipt, minus outstanding contracts fowith foreign central banks on System hold-
future delivery of that currency, i.e., as theings of foreign currencies, the Federal
sum of these elements with due regard t&keserve Bank of New York shall not commit
sign. itself to maintain any specific balance, unless

2. The Federal Open Market Commit-authorized by the Federal Open Market
tee directs the Federal Reserve Bank ofommittee. Any agreements or understand-
New York to maintain reciprocal currencyings concerning the administration of the
arrangements (“swap” arrangements) for theaccounts maintained by the Federal Reserve
System Open Market Account for periods upBank of New York with the foreign banks
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designated by the Board of Governors undeNational Advisory Council on International
Section 214.5 of Regulation N shall beMonetary and Financial Policies.
referred for review and approval to the 8. Staff officers of the Committee are
Committee. authorized to transmit pertinent information
5. Foreign currency holdings shall beon System foreign currency operations to
invested to ensure that adequate liquidity isppropriate officials of the U.S. Treasury
maintained to meet anticipated needs and ddepartment.
that each currency portfolio shall generally 9. All Federal Reserve Banks shall par-
have an average duration of no more thaticipate in the foreign currency operations
18 months (calculated as Macaulay durafor System Account in accordance with para-
tion). When appropriate in connection withgraph 3 G(1) of the Board of Governors’
arrangements to provide investment facilitiesStatement of Procedure with Respect to For-
for foreign currency holdings, U.S. Govern-eign Relationships of Federal Reserve Banks
ment securities may be purchased from fordated January 1, 1944.
eign central banks under agreements for

repurchase of such securities within 30 cal- \jth Mr. Broaddus dissenting, the

endar days. ; ; :
6. All operations undertaken pursuant t Foreign Currency Directive shown

the preceding paragraphs shall be reported€low was reaffirmed.
promptly to the Foreign Currency Subcom-
mittee and the Committee. The Foreign Cur-
rency Subcommittee consists of the Chair- . . .
man and Vice Chairman of the CommitteeForeign Currency Directive
the Vice Chairman of the Board of Gover-
nors, and such other member of the Board 1. System operations in foreign curren-
as the Chairman may designate (or in theies shall generally be directed at countering
absence of members of the Board serving ofdlisorderly market conditions, provided that
the Subcommittee, other Board membersgnarket exchange rates for the U.S. dollar
designated by the Chairman as alternatesgflect actions and behavior consistent with
and in the absence of the Vice Chairman ofhe IMF Article IV, Section 1.
the Committee, his alternate). Meetings of 2. To achieve this end the System shall:
the Subcommittee shall be called at the A. Undertake spot and forward pur-
request of any member, or at the request afhases and sales of foreign exchange.
the Manager, System Open Market Account ~ B. Maintain  reciprocal  currency
(“Manager”), for the purposes of review- (‘swap”) arrangements with selected for-
ing recent or contemplated operations angign central banks and with the Bank for
of consulting with the Manager on otherInternational Settlements.
matters relating to his responsibilities. At C. Cooperate in other respects with
the request of any member of the Subcomeentral banks of other countries and with
mittee, questions arising from such reviewsnternational monetary institutions.
and consultations shall be referred for 3. Transactions may also be undertaken:
determination to the Federal Open Market ~ A. To adjust System balances in light
Committee. of probable future needs for currencies.

7. The Chairman is authorized: B. To provide means for meeting Sys-

A. With the approval of the Commit- tem and U.S. Treasury commitments in par-

tee, to enter into any needed agreement dicular currencies, and to facilitate operations
understanding with the Secretary of the Treaof the Exchange Stabilization Fund.
sury about the division of responsibility for C. For such other purposes as may be
foreign currency operations between the Sysexpressly authorized by the Committee.

tem and the U.S. Treasury; 4. System foreign currency operations
B. To keep the Secretary of the Trea-shall be conducted: _
sury fully advised concerning System for- A. In close and continuous consulta-

eign currency operations, and to consult witHion and cooperation with the U.S. Treasury;
the Secretary on policy matters relating to ~ B. In cooperation, as appropriate, with
foreign currency operations; foreign monetary authorities; and

C. From time to time, to transmit C. In a manner consistent with the obli-
appropriate reports and information to thegations of the United States in the Inter-
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national Monetary Fund regarding exchang&€ommittee. All operations undertaken pursu-
arrangements under the IMF Article IV. ant to such clearances shall be reported
promptly to the Committee.
Mr. Broaddus dissented in the votes 1. The Manager shall clear with the Sub-
At ; aCommittee (or with the Chairman, if the
gn the Al:rt]horlzathg E;ﬂd ]Ehe g'rte.Ct“;eChairman believes that consultation with the
ecause they provide the toundaton 105, ycommittee is not feasible in the time
foreign exchange market intervention available):
He believed that the Federal Reserve’s  A. Any operation that would result in a
participation in foreign exchange mar-change in the System’s overall open position
ket intervention compromises its ability'" fore'gg curregcggg ex%(_eedmg $3?g m|II|or;
: ! on any day or million since the mos
g’ conduct mg)lnetary policy gffecuvely. recent regular meeting of the Committee.
ecause Stel'l |Zed |ntervent|on CannOt B. Any 0perat|on that would result in a
have sustained effects in the absenaghange on any day in the System’s net posi-
of conforming monetary policy actions,tion in a single foreign currency exceeding
Federal Reserve participation in foreignb150 million, or $300 million when the

exchange operations in his view risksg\?vggg?gwliigissouated with repayment of

one of two undesirable outcomes. First,” "¢~ any operation that might generate a
the independence of monetary policy isubstantial volume of trading in a particular
jeopardized if the System adjusts its poleurrency by the System, even though the
icy actions to support short-term foreignchange in the System’s net position in that

A urrency might be less than the limits speci-
exchange objectives set by the U.Sg oVt

Treasury. Alternativgly, the credi_bility D. Any swap drawing proposed by a
of monetary policy is damaged if theforeign bank not exceeding the larger of
System does not follow interventions(i) $200 million or (ii) 15 percent of the size
with compatible policy actions, the in- of the swap arrangement. _
terventions consequently fail to achieve_2- The Manager shall clear with the Com-
their objectives, and the System is assdy Lce (or with the Subcommittee, if the
. 0 ! ystem | ubcommittee believes that consultation
ciated in the mind of the public with the with the full Committee is not feasible in the
failed operations. time available, or with the Chairman, if the
By unanimous vote, the ProceduralChairman believes that consultation with the
Instructions with Respect to ForeignSubcommittee is not feasible in the time

: vailable):
Currency Operations shown below werd A. Any operation that would result in a

reaffirmed. change in the System’s overall open position
in foreign currencies exceeding $1.5 billion
since the most recent regular meeting of the

Procedural Instructions with Committee.
Respect to Foreign Currency B. Any swap drawing proposed by a
Operations foreign bank exceeding the larger of (i) $200

million or (ii) 15 percent of the size of the
In conducting operations pursuant to theswap arrangement.

authorization and direction of the Federal 3. The Manager shall also consult with
Open Market Committee as set forth in thehe Subcommittee or the Chairman about
Authorization for Foreign Currency Opera-proposed swap drawings by the System and
tions and the Foreign Currency Directive,about any operations that are not of a routine
the Federal Reserve Bank of New York,character.
through the Manager, System Open Market
Account (“Manager”), shall be guided by
the following procedural understandings L .
with respect to consultations and clearancerﬁduced from $2(_) p|II|on to. $5 billion
with the Committee, the Foreign Currencythe amount of eligible foreign curren-
Subcommittee, and the Chairman of thecies that the System was prepared to

By unanimous vote, the Committee
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“warehouse” for the U.S. Treasury andwere asked to indicate if they wished to
the Exchange Stabilization Fund (ESF)have any of the documents in question
Warehousing involves spot purchases gflaced on the agenda for consideration
foreign currencies from the U.S. Trea-at this meeting, and no requests for con-
sury or the ESF and simultaneous forsideration were received.
ward sales of the same currencies to the By unanimous vote, the minutes of
U.S. Treasury or the ESF at the thenthe meeting of the Federal Open Market
current forward market rates. The effecCommittee held on December 17, 1996,
of warehousing is to supplement thewere approved. The Committee also dis-
U.S. dollar resources of the U.S. Treacussed its long-standing practice of re-
sury and the ESF for financing the purdeasing the minutes a few days after the
chase of foreign currencies and relatedheeting at which they were approved,
international operations. The agreemenisually on the following Friday. The
had been enlarged from $5 billion tomembers agreed with a proposal to
$20 billion in early 1995 to facilitate advance the normal release to Thursday
U.S. participation in the Multilateral to facilitate the dissemination and public
Program to Restore Financial Stabilityunderstanding of these decisions.
in Mexico. No use of the warehousing The Manager of the System Open
facility had been made by the U.S. TreaMarket Account reported on develop-
sury or the ESF during this period, andments in foreign exchange markets since
in light of Mexico’s repayment to the the meeting on December 17, 1996.
U.S. Treasury of all the financing pro-There were no transactions in foreign
vided under the Program and the termieurrencies for System account during
nation of that Program, the Committeethis period, and thus no vote was
agreed that the size of the warehousingequired of the Committee.
arrangement should revert to $5 billion. The Manager also reported on devel-
The Report of Examination of the opments in domestic financial markets
System Open Market Account, con-and on System open market transactions
ducted by the Board’s Division of in government securities and federal
Reserve Bank Operations and Paymemtgency obligations during the period
Systems as of the close of business obecember 18, 1996, through Febru-
October 31, 1996, was accepted. ary 4, 1997. By unanimous vote, the
By unanimous vote, the Program forCommittee ratified these transactions.
Security of FOMC Information was The Manager advised the Committee
amended to update the document witlthat the anticipated pattern of reserve
regard to certain security classificationsneeds was such that he might want to
access to FOMC information, and attenadd considerably to the System'’s out-
dance at FOMC meetings. right holdings of U.S. government secu-
On January 23, 1997, the continuingities over the coming intermeeting
rules and other standing instructions operiod. By unanimous vote, the Com-
the Committee were distributed with themittee amended paragraph 1(a) of the
advice that, in accordance with proceAuthorization for Domestic Open Mar-
dures approved by the Committee, theket Operations to raise the limit on inter-
were being called to the Committee’smeeting changes in such holdings from
attention before the February 4-5 orga$8 billion to $12 billion for the period
nization meeting to give members arending with the close of business on the
opportunity to raise any questions theydate of the next meeting, March 25,
might have concerning them. Members997.
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The Committee then turned to a discent, its average level for the second
cussion of the economic and financiahalf of the year.
outlook, the ranges for the growth of Industrial production increased
money and debt in 1997, and the implesharply in November and December.
mentation of monetary policy over theThe gains in December were widely dis-
intermeeting period ahead. A summanyributed across manufacturing industries
of the economic and financial informa-but were held down by a steep decline
tion available at the time of the meetingin the output of utilities after a surge
and of the Committee’s discussion isn November. The production of aircraft
provided below, followed by the domes-and parts extended a strong uptrend. The
tic policy directive that was approved byutilization of total manufacturing capac-
the Committee and issued to the Federatly rose considerably further in Decem-
Reserve Bank of New York. ber, to a level slightly above its long-

The information reviewed at thisterm average.
meeting suggested that the growth of the Consumer spending registered a siz-
economy had strengthened markedly imble increase over the fourth quarter
the fourth quarter of 1996. To a largeafter having grown little during the sum-
extent the gain in final demand duringmer. In December total nominal retail
the quarter reflected a surge in exportsales rose considerably following a
but consumer spending also increasesimall decline in November. The Decem-
substantially after having risen at aber increases were spread across all
much reduced pace in the third quartemajor categories except for some further
Despite some slowing in the growth ofdecline in sales of building materials
business fixed investment and some eaand supplies. The most recent data on
ing in housing activity, the overall econ-services expenditures pointed to moder-
omy had expanded briskly as reflectecte advances in October and November.
in data on production and employmentSurveys indicated that consumer confi-
The tightness in labor markets had perdence had remained elevated in late
sisted and was evidenced by some cort996 and early 1997.
tinued acceleration in labor compensa- Housing starts fell appreciably in
tion in the fourth quarter. There was noDecember, evidently reflecting unusu-
discernible change in the underlyingally adverse weather conditions in sev-
trend in price inflation, although a spurteral parts of the country, and were down
in energy prices had resulted in fastesomewhat for the fourth quarter as a
increases in overall consumer and prowhole. The declines were concentrated
ducer prices than in the third quarter. in single-family units. Permits for new

Private payroll employment rosehome construction were little changed
appreciably further in December afterin December but edged lower for the
having recorded sizable increases ovdpurth quarter as a whole. Available data
October and November. The gaindndicated a somewhat slower pace of
remained widespread among employsales of new and existing homes in the
ment categories and continued to be letburth quarter.
by large advances in the services and Growth of business fixed investment
trade industries. Aggregate hours of primoderated considerably in the fourth
vate production workers and the averagguarter after having advanced sharply
workweek edged higher in the fourthin the previous quarter. The slowdown
quarter. The civilian unemployment ratereflected a small decline in spending on
was unchanged in December at 5.3 peproducer durable equipment that was
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more than offset by an apparent surgen energy prices. Excluding food and
in outlays for nonresidential structuresenergy items, consumer prices rose
Growth in spending on office, comput-modestly over the two months and
ing, and communications equipmentncreased less over the twelve months
slowed somewhat from the third-quarterending in December than over the pre-
pace but remained on a steep uptrendious twelve months. At the producer
Business investment in transportatiorlevel, a similar pattern prevailed in
equipment was weak in the fourth quarprices of finished goods, and there was
ter, as sales of heavy trucks fell furtheno evidence of increased price pressures
and work stoppages at a major manufacat earlier stages of production. Worker
turer prompted cuts in fleet auto sales itompensation as measured by the
October and November. employment cost index (ECI) and aver-
Business inventory investment pickedage hourly earnings of production and
up somewhat on average in October andonsupervisory workers rose consider-
November, with most of the increaseably further during the closing months
occurring in manufacturing. Trade inven-of 1996. For the year, both measures
tories increased moderately on balanceere up appreciably more than in 1995,
over the two-month period. Reflectingthough much of the acceleration in the
considerable strength in shipments an&ClI occurred in the first half of the year.
sales, however, inventory—sales ratios Atits meeting on December 17, 1996,
for most industries and trade groupingshe Committee issued a directive that
edged lower from their third-quartercalled for maintaining the existing
levels. degree of pressure on reserve positions.
The nominal deficit on U.S. trade inThe directive included a bias toward the
goods and services narrowed considepossible firming of reserve conditions to
ably in October and November from itsreflect a consensus among the members
rate in the third quarter. Nearly all thethat the risks remained biased toward
improvement was accounted for by éhigher inflation and that the next policy
very large increase in exports of goodsnove was more likely to be toward
and services. The rise was spread amorgpme tightening than toward easing. In
all major trade categories except autothis regard, the directive stated that in
motive products. Economic activity inthe context of the Committee’s long-
the major foreign industrial countriesrun objectives for price stability and
appeared to have continued to expand austainable economic growth, and giv-
a moderate rate on average in the fourting careful consideration to economic,
quarter. Available indicators suggestedinancial, and monetary developments,
relatively strong economic perfor-somewhat greater reserve restraint
mances in Japan, Canada, and theould be acceptable and slightly lesser
United Kingdom and slower growth in reserve restraint might be acceptable
the major continental European counduring the intermeeting period. The
tries. Further expansion was reported foreserve conditions associated with this
several large Latin American and somalirective were expected to be consistent
Asian economies. with some slowing of the growth of M2
Recent data pointed to little changeand M3 over coming months.
in underlying inflation trends. Overall Open market operations during the
consumer prices had continued undeintermeeting period continued to be
upward pressure in November andlirected toward maintaining the existing
December, boosted by large advancesegree of pressure on reserve positions.
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The federal funds rate rose briefly inloan growth. From the fourth quarter of
response to year-end pressures, but 1995 to the fourth quarter of 1996, M2
otherwise tended to remain close tavas estimated to have grown at a rate
the 5/ percent level expected with near the upper end of the Committee’s
an unchanged policy stance. Otheannual range and M3 at a rate appre-
short-term interest rates generally wereiably above the top of its range. Total
unchanged to slightly higher overdomestic nonfinancial debt had ex-
the intermeeting period. Rates orpanded moderately on balance over
intermediate- and long-term securitiegecent months and was estimated to have
edged higher on balance in reaction tgrown last year at a rate near the mid-
incoming data on economic activity thatpoint of its range.
were on the firm side of market expec- The staff forecast prepared for this
tations; the increases in such ratemeeting suggested that the expansion
appeared to be tempered, however, byould be sustained at a rate a bit above
favorable market reactions to new datahe economy’s estimated growth poten-
on wages and prices. The generally posiial. The increase in consumer spending
tive news on economic growth and infla-was projected to moderate somewhat
tion along with favorable reports onfrom its pace in the fourth quarter to a
earnings appeared to reinforce the optirate generally in line with the expected
mism of equity market investors, andrise in disposable income. Homebuild-
major indexes of stock prices increaseéhg was forecast to decline somewhat
markedly further over the intermeetingbut to stabilize at a relatively high level
period. in the context of continued income
In foreign exchange markets, thegrowth and the generally favorable cash
trade-weighted value of the dollar inflow affordability of home ownership.
terms of the other G-10 currencies ros8usiness spending on equipment and
substantially over the intermeetingstructures was projected to expand less
period. The rise, which was mostrapidly in light of some anticipated
pronounced against the Japanese yestowing in the growth of sales and prof-
and continental European currenciedts. Fiscal policy and the external sector
appeared to reflect market perceptiongere expected to exert small restraining
of unexpectedly strong economicinfluences on economic activity over
growth in the United States and a risk otthe year ahead. With resource utilization
faltering growth in the other countries.high and rising, consumer price infla-
The dollar appreciated less against stetion, as measured by the CPI excluding
ling and declined somewhat against théhe relatively volatile food and energy
Canadian dollar in apparent response tocomponents of the index, was forecast
expectations of relative strength in theo increase slightly this year in the
economies of those countries. context of some further pickup in the
After having grown at a considerablygrowth of labor compensation that
faster rate in the fourth quarter, M2 andwould include another legislated rise in
M3 apparently increased at a more modthe federal minimum wage.
erate but still brisk pace in January. The Inthe Committee’s discussion of cur-
expansion of both aggregates likely wasent and prospective economic develop-
boosted by strong income growth, andnents, members commented that the
the relatively rapid expansion of M3robust performance of the economy in
reflected heavy bank reliance on thdhe fourth quarter partly reflected some
managed liabilities in M3 to fund robustsources of strength, notably a surge in
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exports, that were evidently temporaryrange of % to 5%z percent for the fourth
and they anticipated substantial moderaguarter of the year. With regard to nomi-
tion in the pace of the expansion ovemnal GDP growth in 1997, the forecasts
the period ahead. The outlook was subwere mainly in a range of¥4 to 4% per-
ject to considerable uncertainty, but agent, with an overall range of%4 to
they assessed the numerous factors be&?#s percent. Nearly all the members
ing on prospective developments, thanticipated a small decline in the rate
members generally concluded as thegf inflation in 1997, as measured by
had at previous meetings that furthethe consumer price index, from that
growth in aggregate demand at a rateecorded in 1996. Specifically, the pro-
averaging near or a bit above the econgections converged on rates of/2to
my’s potential remained a reasonabl& percent and a full range of2 to
expectation. Many observed, howeverd¥z percent in 1997. These forecasts
that the risks to such an outlooktook account of expected developments
appeared to be tilted to the upside. Thé the food and energy sectors and fur-
strength of the expansion in the fourthther technical improvements in the index
quarter, and in fact over 1996 as &y the Bureau of Labor Statistics, both
whole, had heightened concerns that thef which were expected to trim the
economy had considerable forward moreported rate. The projections were
mentum at a time when it was alreadybased on individual views concerning
operating at a level, especially withwhat would be an appropriate policy
regard to labor resources, that could tendver the projection horizon to further
to generate rising inflationary pressuregrogress toward the Committee’s goals.
Indeed, in the view of at least some In their review of developments in
members, growth of aggregate demankley sectors of the economy, members
in line with increases in potential outputobserved that the available data and
posed a risk of rising price inflation anecdotal information indicated consid-
because the recent relatively favorablerable strength in consumer spending in
price performance was seen in this viewecent months, and they referred to a
as reflecting at least in part the behavionumber of underlying factors that should
of special factors that could dissipatehelp to sustain at least moderate further
over the projection horizon. growth in such spending. The latter
In keeping with the practice at meet-included the solid expansion in employ-
ings when the Committee establishes itmment and incomes, the increased finan-
long-run ranges for the growth of moneycial wealth of many consumers, and the
and debt aggregates, the members diigh level of consumer confidence as
the Committee and the Federal Reserviadicated by recent surveys. However,
Bank presidents not currently serving asnembers also cited some factors that
members had provided individual pro-would tend to restrain the growth in
jections of the growth in real and nomi-consumer spending. Among these fac-
nal GDP, the rate of unemployment, andors were the effects of the high level
the rate of inflation for the year 1997.of consumer debt and rising repayment
The forecasts of the rate of expansion iproblems on both the willingness of
real GDP had a central tendency of 2 tdhouseholds to borrow and of finan-
2¥4 percent and a full range of 2 tocial intermediaries to lend, the likely
2Y> percent. The projections of the civil-absence of pent-up demands after an
ian unemployment rate associated witlextended period of expansion, and the
these growth expectations were all in gossibility of a setback in the stock
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market. It was difficult to evaluate how forecasts, as in 1996, could not be ruled
these differing factors would on bal-out.
ance affect consumer spending, but the Fiscal policy and foreign trade also
members concluded that the consumewxere seen as likely to exert some mod-
sector was likely to provide impor- est restraint on overall economic activ-
tant support for sustained economidty. Federal purchases of goods and ser-
expansion. vices still appeared to be on a declining
The growth in business capital spendtrend. Although fiscal policy negotia-
ing was expected to moderate somewhdaions were likely to be difficult and their
in 1997 in association with sloweroutcome was uncertain, members felt
growth in sales, profits, and cash flowsthat there was some basis for anticipat-
It also seemed likely after several yearéng the enactment of further legislation
of robust investment expenditures thathis year to help bring the federal budget
many business firms now had high levinto eventual balance. The large increase
els of up-to-date capital stock relative tan exports in the fourth quarter clearly
planned production. Members referredyas associated with temporary develop-
however, to a number of favorable fac-ments, and net exports were expected
tors that should continue to support ato weaken this year, reflecting both
least moderate further growth in busi-some reversal of recent developments
ness investment, including the attractivand the earlier appreciation of the dollar.
pricing of and ongoing rapid technologi-Some members reported that business
cal improvements in computer and comeontacts had already communicated
munications equipment and the wideconcerns about increased competitive
availability of equity and debt financing pressures from imports because of the
on favorable terms to business firmsrise in the foreign exchange value of the
Members also reported that commerciadiollar.
building activity had improved in many Members commented that inflation
areas. Some noted a tendency to undetad remained remarkably subdued, but
estimate the strength of overall businesthey expressed considerable concern
investment in recent years, including thebout the risks of rising inflation in the
stimulus provided by efforts to improve context of high levels of resource use.
productivity in highly competitive They referred in particular to statistical
markets. indications, supported by anecdotal
While indicators of housing activity reports from around the nation, of very
had been somewhat erratic over théight conditions in labor markets and
past several months, members sensedsame upward pressures on wages. Thus
somewhat softer tone on balance in thigar, the rise in compensation had been
sector of the economy. This assessmehtld down by diminishing increases
was supported by anecdotal observan worker benefit costs, and productivity
tions in several regions across the courgains also appeared to have had a favor-
try. Against the background of theable effect on unit labor costs. In addi-
increase that had occurred earlier irion, the increases in wages themselves
mortgage financing costs and forecastisad continued to be restrained by appar-
of some slowing in the growth of jobs ent worker concerns about job security.
and incomes, the housing sector wa3o date, there was no evidence that pres-
likely to weaken slightly over the com- sures stemming from tight labor markets
ing year, but some members commentedad been passed through to a measur-
that surprises on the upside of currenable extent to higher prices.
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While the absence of increasing price In reviewing the tentative ranges, the
inflation was a welcome developmentmembers took note of a staff projection
members were concerned that the breakdicating that M2 and M3 likely would
with historical patterns might not per-grow in 1997 at rates close to the upper
sist. If labor markets remained undeiimit of those ranges, given the Commit-
pressure, nominal compensation costiee’s expectations for the performance
were likely to pick up at some point asof the economy and prices and assuming
one-time savings in worker benefit cost$i10 major changes in interest rates. The
ran out and as workers became lesstaff analysis anticipated that the veloci-
willing to trade off lower wages for ties of the broad monetary aggregates
increased security; such a developmentould continue to behave in the rela-
would foster increases in labor costs thatively stable and predictable manner that
ultimately would feed through to higher had re-emerged in the last few years and
prices. The members did not anticipateéhat was closer to historical norms than
a sudden surge in inflation, but manyhad been the case in the early 1990s.
expressed concern about the possibility The greater measure of predictability
of a gradual upcreep in coming quarterén velocity recently was an encouraging
that might become more considerablelevelopment, but in view of the substan-
later. They generally expected a smaltial changes in financial markets and
decline in overall price inflation this the increased availability of investment
year, reflecting favorable developmentslternatives it would be premature to
in food and energy and, for the CPl,assume that the pattern would necessar-
further technical improvements by theily continue going forward. Given the
Bureau of Labor Statistics; howeversubstantial uncertainty still attached to
they believed that the risks to their fore-projections of money growth consistent
casts were in the direction of greatewith the Committee’s basic objectives
inflation, and several noted in particulaifor monetary policy, the members
that projected declines in energy pricesgreed that there was no firm basis for
might not materialize as soon or to thechanging the tentative ranges set in July
extent assumed in many forecasts. 1996. Adopting higher ranges, which

In keeping with the requirements ofwould be more closely centered on
the Full Employment and Balancedmoney growth thought likely to be con-
Growth Act of 1978 (the Humphrey—sistent with the Committee’s expecta-
Hawkins Act), the Committee reviewedtions for economic activity and prices,
the ranges for growth of the monetarycould be misinterpreted as indicating
and debt aggregates in 1997 that ithat the Committee had become much
had established on a tentative basis amore confident of the predictability of
its meeting in July 1996. Those rangewelocity and was placing greater empha-
included expansion of 1 to 5 percent forsis on M2 and M3 as gauges of the
M2 and 2 to 6 percent for M3, measuredhrust of monetary policy. One member,
from the fourth quarter of 1996 to thewhile agreeing with this assessment,
fourth quarter of 1997. The monitoringemphasized that a continuation of a
range for growth of total domestic nonfi-stable and predictable pattern of veloc-
nancial debt was provisionally set at 3 taty behavior would raise the question as
7 percent for 1997. The tentative rangeso whether the Committee should return
for 1997 were unchanged from theto setting ranges consistent with its
actual ranges adopted for 1995 (in Julgxpectations for economic develop-
of that year for M3) and 1996. ments. Nonetheless, from a longer-run
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perspective, the tentative ranges readily In the Committee’s discussion of pol-
encompass rates of growth of M2 andcy for the intermeeting period ahead, all
M3 that, if velocity were to behave in the members favored or could support a
line with historical experience, could beproposal to maintain an unchanged pol-
expected to be associated with approxiicy stance; the members also strongly
mate price stability and a sustainablesupported the retention of a bias toward
rate of real economic growth. In thatrestraint. An unchanged policy seemed
regard, they continue to serve the usefudppropriate with inflation still quiescent,
purpose of benchmarking money growttwith few signs of emerging price pres-
consistent with the Committee’s long-sures, with growth in economic activity
run goal of price stability. seen as likely to moderate appreciably
At the conclusion of its discussion, from the unexpectedly strong and unsus-
the Committee voted to approve withoutainable pace of the fourth quarter, and
change the tentative ranges for 1997 thavith considerable uncertainty about
it had established in July of last year. Infuture inflationary developments. How-
keeping with its usual procedures undeever, the members emphasized that the
the Humphrey—Hawkins Act, the Com-extent of the slowdown in economic
mittee would review its ranges at mid-expansion was unclear and that the per-
year, or sooner if interim conditionssisting, or even greater, tightness of
warranted, in light of the growth andlabor markets, coupled with potentially
velocity behavior of the aggregates andaster growth in worker benefits and
ongoing economic and financial devel-diminishing worker insecurity, could put
opments. Accordingly, the following added upward pressure on labor costs
statement of longer-run policy for 1997and induce some increase in price infla-
was approved for inclusion in thetion over time. Even so, most members
domestic policy directive: thought that inflation likely would
remain contained for some period ahead
The Federal Open Market Committee@Nd that any strengthening in inflation
seeks monetary and financial conditions thgoressures probably would be gradual,
will foster price stability and promote sus-allowing the Committee to respond in a

tainable gI’OWth in Output. In furtherance Oftlmely manner. Several also Commented
these objectives, the Committee at this mee

ing established ranges for growth of M2 anaihat a tlghtenlln.g pollcy a(_:tlon was not
M3 of 1 to 5 percent and 2 to 6 percentdenerally anticipated in financial mar-
respectively, measured from the fourth quarkets, and a move at this time could have

ter of 1996 to the fourth quarter of 1997. Theexaggerated repercussions. A few mem-
monitoring range for growth of total domes-perg emphasized, however, that the
tic nonfinancial debt was set at3to7percenrtecent surge in economic activity had

for the year. The behavior of the monetary ~. L
aggregates will continue to be evaluated if@is€d the probability that the level of

the light of progress toward price level sta-€CONomic output was now above the
bility, movements in their velocities, and economy’s long-run potential, and with-
developments in the economy and financiabut a significant slowing in economic
markets. growth, inflationary pressures were
more likely to increase over the forecast
Votes for this action: Messrs. Greenspanhorizon. While an immediate tightening
MCDO”OUgh‘ Broaddus, Guynn, Kelley, o¢ nolicy would help to forestall such
eyer, Moskow, Parry, Mses. Phillips and .
Rivlin. Votes against this action: None.@ buildup of pressures, the members
Absent and not voting: Mr. Lindsey and agreed that current uncertainties about
Ms. Yellen. the outlook for both the rate of expan-
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sion and inflation warranted a continu- The Federal Reserve Bank of New

ing “wait and see” policy stance, or at York was authorized and directed, until

least made such a policy acceptable anstructed otherwise by the Committee,

this juncture. to execute transactions in the System
In their discussion of possible adjust-Account in accordance with the follow-

ments to policy during the intermeetinging domestic policy directive:

period, the members recognized that an

asymmetric directive tilted toward tight- The information reviewed at this meet-

ening was consistent with their generaj,g g ggests that the economic expansion
view that the risks were now morestrengthened markedly in the fourth quarter.
clearly in the direction of an upward Private nonfarm payroll employment
trend in inflation. They agreed that theincreased appreciably further in Decem-
current environment called for carefulPer after sizable gains over October and
Ctori f new develobments andNove_mber. The civilian unemployment rate
monrtoring or p . remained at 5.3 percent in December. Indus-
for prompt action by the Committee tOtrial production rose sharply in November
counter any tendency for price inflationand December. Consumer spending posted
to rise and for higher inflation expecta-a large increase in the fourth quarter after a
tions to become embedded in financigfummer lull. Housing activity moderated

: L . somewhat over the closing months of the
markets and economic demsmnmakm%ear_ Growth in business fixed investment

more generally. Indeed, in the interest ojowed substantially in the fourth quarter
fostering a continuation of sustainableafter a sharp rise in the third quarter. The
growth of the economy, it would be nominal deficit on U.S. trade in goods and

desirable to tighten before anv siagn ofervices narrowed considerably in October
d Y SI9N OFnd November from its rate in the third

acf[ual higher inflation were to becomequarter. Advances in labor compensation

evident. , _ trended up in 1996, but price inflation gen-
At the conclusion of the Committee’serally diminished apart from enlarged

discussion, all the members indicatedhcreases in food and energy prices.

that they supported a directive that Most market interest rates have changed

called for maintaining the existing little or risen slightly since the Committee

d f i meeting on December 17, 1996. In foreign
egree Of pressure on reserve posilions change markets, the trade-weighted value

and that retained a bias toward the possf the dollar in terms of the other G-10
sible firming of reserve conditions dur-currencies has increased substantially over
ing the intermeeting period. Accord-the intermeeting period.

ingly, in the context of the Committee's , Brobin of 112 876 V& SEERIEnec on
long-run objectives for price stability (5" 3 continued at a fairly brisk, though

and sustainable economic growth, angiminished, pace in January. From the fourth
giving careful consideration to eco-quarter of 1995 to the fourth quarter of 1996,
nomic, financial, and monetary devel-M2 is estimated to have grown near the

opments, the Committee decided thaypper end of the Committee’s annual range

. and M3 well above the top of its range. Total
somewhat greater reserve restrai omestic nonfinancial debt has expanded

would be acceptable and slightly lessefygderately on balance over recent months
reserve restraint might be acceptabland is estimated to have grown last year near
during the intermeeting period. Thethe midpoint of its range. _
reserve conditions contemplated at thigelﬂg ch;de?Q?L g%ef?naMngi;ﬁegor%i)trigwgttﬁZt
meet|r_1% were ex%ecte_d t(.) bhe CONSISEA foster price stability and promote sus-
tent with some moderation in the expaniainaple growth in output. In furtherance of
sion of M2 and M3 over coming these objectives, the Committee at this meet-
months. ing established ranges for growth of M2
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and M3 of 1 to 5 percent and 2 to 6 percenPresent:

respectively, measured from the fourth quar-
ter of 1996 to the fourth quarter of 1997. The
monitoring range for growth of total domes-
tic 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 sta-
bility, 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 sta-
bility 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 some modera-
tion in the expansion of M2 and M3 over
coming months.

Votes for this action: Messrs. Greenspan,
McDonough, Broaddus, Guynn, Kelley,
Meyer, Moskow, Parry, Mses. Phillips and
Rivlin. Votes against this action: None.
Absent and not voting: Mr. Lindsey and
Ms. Yellen.

It was agreed that the next meeting of
the Committee would be held on Tues-
day, March 25, 1997.

The meeting adjourned at 11:35 a.m.

Donald L. Kohn
Secretary

Meeting Held on
March 25, 1997

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, March 25, 1997, at
9:00 a.m.

Mr. Greenspan, Chairman

Mr. McDonough, Vice Chairman
Mr. Broaddus

Mr. Guynn

Mr. Kelley

Mr. Moskow

Mr. Meyer

Mr. Parry

Ms. Phillips

Ms. Rivlin

Messrs. Hoenig, Jordan, Melzer, and
Ms. Minehan, Alternate Members
of the Federal Open Market
Committee

Messrs. Boehne, McTeer, and Stern,
Presidents of the Federal Reserve
Banks of Philadelphia, Dallas, and
Minneapolis 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. Eisenbeis, Goodfriend, Hunter,
Lindsey, Mishkin, Siegman, and
Stockton, Associate Economists

Mr. Fisher, Manager, System Open
Market Account

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

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

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

Mr. Hooper, Assistant Director,
Division of International Finance,
Board of Governors

Ms. Low, Open Market Secretariat
Assistant, Division of Monetary
Affairs, Board of Governors
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Messrs. Dewald, Hakkio, Lang, ket Operations to raise the limit on inter-
Rolnick, and Rosenblum, Senior meeting changes in such holdings from
\égﬁkzrgfs'sﬂéﬂfdi;eggﬁgazegﬁ;‘,’e $8 billion to $12 billion for the period
Philadelphia, Minneapolis, and ending with the close_of business on the
Dallas respectively date of the next meeting, May 20, 1997.

Messrs. Altig, Bentley, Judd, and The Committee then turned to a dis-
Eggg'ﬁé \éigr?kzrgfsgleemesl’a Ir:]gderal cussion of the economic outlook and the

-V ' implementation of monetary policy over
ggg%oﬁlégsan-':ram'sco’ and theIO intermeeting period ahead. A sum-
pectively ) . .
mary of the economic and financial
information available at the time of the
By unanimous vote, the minutes ofmeeting and of the Committee’s discus-
the meeting of the Federal Open Markesion is provided below, followed by
Committee held on February 4-5, 1997the domestic policy directive that was
were approved. approved by the Committee and issued
The Manager of the System Opento the Federal Reserve Bank of
Market Account reported on recentNew York.
developments in foreign exchange mar- The information reviewed at this
kets. There were no System open markeheeting suggested that the economy had
transactions in foreign currencies duringontinued to expand at a relatively
the period since the meeting on Febrobust pace in early 1997 after having
ruary 4-5, 1997, and thus no vote wastrengthened markedly in the fourth
required of the Committee. quarter of 1996. Much of the more
The Manager also reported on develrecent growth reflected further accelera-
opments in domestic financial marketgion in consumer spending, but business
and on System open market transaaapital expenditures, housing activity,
tions in U.S. government securitiesand an upturn in inventory invest-
and federal agency obligations dur-ment also had contributed to the recent
ing the period February 5, 1997, throughincrease in total expenditures. By con-
March 24, 1997. By unanimoustrast, available data pointed to a sharp
vote, the Committee ratified thesedrop in net exports after a surge in the
transactions. fourth quarter. To meet the strong aggre-
The Manager advised the Committegyate demand, employment had recorded
that he continued to anticipate a patteranother large advance in early 1997 and
of reserve needs that might requiréndustrial production had risen some-
another unusually large addition to thewhat further. The underlying trend in
System’s outright holdings of U.S. gov-consumer price inflation had remained
ernment securities during the relativelysubdued, but the increase in average
long intermeeting period ahead. Thehourly earnings had continued to edge
limit on increases in outright holdings higher early this year.
between meetings had been raised to Private nonfarm payroll employment
$12 billion at the February meeting, androse substantially further in January and
the Manager requested that the highdfebruary. The gains continued to be led
limit be retained for the upcoming by sizable advances in the services and
period. By unanimous vote, the Com-rade industries. Employment in con-
mittee amended paragraph 1(a) of thstruction increased considerably over
Authorization for Domestic Open Mar-the two months, largely because of
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unseasonably warm weather across Recenttrends in orders and shipments
much of the country in February that ledpointed to a sizable further rise in out-
to an earlier-than-usual pickup in build-lays for producers’ durable equipment
ing activity. Aggregate hours of privatein early 1997, largely reflecting con-
production workers, which were alsotinued rapid growth in purchases of
affected by changing weather condicomputers and some further increase
tions, were up appreciably on balancén spending for communications equip-
over the two months, and the avermment. Expenditures for other types of
age workweek increased considerablygquipment remained little changed. In
reaching a new recent high in Februthe nonresidential construction sector,
ary. The civilian unemployment rate, attrends in contracts suggested some fur-
5.3 percent in February, was unchangether spending gains in most market
from its average level in the second halegments after strong advances in the
of 1996. fourth quarter. Manufacturing and trade
Industrial production rose appreciablyinventories rose somewhat in January,
in February after having declinedroughly offsetting small declines over
slightly in January. The Februarythe previous two months. With sales
advance resulted from a surge in th@nd shipments rising rapidly in January,
manufacturing of durable goods that wasnventory—sales ratios for a wide range
only partly offset by a plunge in the of industries dropped further from
output of utilities associated with unsea-already low levels.
sonably mild weather in that month. The The nominal deficit on U.S. trade
utilization of total manufacturing capac-in goods and services widened substan-
ity was unchanged on balance over théally in January from its temporarily
two months at a level slightly above itsdepressed rate in the fourth quarter.
long-term average. Nearly all the deterioration in the trade
Consumer spending strengthenedalance reflected a sharp rise in imports;
considerably further in early 1997 afterthat increase was largely the result of a
having registered a sizable increase oveebound in automotive shipments from
the fourth quarter. Nominal retail salesCanada, which had been temporarily
rose sharply in January and Februaryreduced by a strike. Recent information
The gains over the two months wereon economic activity in the G-7 coun-
concentrated in sales of durable gooddries suggested continued expansion at a
including motor vehicles and building moderate rate on average in early 1997,
materials. Spending on services roseut rates of expansion had continued
strongly in January (latest data) buto diverge among those economies.
may have moderated in February wheiGrowth in output still appeared to be
milder-than-normal weather held downrelatively strong in Japan, Canada,
heating costs. Recent surveys indicatednd the United Kingdom, while much
that consumer confidence had risen tweaker economic performances were
the highest levels in many years. indicated for the major continental
Housing construction rose sharply inEuropean countries. The economies of
February after two months of relativelythe major developing countries in Latin
depressed activity. On balance, variougimerica and eastern Asia apparently
indicators of housing activity had beencontinued to expand in late 1996.
mixed over the past several months and Data for January and February were
did not suggest any clear trend in spendeonsistent with the continuation of a
ing for new housing. subdued trend in underlying price infla-
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tion. Overall consumer price inflation and that the next policy move was more
moderated somewhat over the twdikely to be toward some tightening than
months from its pace in the fourth quartoward easing. In this regard, the direc-
ter; smaller increases in energy pricesive stated that in the context of the
were an important factor in the slow-Committee’s long-run objectives for
down, but prices of consumer itemsprice stability and sustainable economic
other than food and energy alsogrowth, and giving careful consideration
advanced at a slower rate over the firsio economic, financial, and monetary
two months of the year. For the twelvedevelopments, somewhat greater reserve
months ending in February, consumerestraint would be acceptable and
prices excluding food and energy roselightly lesser reserve restraint might
somewhat less than they had over thbe acceptable during the intermeeting
preceding twelve months; a developperiod. The reserve conditions associ-
ment contributing importantly to the ated with this directive were expected to
deceleration was a smaller rise in nonbe consistent with some slowing of the
oil import prices associated with thegrowth of M2 and M3 over coming
appreciation of the dollar. At the pro-months.
ducer level, overall prices of finished Over the period since the February
goods declined somewhat in Januaryneeting, open market operations were
and February, reflecting an appreciabléirected toward maintaining the existing
drop in the food and energy compo-degree of pressure on reserve positions.
nents. For the twelve months ending irFederal funds continued to trade mainly
February, the increase in the overalht rates close to the¥s percent level
index of finished goods prices was littleexpected with an unchanged policy
changed from that over the precedingtance, though the rate did at times fall
twelve months, but excluding food andbelow that level in conjunction with
energy prices, which had registeredinanticipated shortfalls in demands
sizable advances in 1996, the rise wafr excess reserves. Most other market
considerably smaller over the latesinterest rates rose somewhat over the
twelve-month period. At early stages ofintermeeting period in apparent response
processing, however, some produceto indications of stronger-than-expected
prices had moved up in recent monthseconomic activity, perceptions that the
Average hourly earnings of productionFederal Reserve had become more con-
and nonsupervisory workers postedterned about a possible buildup in infla-
small further increases in January andion pressures, and perhaps disappoint-
February but were up appreciably morenent over the prospects for legislation
over the twelve months ending in Feb+to reduce the federal budget deficit. In
ruary than over the preceding twelvethese circumstances, expectations built
months. that monetary policy would be tight-
At its meeting on February 4-5, 1997 ened. The rise in most market interest
the Committee issued a directive thatates was accompanied by slight
called for maintaining the existing declines in a number of major indexes
degree of pressure on reserve positionsf stock market prices, although stock
The directive included a bias toward theprices in some industries posted more
possible firming of reserve conditions,pronounced declines.
reflecting a consensus among the mem- In foreign exchange markets, the
bers that the risks were clearly in thetrade-weighted value of the dollar in
direction of an upward trend in inflation terms of the other G-10 currencies rose
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further over the intermeeting period.quarters, partly reflecting the rise that
The dollar's appreciation appeared talready had occurred in mortgage inter-
reflect spreading perceptions of a relaest rates. The staff continued to antici-
tively strong U.S. expansion and associpate that fiscal policy and the external
ated increases in U.S. interest rates consector would exert mildly restraining
pared with those abroad. The dollar'seffects on economic activity over the
rise was most pronounced against thgear ahead. With resource utilization
continental European currencies. high and labor compensation rising, core
Growth of M2 moderated somewhatconsumer price inflation was forecast to
in January and February from a briskincrease slightly over the year ahead.
pace in late 1996, while expansion of Inthe Committee’s discussion of cur-
M3 remained rapid in both months. Datarent and prospective economic develop-
for the first part of March suggestedments, members referred to the wide-
diminished growth of both aggregatesspread statistical and anecdotal evidence
The appreciable further expansion othat the surprising strength in economic
these broad aggregates thus far this yeactivity over the closing months of 1996
probably continued to reflect elevatedvas persisting in 1997. Some observed
income growth, and the relative strengthhat it was difficult to detect signs of
of M3 was associated to an importantveakness or imbalances in domestic
extent with heavy bank reliance onsectors of the economy. While the mem-
large-denomination time deposits tobers believed that some slowing in the
fund robust asset growth. M3 also conexpansion was inevitable, they felt that
tinued to be boosted by the rapid growtlsubstantial uncertainty surrounded the
of money market mutual funds. Thetiming and extent of such slowing in the
expansion of total domestic nonfinanciauarters ahead. Continued growth near,
debt appeared to have slowed in ther even somewhat below, the recent
early part of the year in conjunctionpace would raise resource utilization
with reduced borrowing by both federalrates further from their already high
and state governments, which werdevels. Although labor markets already
drawing down cash balances. were tight, inflation had remained rela-
The staff forecast prepared for thistively subdued, and there were no signs
meeting suggested that the expansion iim price data that it was picking up.
economic activity would slow in com- However, the risks of a rise in inflation
ing quarters to a pace somewhat abovdown the road had increased apprecia-
that of the economy’s estimated potenbly as a result of the strength of aggre-
tial and would moderate a bit further ingate demand and the increase in pres-
1998. Growth in consumer spendingsures on resources that likely would
was expected to decline appreciablyaccompany it absent a firming in finan-
from its recent pace but to remain fairlycial conditions.
brisk over the quarters ahead, supported In their discussion of the outlook for
by further projected gains in employ-spending in key sectors of the economy,
ment and incomes. Expansion in busimembers emphasized the strength of
ness spending on equipment and struconsumer spending in recent months.
tures also was projected to moderateéThey noted that anecdotal reports from
but to a still relatively high rate, in asso-numerous parts of the country and
ciation with smaller increases in salesurveys indicating very high levels of
and profits. Housing construction wasconsumer confidence tended to confirm
forecast to drift lower over coming statistical evidence of an ebullient con-
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sumer sector. While the recent surge ifmndicated the emergence of speculative
consumer demand probably was supbuilding activity. On the other hand, in
ported mainly by rapid growth in em- some regions, signs of slowing nonresi-
ployment and labor income, it seemediential construction were reported.
possible that consumers also were re- Housing construction activity had
sponding increasingly to the run-up influctuated in recent months, largely in
household net worth stemming from theresponse to changing weather condi-
earlier buoyant performance of the stockions, but such construction appeared to
market. The effects of rising financialbe little changed on balance. Recent
wealth on consumer spending were diffianecdotal reports pointed to improving
cult to isolate, and they were undoubthousing markets in several regions and
edly restrained by efforts to accumulatéo some easing in a few. Looking ahead,
savings for future expenditures suchthe members generally anticipated that
as college expenses and retiremenhousing activity would be maintained at
Moreover, the constraints on spending relatively high level, perhaps slightly
imposed by the high debt burdens obelow that prevailing on average in
many households tended to exert at leastcent quarters, barring unanticipated
a partly offsetting influence on overalldevelopments in the broader economy
consumer spending. On balance, hower in financial markets. Although the
ever, the members believed that the corrise that had occurred in mortgage inter-
sumer sector was likely to provideest rates was a somewhat inhibiting
major ongoing support to the expansioninfluence on the prospects for housing,
though the increases in consumer spendiavorable factors noted during the meet-
ing probably would diminish in the ing included the ongoing effects of
context of more restrained growth inthe large gains in stock market wealth,
jobs and incomes. A number of mem-=sizable increases in employment and
bers expressed the view, however, thahcomes, and a still relatively favor-
the risks to such a forecast were in theble cash-flow affordability of home
direction of more robust consumerownership.
spending. The persisting efforts by business
Business fixed investment, which hadirms to economize on their inventories
remained on a steep uptrend for armad reduced the latter to quite low levels
extended period, also was expected tm relation to sales. In the circumstances,
provide continuing though moderatingcurrent inventory levels were viewed
stimulus to the overall economic expanas an upside risk to the expansion that
sion. Growth in expenditures for busi-could be triggered by unexpected
ness equipment was forecast to declinstrength in final demand. Absent an
from the extraordinary pace of recentupside surprise in demand, inventories
years, despite continuing brisk demandnight be expected to remain a slightly
for computers and communicationspositive factor in the economic outlook;
equipment. With regard to the outlookand if growth in final demand were to
for nonresidential building activity, moderate more than anticipated, the cur-
anecdotal reports from several regionsently lean inventories could be viewed
pointed to a further pickup in commer-as minimizing the risks of accumulating
cial construction associated with declinweakness in the near term.
ing vacancy rates, rising property values The outlook for fiscal policy remained
and rents, and readily available financone of modest restraint; on the basis
ing. Indeed, reports from a few areaf existing legislation, reductions were
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anticipated in constant-dollar purchasea substantial period of economic expan-
of goods and services by the federasion at a rate that exceeded the esti-
government in fiscal years 1997 andmated growth of potential had generated
1998. A key element in the potentialincreasing concerns of rising infla-
impact of fiscal policy was the uncertaintionary pressures in an economy that
outcome of the current effort to elimi- already was operating at high levels of
nate the federal deficit over time.resource utilization. Members observed
Although success in that effort probablyin this regard that while there was little
would have little effect on the govern-evidence of growing demand pressures
ment's budget position over the nexton capital resources, the tightness in
few years, it likely would have some labor markets appeared to be intensify-
beneficial repercussions on business aridg. Indications of such a development
consumer confidence and possibly alsmcluded not only widespread anecdotal
on financial markets. Financial marketgeports but a variety of data such as
would be especially positively affectedinitial claims, insured unemployment,
by an agreement to reduce significanthand help-wanted advertising. The rise in
the growth of entitlements, which wouldlabor force participation to a high per-
damp government spending and deficitsentage of the working age population
over the longer run. had helped to keep the unemployment
The unwinding in the early months ofrate from falling, but the unexpected
1997 of special factors that had boostethcrease in participation was itself
net exports in the fourth quarter of 1996suggesting tight conditions that were
was offsetting some of the effects oninducing marginal workers into the job
production of the persisting strength inmarket.
domestic demand. Beyond the near The data on worker compensation
term, the appreciated value of the dollawere somewhat mixed, but they sug-
was expected to hold down net exportsgested some acceleration on balance.
restraining overall demand and growthMembers noted that the damping effects
Some members observed in this regardf some temporary factors on labor costs
that the deterioration in net exportscould well begin to wane soon, if they
might be substantial. While such an outhad not already begun to do so. These
come would help to moderate inflation-included the possibility that job security
ary pressures on domestic resources itoncerns might be diminishing after an
coming quarters, it also would exacerextended period of rapid job growth
bate the longer-term problem of veryand low unemployment. The downward
large foreign trade and current accountrend in medical cost increases might be
deficits. in the process of shifting to a flat, if not
In their review of developments bear-a rising, gradient according to informed
ing on the outlook for inflation, mem- observers. Moreover, as the rise in labor
bers commented that the risks nowforce participation depleted the pool of
seemed to be tilted more clearly towardavailable workers, less productive work-
higher inflation. They acknowledgeders would tend to be hired, with adverse
that it was difficult to find indications effects on productivity and costs. The
of rising inflation in broad measures ofmembers recognized that even though
consumer or GDP-related prices; indeedhaggregate demand pressures seemed to
such measures still could be viewed abe pressing increasingly on available
consistent with a slightly declining trendproducer resources, it was not possible
in price inflation. Even so, prospects forto forecast with confidence when the
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period of favorable price behaviorsifying inflationary pressures. In their
would end. Even so, it was clear thatview, a more vigorous action would
inflationary developments in the econdessen the need for tightening in the
omy had become a matter of morduture and also would foster a financial
urgent concern for monetary policy. setting that would be more conducive
In light of this concern, in the Com- to sustained expansion. Other members
mittee’s discussion of policy for the acknowledged that a smaller policy
intermeeting period ahead, the membensiove would have less effect in curb-
supported or could accept a proposahg inflationary pressures, but they felt
to adjust policy toward a slightly lessthat a cautious approach to policy was
accommodative stance and to move tdesirable at a time when the outlook
symmetry in the directive. They notedfor economic activity and inflation
that continued relatively rapid growthremained subject to substantial uncer-
of economic activity in the first quarter tainties. Some noted that a shift in pol-
suggested greater persisting strength iicy direction, as the Committee was
demand than they had anticipated. Witlabout to undertake, often can have exag-
resource use already at high levels, furgerated effects in financial markets,
ther rapid growth risked greater presimaking it difficult to judge how much
sures on resources and rising inflationadditional restraint, if any, might be
Although inflation remained remarkablyneeded.
subdued and any increase in inflationary In their discussion of possible adjust-
pressures likely would tend to emergements to policy during the intermeet-
only slowly, the strength in demand hadng period, a majority of the members
developed against the backdrop of finanfavored a symmetric directive. While
cial conditions that, broadly consideredadditional policy tightening might be
were not substantially different from needed at some point, it did not appear
those now prevailing. In this situation,very likely that developments during the
they saw a clear need for a preemptivintermeeting period would require a fur-
policy action that would head off any ther policy move. Some added that infla-
pickup of inflation, and it was noted thattion remained quiescent and the near-
a shift to a tighter policy stance wouldterm onset of an appreciable slowing of
seem to pose little risk to the expansionthe expansion to a rate more in line with
Indeed, by countering any tendencythe economy’s potential could not be
for inflation to rise and for higher infla- ruled out. Accordingly, they felt that the
tion expectations to become embeddedirective should not establish a pre-
in financial markets and economicsumption about further near-term policy
decisionmaking more generally, suchightening. Other members believed
action would help head off a morethat growth of the economy was not
abrupt economic slowing, or even dikely to slow enough to alleviate excess
downturn, and thereby would help susdemands for resources and that addi-
tain the expansion and preserve th&onal tightening would be needed
firm labor markets and their associatedooner rather than later to moderate
benefits. inflationary pressures and prolong the
A few members argued that a moreexpansion. In their view, the outlook
substantial tightening was needed at thisalled for vigilance and the maintenance
juncture to provide a better calibratedof an asymmetric directive with a bias
response to the persisting strength of thioward tightening, but they could accept
economy and the related risk of inten-a symmetric directive with careful moni-
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toring of new developments for anyservices widened substantially in January
signs of the need for prompt action. from its temporarily depressed rate in the

At the conclusion of the Committee’sfourth quarter. Underlying price inflation has
. ; PR remained subdued.
discussion, all the members indicated”y;o " market interest rates have risen

that they supported or could accept @omewnhat since the Committee meeting on
directive that called for a slight increaserebruary 4-5, 1997. In foreign exchange
in the degree of pressure on reservearkets, the trade-weighted value of the dol-
positions and that did not include a preJar in terms of the other G-10 currencies

sumption about adjustments to poncy;‘giggsed further over the intermeeting

QUrmg_ the intermeeting period. Ag:cord— Growth of M2 moderated somewhat in
ingly, in the context of the Committee’s January and February from a brisk pace over
long-run objectives for price stability the fourth quarter while the expansion of M3
and sustainable economic growth, angemained relatively robust; data for the first

giving careful consideration to eco-part of March pointed to diminished growth

A ; in both aggregates. Total domestic nonfinan-
nomic, financial, and monetary deVel'cial debt has expanded moderately on bal-

opments, the Committee decided thalnce over recent months.

slightly greater reserve restraint or The Federal Open Market Committee
slightly lesser reserve restraint mighiseeks monetary and financial conditions that
be acceptable during the intermeetinq\/i_” foster price stability and promote sus-
period. The reserve conditions contemtainable growth in output. In furtherance

. : f these objectives, the Committee at its
plated at this meeting were expected tﬁ%eeting in February established ranges for

be consistent with some moderation ifyrowth of M2 and M3 of 1 to 5 percent and

the expansion of M2 and M3 over com-2 to 6 percent respectively, measured from

ing months. the fourth quarter of 1996 to the fourth quar-
The Federal Reserve Bank ofter of 1997. The monitoring range for growth

: : of total domestic nonfinancial debt was set at
New York was authorized and dlrected3 to 7 percent for the year. The behavior of

until instructed otherwise by the Com-y,e" monetary aggregates will continue to be
mittee, to execute transactions in thevaluated in the light of progress toward
System Account in accordance with theprice level stability, movements in their
following domestic policy directive: velocities, and developments in the economy
and financial markets.
In the implementation of policy for the
mediate future, the Committee seeks to
crease slightly the existing degree of pres-

The information reviewed at this meetingim
suggests that relatively strong economicm
growth has continued in the first quarterg "o reserve o

: positions. In the context of
Private nonfarm _ payroll employmentthe Committee’s long-run objectives for

increased substantially further in ‘]anua%rice stability and sustainable economic
ﬁqnede;ttJéua&{%/ ,5a3nd etri::%n(;l\i/rqlalznetgjrzea?‘lpl\?vﬁ rowth, and giving careful consideration to
! > P Y, conomic, financial, and monetary devel-

unchanged from its level in the second hal . :
of 19969.] Industrial production rose moder-Opments’ slightly greater reserve restraint

ately on balance in January and Februangr slightly lesser reserve restraint might
Nominal retail sales increased sharply fur-ﬁ acceptable in the intermeeting period.
ther over January and February after Jhe contemplated reserve conditions are
considerable advance in the fourth quartetXPected to be consistent with some modera-
Housing activity strengthened markedly ovefion In the expansion of M2 and M3 over
January and February, though much of th&°mMing months.

rise probably related to unusually favorable

weather. Recent data on orders and contracts Votes for this action: Messrs. Greenspan,
point to a further sizable gain in business McDonough, Broaddus, Guynn, Kelley,
fixed investment in the first quarter. The Meyer, Moskow, Parry, Mses. Phillips and
nominal deficit on U.S. trade in goods and Rivlin. Votes against this action: None.
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It was agreed that the next meeting of
the Committee would be held on Tues-
day, May 20, 1997.

The meeting adjourned at 12:20 p.m.

Donald L. Kohn
Secretary

After the meeting, the following press
release was issued:

The Federal Open Market Committee de-
cided today to tighten money market con-
ditions slightly, expecting the federal funds
rate to rise¥s percentage point to around
5Y%2 percent.

This action was taken in light of persisting
strength in demand, which is progressively
increasing the risk of inflationary imbalances
developing in the economy that would even-
tually undermine the long expansion.

In these circumstances, the slight firming
of monetary conditions is viewed as a pru-
dent step that affords greater assurance of
prolonging the current economic expansion
by sustaining the existing low inflation envi-
ronment through the rest of this year and
next. The experience of the last several years
has reinforced the conviction that low infla-
tion is essential to realizing the economy’s
fullest growth potential.

No change was made in the Federal
Reserve discount rate, which remains at
5 percent.

Meeting Held on
May 20, 1997

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 20, 1997, at 9:00 a.m.

Present:
Mr. Greenspan, Chairman
Mr. McDonough, Vice Chairman
Mr. Broaddus
Mr. Guynn
Mr. Kelley
Mr. Moskow
Mr. Meyer

Mr. Parry
Ms. Phillips
Ms. Rivlin

Messrs. Hoenig, Jordan, Melzer, and
Ms. Minehan, Alternate Members
of the Federal Open Market
Committee

Messrs. Boehne, McTeer, and Stern,
Presidents of the Federal Reserve
Banks of Philadelphia, Dallas, and
Minneapolis 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. Beebe, Eisenbeis, Goodfriend,
Hunter, Lindsey, Mishkin,
Promisel, Siegman, Slifman, 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 Simpson,
Associate Directors, Divisions of
Monetary Affairs and Research
and Statistics respectively, Board
of Governors

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

Mr. Conrad, First Vice President,
Federal Reserve Bank of Chicago

Messrs. Dewald, Hakkio, Ms. Krieger,
Messrs. Lang, Rosenblum, and
Sniderman, Senior Vice
Presidents, Federal Reserve
Banks of St. Louis, Kansas City,
New York, Philadelphia, Dallas,
and Cleveland respectively

Messrs. Cox, Rosengren, and Weber,
Vice Presidents, Federal Reserve
Banks of Dallas, Boston, and
Minneapolis respectively
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By unanimous vote, the Federal Opertosts, underlying price inflation was still
Market Committee approved the min-subdued.
utes of its meeting on March 25, 1997.  Private nonfarm payroll employment
The Manager of the System Operrose at a considerably reduced pace over
Market Account reported on recentMarch and April, and the average work-
developments in foreign exchange marweek dropped from an unusually high
kets. The Desk did not conduct anyrate in February and March to a more
transactions in foreign currencies fomormal level in April. The services
System Account during the period sincendustries recorded further large gains
the latest meeting on March 25, 1997jn employment in March and April, but
and thus no vote was required of thehe number of jobs in manufacturing
Committee. contracted in April and construction
The Manager also reported on develemployment declined in both March and
opments in domestic financial marketsApril. The civilian unemployment rate
and on System open market transactiorfell appreciably in April to 4.9 percent,
in government securities and federalnd the labor force participation rate
agency obligations during the periodedged down from the record high
March 25, 1997, through May 19, 1997 reached in March.
By unanimous vote, the Committee rati- Industrial production was unchanged
fied these transactions. in April after having recorded sizable
The Committee then turned to a disdincreases in March and other recent
cussion of the economic outlook and thanonths; declines in mining and manu-
implementation of monetary policy overfacturing were offset by a large rise in
the intermeeting period ahead. A sumutility output. The drop in manufactur-
mary of the economic and financialing production reflected a sharp decline
information available at the time of thein the output of motor vehicles and parts
meeting and of the Committee’s dis-that was largely related to the lagged
cussion is provided below, followed effects of strike activity in recent months.
by the domestic policy directive thatThe output of manufactured goods other
was approved by the Committee andhan motor vehicles and parts rose
issued to the Federal Reserve Bank ahoderately in April: the production
New York. of business equipment posted another
The information reviewed at this solid gain while the output of consumer
meeting suggested that the expansion @foods and construction supplies was
economic activity had slowed after hav-unchanged. The rate of utilization of
ing surged in late 1996 and earlier thismanufacturing capacity fell in April,
year. Consumer spending appeared to beflecting the decline in motor vehicle
increasing at a considerably slower paceutput, but it remained relatively high.
after the spurt in the first quarter, while Nominal retail sales were unchanged
business fixed investment remained o March and declined in April after
a strong uptrend, and the demand fohaving increased rapidly in earlier
housing seemed to be well maintainedmonths. Weaker sales of motor vehicles
Growth of labor demand had moderateaontributed to the overall sluggishness
somewhat from the rapid pace at thef retail activity in March and April,
beginning of the year, but labor marketdut spending on many other categories
remained tight and worker compensaef goods, both durable and nondurable,
tion appeared to be accelerating gradwalso was down over the two-month
ally. Despite the upward drift in labor period after having previously grown
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strongly. Expenditures on servicescomputers, and an upturn in imports
advanced further through March (latesbf semiconductors after four quarters of
available data) even though unseasorteclines. By contrast, exports of goods
ably mild weather held down outlays forand services rose only slightly in the
heating. While retail sales had slowedlanuary—February period; exports of
recently, the latest surveys indicated thaautomotive products were up sharply,
consumer sentiment had risen furthebut sizable increases in exports of
from an already markedly high level.  chemicals, computers, and semiconduc-
Housing activity in March and April tors were largely offset by declines in
was in line with that in other recentother nonautomotive trade categories.
months. Single-family housing startsRecent economic information on the
were unchanged in April after havingforeign G-7 countries, including some
declined in March. Starts for the two-preliminary indicators for the second
month period were only a little below quarter, suggested that the growth of
the average for 1996, and sales obutput had strengthened somewhat on
new homes remained at a very highaverage in these countries. Activity in
level in March (latest data). Multifamily continental Europe, though still weak,
starts rose considerably in April and onwas improving, while the economies of
average over March and April were aCanada, Japan, and the United Kingdom
little above the elevated level in theremained strong. Economic activity con-
fourth quarter. tinued to expand rapidly on average in
Business fixed investment expandedhe major developing countries in the
briskly in the first quarter. Outlays first quarter.
for producers’ durable equipment Recent data indicated that price infla-
rebounded after fourth-quarter weaktion remained moderate despite a
ness, and spending for nonresidentiggradual acceleration of labor costs.
structures posted another substantidhcreases in consumer prices were held
advance. Available indicators pointeddown in March and April by sizable
to further sizable gains in spendingdeclines in energy prices and a small
on both equipment and structures. Businet reduction in food prices. Consumer
ness inventory investment was upprices for items other than food and
considerably in the first quarter afterenergy advanced at a moderate rate over
having increased a relatively smallthe two months, and over the twelve
amount in the fourth quarter; howevermonths ended in April they increased
inventory—sales ratios for most industrythe same amount as in the previous
and trade groupings remained at verywelve months. Producer prices fell in
low levels. both March and April, reflecting large
The nominal deficit on U.S. trade indeclines in energy prices. Excluding
goods and services widened substarieod and energy, producer prices edged
tially on balance over January and Feblower in April after having risen a siz-
ruary from the temporarily depressedable amount in March. Core producer
rate in the fourth quarter of last yearprices increased considerably less over
and was about the same as the rate ihme twelve months ended in April than
the third quarter. A surge in importsover the previous twelve months. At
reflected a rebound in the importationearlier stages of production, producer
of automotive products from the strike-prices registered declines both in recent
reduced level of the fourth quarter, fur-months and for the twelve months ended
ther expansion in purchases of importedh April. An upward creep in the growth
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of labor costs was apparent in dataneeded to offset the reserve drains asso-
on the hourly compensation of privateciated with those tax payments.
industry workers; although the rise in Market interest rates generally posted
the first three months of 1997 wassmall mixed changes over the inter-
smaller than the increase in the fourthmeeting period. Most private short-term
guarter, the advance over the twelveates increased only a little in response
months ended in March was larger tharo the March policy action, which had
that over the previous twelve months. Abeen largely anticipated by market
similar but more pronounced patternparticipants. Intermediate- and long-
was evident in data on average hourlyerm yields rose over the early part
earnings for production or nonsuper-of the intermeeting period, responding
visory workers. mostly to incoming data suggesting that
At its meeting on March 25, 1997, thegrowth in aggregate demand and output
Committee issued a directive that calledemained strong; these increases were
for a slight increase in the degree ofsubsequently more than reversed, how-
pressure on reserve positions; the firmever, as later information indicated that
ing of policy was taken in light of economic growth was moderating and
continued rapid growth of aggregateprice inflation remained subdued and on
demand in the first quarter and the atterrews of an agreement to balance the
dant greater risk of heightened pressurdederal budget. Major indexes of stock
on resources and an upturn in inflationmarket prices fluctuated substantially
Although further policy tightening over the period but they rose consider-
might be needed at some point, thebly on balance.
Committee did not believe that devel- In foreign exchange markets, the
opments during the intermeeting periodrade-weighted value of the dollar in
were likely to require an adjustment,terms of the other G-10 currencies
and thus the directive did not includedeclined on balance over the intermeet-
a presumption about adjustments tang period. The movements of the dollar
policy during the intermeeting period.during the period roughly corresponded
The reserve conditions associated witho the fluctuations in intermediate- and
this directive were expected to be conlong-term U.S. interest rates; the dollar
sistent with some moderation in theadvanced strongly in April on growing
expansion of M2 and M3 over comingexpectations of a further firming of U.S.
months. monetary policy but more than retraced
Open market operations immediatelythat gain in May as the likelihood of
after the meeting on March 25 werefurther tightening waned. The dollar's
directed toward implementing theweakness in May also seemed to reflect
slightly firmer reserve conditions growing attention to the prospects for
desired by the Committee and therofficial intervention to restrain the dol-
maintaining those conditions over théear’'s rise, notably against the Japanese
remainder of the intermeeting periodyen and the German mark.
The federal funds rate averaged close to The growth of M2 and M3 remained
the higher intended level ofia percent. brisk over March and April. Much of
Open market operations were compliM2’s strength during this period resulted
cated during the period by extraor-from a temporary buildup by house-
dinarily large federal tax payments inholds of balances in savings accounts
April, which substantially increasedand money market mutual funds to
the volume of open market purchasesover unusually large tax payments. The
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rapid growth of M3 was associated notecent months pointed on balance to a
only with the bulge in M2 but also with marked slowing in the expansion of eco-
stepped-up issuance of large time depostomic activity from a very rapid pace
its to fund the expansion of bank creditin late 1996 and earlier this year. The
For the year through April, both aggre-extent of the reduced growth in the cur-
gates expanded at rates appreciablent quarter and the prospects for sub-
above the upper bounds of their respesequent quarters were subject to sub-
tive ranges for the year. The growthstantial uncertainty, but the members
of total domestic nonfinancial debt hadgenerally felt that the economy retained
moderated over recent months as a resudbnsiderable underlying strength. In the
of reductions in federal governmentcircumstances and assuming no changes
borrowing. from current financial conditions, the
The staff forecast prepared for thisindividual members saw likely prospects
meeting suggested that the economfor expansion over the forecast horizon
would expand in the second half of theat a pace close to, or a little above, the
year at a rate a little above that of itsestimated growth of the economy’s
estimated potential and then wouldong-run potential. Many noted, how-
increase at a slower and more sustairever, that high levels of consumer and
able rate in 1998. Growth of consumebusiness confidence and supportive
spending, supported by high levels ofinancial conditions among other factors
household wealth and further projecteduggested the possibility that growth
gains in employment and income, wasould turn out to be even faster. With
expected to remain fairly brisk over thethe utilization of productive resources,
forecast horizon. Business spending onotably labor, already at particularly
equipment and structures was anticihigh levels in relation to the economy’s
pated to continue to outpace the overalpotential, an outcome no stronger
expansion of the economy, though thehan current forecasts could well have
differential would tend to narrow over adverse implications for inflation. None-
time in conjunction with the gradual theless, the members also noted that the
diminution of increases in sales andise in compensation increases had been
profits that was expected to be assocdamped and that there continued to be
ated with moderating economic growthfew indications of accelerating price
Housing construction was projected tdnflation in the statistical and anecdotal
drift lower over coming quarters, partly information available at this time; such
in conjunction with the rise in mortgagedevelopments underlined persisting
interest rates that already had occurredncertainties about behavior in labor
but also in response to the smaller inmarkets and the level and growth of the
creases expected in household incomeconomy’s sustainable potential.
The staff continued to anticipate that In their review of developments in
fiscal policy and the external sectorkey sectors of the economy, members
would exert mild restraint on the expan-referred to favorable underlying factors
sion of economic activity. With resourcein the outlook for consumer spending.
utilization high and labor compensationThese included solid growth in con-
gradually accelerating, core consumesumer incomes, large increases in finan-
price inflation was forecast to drift cial wealth, and currently high levels
slightly higher. of consumer confidence. While more
In the Committee’s discussion, themoderate growth in consumer spending
members agreed that the information fofor durable goods seemed likely after
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an extended period of robust expansiorhoom reminiscent of the 1980s did not
these favorable factors suggested thappear to be under way.
the risks of a different outcome were Concerning the outlook for housing,
tited in the direction of faster-than- members referred to forecasts of a mild
projected expansion. On the negativelowntrend in residential construction
side, large consumer debts were stilassociated with the increases that had
viewed as likely to constitute an inhibit- occurred in mortgage interest rates. To
ing influence on consumer expendituresjate, however, there were few indica-
and many banking institutions hadtions of any weakening. Indeed, housing
tightened lending terms and conditionconstruction had been relatively robust
at least for their more marginal con-in the early months of the year, though
sumer borrowers. On balance, growththe strength probably was largely
in consumer expenditures at a somewhatccounted for by unusually favorable
reduced pace approximating that ofveather conditions and may have bor-
the expected expansion of disposableowed from building activity later in the
incomes appeared to be a reasonabiear. On balance, as evidenced by anec-
prospect, though one that was subject tdotal reports from some areas, various
considerable uncertainty. factors including ongoing growth in
Spending for business fixed investemployment and incomes, the availabil-
ment seemed to have retained a gooiy of financing on still generally favor-
deal of momentum even after the largable terms, and the associated afford-
increases in such expenditures in recertbility of housing for many homeowners
years. Clearly, businesses regardeseemed likely to provide continued
such investments as highly profitablesupport for this sector of the economy
and they appeared to be leading to gain®r some period of time.
in productivity that in turn were helping A surge in nonfarm business inven-
to offset rising compensation and totory investment accounted for a sub-
maintain profit margins in highly com- stantial portion of the acceleration in
petitive markets. In the circumstances, ibutput in the first quarter, and an antici-
appeared unlikely that growth in capitalpated moderation in the accumulation of
outlays would moderate appreciably forinventories was an important element in
some time. A number of members alsdorecasts of greatly reduced economic
referred to the increasing strength irgrowth in the current quarter. In keeping
nonresidential construction, notably thatvith business practices aimed at achiev-
of commercial structures, in severaling or maintaining lean inventory—sales
parts of the nation. Some referred irratios, inventory investment was pro-
particular to planned or actual construcjected to continue at a relatively sub-
tion of new office buildings in various dued pace in coming quarters. A number
locales; such activity was being stimu-of members expressed the view, how-
lated by declining vacancy rates, risingever, that stockbuilding represented an
rents, and a ready availability of financ-upside risk in the economic outlook,
ing. Likewise, a surge in tourism in at least in the nearer term. While there
a number of areas had resulted in aere some indications of efforts to pare
scarcity of hotel rooms and was spurringnventories in recent months, gener-
hotel construction in some major citiesally optimistic business sentiment and
Anecdotal reports of nonresidentialcurrently trim inventories in most indus-
building activity undertaken on a specu-ries might well foster efforts to accu-
lative basis had increased, but a buildingnulate stocks at a relatively rapid
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pace, especially if more-buoyant-thanpointed to relatively limited increases
anticipated sales were to stimulate an productivity seemed inconsistent
precautionary demand for inventories asvith strong profits as well as with anec-
had occurred in 1994. dotal reports of sizable gains associated
With regard to the outlook for infla- with widespread business restructuring
tion, members observed that increases iactivities and large additions of high-
prices had remained subdued despite thechnology equipment to an increasingly
rapid expansion in economic activityefficient capital stock. The ongoing
in recent quarters and the associatedevelopment and spreading adoption of
increase in pressures on already highlgutomated equipment along with the
utilized resources. The appreciation ofncreasing skills and other infrastructure
the dollar undoubtedly had helped toneeded to use it effectively appeared to
damp domestic inflation this year, andbe creating growing efficiencies or syn-
reported increases in consumer pricesrgies that were markedly enhancing
also had been held down to a margingbroductivity and enabling firms to hold
extent by an ongoing series of technithe line on prices and maintain high
cal adjustments to the consumer pric@rofit margins.
index. These were only partial explana- While these were welcome develop-
tions, however, and the members foundnents, members continued to express
it very difficult to account for the sur- concern that, perhaps sooner rather than
prisingly benign behavior of inflation in later, growing pressures on productive
an economy that had been operating ati@sources would be reflected in some
level approximating full employment— upturn in overall inflation. Although
indeed, possibly somewhat above susnost measures of labor compensation
tainable full employment in labor had been relatively favorable recently,
markets in the view of a number ofsuch measures had been displaying a
members, especially taking into considclear uptrend over a somewhat longer
eration the recent further decline in theperiod, and it seemed likely that, if
unemployment rate. On the basis othis trend continued, labor cost develop-
historical patterns, any overshooting oiments would at some point be reflected
full employment would be expectedmore fully in core measures of prices.
to generate rising inflation over time.Members commented that the timing
Although increases in labor compen-and extent of any upturn in price infla-
sation had been trending higher, thesgon would depend on growth of overall
pressures were muted and had natemand in the economy, but they also
shown through to prices. believed that expansion of demand in
Members focused on the possible roldine with their current expectations
of faster-than-reported increases in proeould induce a somewhat less favorable
ductivity as a key explanation for theinflation experience during coming
benign behavior of inflation in current quarters. However, recent developments
circumstances. Business firms had corhad underscored the fact that histori-
tinued to report robust profit margins incal experience was not a fully reli-
a period when competitive pressuresble guide to the prospective behavior
generally prevented them from raisingof prices; accordingly, the inflation out-
their prices, or raising them sufficiently,look remained subject to considerable
to pass on the increases that they wenencertainty.
experiencing in worker compensation. Inthe Committee’s discussion of pol-
Standard statistical measures thaty for the intermeeting period ahead,
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all but one of the members indicatedapparently solid momentum of the eco-
that they could support a proposal tnomic expansion. Indeed, the strength
maintain an unchanged policy stanceof investment demand, the ready avail-
although some also expressed a prefeability of financing, and possible favor-
ence for some tightening at this meetingable productivity gains argued that real
Those who endorsed a steady policy atates of interest would need to be higher
this time agreed that some tighteninghan historical norms to balance aggre-
might well be needed later to containgate demand and supply. The risk of
potentially rising inflation. For now, slightly lower economic growth needed
however, economic growth seemed tdo be compared with what they viewed
be slowing to a more sustainable pacegs the greater risk of losing ground
and the uncertainties surrounding theo inflation and thereby inhibiting the
extent of the slowing and the outlook forCommittee’s ability to reach its ultimate
inflation pointed to the desirability of a goal of price stability, a goal that all the
cautious approach to any policy tight-members viewed as necessary to achieve
ening, especially given the persistingnaximum sustainable economic growth
absence of a rising inflation trend inover time. Given the quiescence of infla-
current measures of prices. A number ofion and the uncertainties surrounding
members also observed that real intereds outlook, however, all but one of these
rates were not unusually low. Thus, thenembers could accept a wait-and-see
present stance of monetary policy probpolicy stance for now.
ably was not very far out of alignment With regard to possible adjustments
with what likely would prove to be a to policy during the intermeeting period,
desirable degree of restraint, therebwll the members supported a shift from
lessening any risk of large and persistthe symmetric directive that had been
ing imbalances that a delay in imple-adopted in conjunction with the policy
menting further restraint might incur.  tightening action at the March meeting
Members who preferred some tight-to an asymmetric directive tilted toward
ening, at least in the near term if nottightening. While such a bias did not
necessarily at this meeting, noted thahecessarily imply an intention to tighten
the Committee needed to weigh the riskpolicy during the weeks immediately
of having to implement a small degreeahead, it was consistent with the mem-
of restraint now versus considerablybers’ view that the risks were in the
more later if inflation were allowed direction of a potential need for some
to build momentum. Monetary policy tightening in monetary policy to counter
exerts its effects with a considerable lagrising inflationary pressures, and that
and a small but relatively prompt tight-they might be required to make such a
ening action would provide some fur-decision in the not-too-distant future.
ther insurance against an intensification At the conclusion of the Committee’s
of inflation. Such an outcome coulddiscussion, all but one member indi-
be seen as more likely now, given thecated that they supported a directive that
increased tightness in labor markets andalled for maintaining the existing
the possibility that relatively strong degree of pressure on reserve positions
growth would put added pressures ormand that included a bias toward the pos-
resources. Some of these members corsible firming of reserve conditions dur-
mented that the risk of a retarding effecing the intermeeting period. Accord-
on the economy from a small move atingly, in the context of the Committee’s
this time was quite limited in light of the long-run objectives for price stability
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and sustainable economic growth, andloth aggregates expanded at rates apprecia-
giving careful consideration to eco-bly above the upper bounds of their respec-
nomic, financial, and monetary devel-t've ranges for the year. Growth in total

. : omestic nonfinancial debt has moderated
opments, the Committee decided thagver recent months, reflecting reductions in

somewhat greater reserve restrairfderal government borrowing.

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 foster price stability and promote sus-

reserve conditions contemplated at thi%‘”able growth in output. In furtherance of

i ted to b isterpese objectives, the Committee at its meet-
meeting were expected to be consistenly ~in Fepruary established ranges for

with moderate growth of M2 and M3 growth of M2 and M3 of 1 to 5 percent and
over coming months. 2 to 6 percent respectively, measured from
The Federal Reserve Bank of Newthe fourth quarter of 1996 to the fourth quar-
York was authorized and directed, untilter of 1997. The monitoring range for growth
instructed otherwise by the CommitteeOf total domestic nonfinancial debt was set at

¢ te t i in the Svst 3 to 7 percent for the year. The behavior of
0 execute transactions In the SYySleMthe monetary aggregates will continue to be

Account in accordance with the follow- evaluated in the light of progress toward

ing domestic policy directive: price level stability, movements in their
velocities, and developments in the economy
and financial markets.

The information reviewed at this meeting In the implementation of policy for the
suggests that growth in economic activityimmediate future, the Committee seeks to
has slowed after surging in late 1996 andnaintain the existing degree of pressure on
earlier this year. Private nonfarm payrollreserve positions. In the context of the Com-
employment increased at a considerablynittee’s long-run objectives for price sta-
reduced pace over March and April, but thebility and sustainable economic growth, and
civilian unemployment rate fell appreciably giving careful consideration to economic,
to 4.9 percent in April. Industrial production financial, and monetary developments, some-
was flat in April following sizable gains what greater reserve restraint would or
over previous months. Nominal retail salesslightly lesser reserve restraint might be
were unchanged in March and declined iracceptable in the intermeeting period. The
April after a considerable advance in earliecontemplated reserve conditions are ex-
months. Housing activity in March and April pected to be consistent with some modera-
was little changed from other recent monthstion in the expansion of M2 and M3 over
Available indicators point to further sizable coming months.
gains in business fixed investment. The
nominal deficit on U.S. trade in goods and Votes for this action: Messrs. Greenspan,
services widened substantially in January— McDonough, Guynn, Kelley, Meyer,
February from its temporarily depressed rate Moskow, Parry, Mses. Phillips and Rivlin.
in the fourth quarter. Underlying price infla-  Vote against this action: Mr. Broaddus.
tion has remained subdued.

Market interest rates generally have posted ;
small mixed changes since the Committe Mr. Broaddus dissented because he

meeting on March 25, 1997: share IoricezJelieved that the st_rength of i_nvestment
in equity markets have risen considerablydemand, due possibly to an increase in
In foreign exchange markets, the tradethe trend growth rate of productivity,

weighted value of the dollar in terms of therequired somewhat higher real interest
other G-10 currencies declined on balanceates to prevent inflationary pressures

over the intermeeting period. .
Growth of M2 and M3 was brisk over from developing. He was concerned

March and April, boosted by a buildup in that, with the economy already operat-
household balances to cover unusually largg at a high level and labor markets
tax payments. For the year through April,apparently very tight, any increase in
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such pressures might be costly to reverse
and might reduce the credibility of the
Committee’s longer-run strategy of pro-
moting maximum sustainable growth by
fostering price level stability. He also
believed that the risk to the economy of
a moderate further tightening was small
given the apparent momentum of aggre-
gate economic activity.

It was agreed that the next meeting
of the Committee would be held on
Tuesday—Wednesday, July 1-2, 1997.

The meeting adjourned at 12:45 p.m.

Donald L. Kohn
Secretary

Meeting Held on
July 1-2, 1997

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, July 1, 1997, at 2:30 p.m.
and continued on Wednesday, July 2,
1997, at 9:00 a.m.

Present:
Mr. Greenspan, Chairman
Mr. McDonough, Vice Chairman
Mr. Broaddus
Mr. Guynn
Mr. Kelley
Mr. Moskow
Mr. Meyer
Mr. Parry
Ms. Phillips
Ms. Rivlin

Messrs. Hoenig, Jordan, Melzer, and
Ms. Minehan, Alternate Members
of the Federal Open Market
Committee

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. Beebe, Goodfriend, Hunter,
Lindsey, Mishkin, Promisel,
Siegman, Slifman, 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 Simpson,
Associate Directors, Divisions of
Monetary Affairs and Research
and Statistics respectively, Board
of Governors

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

Messrs. Reifschneidéand Smalk
Section Chiefs, Divisions of
Research and Statistics and
Monetary Affairs respectively,
Board of Governors

Mr. Sichel, Senior Economist, Division
of Research and Statistics, Board
of Governors

Mr. EImendorf4 and Ms. Garrett,
Economists, Division of Monetary
Affairs, Board of Governors

Mr. Lebow? and Ms. Lindnef,
Economists, Division of Research
and Statistics, Board of Governors

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

Messrs. Boehne, McTeer, and Stern, 4. Attended portions of meeting relating to the

Presidents of the Federal Reserve committee’s review of the economic outlook and
Banks of Philadelphia, Dallas, establishment of its monetary and debt ranges for
and Minneapolis respectively 1998.

5. Attended portion of meeting relating to price

Mr. Kohn, Secretary and Economist  measurement issues for monetary policy.
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Ms. Holcomb, First Vice President,  expansion slowed substantially in the
Federal Reserve Bank of Dallas  second quarter after having surged in
. late 1996 and earlier this year. Con-
Ms. i?g[g'ng,eézﬁiC?fgglsde’n'mﬂ(rlﬂ?‘ sumer speno_ling deceler_ated consider-
and Sniderman, Senior Vice ably, but business spending on durable
Presidents, Federal Reserve Bankgequipment increased substantially fur-
of Boston, St. Louis, Kansas City, ther and housing demand appeared to
New York, Philadelphia, have been well maintained. Employ-
Minneapolis, Dallas, and ment growth moderated recently, while
Cleveland respectively . . . ) o
industrial production continued to rise
Ms. Rosenbaum, Vice President, appreciably. Price inflation remained
Federal Reserve Bank of Atlanta subdued despite high rates of resource
utilization, notably that of labor.

By unanimous vote, the minutes of Private nonfarm payroll employment
the meeting of the Federal Open Marketose at a reduced pace in May after
Committee held on May 20, 1997, werehaving registered sizable advances over
approved. the first four months of the year. Job

The Manager of the System Opergrowth remained brisk in the services
Market Account reported on develop-sector despite a further drop in employ-
ments in foreign exchange markets sincenent at temporary help agencies that
the meeting on May 20, 1997. Theremight have reflected constraints on
were no System open market transadhe availability of workers for hire.
tions in foreign currencies during thisAlthough employment in construction
period, and thus no vote was required ofecovered in May from the weather-
the Committee. depressed level in April, the underlying

The Manager also reported on develgrowth in such jobs seemed to have
opments in domestic financial marketslowed. Employment in manufacturing
and on System open market transactionshanged little over April and May after
in government securities and federahaving increased moderately in the first
agency obligations during the periodquarter. The average workweek for pro-
May 20, 1997, through June 30, 1997duction or nonsupervisory workers was
By unanimous vote, the Committee rati-unchanged in May but was slightly
fied these transactions. below the average for the first quarter.

The Committee then turned to a dis-The civilian unemployment rate fell
cussion of the economic outlook, theslightly further to 4.8 percent in May.
ranges for the growth of money and debt Industrial production continued to
in 1997 and 1998, and the implemengrow briskly in May. Manufacturing
tation of monetary policy over the inter- output recorded a substantial gain and
meeting period ahead. A summary oimining production rose considerably;
the economic and financial informationhowever, cooler-than-average weather
available at the time of the meeting anded to a drop in utility output. Much
of the Committee’s discussion is pro-of the rise in manufacturing reflected a
vided below, followed by the domesticrebound in the production of motor vehi-
policy directive that was approved bycles and parts from strike-depressed
the Committee and issued to the Federddvels in April and strength in the out-
Reserve Bank of New York. put of business equipment, construction

The information reviewed at this supplies, and materials. With output
meeting suggested that the economigenerally keeping pace with the rapid
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expansion of factory capacity, the rateof capital goods also had been robust on
of utilization of manufacturing capacity balance. Recent data on orders pointed
remained at a relatively high level. to further brisk growth in coming
Personal consumption expendituresnonths. Nonresidential construction
in real terms, rose substantially in Mayactivity appeared to have eased recently,
after having changed little on balancewith construction-put-in-place slipping
over the preceding three months. Spendn March and April from the elevated
ing on services remained on a solidbace of the first two months of the year.
uptrend in May, while aggregate pur-However, other information suggested
chases of goods turned up after threthat the downturn might be shortlived:
months of lackluster spending onVacancy rates for office space had been
nondurable goods and motor vehiclesdeclining, prices for commercial real
The unusual weather patterns of latestate had been edging up, and recent
winter and early spring apparently haddata on contracts suggested that build-
a depressing effect on consumer expenng activity would improve in coming
ditures, especially for seasonal itemsmonths.
however, the combination of strong job Business inventory investment picked
gains, buoyant sentiment, and increaseap sharply in April from the slow pace
household net worth pointed to a posin March but, overall, stocks remained
sible resumption of more robust spendat a low level in relation to sales. In
ing by consumers. manufacturing, much of the increase in
Housing activity appeared to havestocks occurred in capital goods indus-
been generally well maintained in recentries in which production was expanding
months. Although housing starts werebriskly. In the wholesale sector, a sub-
down somewhat in May from the rela-stantial decline in stocks in April more
tively elevated average rate for the firsthan offset a sizable increase in March,
four months of the year, this slowingand the aggregate stock—sales ratio for
might have been, at least in part, théhe sector fell further over the March—
result of unusually mild winter weather April period. Retail inventories rose
that enabled an early start on springonsiderably in April, with notable
building activity. The latest information increases in stocks of apparel and gen-
on home sales suggested continued firreral merchandise. In a departure from
demand for single-family housing: Saleghe general downtrend of recent months,
of existing homes rose in May and werdnventory—sales ratios for most types of
among the highest monthly totals orretail establishments were up apprecia-
record, and sales of new homes in Apribly in April.
(latest data available) were down only The nominal deficit on U.S. trade in
a little from the brisk pace of earlier goods and services narrowed somewhat
months in the year. in April from a downward-revised aver-
Available information suggested fur-age rate in the first quarter. The value of
ther sizable gains in business fixedexports in April rose substantially from
investment. Shipments of nondefenséhe first-quarter level, led by increases in
capital goods edged higher in May aftelexports of machinery and aircraft. The
having posted large increases in earlievalue of imports also rose but less than
months of the year. Shipments of comthat of exports; imports were up in most
puters had been particularly strong thisrade categories except petroleum prod-
year in conjunction with rapidly falling ucts. Recent information suggested that,
prices, but shipments of other categoriesn average, economic activity in the
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major foreign industrial countries con-period. The reserve conditions associ-
tinued to grow at a moderate rate in theated with this directive were expected to
second quarter. Growth remained robudte consistent with moderate growth of
in Canada and the United Kingdom andvi2 and M3 over coming months.
was improving in Germany, France, and Open market operations were directed
Italy. Economic activity appeared tothroughout the intermeeting period
have flattened temporarily in Japan aftetoward maintaining the existing degree
an increase in the consumption tax irof pressure on reserve positions, and the
April. federal funds rate averaged close to the
Price inflation remained subdued. Fointended level of % percent. Most other
a third straight month, consumer pricesnarket interest rates declined somewhat
recorded only a slight increase in Mayon balance during the period. Market
Favorable developments in food andarticipants apparently concluded that
energy continued to hold down the overthe likelihood of further policy tighten-
all rise and accounted for a muching had decreased substantially in light
smaller advance in the index of pricesof incoming data that suggested slowing
of all consumer items over the twelvegrowth of final demand and continued
months ended in May than over thesubdued inflation. Share prices in equity
previous twelve months. The decline inmarkets rose considerably further.
core CPI inflation over the same time In foreign exchange markets, the
period was much less, though this meatrade-weighted value of the dollar in
sure of inflation also remained relativelyterms of the other G-10 currencies was
restrained. At the producer level, pricesip on balance over the intermeeting
of finished goods other than food andperiod; the advance occurred despite a
energy fell further in May and were smaller decline on average in long-term
little changed over the year ended thainterest rates abroad than in the United
month. At earlier stages of processingStates. The dollar rose appreciably
producer prices for intermediate materi-against the German mark and most other
als other than food and energy changedontinental European currencies amid
little over the year ended in May, andgrowing market concerns that there
producer prices at the crude levelwould be broad participation in the
advanced only slightly. The tight condi- European Monetary Union despite the
tions prevailing in labor markets werefact that the major European countries
associated with a somewhat largewould not be able to comply strictly
increase in average hourly earnings inwith the Maastricht fiscal standards and
the twelve months ended in May than inrelated expectations that the euro would
the year-earlier period. be a weak currency. In contrast, the dol-
At its meeting on May 20, 1997, thelar fell against the Japanese yen and the
Committee adopted a directive thatBritish pound; the yen moved up as
called for maintaining the existing markets focused more closely on recent
degree of pressure on reserve positionand prospective increases in Japan’s cur-
Because the members saw the potentiaént account surplus, and the pound
need for some tightening in monetarystrengthened in anticipation of further
policy to counter rising inflationary policy tightening by the Bank of
pressures, perhaps in the relativelfengland.
near term, the directive included a bias Expansion of M2 and M3 slowed
toward the possible firming of reservesharply in May in association with a
conditions during the intermeetingswing in household balances related
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to large tax payments; growth of M2economy, including widespread indica-
rebounded in June, but M3 acceleratetions of strength in business activity and
less. For the year through June, MZubdued inflation. After a surge in late
increased at a rate near the upper bourttb96 and earlier this year, the rate of
of its range for the year. Rapid growthexpansion had moderated considerably
of M3 over the first half of the year, in recent months, and the members gen-
partly in conjunction with robust expan-erally expected economic activity to
sion of bank credit, placed growthsettle into a pattern of growth over the
of this aggregate somewhat above thaext six quarters that would approxi-
upper bound of its range. The rate oimate the economy’s estimated output
increase in total domestic nonfinanciapotential. A major factor in that outlook
debt had been a little higher in recentvas their expectation of some decelera-
months; for the year to date, this aggretion in demands for consumer durables
gate had grown at a rate near the middland business plant and equipment in
of its range. light of the substantial buildup of such
The staff forecast prepared for thisassets that already had taken place in
meeting suggested that the economgecent years. However, given the under-
would expand at a pace somewhat abovging strength of the expansion, favor-
that of its estimated potential in the secable financial conditions, and the
ond half of the year but would slow to aabsence of major imbalances in the
rate of increase more in line with that ofeconomy, the risks of a different out-
potential in 1998. Growth of consumercome were judged to be in the direction
spending, supported by high levels obf somewhat faster growth than cur-
household wealth and further projectedently projected. The outlook for infla-
gains in employment and income, wagdion was subject to particular uncer-
expected to be relatively brisk for sometainty. Despite an economy that had
time. Business spending on equipmeribeen operating for a considerable period
and structures was anticipated to conat rates of resource utilization that were
tinue outpacing the overall expansiorvery close to, and by some estimates
of the economy, though the differentialsomewhat above, sustainable levels,
would tend to narrow in association withinflation had remained relatively low
the gradual diminution of increasesand indeed had declined on the basis of
in sales and profits that was expectedome broad measures of prices. Such an
to occur in the context of moderatingoutcome was very much welcome, but
economic growth. Housing constructionthe reasons for it were not completely
was projected to drift lower over theunderstood and appeared to include
forecast period. The staff anticipatedsome factors that might exert only
that fiscal policy and the external sectotemporary restraint on price increases.
would exert mild restraint on the expan-Consequently, continuing pressures on
sion of economic activity. With labor resources associated with economic
compensation gradually accelerating igrowth in line with the members’ cur-
the context of high resource utilization,rent forecasts could well be reflected in
core consumer price inflation was foreising inflation over time.
cast to drift slightly higher. In keeping with the practice at meet-
In the Committee’s discussion of cur-ings when the Committee sets its long-
rent and prospective economic developrun ranges for the money and debt
ments, members commented on the coraggregates, the members of the Commit-
tinuing exceptional performance of thetee and the Federal Reserve Bank presi-
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dents not currently serving as membersew highs. On the other hand, the accu-
provided individual projections of the mulation of consumer durables that had
growth in real and nominal GDP, theoccurred over the course of the current
rate of unemployment, and the rate otyclical advance was likely to exert
inflation for the years 1997 and 1998.a retarding influence on the rise in
The forecasts of the rate of expansiomonsumer spending. Other somewhat
in real GDP for 1997 as a whole had aestraining factors included the prospect
central tendency of 3 to%3 percent and of some softening in housing demand
for 1998 were centered on a range oand related purchases of household
2 to 2> percent. With regard to the goods and the already heavy debt repay-
growth of nominal GDP, most of the ment burdens of many consumers. Some
forecasts were in ranges of 5 t&5per- members also noted that a possible cor-
cent for 1997 and % to 5 percent for rection from the currently elevated lev-
1998. The civilian rate of unemploy-els of stock market prices could have
ment associated with these forecasts hatlverse effects on consumer sentiment
a central tendency of¥4 to 5 percentin and purchasing power. On balance,
the fourth quarters of both years. Projecgrowth in personal consumer expendi-
tions of the rate of inflation, as mea-tures was seen as likely to approximate
sured by the consumer price indexthe moderate rate of increase projected
pointed to a sizable moderation this yeamn overall domestic demand.
from the rate in 1996 and a partially The members viewed the prospects
offsetting rise in 1998, with prices of for further growth in business fixed
food and energy accounting for much ofinvestment as another important sup-
the swing. Specifically, the projectionsportive factor in the outlook for
converged on CPI inflation rates ofsustained economic expansion. Current
2Ys to 2% percent in 1997 and?2 to indicators pointed to the continuation of
3 percent in 1998. very rapid growth in such spending over
In their review of the outlook for eco- the near term, but some moderation was
nomic activity in major sectors of the likely over the course of coming quar-
economy, members referred to the gerters in conjunction with the projected
erally sluggish pace of retail sales inslowing in the increase of overall
recent months. It was noted, howeverdemand and the very large buildup in
that the slowdown was perhaps in parthe stock of capital that already had
an adjustment to very strong growth ofoccurred in recent years. Even so,
sales in previous months, and som@vestment spending was likely to be
members commented on anecdotal indielatively robust over the projection
cations of some pickup in recent weekshorizon in the context of continuing
More importantly, underlying trends andincentives to hold down production
fundamentals pointed to prospectivecosts in highly competitive markets and
growth in consumer expenditures at do take advantage of falling prices and
pace that was likely to continue to pro-wider applications for certain types of
vide key support for further moderatenew equipment, notably computer-
expansion in overall economic activity.related equipment. The ready availabil-
In particular, jobs and incomes had conity of both debt and equity finance
tinued to post sizable gains; further largen favorable terms, an upbeat outlook
increases in stock market prices hador sales in many industries, and gener-
raised wealth-to-income ratios sharplyally high profit levels were other posi-
and consumer optimism had risen tdive factors. The outlook for nonresi-



138 84th Annual Report, 1997

dential construction activity also seemed The members agreed that the risks to
to be relatively favorable. Memberstheir price forecasts were in the direc-
referred to declining vacancy rates andion of higher inflation, given already
rising rents for commercial structureshigh levels of capacity use and their
in many parts of the country and notedexpectations of appreciable further eco-
that construction contracts for newnomic growth. Nonetheless, the rela-
office buildings and hotels recently hadively low inflation experienced despite
turned up on a nationwide basis aftea lengthy period of fully employed
a pause earlier this year. In sum, theesources suggested that the timing of
growth in business fixed investmenta potential upturn in inflation—indeed
seemed likely to continue to outpacewhether inflation would in fact pick
that of overall demand in comingup—could not be predicted with any
quarters. degree of confidence on the basis of past
Some restraint on aggregate demanhlistorical patterns. The reasons for the
would come from other sectors of thepersistence of a relatively benign infla-
economy—notably government spendtion performance in the current expan-
ing, net exports, housing, and perhapsion were not fully understood. They
business inventories. None of these fadncluded some temporary factors such
tors seemed likely to exert a substanas the effect of the rise in the dollar on
tially negative effect, but in total they import prices and the restraint on health
were expected to help keep the pace afare costs. More fundamentally, they
the expansion close to the estimated raggresumably also involved the favorable
of increase in the economy’s potentiakffects on production costs of wide-
over coming quarters. spread business restructurings and the
During the course of the Committee’slarge volume of investment in more pro-
discussion, many of the members comductive technology in recent years, the
mented on the persistence of an impresmpact of both factors on the job secu-
sively benign inflation performancerity concerns of workers and their will-
despite widespread indications of veryingness to accept reduced increases
high, and by some measures increasing) compensation, and the effects of an
levels of capacity use. Indeed, mostntense degree of competition among
broad measures of prices pointed to suldomestic and foreign producers in U.S.
dued or even declining inflation, and itmarkets. With regard to the possibility
was difficult to find evidence of rising that more robust productivity increases
inflation pressures in “pipeline” price would be holding down production
data or the wage structure. The memberosts, it was noted that a surge in eco-
anticipated that inflation as measuredomic activity, such as had occurred in
by the consumer price index wouldlate 1996 and early 1997, tended to be
decrease appreciably over 1997 as accompanied by above-trend gains in
result of favorable developments in theproductivity. A slower pace of economic
food and especially the energy sectorgrowth in the second quarter and beyond
of the economy and declining importmight provide an opportunity to assess
prices associated with the previousvhether productivity increases were on
appreciation of the dollar. These posia clear uptrend and could help to explain
tive influences would wane over time,the favorable behavior of prices over an
however, and consumer prices werextended period. In any event, it was too
likely to rise at a somewhat faster pacesarly to reach any firm conclusion on
in 1998. this issue or the broader question of
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whether or when a rise in inflation mightditions in the period ahead, but instead
materialize under anticipated economicould be viewed as anchors or bench-
conditions. marks for money growth that would be
The members also discussed a stafissociated with approximate price sta-
study of the relative performance ofbility and sustained economic growth,
various price indexes as measures aissuming behavior of velocity in line
inflation. Members noted that mostwith historical experience. Accordingly,
broad measures of inflation moveda reaffirmation of those ranges would
together over extended periods of timeynderscore the Committee’s commit-
but they did not always do so over shorment to a policy of achieving price sta-
intervals. Differences in construction,bility over time, and in the view of at
coverage, and other factors meant thdeast some members, higher ranges
none of the individual measures wasould raise questions in this regard.
clearly superior in assessing general Over the past few years, in contrast to
inflation trends, and several membergarlier in the 1990s, the behavior of the
commented that all measures needed troad aggregates, especially that of M2,
be monitored. in relation to nominal GDP and short-
In keeping with the requirements ofterm interest rates had displayed a pat-
the Full Employment and Balancedtern that was in line with historical
Growth Act of 1978 (the Humphrey—norms before the 1990s. The members
Hawkins Act), the Committee at thisviewed this as an encouraging develop-
meeting reviewed the ranges for growthment in that it raised the possibility of
of the monetary and debt aggregates thaftiving more weight at some point to the
it had established in February for 1997performance of these aggregates as use-
and it decided on tentative ranges foful indicators in formulating monetary
those aggregates for 1998. The currergolicy. However, the period of more pre-
ranges set in February for the periodiictable M2 and M3 behavior was still
from the fourth quarter of 1996 to therelatively brief, and such behavior had
fourth quarter of 1997 were unchangeaccurred at a time of generally settled
from the ranges for 1996 and includedconditions in financial markets and the
expansion of 1 to 5 percent for M2 andoverall economy. The prospective per-
2 to 6 percent for M3. An unchangedformance of these aggregates in periods
range of 3 to 7 percent also was set iof rapid changes in financial and eco-
January for growth of total domesticnomic conditions was still an open ques-
nonfinancial debt in 1997. tion, and in light of the uncertainties that
All the members favored retaining thewere involved the members concluded
current ranges for this year and extendthat it would be premature to place
ing them on a provisional basis to 1998increased reliance on them in the con-
They anticipated that growth of M2 duct of policy. Accordingly, the Com-
probably would continue at rates in themittee decided that despite projected
upper part of its current range in bothgrowth of M2 and M3 at rates in the
years and that of M3 at rates approxivicinity of the upper limits of the current
mating or even slightly above the upperanges, prevailing uncertainties made
bound of its range, given the Commit-it desirable to retain those ranges as
tee’s expectations for the performancéenchmarks for the achievement of price
of the economy and prices. The currenstability rather than to establish higher
ranges were not expected to be guidemnges that seemed more likely to cap-
to money growth under anticipated conture expected outcomes. In the circum-
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stances, any tendency for growth of theainable growth in output. In furtherance of

monetary aggregates to move outsidg'lese objectives, the Committee reaffirmed

the Committee’s ranges would not inat this meeting the ranges it had established
. . . in February for growth of M2 and M3 of 1 to
itself call for a policy adjustment but 5 percent'and 2 to 6 percent respectively,

would continue to be interpreted in themeasured from the fourth quarter of 1996
context of a broad range of business antb the fourth quarter of 1997. The range for
financial developments bearing on tha@rowth of total domestic nonfinancial debt

; as maintained at 3 to 7 percent for the year.
gzzi%enﬁsve performance of the 0V(:'Iral‘glor 1998, the Committee agreed on tentative

. _-ranges for monetary growth, measured from
The Committee members were unanithe fourth quarter of 1997 to the fourth quar-
mously in favor of retaining the currentter of 1998, of 1 to 5 percent for M2 and 2 to
range of 3 to 7 percent for growth of6 percent for M3. The Committee provision-
total domestic nonfinancial debt in 199780 . 8¢, S CrtE T Lt at 310 7 per
a_nd exten_dlng that range on a provic ent for 1998. The behavior of the monetary
sional basis to 1998. They took aCCOungggregates will continue to be evaluated
of a staff projection indicating that in the light of progress toward price level
growth of the debt aggregate was likelystability, movements in their velocities, and
to slow somewhat from its pace in 1995developments in the economy and financial

and 1996, reflecting a small reduction ifmarkets.

the expansion of federal government Vi : .

debt. According to the staff broiection otes for this action: Messrs. Greenspan,
, g proj ' McDonough, Broaddus, Guynn, Kelley,

growth in the debt measure would be Meyer, Moskow, Parry, Mses. Phillips and

near the midpoint of the existing range Rivlin. Votes against this action: None.

over the period through 1998.

At the conclusion of this discussion, Inthe Committee’s discussion of pol-
the Committee voted to reaffirm theicy for the intermeeting period ahead, all
ranges for growth of M2, M3, and total the members favored or could support a
domestic nonfinancial debt that it hadproposal to maintain an unchanged pol-
established in February for 1997. Foicy stance, and they strongly supported
the year 1998, the Committee approvethe retention of a bias toward restraint.
provisional ranges for the three aggreAn unchanged policy seemed appro-
gates that were unchanged from theriate with inflation still quiescent and
1997 ranges. In keeping with its usuabusiness activity projected to settle into
procedure under the Humphrey-a pattern of moderate growth broadly
Hawkins Act, the Committee would consistent with the economy’s long-run
review its preliminary ranges for 1998output potential. While the members
early next year, or sooner if interimassessed risks surrounding such a fore-
conditions warranted, in light of their cast as decidedly tilted to the upside, the
growth and velocity behavior and ongo-slowing of the expansion should keep
ing economic and financial develop-resource utilization from rising substan-
ments. Accordingly, the Committeetially further, and this outlook together
voted to incorporate the following state-with the absence of significant early
ment regarding the 1997 and 199&igns of rising inflationary pressures
ranges in its domestic policy directive: suggested the desirability of a cautious

“wait and see” policy stance at this

The Federal Open Market CommitteePOiNt. In the current uncertain environ-
seeks monetary and financial conditions thaent, this would afford the Committee
will foster price stability and promote sus-an opportunity to gauge the momentum
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of the expansion and the related degrefstering a continuation of sustainable
of pressure on resources and prices. Thgrowth of the economy, it would be
risks of waiting appeared to be limited,desirable to tighten on the basis of early
given that the evidence at hand did nosigns of potentially intensifying infla-
point to a step-up in inflation despitetion and before higher inflation actually
low unemployment and that the currenmaterialized.
stance of monetary policy did not seem At the conclusion of the Committee’s
to be overly accommodative, at least ordiscussion, all the members indicated
the basis of some measures such as tlieat they could support a directive
level of real short-term interest rates. Inthat called for maintaining the existing
these circumstances, any tendency fategree of pressure on reserve positions
price pressures to mount was likely toand that retained a bias toward the pos-
emerge only gradually and to be reverssible firming of reserve conditions dur-
ible through a relatively limited policy ing the intermeeting period. Accord-
adjustment. Some members commentedhgly, in the context of the Committee’s
however, that in the absence of unanticitong-run objectives for price stability
pated weakness in the economy, somand sustainable economic growth, and
tightening of policy was likely to be giving careful consideration to eco-
needed in the relatively near future, anchomic, financial, and monetary devel-
one expressed the view that a tighteningpments, the Committee decided that
action at this meeting seemed desirablsomewhat greater reserve restraint
to forestall or limit the risks of intensi- would be acceptable and slightly lesser
fying inflationary pressures. However,reserve restraint might be acceptable
waiting was an acceptable alternativaluring the intermeeting period. The
given the favorable economic news andeserve conditions contemplated at this
the persisting uncertainties surroundingneeting were expected to be consistent
the relationship of output to prices. with moderate expansion in M2 and M3
In their discussion of possible adjust-over coming months.
ments to policy during the intermeeting The Federal Reserve Bank of New
period, all the members indicated thatrork was authorized and directed, until
they wanted to retain the existing asyminstructed otherwise by the Committee,
metry toward restraint adopted at thdo execute transactions in the System
May meeting. An asymmetric directive Account in accordance with the follow-
was consistent with their view that theing domestic policy directive:
risks clearly were in the direction of
excessive demand pressures in the econ-The information reviewed at this meeting
omy and an associated upward trenduggests that the economic expansion slowed
in inflation. Such a bias in the directivesubstantially in the second quarter after surg-

; ing in late 1996 and earlier this year. Private
also would serve the purpose of Slgnalnonfarm payroll employment increased at a

ing the Committee’s ongoing commit- o ,ced pace in May, but the civilian unem-
ment to curb inflation in the interestployment rate fell slightly further to 4.8 per-

of fostering maximum sustainable eco-<cent. Industrial production registered another
nomic growth and employment. Thesizable gain in May. Personal consumption
members agreed that the current envgxpenditures, in real terms, rose substantially

- . In May after having changed little over
ronment called for careful monltorlngthe preceding three months. Housing activity

of developments and for prompt action,ppears to have been well maintained in
by the Committee if needed to countefrecent months. Available indicators point to

rising inflation. Indeed, in the interest offurther sizable gains in business fixed invest-
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ment. The nominal deficit on U.S. tradereserve positions. In the context of the
in goods and services narrowed somewhdaommittee’s long-run objectives for price
in April from its downward-revised average stability and sustainable economic growth,
rate in the first quarter. Price inflation hasand giving careful consideration to eco-
remained subdued. nomic, financial, and monetary develop-
Market interest rates generally havements, somewhat greater reserve restraint
declined somewhat since the day before theould or slightly lesser reserve restraint
Committee meeting on May 20, 1997; sharenight be acceptable in the intermeeting
prices in equity markets have risen considperiod. The contemplated reserve conditions
erably further. In foreign exchange marketsare expected 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 was up
slightly on balance over the intermeeting Votes for this action: Messrs. Greenspan,
period. McDonough, Broaddus, Guynn, Kelley,
Growth of M2 and M3 fluctuated sharply ~ Meyer, Moskow, Parry, Mses. Phillips and
from April to May in association with a  Rivlin. Votes against this action: None.
swing in household balances related to

large tax payments; on balance, both aggre- :
gates expanded at a moderate pace ov ; ltwas agreed that the next meeting of

the two months, and available data pointed® Committee would be held on Tues-

to further moderate growth in June. For theday, August 19, 1997.

year through June, M2 expanded at a rate The meeting adjourned at 11:55 a.m.
near the upper bound of its range for then July 2.

year and M3 at a rate somewhat above

the upper bound of its range. Total domestic

nonfinancial debt has continued to expand Donald L. Kohn
in recent months and is near the middle of Secretary
its range.

The Federal Open Market Committee
seeks monetary and financial conditions thaMeeting Held on
will foster price stability and promote sus-
tainable growth in output. In furtherance ofAUgUSt 19, 1997
these objectives, the Committee reaffirmegh meeting of the Federal Open Market
at this meeting the ranges it had establisheg o mmittee was held in the offices of

in February for growth of M2 and M3 of 1 to
5 percent and 2 to 6 percent respectively}he Board of Governors of the Federal

measured from the fourth quarter of 1996 tdReserve System in Washington, D.C.,
the fourth quarter of 1997. The range foron Tuesday, August 19, 1997, at
growth of total domestic nonfinancial debt9:00 a.m.

was maintained at 3 to 7 percent for the year.

For 1998, the Committee agreed on tentativeresent:

ranges for monetary growth, measured from Mr. Greenspan, Chairman

the fourth quarter of 1997 to the fourth quar- Mr. McDonough, Vice Chairman

ter of 1998, of 1 to 5 percent for M2 and 2 to Mr. Broaddus

6 percent for M3. The Committee provision- Mr. Guynn

ally set the associated range for growth of Mr. Kelley

total domestic nonfinancial debt at 3 to 7 per- Mr. Moskow

cent for 1998. The behavior of the monetary ~ Mr. Meyer

aggregates will continue to be evaluated Mr. Parry

in the light of progress toward price level Ms. Phillips

stability, movements in their velocities, and Ms. Rivlin

developments in the economy and financial

markets. ) _ Messrs. Hoenig, Jordan, Melzer, and
In the implementation of policy for the Ms. Minehan, Alternate Members
immediate future, the Committee seeks to of the Federal Open Market

maintain the existing degree of pressure on Committee
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Messrs. Boehne, McTeer, and Stern, By unanimous vote, the minutes of
Presidents of the Federal Reservethe meeting of the Federal Open Market

Banks of Philadelphia, Dallas, and : _
Minneapolis respectively Committee held on July 1-2, 1997, were

approved.
Mr. Kohn, Secretary and Economist By unanimous vote, the Committee
Mr. Bernard, Deputy Secretary elected Mr. Stephen G. Cecchetti of the
Mr. Coyne, Assistant Secretary Federal Reserve Bank of New York as
Mr. Gillum, Assistant Secretary Associate Economist to serve until the

Mr. Mattingly, General Counsel
Mr. Prell, Economist
Mr. Truman, Economist

election of his successor at the first
meeting of the Committee after Decem-
ber 31, 1997. It was understood that
Messrs. Beebe' Cecchetti’ Goodfriendlin the event Of the discontinuance Of

Eisenbeis, Lindsey, Promisel, his official connection with the Fed-
Siegman, Slifman, and Stockton, eral Reserve Bank of New York, he
Associate Economists would cease to have any official con-

nection with the Federal Open Market

Mr. Fisher, Manager, System Open

Market Account Committee.

The Manager of the System Open
Mr. Ettin, Deputy Director, Division of Market Account reported on develop-
Research and Statistics, Board of ments in forelgn exchange markets since

Governors the meeting in early July. There were
) ) no System open market transactions in
Messrs. Madigan and Simpson, foreign currencies during this period,

Q%Snoect';‘rtg E&;eiﬁ:sto;ﬁa%\g;cglihof and thus no vote was required of the

and Statistics respectively, Board Committee.
of Governors The Manager also reported on devel-
opments in domestic financial markets
Ms. Low, Open Market Secretariat ~ and on System open market transactions
Assistant, Division of Monetary i government securities and federal
Affairs, Board of Governors agency obligations during the period
Ms. Strand, First Vice President, July 2, 1.997’ through August 1.8’ 1997.'
Federal Reserve Bank of By unanimous vote, the Committee rati-
Minneapolis fied these transactions.
The Committee then turned to a dis-
Messrs. Lang, Rolnick, Rosenblum,  cussion of the economic outlook and the
and Sniderman, Senior Vice implementation of monetary policy over
Efrgsr:ﬁggéslbﬁigd%ﬁ:n%%%%ﬁ/se Bankghe intermeeting period ahead. A sum-
Dallas, and Cleveland respei:tively.m":lry Of. the economic anq financial
information available at the time of the

Messrs. Gavin, Kahn, and meeting and of the Committee’s dis-
Ms. Perelmuter, Vice Presidents, cussion is provided below, followed by
Federal Reserve Banks of the domestic policy directive that was
St. Louis, Kansas City, and approved by the Committee and issued
New York respectively to the Federal Reserve Bank of

New York.

Ms. Little and Mr. Sullivan, Assistant : . . .
Vice Presidents, Federal Reserve 1 N€ information reviewed at this

Banks of Boston and Chicago meeting suggested that economic activ-
respectively ity was expanding moderately. Growth
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in consumer spending had picked uppreceding three months. Sales at auto-
after having slowed sharply in earlymotive dealers rebounded in June and
spring, business purchases of durabléuly following substantial weakness in
equipment were still on a strong upwardearlier months, and expenditures at non-
trend, and housing demand seemed tdurable goods stores also strengthened.
have been well maintained. The overalBy contrast, sales at non-automotive
rise in production had been held dowrdurable goods outlets were unchanged
recently by supply disruptions in theover June and July. The pickup in
motor vehicles industry, but employ-consumer spending occurred against a
ment had continued to expand at dackdrop of further strong gains in
strong pace and the unemployment ratemcomes and household net worth. In
was at a low level. Increases in laborddition, credit was readily available to
compensation had remained moderatmost consumers, although lenders con-
even though labor markets were tighttinued to tighten terms for marginal
and price inflation was still subdued.  borrowers. Total private housing starts
Private nonfarm payroll employmentwere unchanged in July after having
rose sharply in July after a June increaseebounded in June from a May decline.
that was below the average for earlieData on home sales in recent months
months of the year. The step-up in jobcontinued to suggest that demand for
growth in July reflected substantiallysingle-family housing was still relatively
larger job gains in business serviceshuoyant.
retail trade, and the finance, insurance, Real business fixed investment
and real estate industries. A smalincreased substantially further in the
decline in manufacturing jobs roughlysecond quarter, reflecting a broad-based
offset slightly higher employment in surge in spending on producers’ durable
construction. The civilian unemploy- equipment. Real outlays for office and
ment rate, at 4.8 percent in July,computing equipment continued to grow
matched its low for the current eco-rapidly as prices of personal computers
nomic expansion. and networking equipment remained on
Industrial production increased rela-a steep downtrend. Spending for com-
tively slowly in July after having munications equipment grew at a slower
advanced at a fairly brisk pace over thgace in the second quarter, but recent
first half of the year. The July slowdownorders for such equipment pointed to
reflected a temporary drop in motorlarger increases in the current quarter.
vehicle assemblies partly associatetlonresidential construction activity was
with work stoppages at a major automosluggish in the second quarter. While
tive manufacturer. Outside the motoravailable information on construction
vehicles sector, the output of businessontracts suggested little improvement
equipment and consumer durable goods building activity in coming months,
rose strongly while the production ofprices for commercial real estate had
consumer nondurables weakened fumrisen slightly and vacancy rates had
ther. Factory capacity increased a littledeclined.
more than production in July, and the Nonfarm business inventories in-
utilization of total manufacturing capac-creased rapidly in the second quarter,
ity slipped to its lowest level since lastbut there were few signs of inventory
autumn. imbalances. In June, the pace of
Retall sales rose briskly in June andnventory investment in manufacturing
July after having changed little over theslowed from the rapid average rate for
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April and May, and the inventory— ther drop in food prices. Prices of fin-
shipments ratio for the sector was atshed goods other than food and energy
a very low level. In wholesale trade,were unchanged over the twelve months
stocks rose sharply in June after littleended in July. At earlier stages of pro-
net change over the two previousduction, producer prices for core inter-
months. Despite the June increase, thmediate materials rose slightly over the
stock—sales ratio was at the middle of ityear ended in July and prices of core
relatively narrow range of the past yearcrude materials increased by a larger
At the retail level, the rise in inventoriesamount over the same period. Growth
in June retraced only part of the Mayin hourly compensation of private indus-
decline; the inventory—sales ratio for thery workers picked up somewhat in
sector also was near the middle of itshe second quarter, but the rise in com-
range for the last year. pensation over the year ended in June

The nominal deficit on U.S. trade inmatched the advance over the com-
goods and services was slightly smalleparable year-earlier period. Average
on balance over April and May than thehourly earnings of production and non-
downward-revised average rate in thesupervisory workers were unchanged
first quarter. Measured against theiin July, and the rise in such earnings
first-quarter levels, the value of exportecbver the twelve months ended in July
goods and services grew more than thalso was the same as in the year-earlier
value of imports over the April-May period.
period. The largest increases in exports At its meeting on July 1-2, 1997, the
were in machinery and aircraft andCommittee adopted a directive that
parts, while the biggest gains in importscalled for maintaining the existing
were in consumer goods, computers, andegree of pressure on reserve positions.
capital goods other than computers. Th8ecause the Committee continued to see
available information suggested that ira potential need for some tightening of
recent months economic activity hadmonetary policy to counter rising infla-
expanded further in all the major for-tionary pressures, the directive included
eign industrial countries except Japana bias toward a possible firming of
Growth continued to be robust in Can-reserve conditions during the intermeet-
ada and the United Kingdom and apparing period. The reserve market condi-
ently remained moderate in France antions associated with this directive were
Germany. Economic activity in Japanexpected to be consistent with moderate
had slowed after a rise in that country’sgrowth of M2 and M3 over coming
consumption tax in April. months.

Consumer price inflation picked up Open market operations were directed
slightly in July from the slow pace throughout the intermeeting period
in each of the previous four months; aoward maintaining the existing degree
small decline in energy prices offset aof pressure on reserve positions, and the
further increase in food prices. Theaverage federal funds rate for the period
index for items other than food andwas at the Committee’s intended level
energy rose in July at the same low ratef 5% percent. Most other market
recorded for both the first six months ofinterest rates declined further on balance
1997 and the twelve months ended irover the period in an atmosphere of
July. At the producer level, prices ofgreater volatility in financial markets.
finished goods edged down for a sevihe net decline in market rates seemed
enth consecutive month, reflecting a furto have reflected a judgment by market
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participants that the outlook for inflation June. M3 surged in July, however, as
had improved slightly on balance andheavy volumes of large time deposits
that the likelihood of any tightening of were issued by U.S. branches of foreign
monetary policy in coming months hadbanks to pay down borrowings from
receded a little further. Share pricegheir overseas offices and by domestic
in equity markets increased on balancéanks to counter the runoff of gov-
over the period. ernment deposit accounts; the latter two
In foreign exchange markets, thesources of funds are not included in M3.
trade-weighted value of the dollar inFor the year through July, M3 expanded
terms of the other G-10 currencies rosat a rate appreciably above the upper
significantly on balance over the inter-bound of its range. Total domestic non-
meeting period. The appreciation of thdinancial debt had continued to expand
dollar was uneven against the currencieim recent months at a rate near the
of the major foreign industrial countries.middle of its range.
The dollar’'s substantial increase against The staff forecast prepared for this
the German mark and other continentameeting suggested that the expansion of
European countries reflected both théhe economy would be damped in the
continuing favorable developments insecond half of the year by a slowing of
the U.S. economy and persisting markeinventory accumulation from the unsus-
concerns that difficulties faced by thetainably brisk pace in the first half of
major European countries would lead tdhe year. In 1998, the economy would
policies that might detract from strengthexpand at a pace in line with the growth
in the euro. The dollar rose only slightlyof its estimated potential. Growth of
against the yen. That currency cameonsumer spending, supported by high
under downward pressure in reaction tdevels of household wealth and projected
incoming data suggesting a somewhaturther gains in employment and in-
greater-than-expected falloff in demandome, was expected to be relatively
following the recent increase in the con-risk over the forecast horizon. Business
sumption tax, but the release of the Junspending on equipment and structures
current account surplus late in the interwas anticipated to continue to outpace
meeting period rekindled market con-the overall expansion of the economy,
cerns about Japanese external balancd#®ugh the differential would tend to
and led to some appreciation of the yennarrow over time in association with the
M2 expanded at a moderate pace ovegradual diminution of increases in sales
June and July after having fluctuatedand profits that was expected in conjunc-
sharply in April and May as a result of tion with moderating economic growth.
tax-related flows. Data for early AugustHousing construction was projected to
suggested a somewhat faster rate of Marift lower over the forecast horizon.
growth in association with heavierThe staff anticipated that the external
inflows to retail money funds; the lattersector would exert some mild restraint
might have been related to heightenedn the expansion of economic activ-
demand for liquidity as a result ofity. With labor compensation gradually
recently higher volatility in bond and accelerating in the context of higher
equity markets. For the year throughresource utilization, core consumer price
July, M2 expanded at a rate near thénflation was forecast to drift slightly
upper bound of its range. M3 also fluc-higher.
tuated sharply over April and May and The Committee’s discussion of cur-
grew at a relatively moderate rate inrent and prospective economic develop-
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ments highlighted statistical and anecrate of inventory investment would have
dotal evidence of a solid economicto be reined in if an overhang were to be
performance, including indications of aaverted. A concern in this regard was
rebound in final demand after a lull dur-that the apparent upturn in final demand,
ing the spring and the persistence oparticularly if it proved to be somewhat
relatively subdued, and by some meastronger than currently expected, and
sures declining, inflation. Growth inrelated business optimism about sales
consumer spending had slowed sharplyrospects might well result in a further
and a surge in inventory accumulatiorbuildup of inventories at a relatively
had accounted for much of the expanrapid rate. While such a development
sion of economic activity in the secondwas not viewed as the most likely out-
quarter. Looking ahead, the membersome and, indeed, less-than-projected
did not believe that recent develop-strength in the inventory sector could
ments had altered the prospect that theot be ruled out, relatively rapid inven-
economy would settle into a patterntory accumulation in the context of
of moderate growth approximating itspersisting above-trend growth in final
potential. Such a forecast was subjeaiemand would generate additional pres-
to considerable uncertainty, and sevsure on resources and heighten the risks
eral members observed that the riskef accelerating inflation.
appeared to be mostly in the direction of With regard to the prospects for final
stronger growth in demand. With regarddemand in key sectors of the economy,
to the outlook for inflation, widespread members noted that the appreciable
evidence of very tight labor markets wasebound in consumer spending followed
associated with scattered indications tha weak second quarter, and some mod-
the rise in labor compensation might beeration in the growth of such spend-
accelerating, but overall labor costs haihg was likely later this year and in
remained relatively damped and pricel998. Even so, favorable prospects for
inflation restrained. Gains in produc-employment and incomes and the large
tivity and muted increases in nonlabomgains that had occurred in financial
costs probably also were contributingwealth suggested that consumer expen-
to holding producer costs under goodlitures were likely to be well main-
control. Nonetheless, the membersained over the projection horizon. The
remained concerned about the risks dfigh level of consumer confidence
rising inflation, especially if somewhat-reported by consumer surveys was
faster-than-projected growth in eco-another supporting factor in this favor-
nomic activity were to occur and add toable outlook,
pressures on resources in an economy In the area of business fixed invest-
that already seemed to be operatingnent, a strong upward trend in outlays
close to, or perhaps even above, its suser new equipment was thought likely to
tainable potential. persist, notably in the computer-related
The uncertain prospects for inventoryand the telecommunications industries.
investment were a dominant factor inAnecdotal reports also pointed to appre-
the outlook for economic activity over ciable strength in commercial construc-
the nearer term. The accumulation ofion activity, including office structures,
inventories had been unusually highhotels, and warehouses in various parts
in the second quarter according to thef the country. Indeed, in some areas
available evidence. There was no broadonstruction activity was said to be lim-
sense of an undesired buildup, but théed only by shortages of qualified labor.
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Positive factors in the outlook for busi-ing appreciably less than would have
ness investment included the persistendeeen expected on the basis of past expe-
of a high level of profits, an accommo-rience under similarly tight labor market
dative financial climate, and the rapidconditions. Explanations tended to focus
obsolescence of high-tech equipmenbn the concerns about job security felt
There were, nonetheless, indications dby many workers, the muted rise in the
some moderation in commercial con-costs of worker benefits, notably for
struction activity in a number of areas,health care, and the increased use of
including reports of developing over-innovative and highly targeted methods
capacity of retail space in shoppingof compensation. With regard to the
centers. Spending for basic industriamarket pricing of goods, businesses
equipment also was likely to soften,tended to cite highly competitive condi-
given moderating growth in overall final tions across the nation that made it very
demand in line with current forecasts. difficult to raise prices and gave impe-
Housing activity continued to display tus to efforts to improve productivity.
considerable vigor in many parts of thelndeed, the available evidence suggested
nation as evidenced by available statisthat the profits of business concerns gen-
tics and anecdotal reports. The afforderally had continued to increase in the
ability of housing and the very largesecond quarter, implying that produc-
increases that had occurred in stock mativity had been rising at a pace that
ket wealth clearly were supportive fac-exceeded published estimates by a sig-
tors. Concurrently, however, there weraificant margin.
indications of slowing in residential Even though inflation had not acceler-
building activity in several areas. Onated, some signs were beginning to
balance, some moderation in housingmerge that wages and other labor costs
construction appeared likely over themight be experiencing increasing pres-
projection horizon in keeping with sure. These included some limited evi-
longer-term population and other trendslence that job security concerns might
affecting such construction. be diminishing and multiplying anec-
In the Committee’s discussion of thedotal reports of a less benign outlook for
prospects for inflation, members com-health care costs. Some members com-
mented that a number of factors couldnented that the outcome of the recent
be cited to explain the persistence ofabor negotiations involving a very large
relatively subdued inflation this yearpackage delivery firm might well be a
despite high levels of resource useharbinger of more militant labor negoti-
Among those factors were the appreciaating attitudes. Against this background,
tion of the dollar and its effects on pricesmembers expressed concern that a fur-
of imports and competing domesticther increase in labor utilization rates
products, a significant decline in worldcould put substantial upward pressures
oil prices, the relatively sluggish perfor-on wages that eventually would work
mance of many foreign economies thatheir way through to prices.
had tended to moderate prices of prod- In the Committee’s discussion of pol-
ucts traded in world markets, and relaicy for the intermeeting period ahead,
tively large grain harvests in the Unitedall the members endorsed a proposal to
States that had curbed pressures on foadaintain an unchanged policy stance.
prices. However, the underlying reason&/nderlying economic conditions and the
for the favorable price trends were notoutlook for economic activity and infla-
entirely clear. Labor costs were still ris-tion had changed little in recent months.
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The most likely outcome of the currentintermeeting period, they continued to
policy stance was growth near potentialiew the next policy move as more
and some pickup in inflation as thelikely to be in the direction of some
effects of special factors holding it downfirming than toward easing.
abated. For the present, monetary policy The members reviewed proposals for
appeared to be appropriately positionedewording the operational paragraph
to foster the Committee’s objectives ofof the directive for the purpose of updat-
resisting an intensification of inflation-ing and clarifying the description of
ary pressures while supporting a fullythe Committee’s instructions to the
employed economy. The level of realManager of the System Open Market
short-term interest rates was relativelyAccount and to conform the directive
high by historical standards and pro-wording with current public announce-
vided some assurance that the curremhent practices regarding the Commit-
stance of policy would not accommo-tee’s policy decisions. In particular, the
date a significant increase in underlyinglirective would in the future include
inflationary pressures. Nonetheless, thspecific reference to the federal funds
members remained concerned about thate that the Committee judged to be
outlook for inflation. Although some consistent with the stance of monetary
decline in inflation could not be ruled policy. The Committee also modified the
out, persistence of the current degree gfresent sentence relating to the inter-
tightness in labor markets, consistenieeting bias in the directive to recog-
with the economy growing at a pacenize that changes in the stance of policy
near its potential, could at some pointare now expressed in terms of the fed-
begin to put more pressure on costgral funds rate. These changes were not
and prices, and growth somewhat abovitended to alter the substance of the
potential, which some members saw as directive or the Committee’s operating
distinct possibility, would be even moreprocedures.
likely to produce that result. While there At the conclusion of the Committee’s
were no current indications that inflationdiscussion, all the members expressed
might be accelerating and no policytheir support of a directive that called
move was called for at this time, thefor maintaining conditions in reserve
members saw a need for continuingnarkets that were consistent with an
vigilance. As at earlier meetings, a num-unchanged federal funds rate of about
ber of them expressed the view that aB¥> percent. All the members also
anticipatory policy move to counteragreed on the desirability of retaining a
intensifying inflationary pressures likely bias in the directive toward the possible
would be needed at some point. firming of reserve conditions and a
In the Committee’s discussion of pos-higher federal funds rate during the
sible adjustments to policy during theintermeeting period. Accordingly, in the
intermeeting period, members agreedontext of the Committee’s long-run
that the retention of an asymmetricobjectives for price stability and sustain-
directive toward tightening was con-able economic growth, and giving care-
sistent with their view that the risks ful consideration to economic, financial,
remained biased toward a rise in inflaand monetary developments, the Com-
tion. Accordingly, while they did not mittee decided that a somewhat higher
attach a high probability to the prospecfederal funds rate would be acceptable
that the incoming information would or a slightly lower federal funds rate
warrant a tightening move during themight be acceptable during the inter-
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meeting period. The reserve conditions The Federal Open Market Committee
contemplated at this meeting wereseeks monetary and financial conditions that

; ; ill foster price stability and promote sus-
expected to be consistent with mOderat%%":linable growth in output. In furtherance of

expansion in M2 and M3 over comingyqge objectives, the Committee at its meet-
months. ing in July reaffirmed the ranges it had estab-
The Federal Reserve Bank of Newlished in February for growth of M2 and M3
York was authorized and directed, untilof 1 to 5 percent and 2 to 6 percent respec-
instructed otherwise by the Committeefively, measured from the fourth quarter of
to execute transactions in the Syste 996 to the fourth quarter of 1997. The range

. . or growth of total domestic nonfinancial
Account in accordance with the follow- debt was maintained at 3 to 7 percent for the

ing domestic policy directive: year. For 1998, the Committee agreed on a
tentative basis to set the same ranges as in

The information reviewed at this meeting1997 for growth of the monetary aggregates
suggests that economic activity is expandingnd debt, measured from the fourth quarter
at a moderate pace. In labor markets, hirin@f 1997 to the fourth quarter of 1998. The
remained robust at midyear, and the civiliarbehavior of the monetary aggregates will
unemployment rate, at 4.8 percent in Julygontinue to be evaluated in the light of
matched its low for the current economicprogress toward price level stability, move-
expansion. Industrial production increasednents in their velocities, and developments
relatively slowly in July, owing in part to a in the economy and financial markets.
temporary drop in motor vehicle assemblies. In the implementation of policy for the
Retail sales rose briskly in June and Julymmediate future, the Committee seeks con-
after having changed little over the precedditions in reserve markets consistent with
ing three months. Housing starts reboundethaintaining the federal funds rate at an aver-
in June and July after having weakened irage of around % percent. In the context of
May. Business fixed investment increasedhe Committee’s long-run objectives for
substantially further in the second quarteprice stability and sustainable economic
and available indicators point to further siz-growth, and giving careful consideration to
able gains in the current quarter. The nomieconomic, financial, and monetary develop-
nal deficit on U.S. trade in goods and serments, a somewhat higher federal funds rate
vices narrowed slightly on balance overwould or a slightly lower federal funds rate
April and May from its downward-revised might be acceptable in the intermeeting
average rate in the first quarter. Price inflaperiod. The contemplated reserve conditions
tion has remained subdued and increases @re expected to be consistent with moderate
labor compensation have been moderate. growth in M2 and M3 over coming months.

Market interest rates generally have
declined somewhat further since the start Votes for this action: Messrs. Greenspan,
of the Committee meeting on July 1-2, McDonough, Broaddus, Guynn, Kelley,
1997. Share prices in equity markets have Meyer, Moskow, Parry, Mses. Phillips and
increased on balance. In foreign exchange Rivlin. Votes against this action: None.
markets, the trade-weighted value of the dol-
lar in terms of the other G-10 currencies rose
significantly on balance over the intermeet- . I
ing period. Rules Regarding Availability

After fluctuating sharply from April to of Information
May, growth of M2 was at a moderate pace
over June and July and that of M3 pickedBy notation vote completed on August
up to a relatively rapid rate. For the year20, 1997, the Committee approved for
through July, M2 expanded at a rate near thgp|ic comment a revision of its Rules
upper bound of its range for the year and M egarding the Availability of Informa-

at a rate appreciably above the upper boun L
of its range. Total domestic nonfinancial debtlon- The purpose of the revision is to

has continued to expand in recent months &ring the rules into conformance with
a rate near the middle of its range. the Electronic Freedom of Information
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Act of 1996 (EFOIA), which amends
the Freedom of Information Act (FOIA).
The revision does not incorporate any
substantive changes in the rules other
than to conform them to the require-
ments of EFOIA and to update and
clarify the Committee’s procedures for
processing FOIA requests. After review
of the comments that are received from
the public, the Committee will issue the
rules in final form on or before Octo-
ber 2, 1997.

It was agreed that the next meeting of
the Committee would be held on Tues-
day, September 30, 1997.

The meeting adjourned at 12:40 p.m.

Donald L. Kohn
Secretary

Meeting Held on
September 30, 1997

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, September 30, 1997, at
9:00 a.m.

Present:
Mr. Greenspan, Chairman
Mr. McDonough, Vice Chairman
Mr. Broaddus
Mr. Guynn
Mr. Kelley
Mr. Moskow
Mr. Meyer
Mr. Parry
Ms. Phillips
Ms. Rivlin

Messrs. Hoenig, Jordan, Melzer, and
Ms. Minehan, Alternate Members
of the Federal Open Market
Committee

Messrs. Boehne, McTeer, and Stern,
Presidents of the Federal
Reserve Banks of Philadelphia,
Dallas, and Minneapolis
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

Messrs. Cecchetti, Goodfriend,
Eisenbeis, Hunter, Lindsey,
Promisel, Siegman, Slifman,
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 Simpson,
Associate Directors, Divisions of
Monetary Affairs and Research
and Statistics respectively, Board
of Governors

Messrs. Alexander, Hooper, and
Ms. Johnson, Associate Directors,
Division of International Finance,
Board of Governors

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

Mr. Varvel, First Vice President,
Federal Reserve Bank of
Richmond

Ms. Browne, Messrs. Dewald, Hakkio,
Ms. Krieger, Messrs. Lang,
Rolnick, Rosenblum, and
Sniderman, Senior Vice
Presidents, Federal Reserve Banks
of Boston, St. Louis, Kansas City,
New York, Philadelphia,
Minneapolis, Dallas, and
Cleveland respectively

Mr. Judd, Vice President, Federal
Reserve Bank of San Francisco
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By unanimous vote, the minutes ofrecent months, and price inflation had
the meeting of the Federal Open Marketemained subdued.
Committee held on August 19, 1997, Private nonfarm payroll employment
were approved. rose substantially over July and August
The Manager of the System Operdespite the retarding effects of a work
Market Account reported on develop-stoppage at a major package shipping
ments in foreign exchange and interfirm. Aggregate weekly hours of pro-
national financial markets in the periodduction or nonsupervisory workers were
since the previous meeting on Augustonsiderably above their second-quarter
19, 1997. There were no open markeaverage over the two months. The civil-
transactions in foreign currencies forian unemployment rate, at 4.9 percent in
System account since that meeting, andugust, was marginally above its low
thus no vote was required of thefor the current economic expansion.
Committee. Industrial production increased con-
The Manager also reported on develsiderably in July and August, extending
opments in domestic financial markets relatively brisk advance over the first
and on System open market transactiortsalf of the year. The output of business
in government securities and federakquipment rose strongly over the two
agency obligations during the periodmonths, with sizable gains in all major
August 19, 1997, through September 2%;ategories, and the output of consumer
1997. By unanimous vote, the Commit-nondurables turned up after having dis-
tee ratified these transactions. played some weakness in earlier months
The Committee then turned to a dis-of the year. The production of consumer
cussion of the economic outlook anddurables also increased on balance over
the conduct of monetary policy over thethe two months. After having risen
intermeeting period ahead. A sum-somewhat in other recent months, the
mary of the economic and financialutilization of total manufacturing capac-
information available at the time of theity was up appreciably in August, reach-
meeting and of the Committee’s dis-ing its highest level since the spring of
cussion is provided below, followed 1995.
by the domestic policy directive that Retail sales were up substantially over
was approved by the Committee andhe summer after having edged lower
issued to the Federal Reserve Bank aduring the spring. The upturn in recent
New York. months included a rebound in sales
The information reviewed at this at automotive dealers following some
meeting suggested that economic actiwweakness in earlier months. Sales at
ity had expanded briskly further in thenon-auto durable and at nondurable
third quarter. The expansion was pacedoods stores also strengthened after
by robust growth in consumer spendhaving declined on balance during the
ing and substantial further increasesecond quarter. The pickup in consumer
in business investment expendituresspending occurred against a backdrop
Housing demand seemed to have beesf further strong gains in incomes and
well maintained over the summer.household net worth that, according to
Employment and production had riserrecent surveys, had fostered high levels
considerably further since midyear.of consumer confidence. In addition,
Despite widespread indications of tightcredit continued to be readily available
labor markets, increases in laboto most consumers. Total private hous-
compensation had been moderate img starts and building permits declined
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in August to levels somewhat belowbelow their relatively high level of the
their averages in earlier months of thesecond quarter. The July increase in
year, but data on overall home salegmports also was spread among nearly
and builder ratings of new home salesll trade categories and brought total
continued to suggest that demand foimports of goods and services to a level
single-family housing was still relatively somewhat above the average for the
buoyant. second quarter. The available informa-
Real business fixed investment hadion suggested that economic activity
remained on a steep uptrend since micexpanded further in recent months in all
year, with exceptional ongoing demandhe major foreign industrial countries
for computers and communicationsexcept Japan. Growth remained rela-
equipment and relatively robust demandively robust in Canada and the United
in other categories of business equipKingdom, and activity apparently picked
ment as well. Nonresidential construc-up in France and Germany after having
tion activity appeared to have reboundetbeen sluggish early in the year. Eco-
somewhat in late spring and early sumnomic activity in Japan declined appre-
mer after having declined moderatelyciably in the second quarter, and more
earlier in the year. While new construc-recent information provided little clear
tion contracts displayed little trend,evidence of subsequent strength.
favorable conditions for nonresidential Price inflation had remained subdued.
construction were suggested by lowConsumer price inflation picked up
vacancy rates, rising prices for commerslightly in July and August from a slow
cial real estate, and a widespread availkate of increase in each of the previous
ability of financing. four months; reduced but still appre-
The accumulation of nonfarm busi-ciable increases in food prices con-
ness inventories slowed substantially inributed to the larger advance in both
July (latest data) from its average pacenonths, and a sizable rise in energy
in the second quarter. Inventory investprices lifted the index in August. At the
ment in manufacturing was only a bitproducer level, the price index for fin-
below its pace in the second quarter, bushed goods rose moderately in August
the inventory—shipments ratio for theafter having fallen for seven consecutive
sector remained at a very low level. Inmonths; the August rise largely reflected
wholesale trade, stocks fell after a sharp jump in energy prices. Over the twelve
buildup in June, and the stock—salesnonths ended in August, consumer
ratio for this sector was at the middle ofprices were up considerably less than
its relatively low range for the past year.in the previous twelve months, while
At the retail level, a rise in inventories producer prices of finished goods were
in July about matched that in June andlown slightly after having increased
the inventory—sales ratio for the sectomoderately in the previous twelve
also was near the middle of its range fomonths. The behavior of these broad
the past year. measures of inflation excluding the
The nominal deficit on U.S. trade ineffects of food and energy prices also
goods and services widened substarwas favorable over the year ended
tially in July, reflecting both a decline in in August, albeit slightly less so. Aver-
exports and a rise in imports. The lowerage hourly earnings of production and
exports of goods and services were assaonsupervisory workers picked up in
ciated with decreases in most trade catédugust from a much reduced pace in
gories and left total exports slightly July; the rise in such earnings over the
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twelve months ended in July wastightening of monetary policy in com-
slightly above that in the previousing months. Share prices in equity mar-
twelve months. kets continued to display considerable
At its meeting on August 19, 1997, volatility but increased appreciably fur-
the Committee adopted a directive thather on balance over the intermeeting
called for maintaining conditions in interval.
reserve markets that were consistent In foreign exchange markets, the dol-
with an unchanged federal funds ratdar experienced mixed changes in rela-
averaging about’% percent. The direc- tion to major foreign currencies, largely
tive included a bias toward the possiblegeflecting diverging economic develop-
firming of reserve conditions and aments abroad. On balance, the dollar’s
somewhat higher federal funds rate tdrade-weighted value in terms of the
reflect a consensus among the membeatsher G-10 currencies declined some-
that the economic risks remained biasedhat over the intermeeting period. The
toward higher inflation. Although the dollar was down considerably against
members did not see a high probabilitthe mark as data suggesting a pickup in
that likely developments would warrantGerman economic activity and inflation
a tightening of policy during the inter- led to market speculation concerning a
meeting interval, they continued topossible increase in short-term German
anticipate that the next policy move wasnterest rates. The dollar also registered
more likely to be in the direction of sizable declines over the period against
some firming than toward some easinga number of other European currencies.
The reserve market conditions associOn the other hand, the dollar rose appre-
ated with this directive were expected tcciably in relation to the Japanese yen,
be consistent with some slowing in thewhich came under selling pressure
growth of M2 and M3 to more moderateagainst the background of continuing
rates over coming months. sluggish economic conditions in Japan,
Open market operations were directegersistent problems in its financial sys-
throughout the intermeeting periodtem, and concerns about the potential
toward maintaining the existing degreesffect on Japan of the recent deprecia-
of pressure on reserve positions, and thigons of Southeast Asian currencies. The
federal funds rate averaged just slighthdollar also strengthened somewhat in
above the Committee’s intended level oterms of the British pound, in part as a
5%> percent. Most other interest rates imesult of some indications that economic
short-term markets were little changedactivity in the United Kingdom was not
over the period. Rates on longer-termas strong as expected and the sizable
obligations were down somewhat ondeclines that had occurred recently in
balance, apparently reflecting a reassestrat nation’s long-term interest rates.
ment of the outlook for inflation by M2 expanded at a rapid pace in
some market participants in the lightAugust and continued to grow at a still
of unexpectedly low inflation and otherrobust though diminished rate in Sep-
statistics released during the latter paember according to the limited data
of the period. The downward movementvailable for that month. The strength of
in long-term interest rates resulted iNnVi2 and also that of M3 was related at
some further flattening of the slope ofleast in part to changes in the allocation
the yield curve and appeared consisterdf financial assets and liabilities rather
with an interpretation that market par-than to the growth in spending; in par-
ticipants saw little likelihood of any ticular, the volatility in the stock market
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evidently fostered a redirection of fundsments, members commented on the con-
to M2 assets, among others, andinued remarkable performance of the
included heavy inflows to the moneyeconomy. Strength in consumer spend-
market funds component of M2. For theing and further acceleration in capital
year through August, M2 rose at a ratenvestment sparked faster-than-expected
somewhat above the upper bound ofrowth in the third quarter, and rela-
the Committee’s range. M3 grew at artively brisk economic expansion seemed
exceptionally rapid rate over the sum+o be in prospect for a period ahead in
mer months, with only few signs of the context of very positive business and
moderation in September according t@wonsumer sentiment, strong demands for
the partial data available for that monthcapital goods, and favorable financial
Apart from the strength in its M2 com- conditions. The rate of expansion might
ponents, the increase in this aggregatsubsequently be expected to slow as
reflected bank substitution of large timestocks of business capital and consumer
deposits for foreign borrowings todurable goods built up relative to sales
finance credit growth and also reflectecand incomes, inventory investment
substantial inflows to institution-only moderated somewhat, and the recent
money funds. For the year throughstrength of the dollar began to exert a
August, M3 expanded at a rate welldrag on exports. It was an open ques-
above the upper bound of its rangetion, however, as to whether these influ-
Total domestic nonfinancial debt contin-ences would be sufficient to slow the
ued to increase at a relatively moderatgrowth of demands for goods and ser-
rate in recent months. vices to a more sustainable pace, and
The staff forecast prepared for thismany members suggested that the risks
meeting suggested that the economio the forecast were on the side of
would expand at a pace significantlyincreases in final demands that would
above that anticipated earlier for the secpress more intensely against the avail-
ond half of the year and the early part ofable resources. Despite high levels of
1998, but economic growth was likelyresource utilization, inflation and infla-
to moderate appreciably to a more sustionary expectations had remained sub-
tainable rate later. In the near term, busidued to date, reflecting to some extent
ness fixed investment appeared to bspecial influences like the rise in the
providing surprisingly strong impetusforeign exchange value of the dollar.
to income growth, and rising levels ofMoreover, sizable gains in productivity
wealth were stimulating robust con-combined with moderate increases in
sumer demand. With sales so strongyages and salaries seemed to have
the downward adjustment in inventorycontributed to keeping unit labor costs
investment that had been anticipated iand prices under control. However, the
the previous staff forecast seemed likelygrowing tightness in labor markets
to occur more gradually. The projectedn many parts of the country was
strength in aggregate demand appeardzking accompanied by some signs of
likely to intensify pressures on resourcesising pressures on labor compensation,
and lead to some pickup in inflation.including the use of special bonuses and
Less accommodative financial marketther innovative compensation initia-
conditions were anticipated to damptives that are not included in the usual
these tendencies over time. statistical measures of labor costs. In
In the Committee’s discussion of cur-the circumstances, members saw a risk
rent and prospective economic developef added wage and price inflation if
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economic activity did not slow to a would continue to provide good support
more sustainable pace consistent at far housing demand. In this regard,
minimum with no further appreciable recent statistical and anecdotal informa-
increase in labor utilization rates. tion indicated that home sales were
With regard to the prospects for finalholding up well across the country,
demand in key sectors, members tooklthough higher-priced homes appeared
note of the rebound in consumer expento be selling relatively slowly in some
ditures after a sluggish second quarteareas.
Solid gains in employment, incomes, In the Committee’s discussion of the
and household net worth were seen gsrospects for inflation, members dis-
sustaining further robust expansion ircussed the relative absence of price pres-
consumer spending. In addition, memsures in an environment of increasingly
bers anticipated that continued furthetight labor markets across the country
rapid expansion in investment expendiand rising levels of manufacturing
tures by business firms for equipmentapacity utilization. In labor markets,
and structures would provide strongcosts were increasing much less than
underlying support for the economicwould have been expected on the basis
expansion. High rates of return onof previous experience under similarly
investments in equipment, particularlytight conditions. Among the possible
for computers and communicationsexplanations for this outcome were per-
equipment where prices were fallingsisting concerns about job security; the
rapidly, coupled with ready financingmuted rise in worker benefits, notably
from both internal cash flows and exter-ealth care; and the increasing use by
nal sources were inducing firms toemployers of more flexible and inno-
undertake large investment programsvative means to attract and retain work-
Such investments would expand capacers that were in high demand. Moreover,
ity, improve productivity, and lower it was suggested that, at least in manu-
costs of production. Anecdotal reportsacturing, productivity had risen unusu-
suggested a mixed picture in nonresially rapidly of late, allowing corpora-
dential real estate markets. In muchions to hold the line on prices despite
of the country, commercial and officeincreases in labor costs. While the
vacancies were declining from alreadyunderlying reasons for the favorable
low levels and lease rates were risinginflation trends were not entirely clear,
Shortages of construction workers werghe members noted that, in addition to
said to be holding back constructionsubdued increases in labor costs, the
in some areas, but in other parts of th@ppreciation of the dollar and the rela-
country there were indications of sometively sluggish performance of many
moderation in construction activity andforeign industrial economies seemed
of emerging overcapacity in some mario be contributing to the better-than-
kets. The ready availability of financingexpected inflation performance by hold-
was a supportive factor in the outlooking down prices in world commodity
for nonresidential construction. markets and prices of imported goods
A gradual decline in housing activity more generally. These developments
was expected to exert only mild restrainfllso added to competitive pressures on
on the increase of economic activity.businesses, which together with cus-
Solid job and income growth, the hightomer resistance were making it very
level of household wealth, and the lowdifficult for firms to raise prices to
cash flow burden of homeownershipreflect their higher costs.
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The members commented that whilgainability of the expansion. Several
few signs of rising price inflation had members emphasized in this regard that
surfaced, the widespread tautness af tightening move could be most
labor markets and the emergence oéffective if it were implemented pre-
scattered indications of increased presemptively, before inflation had time to
sure on wages and other labor costgather upward momentum and become
were cause for concern. Anecdotakmbedded in financial asset prices and
reports suggested that increases in healihh business and consumer decision-
care costs were likely to turn up, andmaking.
there were indications that fears about There were, nonetheless, a number of
job security might be diminishing andreasons for delaying a tightening of pol-
that workers were becoming less relucicy. The behavior of inflation had been
tant to leave their jobs before findingunexpectedly benign for an extended
better ones. In addition, businesses wengeriod of time for reasons that were not
reporting increasing difficulty in hiring fully understood. Forecasts of an upturn
and retaining qualified workers. Growthin inflation were therefore subject to
in labor demand had been outpacin@ considerable degree of uncertainty,
sustainable increases in labor supplyand the expansion of economic activity
these reports suggested that the risk afould still slow to a noninflationary
an acceleration in labor compensatiopace. Members also commented that a
was rising. policy tightening was not anticipated at

In the Committee’s discussion of pol-this time and such an action might there-
icy for the intermeeting period aheadfore have unintended adverse effects on
all the members endorsed a proposal thinancial markets. Members recognized
maintain an unchanged policy stancethat from the standpoint of the level of
but several also indicated that economiceal short-term interest rates, monetary
developments could well require a tight-policy could already be deemed to be
ening of policy in the relatively near fairly restrictive. Several noted, how-
future. Members observed in this regarever, that credit from a wide variety of
that some factors that had contributedenders appeared to be amply available
to a currently subdued rate of inflation,in financial markets on favorable terms,
notably the appreciation of the dollar,perhaps overly so in present circum-
damped wage demands, and relativelgtances, and some also noted that the
limited increases in the cost of healthstrength in the broad measures of money
benefits, were not likely to continue toin recent months suggested that policy
exert the same restraining influencewas not restraining liquidity or financial
Moreover, final demands had been unexconditions more generally. In the course
pectedly strong, with economic activity of the Committee’s discussion of these
and the associated demand for labadiverging considerations, a consensus
expanding at an unsustainable pace fa@merged for maintaining a steady policy
some time, and it was unclear whethecourse at this time, but members also
without policy action overall demandsexpressed the need for a heightened
would moderate sufficiently to avoid degree of vigilance as they continued to
increasing pressures on resources. lassess ongoing developments for signs
the circumstances, the risks to the ecorthat inflation might intensify in the
omy appeared to be strongly tiltedfuture.
toward rising inflation whose emer- In their discussion of possible adjust-
gence would in turn threaten the susments to policy during the intermeeting
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period, all the members indicated thatnstructed otherwise by the Committee,
they wanted to retain in the operatingto execute transactions in the System
paragraph of the directive the existingAccount in accordance with the follow-

asymmetry toward restraint that was iniing domestic policy directive:

tially adopted at the May meeting. Such

a directive was consistent with their The information reviewed at this meeting

view that the risks continued to besuggests that growth of economic activity

; i i ; ; emains brisk. In labor markets, hiring con-
bl_ased tOW‘?rd rising inflation and Indeec{inued robust over the summer mont%s and
with the view of most members thatihe civilian unemployment rate, at 4.9 per-

those risks might have increasedeent in August, remained near its low for
Accordingly, while the probability that the current economic expansion. Industrial
the incoming information would war- production increased considerably further

rant a tightening move during the inter-in July and August. Retail sales have risen

: ; : ; sharply over recent months after a pause
meeting period might not be high, theduring the spring. Housing starts declined

members continued to view the nexiy jyly and August, but home sales have
policy move as more likely to be in the been strong. Business fixed investment has
direction of some firming than towardincreased substantially further since midyear
easing. and available indicators point to further siz-
At the conclusion of the Committee’s able gains in coming months. After narrow-

: . ing somewhat in the second quarter, the
discussion, all the members supported #ominal deficit on U.S. trade in goods and

directive that called for maintaining con-gerices widened substantially in July. Inven-
ditions in reserve markets that were contory investment in July was well below the
sistent with an unchanged federal fundaverage pace in prior months of 1997. Price
rate of about % percent. All the mem- inflation has remained subdued and increases

bers also agreed on the desirability of? labor compensation have been moderate

retaining a bias in the directive toward" ﬁggptmgmgf'imerest rates are about

the possible firming of reserve condi-ynchanged on balance since the day before
tions and a higher federal funds rat@he Committee meeting on August 19,

during the intermeeting period. Accord-1997. Share prices in equity markets have
ingly, in the context of the Committee’s increased considerably over the period, with
long-run objectives for price stability SOme stock price indexes reaching new

. - ighs. In foreign exchange markets, the
and sustainable economic growth, an ade-weighted value of the dollar in terms

giving careful consideration to €co-of the other G-10 currencies declined some-
nomic, financial, and monetary develwhat on balance over the intermeeting
opments, the Committee decided thaperiod.

a somewhat higher federal funds rate Growth of M2 appears to have moderated
would be acceptable or a slightly lowerSomewhat in September from a very rapid

. ace in August, while expansion of M3
federal funds rate might be aCcept;mlgemained very strong in both months. For the

during the intermeeting period. Theyear through August, M2 expanded at a rate
reserve conditions contemplated at thiSomewhat above the upper bound of its range
meeting were expected to be consisfor the year and M3 at a rate substantially
tent with some moderation in the ex-above the upper bound of its range. Total
pansion in M2 and M3 over coming domestic nonfinancial c:lebt has contlnuedtk?
ths expand in recent months at a pace near the
montns. middle of its range.
The Federal Reserve Bank of New The Federal Open Market Committee

York was authorized and directed, untilseeks monetary and financial conditions that
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will foster price stability and promote sus-Meeting Held on
tainable growth in output. In furtheranceNoyember 12, 1997

of these objectives, the Committee at its

meeting in July reaffirmed the ranges it hady

established in February for growth of M2
and M3 of 1 to 5 percent and 2 to 6 percen
respectively,

meeting of the Federal Open Market
ommittee was held in the offices of
measured from the fourththe Board of Governors of the Federal

quarter of 1996 to the fourth quarter of 1997 Reserve System in Washington, D.C.,
The range for growth of total domestic non-on Wednesday, November 12, 1997, at
financial debt was maintained at 3 to 7 per9:00 a.m.

cent for the year. For 1998, the Committee

agreed on a tentative basis to set the same

ranges as in 1997 for growth of the monefresent:

tary aggregates and debt, measured from
the fourth quarter of 1997 to the fourth
quarter of 1998. The behavior of the mone-
tary 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
conditions in reserve markets consistent
with maintaining the federal funds rate
at an average of around¥b percent. In
the context of the Committee’s long-run
objectives for price stability and sustain-
able economic growth, and giving careful
consideration to economic, financial, and
monetary developments, a somewhat higher
federal funds rate would or a slightly lower
federal funds rate might be acceptable
in the intermeeting period. The contem-
plated reserve conditions are expected to
be consistent with some moderation in
the growth of M2 and M3 over coming
months.

Votes for this action: Messrs. Greenspan,
McDonough, Broaddus, Guynn, Kelley,
Meyer, Moskow, Parry, Mses. Phillips
and Rivlin. Votes against this action:
None.

It was agreed that the next meeting
of the Committee would be held on
Wednesday, November 12, 1997.

The meeting adjourned at 12:45 p.m.

Donald L. Kohn
Secretary

Mr. Greenspan, Chairman
Mr. McDonough, Vice Chairman
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Mr. Guynn
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Ms. Minehan, Alternate Members
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Messrs. Boehne, McTeer, and Stern,
Presidents of the Federal Reserve
Banks of Philadelphia, Dallas, and
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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. Cecchetti, Goodfriend,
Eisenbeis, Lindsey, Promisel,
Slifman, and Stockton, Associate
Economists

Mr. Fisher, Manager, System Open
Market Account
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Messrs. Madigan and Simpson, ber 30, 1997. There were no System
Associate Directors, Divisions of gpen market transactions in foreign cur-
g/'n%”gttgg’sﬁfsa'rrssiggtsif;amh rencies during this period, and thus no
Board of Governors ' vote was required of the Committee.

The Manager also reported on devel-
opments in domestic financial markets

Mes?\zss. '\A]\(l)eki(r?snc;jnerAggggS{éagi?ectors and on System open market transactions
Division of International Finance. 1N government securities and federal
Board of Governors ' agency obligations during the period

September 30, 1997, through Novem-

Ms. Low, Open Market Secretariat ber 11—' 1997'- By unanimous vote, the
Assistant, Division of Mon etary Committee ratified these transactions.
Affairs, Board of Governors By unanimous vote, paragraph 1.A of

the Authorization for Domestic Open
] ] ) Market Operations was amended to raise

Ms. Planalto and Mr. Rives, First from $8 billion to $12 billion the dollar
Bgr?ksrngICIZCesléng aenrg St.efgﬂYf limit on intermeeting changes in System
respectively Account holdings of U.S. government

and federal agency securities for the

Messrs. Dewald, Hakkio, Rolnick intermeeting - period through D-ecem_

: ' ' ber 16, 1997. The Manager advised the

and Sniderman, Senior Vice :
Presidents, Federal Reserve Bank&Ommittee that, as was usually the case

of St. Louis, Kansas City, at this time of year, the anticipated
Minneapolis, and Cleveland pattern of reserve needs was such that
respectively he might want to add considerably to
the System’s outright holdings of U.S.
Messrs. Bentley, Meyer, and government securities over the coming
Rosengren, Vice Presidents, intermeeting period. By unanimous
Federal Reserve Banks of notation vote, the Committee subse-
New York, Philadelphia, and quently approved a further increase in

Boston respectively the intermeeting leeway to $17 billion.

The increase, effective December 8, was
Ms. Gonczy and Mr. Koenig, Assistant made on the recommendation of the
Vice Presidents, Federal Reserve Manager who saw the need for substan-
22”';%3&5“"3&90 and Dallas {ja|ly more outright purchases of Trea-
P y sury obligations than anticipated earlier,
Mr. Trehan, Research Officer, Federal 1argely in light of much greater than
Reserve Bank of San Francisco projected growth in currency.
With Mr. Broaddus dissenting, the
By unanimous vote, the minutes ofCommittee authorized the renewal for
the meeting of the Federal Open Marke&in additional one-year period of the
Committee held on September 30, 19973ystem’s reciprocal currency (“swap”)
were approved. arrangements with foreign central banks
The Manager of the System Operand the Bank for International Settle-
Market Account reported on develop-ments. The amounts and current matu-
ments in foreign exchange and intersity dates of the arrangements approved
national financial markets in the periodfor renewal are shown in the table that
since the previous meeting on Septemfollows:
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Amount view renewal of the existing swap lines
arrg; . as desirable because they are used pri-
ment Term | Maturity marily to facilitate market intervention.
Foreignbank | (Millons | months)  date The Committee then turned to a dis-
dollars cussion of the economic outlook and the
eﬁe“,{‘t’)a' conduct of monetary policy over the
intermeeting period ahead.
Austggmat'ona' 250 12 12/04/97 The information reviewed at the
Bank of England .| 3,000 12/04/97  meeting suggested that economic activ-
Bank of Japan...... 5,000 12/04/97 H ; H H
Bank of Norway . 550 ia0ai07 ity continued to grow rapidly in recent
Bank of Sweden... | 300 12/0497  months. The further advance reflected
Swiss National Bankl. 4,000 120497 3 surge in business fixed investment
Settlements: and consumer spending, while housing
Swiss francs. ...... 600 12/04/97 . . .
Other authorized demand remained at a high level. Sig-
European ifi i i i -
e | 1250 12/04/97 n|f|ca_\nt slowing in exports and inven
Bank of Mexico ... .. 3,000 12112/97  tory investment provided only a partial
Bank of Canada.....| 2,000 12/15/97 H
Natioral Bank of offset to the strength. Accordingly,
Belgium. ... 1,000 12/18/97  production and employment recorded
National Bank of 250 120897 further large gains. Price inflation re-
Bank of France....... 2,000 12/28/97  mained subdued despite tight labor mar-
German Federal . .
Bank.......... 6,000 1228/97 kets and a pickup in the pace of labor
Bank of ltaly ........ 3,000 12/28/97 i
Netherlands Bank . |. 500 12 12/28/97 Compensatlon'
Nonfarm payroll employment rose

substantially further in October. Manu-
facturing payrolls recorded their largest
Mr. Broaddus dissented because hgse in the current economic expansion,
believed that the Federal Reserve’s paiand aggregate weekly hours worked
ticipation in foreign exchange marketincreased significantly; most of the gain
intervention compromises its abilityin payrolls occurred at durable goods
to conduct monetary policy effectively. establishments. Hiring remained robust
Because sterilized intervention cannoin the service-producing sector, led by
have sustained effects in the absencszable increases at computer services
of conforming monetary policy actions,and engineering and management ser-
Federal Reserve participation in foreigrvices firms. The civilian unemployment
exchange operations risks one of twaate fell to 4.7 percent in October, its
undesirable outcomes. First, the indelow for the current expansion.
pendence of monetary policy is jeopar- Industrial production registered a
dized if the System adjusts its policylarge advance in the third quarter and
actions to support short-term foreignapparently remained strong in October.
exchange objectives set by the TreasunA third-quarter surge in the manufacture
Alternatively, the credibility of mone- of durable goods, notably of motor vehi-
tary policy is damaged if the Systemcles, aircraft, and information process-
does not follow interventions with com-ing equipment, more than offset weak
patible policy actions, the interventionsexpansion in the output of nondurable
consequently fail to achieve their objec-goods and a decline in mining activity.
tives, and the System is associated in thalthough the step-up in manufacturing
mind of the public with the failed opera- production boosted further the rate
tions. In these circumstances, he did natf utilization of manufacturing capacity,
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the latter was somewhat below its mosbf its range for the past twelve months.
recent peak in January 1995. Wholesale inventories posted another
Retall sales posted a sharp rise in theizable advance in September; the
third quarter, though growth in sales ofinventory—sales ratio for this sector was
both durable and nondurable goodgust above the high end of its range for
moderated during the quarter. Consumethe past year. Retail stocks fell in August
spending on services also continuedlatest available data), more than revers-
to increase at a relatively brisk paceing their July increase. The inventory—
Growth in such spending was undersales ratio for the sector also was at the
pinned by continuing substantial gaindow end of its range for the past year.
in incomes, the cumulative increase The nominal deficit on U.S. trade in
in household net worth over the pasgoods and services widened substan-
several years, and the ready availabilityially on balance over July and August
of credit to most consumers. Housingrom its rate in the second quarter.
demand remained strong in the thirdExports of goods and services changed
quarter in association with moderatdittle on net in the July—August period,
interest rates and very positive consumebput imports rose considerably; the larg-
assessments of homebuying conditiongst increases in imports were for aircraft
Sales of both new and existing homesnd automotive products, though sizable
increased a bit, and housing starts wergains also were recorded for computers,
little changed in the third quarter from semiconductors, and industrial supplies.
the high level recorded during the firstAvailable indicators of economic activ-
half of the year. ity in the third quarter pointed to robust
Business fixed investment increase@&xpansion in all the major foreign
at an unusually rapid rate in the thirdindustrial countries except Japan, where
quarter. The rise in outlays was spreadctivity rebounded only moderately
across all categories of producers’ durafrom a sharp second-quarter decline.
ble equipment, but the largest gaindAlthough timely data were sparse, the
were in office, computing, and com-economies of many Asian countries
munications equipment. Available datgprobably were weakening as their
on new orders pointed to further broadexchange rates came under pressure,
based and robust expansion in equipproblems in their financial sectors were
ment spending in coming months.revealed, and their monetary and fiscal
Nonresidential construction grew at agpolicies moved toward restraint.
moderate pace in the latest quarter Consumer price inflation remained
despite a decline in September. Availsubdued in September. The increase in
able information suggested that conboth overall consumer prices and the
struction would trend upward at a mod-prices of consumer items other than food
est rate in coming months. and energy was modest. For the twelve
Business inventory investment ap-months ended in September, prices
peared to have moderated substantiallgf consumer items other than food and
in the third quarter from the rapid rateenergy increased by a considerably
of the previous quarter, and on balancemaller amount than in the year-earlier
stocks were at relatively low levelsperiod. At the producer level, the Sep-
in relation to sales. In manufacturing,tember rise in prices was the largest
stocks rose somewhat further in Septemmonthly increment since January 1991,
ber, but the inventory-to-shipments ratimonetheless, the overall index was
for the sector declined to the low endunchanged over the past twelve months
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after a sizable rise over the previousSeptember 30 meeting, while Treasury
twelve-month period. The core indexbond vyields declined somewhat on

also decelerated on a year-over-yedralance. Unexpectedly strong incoming
basis. The rate of increase in the hourlyglata on U.S. producer prices, employ-
compensation of private industry work-ment, and wages tended to exert upward
ers was unchanged in the third quartepressures on bond yields on some days,
but the advance over the past four quabut these were more than offset by
ters was somewhat larger than that foinvestor desires for safety and quality,

the previous four. Growth in averagethe continuing moderation in consumer

hourly earnings picked up in Septembeinflation, and the perception engendered
and October, perhaps partly reflectindy international financial developments

the effects of an increase in the federathat inflation pressures were likely to

minimum wage. remain subdued.

At its meeting on September 30, The dollar also was affected by the
1997, the Committee adopted a directivespreading financial turmoil in develop-
that called for maintaining conditionsing countries, appreciating significantly
in reserve markets that were consisterdver the intermeeting period against
with an unchanged federal funds ratehe currencies of a number of Asian
averaging around¥ percent. The Com- and Latin American countries. Much of
mittee retained a tilt in the directive the increase was counterbalanced, how-
toward a possible firming of reserveever, by a sizable decline in the dollar’s
conditions during the intermeetingtrade-weighted value in terms of the
period, reflecting its view that the riskscurrencies of the other G-10 countries.
continued to be skewed toward risingThe dollar’s decline against the German
inflation. Reserve market conditionsmark and other European currencies
associated with this directive werepartly reflected diminished market
expected to be consistent with somexpectations of potential tightening in
moderation in the growth of M2 and M3the United States and a snugging of
over coming months. monetary conditions by the Bundesbank

Open market operations were directe@nd other continental European central
throughout the intermeeting periodbanks. Further progress in resolving
toward maintaining reserve conditionsuncertainties surrounding the European
consistent with the Committee’s in-Monetary Union also may have contrib-
tended level of around?s percent for uted to the rise in European currencies.
the federal funds rate, and the rate aveffhe dollar appreciated slightly on bal-
aged close to that level over the periodance against the Japanese yen.

Other financial markets became quite Growth of M2 and M3 apparently
volatile from time to time. Share pricesmoderated further in October, though
in equity markets fluctuated widely inthe expansion of these aggregates
occasionally turbulent trading activity remained brisk. A sharp slowing of
and were down somewhat on balancenflows to money market mutual funds
over the period; equity markets in otheraccounted for much of the deceleration
countries, notably in Asia, also wereof M2, and an easing in the pace of
volatile, and very large declines wereissuance of large time deposits, evi-
recorded in some of those marketsdently reflecting a smaller rise in bank
Against this background, U.S. short-credit, also contributed to a modest
term interest rates registered smalfeduction in M3 growth. For the year
mixed changes over the period since théhrough October, M2 expanded at a rate
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that was at the upper bound of the Commarkets and economies would tend
mittee’s range for the year and M3 at @o damp output and prices in the United
rate substantially above the upper boun8tates. To date, it appeared that the
of its range. Total domestic nonfinanciakffects on the U.S. economy would be
debt increased in recent months at a ratguite limited, but the ultimate extent of
somewhat below the middle of its rangethe adjustment in Asia was unknown, as
The staff forecast prepared for thiswas its spillover to global financial mar-
meeting suggested that the economigets and to the economies of nations that
would continue to expand for a time atwere important U.S. trading partners.
a pace considerably above its potentialThe second influence was the apparently
but growth was expected to moderatsharp increase in productivity in the
to a more sustainable rate later. Furthesecond and third quarters. This was an
rapid increases in business investmer@ncouraging development, although it
would provide strong impetus to incomewas too early to judge the persistence of
growth in the near term, and the rise inthe uptrend in productivity growth and
household wealth so far in 1997 wouldthe extent to which it might reduce the
stimulate robust consumer demandadditional price pressures that would
going forward. The projected strengthbe generated in the event of an extended
of domestic demand would be offset toperiod of further robust economic
some extent by a considerable weakerexpansion.
ing in the growth of exports in response Strength in consumer spending had
to the lagged effects of the earlier appreprovided an important underpinning for
ciation of the dollar and sharp antici-robust economic expansion, and sub-
pated reductions in the economic growtlstantial growth was likely to persist, sus-
of Asian and other developing countriestained by increases in employment and
In the Committee’s discussion of cur-incomes, high levels of confidence, and
rent and prospective economic developthe cumulative effects of very large
ments, members focused on widespreaghins in stock market wealth over the
indications of a continued solid advancepast several years. The outlook for capi-
in economic activity, spurred by strengthtal spending also remained quite favor-
in all major sectors of the domesticable because the factors that were con-
economy, and the persistence of subtributing to the ongoing surge in such
dued increases in prices. The currergpending—its potential for lowering
momentum of the expansion, togetheproduction costs in highly competitive
with broadly supportive financial con- markets and the ready availability of
ditions and favorable business and confinance on attractive terms—uwere likely
sumer sentiment, suggested that ecdo persist. While private domestic
nomic growth was likely to be well demand most likely would continue
maintained, especially over the neareto display considerable strength, both
term. As a consequence, the memberonsumption and investment were
agreed that there remained a clear riskomewhat vulnerable to developments
of additional pressures on already tightn financial markets, perhaps arising
resources and ultimately on prices thatrom further difficulties in Asia.
could well need to be curbed by tighterincreased uncertainty about asset values
monetary policy. But the members alsacould engender greater caution on
focused on two important influences thaspending, and of course a substantial
were injecting new uncertainties intodecline in equity values would reduce
this outlook. Turmoil in Asian financial household wealth and raise the cost of
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equity capital. Some members also comand hold down costs, suggesting that
mented that additional appreciation oforoductivity might be on a higher trend
the dollar, perhaps in association withfor a time. But it also could be attributed
possible further turbulence in Asia ando some extent to the strengthening in
weakness in foreign economies, wouldeconomic output; such strengthening
have adverse implications for netoften is associated with a pickup in
exports, which already were seen as productivity as producers react initially
somewhat negative factor in the ecoto the upturn in demand by stretching
nomic outlook. At the same time, aavailable labor further. If the pace of the
stronger dollar would have a positiveeconomic expansion were to moderate
effect on domestic inflation over the pro-in line with current expectations, the
jection horizon. growth in productivity also could be
In the course of their discussion, theexpected to slow, but to an uncertain
members gave considerable emphasis &xtent.
recent developments in labor markets. The trend in productivity gains was a
Statistical indicators of rising levels key factor in the outlook for unit costs
of employment, low and falling rates of and ultimately for price inflation. As had
unemployment, and a diminishing sup-been true for an extended period, infla-
ply of new workers were reinforced bytion had remained relatively subdued in
anecdotal evidence of tight labor mar-comparison with past experience under
kets throughout the nation. The demanéroadly similar economic conditions.
for many types of workers exceeded th&he reasons for the relative quiescence
supply in many regions, and a numbenf inflation were not fully understood,
of members reported that growth ofbut they undoubtedly included a number
economic activity in various parts of theof special factors beyond higher pro-
country was being held back by the scarductivity such as a lagged response to
city of labor. While labor compensationearlier appreciation of the dollar and
had accelerated, the pickup was moddnusually damped increases in the cost
erate in light of the taut conditions inof health benefits. As they had at pre-
labor markets and some of it reflectedrious meetings, members suggested
the legislated rise in the minimum wagethat these favorable influences were
Nonetheless, members cited numerougkely to erode over the year ahead. A
examples of efforts to attract or retainnumber of members again cited reports
workers in especially scarce supplyof increases in health insurance premi-
through a variety of bonus paymentsums next year and subsequently. More
and other incentives that were noffundamentally, it was difficult to pre-
included in standard measures of labodict whether anticipated increases in
compensation. labor compensation would be fully off-
The effects on costs and prices oket by productivity gains in coming
somewhat faster increases in compensguarters and whether, in turn, competi-
tion evidently were being muted by whattive market conditions would allow
appeared to have been a sharp advantiems to raise prices to compensate for
in productivity growth in the past two any increases in their costs. On balance,
quarters. The acceleration in producthe members felt that the risks remained
tivity seemed to be related in part toin the direction of rising price inflation
the surge in capital spending, whichthough the extent and timing of that
had been stimulated by the ability ofoutcome were subject to considerable
new equipment to enhance efficiencydebate.
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In the Committee’s discussion of pol- In their discussion of possible adjust-
icy for the intermeeting period ahead, aliments to policy during the intermeeting
but one member endorsed a proposal fperiod, the members indicated that they
maintain an unchanged policy stancewanted to retain in the operating para-
and all agreed that the risks remainedraph of the directive the existing asym-
tited toward rising inflation. While metry toward restraint that was initially
developments in Southeast Asia weradopted at the May meeting. Such a
not expected to have much effect on thelirective was consistent with their view
U.S. economy, global financial mar-that the risks continued to be biased
kets had not yet settled down and furtoward rising inflation. Accordingly, the
ther adverse developments could haveembers continued to view the next
greater-than-anticipated spillover effectpolicy move as more likely to be in the
on the ongoing expansion. In this envidirection of some firming than toward
ronment, with markets still skittish, easing.

a tightening of U.S. monetary policy At the conclusion of the Committee’s
risked an oversized reaction. Somaliscussion, all but one member sup-
members also emphasized that the relgorted a directive that called for main-
tively favorable trends in productivity, taining conditions in reserve markets
costs, and prices continued to raise queshat were consistent with an unchanged
tions about the strength and timing offederal funds rate of about/s percent
any pickup in inflation. Other membersand that retained a bias toward the pos-
stressed that the unsustainable pace sible firming of reserve conditions and
domestic demand and rising resourca higher federal funds rate during the
utilization seemed to call for a near-termintermeeting period. Accordingly, in
tightening of policy. Some of thesethe context of the Committee’s long-run
members noted that overall financialbbjectives for price stability and
conditions remained quite supportivesustainable economic growth, and giv-
despite the recent market turmoil andng careful consideration to economic,
high real short-term interest rates. Credifinancial, and monetary developments,
from a wide variety of lenders appearedhe Committee decided that a some-
to be amply available on favorablewhat higher federal funds rate would be
terms, perhaps overly so in present ciracceptable or a slightly lower federal
cumstances. Nonetheless, all but onfinds rate might be acceptable during
of the members believed that in light ofthe intermeeting period. The reserve
the uncertainties about the economiconditions contemplated at this meeting
outlook, an immediate policy tighteningwere expected to be consistent with
was not needed in the absence of firmanoderate growth in M2 and M3 over
indications that inflationary pressurescoming months.

might be emerging. In the view of The Federal Reserve Bank of New
one member, however, aggregate fina¥ork was authorized and directed, until
demand was so strong that, withinstructed otherwise by the Committee,
economic activity and the associatedo execute transactions in the System
demand for labor having expanded at a\ccount in accordance with the follow-
unsustainable pace for some time, oniag domestic policy directive:

could be reasonably confident that infla-

tion would most likely pick up in the  The information reviewed at this meeting
absence of policy action. suggests that economic activity continued
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to grow rapidly in recent months. In labortively, measured from the fourth quarter of
markets, hiring has remained robust and th&996 to the fourth quarter of 1997. The range
civilian unemployment rate fell to 4.7 per-for growth of total domestic nonfinancial
cent in October, its low for the current debt was maintained at 3 to 7 percent for the
economic expansion. Industrial productionyear. For 1998, the Committee agreed on a
increased very rapidly in the third quartertentative basis to set the same ranges as in
and appears to have remained strong in Octd-997 for growth of the monetary aggregates
ber. Retail sales also rose sharply in the thirdnd debt, measured from the fourth quarter
quarter, though at a moderating pace as thef 1997 to the fourth quarter of 1998. The
summer progressed. Housing starts, whileehavior of the monetary aggregates will
fluctuating from month to month, were little continue to be evaluated in the light of
changed on balance in the third quarter. Busiprogress toward price level stability, move-
ness fixed investment posted unusuallynents in their velocities, and developments
strong increases in the latest quarter, anih the economy and financial markets.
available indicators point to further sizable In the implementation of policy for the
gains in coming months. The nominal deficitimmediate future, the Committee seeks con-
on U.S. trade in goods and services wideneditions in reserve markets consistent with
substantially on average in July and Augustaintaining the federal funds rate at an
from its rate in the second quarter. Priceaverage of arounda percent. In the context
inflation has remained subdued despite som&f the Committee’s long-run objectives for
increase in the pace of advance in laboprice stability and sustainable economic
compensation. growth, and giving careful consideration to
Short-term interest rates have registeredconomic, financial, and monetary develop-
small mixed changes since the day beforenents, a somewhat higher federal funds rate
the Committee meeting on September 30would or a slightly lower federal funds rate
1997, while bond yields have fallen some-might be acceptable in the intermeeting
what. Share prices in U.S. equity marketgperiod. The contemplated reserve conditions
have fluctuated widely in turbulent tradingare expected to be consistent with moderate
activity and are down on balance over thegrowth in M2 and M3 over coming months.
period; equity markets in other countries,
notably in Asia, have been volatile as well
and some have registered very large declines.
In foreign exchange markets, the trade-
weighted value of the dollar in terms of the
other G-10 currencies declined somewhat on
balance over the intermeeting period. The
dollar appreciated significantly, however, in
terms of the currencies of a number of Asian Mr. Broaddus dissented because he
and Latin American countries. believed that a modest tightening of

Growth of M2 and M3 appears to have S
moderated further in October from thep0|ICy would be prudent in view of the

unusually brisk rates of August. For the yeaf€C€Nt strength in aggregate demand
through October, M2 expanded at the uppefor goods and services; such demand
bound of its range for the year and M3 at aappeared to be growing considerably
rate substantially above the upper bound ofnore rapidly than the sustainable rate

its range. Total domestic nonfinancial debtat which it could be supplied without
has expanded in recent months at a pace

somewhat below the middle of its range. &N increase in inflation. While he recog-
The Federal Open Market Committeenized that a tightening at this meeting
seeks monetary and financial conditions thgpresented risks in view of recent finan-

will foster price stability and promote sus-cial and economic developments in

tainable growth in output. In furtherance of 55t Asia. he believed these risks were
these objectives, the Committee at its meet: !

ing in July reaffirmed the ranges it had estap®Utweighed by the risk that policy
lished in February for growth of M2 and M3 Would have to be tightened more aggres-
of 1 to 5 percent and 2 to 6 percent respecsively if action were delayed, demand

Votes for this action: Messrs. Greenspan,
McDonough, Ferguson, Gramlich, Guynn,
Kelley, Meyer, Moskow, Parry, Mses.
Phillips and Rivlin. Vote against this
action: Mr. Broaddus.
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remained robust, and the recent apparent
reduction in inflationary expectations
were reversed. The negative impact on
economic activity in such circumstances
would be markedly greater than if a
more modest action were taken at this
meeting.

Rules Regarding Availability
of Information

By notation vote the Committee unani-
mously approved in final form certain
revisions to its Rules Regarding the
Availability of Information. The final
rules take account of comments received
from the public on the Committee’s pro-
posed revisions to the rules that were
published earlier in the Federal Register.
The purpose of the revisions is to bring
the rules into conformity with the Elec-
tronic Freedom of Information Act of
1996, which amends the Freedom of
Information Act. The new rules take
effect on December 17, 1997.

It was agreed that the next meeting of
the Committee would be held on Tues-
day, December 16, 1997.

The meeting adjourned at 1:10 p.m.

Donald L. Kohn
Secretary

Meeting Held on
December 16, 1997

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 Wednesday, December 16, 1997, at
9:00 a.m.

Present:
Mr. Greenspan, Chairman
Mr. McDonough, Vice Chairman
Mr. Broaddus
Mr. Ferguson
Mr. Gramlich

Mr. Guynn
Mr. Kelley
Mr. Moskow
Mr. Meyer
Mr. Parry
Ms. Phillips
Ms. Rivlin

Messrs. Hoenig, Jordan, and
Ms. Minehan, Alternate Members
of the Federal Open Market
Committee

Messrs. Boehne, McTeer, and Stern,
Presidents of the Federal Reserve
Banks of Philadelphia, Dallas, and
Minneapolis 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. Beebe, Cecchetti, Eisenbeis,
Goodfriend, Lindsey, Promisel,
Siegman, Slifman, and Stockton,
Associate Economists

Mr. Fisher, Manager, System Open
Market Account

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

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

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

Messrs. Alexander, Hooper, and
Ms. Johnson, Associate Directors,
Division of International Finance,
Board of Governors

Ms. Low, Open Market Secretariat
Assistant, Division of Monetary
Affairs, Board of Governors
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Messrs. Connolly and Rives, First in recent months. The further advance
Vice Presidents, Federal Reserve reflected moderating but still sizable
Banks of Boston and St. Louis  jcreases in business fixed investment
respectively . .

and consumer spending and an upturn in

Mses. Browne, Krieger, pusiness inventory_ accumulati(_)n. Hous-
Messrs. Dewald, Hakkio, Lang, Ng demand remained at a high level,
and Rosenblum, Senior Vice and deepening trade deficits provided
Presidents, Federal Reserve Banksnly a partial offset to the strength in
of Boston, New York, St. Louis,  domestic spending. Against this back-
Kansas City, Philadelphia, and  4roynd, employment and production
Dallas respectively ! . A

posted further large gains. Price infla-

tion remained subdued despite tight

labor markets and some pickup in the
rate of wage increases.

Messrs. Bryan and Evans, Assistant Nonfarm pa)_/roll employment rose

Vice Presidents, Federal Reserve sharply further in October and Novem-

Banks of Cleveland and Chicago ber. The increases in payrolls were

respectively widespread across sectors, and in

November they included notably large

By unanimous vote, the minutes ofgains in the service-producing indus-

the meeting of the Federal Open Marketries. Manufacturing employment also

Committee held on November 12, 1997rose considerably further in November,

were approved. and aggregate weekly hours of produc-

The Manager of the System Opertion or nonsupervisory workers regis-

Market Account reported on develop-tered a particularly large advance in that

ments in foreign exchange and internamonth. The civilian unemployment rate

tional financial markets in the periodfell to 4.6 percent in November, its low
since the previous meeting on Novemf{or the current expansion.

ber 12, 1997. There were no open mar- Industrial production continued to

ket transactions in foreign currenciesadvance at a brisk pace in October and

for System Account during this period,November. The November increase was
and thus no vote was required of thevidespread across market groups. It fea-

Committee. tured particularly strong growth in the

The Manager also reported on develproduction of durable goods, including
opments in domestic financial marketsa surge in the output of motor vehicles
and on System open market transactiorend parts. Partly offsetting the strength
in government securities and federain the manufacturing sector in Novem-
agency obligations during the periodber was a decline in mining activity and

November 12, 1997, through Decemin utilities output after two months of

ber 15, 1997. By unanimous vote, theaobust expansion. The large rise in pro-

Committee ratified these transactions. duction boosted the rate of utilization

The Committee then turned to a dis-of manufacturing capacity to its highest
cussion of the economic outlook and théevel in more than two years.

conduct of monetary policy over the Growth in consumer spending had

intermeeting period ahead. moderated in recent months from a very

The information reviewed at this brisk pace during the summer. Retalil
meeting suggested that economic activsales were unchanged on balance over
ity had continued to grow at a rapid paceDctober and November after having

Mr. Miller, Vice President, Federal
Reserve Bank of Minneapolis
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increased rapidly in the third quartermer. The rise in stocks at the manu-
The flat sales for the two months re-facturing level was at a somewhat faster
flected some softening in the durablgace in October than in September, but
goods category, notably at automotivehe buildup in inventories at the whole-
dealers, and relatively slow growth insale level, and especially at the retail
the nondurable goods sector. Consuméevel, moderated in October. On bal-
spending on services appeared to hawmnce, inventories remained at quite low
remained relatively robust in October.levels in relation to shipments and sales.
According to recent surveys, consumer The nominal deficit on U.S. trade
sentiment continued at an extraorin goods and services was significantly
dinarily ebullient level in the context of larger in the third quarter than in the
further strong gains in jobs and incomessecond. Exports of goods and services
the cumulative effect of large increasesose only marginally in the third quarter,
in household net worth, and the readys increases in machinery, industrial
availability of financing for most supplies, and service receipts were
consumers. nearly offset by sharp declines in exports
Available information suggested thatof aircraft and gold. Imports of goods
business capital expenditures had modand services rose appreciably in the third
erated in recent months from the excepquarter; the increases were in most
tionally strong increases of the secondnajor trade categories and included
and third quarters. Shipments of officestrong further advances in the quantity
and computing equipment fell in nomi- of oil imports. Economic growth in most
nal terms in October, while shipments ofmajor foreign industrial countries was
communications equipment were aboutelatively vigorous in the third quarter,
unchanged after having posted strongnd preliminary indicators for the fourth
gains earlier in the year. Shipments ofjuarter suggested continued above-trend
nondefense capital goods other thaexpansion. However, growth since mid-
aircraft and high tech equipment alsoyear appeared to have recovered only
declined in October. Spending on nonmodestly in Japan from a sharp second-
residential structures had softened a bijuarter decline. The ongoing financial
in recent months. turmoil affecting a number of Asian
In the housing sector, demand hadconomies had led to a significant slow-
continued to display appreciabledown in economic activity in the region.
strength in recent months in associatiovailable data also suggested a favor-
with relatively moderate mortgage ratesable economic performance in major
and very positive consumer assessmentatin American countries in the third
of homebuying conditions. In October,quarter.
the latest month for which data were Consumer price inflation had re-
available, sales of new homes were welinained at a low level in recent months,
maintained, and sales of existing homegeflecting a variety of influences includ-
rose. Housing starts increased somewhatg a favorable labor cost environment,
in October and November from thefalling import prices, small increases
already high level reached earlier in theén energy prices, and declining inflation
yeatr. expectations. For the twelve months
After having picked up considerablyended in November, overall consumer
in September, the pace of business irprices and consumer prices excluding
ventory investment in October remainedood and energy items increased appre-
above that recorded earlier in the sumeiably less than in the year-earlier
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period. At the producer level, prices forof foreign markets fostered a sense of
finished goods edged lower in Novem-unease that was reflected in relatively
ber and the index was down somewhatvide yield spreads and, on occasion, in
on balance over the past year, reflectingrading activity and price movements.
declines in the food and energy compoEquity markets in other countries, nota-
nents. The rate of increase in averagbly in Asia, remained volatile.
hourly earnings had picked up in recent In foreign exchange markets, the
months, apparently reflecting the effectvalue of the dollar rose over the inter-
of an increase in the federal minimummeeting period in terms of both the
wage and some bidding up of wages in &rade-weighted index of the other G-10
tight labor market. currencies and the currencies of a
At its meeting on November 12, number of Asian countries. The dollar’s
1997, the Committee adopted a directiveappreciation against the German mark
that called for maintaining conditionsand other Western European currencies
in reserve markets that were consisappeared to reflect market perceptions
tent with an unchanged federal fundgshat the prospects for monetary tighten-
rate averaging around¥ percent. In ing had ebbed in those countries in light
the directive the Committee retained af the persistence of subdued inflation
tilt toward a possible firming of reserveand indications that the continuing
conditions during the intermeetingfinancial turmoil in Asian and other
period. Such a bias was seen as consismerging economies was likely to have
tent with the members’ views that thea retarding effect on the economies
risks continued to be skewed towardf the industrial countries. The dollar's
rising inflation and that the next policy appreciation relative to the yen appeared
move was more likely to be in the direc-to reflect rising concerns about the Japa-
tion of some firming than toward easing.nese economy in the wake of continuing
Reserve market conditions associatefinancial difficulties in Japan and spill-
with this directive were expected to beover effects from events elsewhere in
consistent with some moderation in theAsia. The dollar strengthened further in
growth of M2 and M3 over coming this period against most of the other
months. East Asian currencies, notably against
Open market operations throughouthe Korean won.
the intermeeting period were directed Growth in the broad monetary aggre-
toward maintaining reserve conditionsgates picked up to relatively rapid rates
consistent with the intended average oin November. Strength in currency and
around %2 percent for the federal fundsa surge in liquid deposits boosted the
rate, and the average effective rate ovesxpansion of M2, while that of M3 was
the period was close to that rate level. lramplified by a step-up in RP borrowing
other domestic financial markets, shortto help finance more rapid growth in
term interest rates registered smalbank credit. For the year through
mixed changes since the day before thBlovember, M2 expanded at a rate that
Committee meeting on November 12was slightly above the upper bound of
1997, while bond yields fell somewhat.the Committee’s annual range and M3
Share prices in U.S. equity marketsat a rate substantially above the upper
recorded mixed changes over the periochound of its range. The increase in total
Domestic financial markets becamedomestic nonfinancial debt for the year
somewhat less volatile over the periodio date was at a pace somewhat below
though further turmoil in a number the middle of the Committee’s range.
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The staff forecast prepared for thisdamping effect on output and prices in
meeting suggested somewhat greatéhe United States than previously had
moderation in economic expansion thameen anticipated. Exports to many Asian
had been projected earlier and slightlycountries, and possibly to other U.S.
less pressure on wages and prices. &ading partners whose economies might
number of factors were expected tde adversely affected by the spillover
contribute to the slowing of aggregateeffects of developments in Asia, would
demand and reduced pressure obe reduced, and declines in import
resources. These included: a slackeningrices would ease inflation pressures.
in world economic expansion that, inHowever, the ultimate extent of the
conjunction with the appreciation of theadjustment in Asian economies re-
dollar, would substantially restrain U.S.mained unknown, and more substantial
exports; some moderation of the growtldownward pressure on the economies of
in household and business investmenthe United States and its trading partners
and a diminution in the desired rate ofcould not be ruled out.
inventory accumulation. With regard to the prospects for final

In the Committee’s discussion of cur-demand in key sectors, the members
rent and prospective economic developroted that the appreciation of the dollar
ments, members commented on indicaagainst a wide range of currencies, along
tions that growth in economic activity with the prospective slackening in world
had remained solid and that inflationeconomic expansion associated with the
had continued to be surprisingly low.Asian turmoil, could be expected to
While wages appeared to be increasexert a considerable damping effect on
ingly subject to upward pressure, proU.S. exports over the next several quar-
ductivity had picked up in recent quar-ters. In addition, increased uncertainty
ters, and the persisting strength in profitebout financial asset values, possibly
suggested that unit labor costs were natlated in part to further difficulties in
accelerating noticeably. The evidentlyAsia, could lead to greater caution in
higher pace of productivity growth wasspending, while a substantial decline
very encouraging, though it was stillin equity values, should it occur, would
difficult to assess how long this favor-have a more pronounced effect by
able performance might last and theeducing household wealth and raising
extent to which it might ease the pricethe cost of equity capital. However, a
pressures that could emerge if the ecaaumber of members suggested that con-
nomic expansion did not moderate asumer spending might hold up relatively
members anticipated. Domestic demandell if the effects of the Asian crisis on
for goods and services had been quitthe U.S. economy were not markedly
strong and was likely to remain reasondeeper or more prolonged than currently
ably robust. However, the effects ofexpected. To date, anecdotal reports
the persisting turmoil in Asian finan- indicated only scattered signs of weaker
cial markets were likely to moderate theexport demand, primarily some slacken-
pace of expansion, though the extent oing in orders for and shipments of
this effect was difficult to judge. The selected commodities such as agricul-
ongoing turbulence since the last Comtural goods and lumber and wood prod-
mittee meeting, which included furtheructs, and there were few indications
noticeable increases in the dollar againgif reduced demand for manufactured
the currencies of affected countriesgoods. At the same time, business
likely would have a somewhat greatercontacts were optimistic about holiday
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sales, tourism was booming in somesome employers were trying out novel
parts of the country, and spending forapproaches aimed at enticing people not
services had been brisk. In the circumeurrently seeking a job to enter the work
stances, continuing gains in wages antbrce. While wage increases remained
employment, the prevailing high levelsmoderate on balance, larger increases
of confidence, the cumulative effects ofwere gradually becoming more perva-
very large increases in household wealtBive as labor markets tightened. More-
in recent years, and the intense competdver, employers were continuing their
tion among retailers for the consumer'sfforts to attract or retain workers that
attention could promote substantial furwere in particularly scarce supply by
ther growth in consumer expendituresmeans of a variety of bonus payments
The same factors, along with the fav-and other incentives that were not
orable cash flow affordability of home included in standard measures of labor
ownership, were maintaining housingcompensation. There also were reports
demand at a relatively high level. of offers of expanded benefits and, in
The outlook for business fixed invest-some instances, the granting of very
ment remained favorable. In the neatarge wage increases to highly skilled
term, the low cost of capital, the readytechnical personnel.
availability of finance on attractive In the course of their discussion,
terms, and the potential for reducingmany members remarked on the ab-
production costs in highly competitive sence of inflationary price pressures dur-
markets were providing strong supporing a period when economic activity had
for capital spending. Moreover, shrink-risen briskly and labor markets had
ing vacancy rates and rising lease rategrown steadily tighter. The muted effect
were fostering a rapid increase in theof higher labor compensation on unit
number of large commercial buildinglabor costs and prices reflected sharp
projects, notably office buildings, thatadvances in productivity partly asso-
were planned or under way in manyciated with the rapid expansion of the
areas of the country. Even so, the growtlstock of capital; the latter had been
of business capital spending wasstimulated, most probably, by the desire
expected to slow from the unusuallyto enhance efficiency and thus hold
rapid pace of recent quarters in responsgown costs. In addition, the earlier
to the projected smaller increases irappreciation of the dollar and the unusu-
sales and profits arising from moderatally damped increases in the cost of
ing economic growth. In addition, busi-health benefits in recent years had
ness firms were expected to trim thehelped to limit the rise in compensation.
pace of their inventory accumulation to As members had noted at previous
keep stocks at desired levels relative toneetings, these favorable influences
sales. were likely to erode over time. Anec-
In their comments on recent develop-dotal reports indicated that health insur-
ments in labor markets, the membersince premiums were beginning to trend
emphasized the very limited supply ofhigher, and the dollar would not rise
new workers and the extraordinary tightindefinitely. More fundamentally, persis-
ness prevailing in markets throughoutent tightness in labor markets risked a
the nation. Several reported that theontinuing uptrend in labor compensa-
scarcity of available workers was limit- tion increases that, at some point, could
ing the growth of economic activity not be fully offset by productivity gains.
in some parts of the country and thatUnder those circumstances, competitive
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market conditions would allow firms to while acknowledging the downside risks
raise prices to compensate for increasde the expansion associated with poten-
in their costs. However, for some periodial developments in Asia, still was
ahead, developments associated with thgersuaded that the economy probably
turmoil in Asia along with the partly would continue to expand at an unsus-
related appreciation of the dollar wouldtainable pace and that monetary policy
tend to intensify import competition andshould be tightened promptly to avert a
damp the prices of goods. further buildup of pressures in already
In the Committee’s discussion of pol-strained labor markets, associated
icy for the intermeeting period ahead,ncreases in labor costs, and at some
nearly all the members favored a propoint an inevitable rise in price inflation.
posal to maintain an unchanged policy Other considerations cited by some
stance. In their discussion, membersnembers in favor of an unchanged pol-
emphasized that price inflation hadcy included the possibility that, because
remained subdued, indeed with soma policy tightening move was not
key price measures indicating declin-expected at this juncture, even a modest
ing inflation, despite the persistence ofirming action might well have outsized
robust economic growth and high levelseffects in financial markets, especially
of resource use, notably in labor marthe foreign exchange markets. Current
kets. They expressed concern, howevecpnditions in domestic financial markets
that multiplying indications of faster clearly remained supportive of spend-
wage increases might presage risingng, but it also was noted that the real
price inflation at some point. Weighingfederal funds rate was relatively high
against the risks of higher inflation wasand that growth in the broad measures
the financial turmoil that had intensifiedof money was expected to moderate
in Southeast Asia during October andver coming months after a period of
more recently in Korea. The effects ofrobust expansion. The members agreed
those developments on the U.S. ecorthat the crosscurrents that were generat-
omy were quite limited thus far, but theing the present uncertainties in the out-
members expected some damping dbok for economic activity and inflation
economic expansion and price increasanade a flexible approach to monetary
in the quarters ahead, and they did ngbolicy particularly desirable at this
rule out a potentially strong impact injuncture.
the event of an even deeper crisis in Views were somewhat more divided
Asia, or one that spread to other counwith regard to the instruction in the
tries. Nonetheless, many members condirective relating to the possible adjust-
mented that, with domestic demand stilment of policy during the intermeeting
quite strong and the economy possiblyeriod. A majority of the members indi-
producing beyond its potential, theycated a preference for a shift to a sym-
viewed the risks on balance as pointingnetrical directive even though many
to rising price inflation and the nextcontinued to anticipate that the next pol-
policy move as likely to be in the direc-icy move was likely to be in a tighten-
tion of some tightening. However, mosting direction. They noted that while the
members agreed that the need for suchg@obability of any policy change in the
policy adjustment did not appear to benear term was very low, uncertainties
imminent and that prevailing near-termin the outlook had increased, and they
uncertainties warranted a cautious waiteould not rule out the possibility that the
and-see policy posture. One membenext change might be in the direction
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of some easing if, contrary to currentAccount in accordance with the follow-
expectations, the turmoil in Asia were toing domestic policy directive:
intensify to the extent that it seemed

likely to exert very substantial effects the information reviewed at this meeting
on the U.S. economy. A symmetricsuggests that economic activity continued to
directive would position the Committeegrow rapidly in recent months. Nonfarm pay-
to respond flexibly in either direction roll employment increased sharply in Octo-
to unanticipated developments in th er and November; the civilian unemploy-

h ment rate fell to 4.6 percent in November, its
period ahead. Other members express%fv for the current economic expansion.

a slight preference for retaining a direc4ndustrial production continued to advance
tive that was tilted toward tightening. Inat a brisk pace in October and November.
their view, such a directive would con-Retail sales were unchanged on balance
tinue to underscore their concern thator:’erﬂgh% two TO”T'S after fising sharply in ,
. e third quarter. Housing starts increase
at current _"’_‘nd_ Pfos_p_ec“Ye Ievels 0 lightly further in October and November.
resource utilization, rising inflation was available information suggests on balance
the most serious risk to the economythat business fixed investment will slow from
and that the Committee remained comthe exceptionally strong increases of the sec-

mitted to fostering progress toward aonc'uasnd th(;rd.qua”%rs- Tg‘e nominal ‘.jdeﬁCit g
; : ; on U.S. trade in goods and services widene
stable price environment that in turnsignificantly in the third quarter from its rate
would heighten the prospects for susin”the second quarter. Price inflation has
tained economic expansion and fullemained subdued, despite some increase in
employment. the pace of advance in wages.
At the conclusion of the Committee’s Sfl‘lort‘_terg‘ interest rates have dregits)t‘?re‘j
; ; all mixed changes since the day before
d'SC.USS'.On’ all but one member_en(_jqrse%g Committee meeting on November 12,
a directive that called for maintaining 1997, while bond yields have fallen some-
conditions in reserve markets that wergvhat. Share prices in U.S. equity markets
consistent with an unchanged federalecorded mixed changes over the period,;
funds rate of about’® percent and that equity markets in other countries, notably in

did not include a presumption about theAS'a’ have remained volatile. In foreign
likelv _directi f diust tt exchange markets, the value of the dollar has
Ixely direction of any adjustment 10 \jsen oyer the intermeeting period in terms

policy during the intermeeting period. of both the trade-weighted index of the other
Accordingly, in the context of the G-10 countries and the currencies of a num-

Committee’s long-run objectives for ber of Asian countries.
price stability and sustainable economi'c: M2 and M3 grew rapidly in November.

- . : or the year through November, M2
growth, and giving careful Cor]S'derat'onexpanded at a rate slightly above the upper

to economic, financial, and monetaryyound of its range for the year and M3 at a
developments, the Committee decidegate substantially above the upper bound of
that a slightly higher or a slightly lower its range. Total domestic nonfinancial debt
federal funds rate might be acceptabl&as expanded in recent months at a pace

; ; : ; somewhat below the middle of its range.
during the intermeeting period. The The Federal Open Market Committee

reserve conditions contemplated at thigeeks monetary and financial conditions that
meeting were expected to be consistentill foster price stability and promote sus-
with some moderation in the growth oftainable growth in output. In furtherance of
M2 and M3 over coming months. these objectives, the Committee at its meet-

ing in July reaffirmed the ranges it had estab-

The Federal Reserve B_ank of Nev.\{is%ed in BI/:ebruary forgrowthgof M2 and M3
_York was authorlz_ed and directed, _untllof 1 to 5 percent and 2 to 6 percent respec-
instructed otherwise by the Committeetively, measured from the fourth quarter of
to execute transactions in the System996 to the fourth quarter of 1997. The range
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for growth of total domestic nonfinancialon U.S. economic activity. He also
debt was maintained at 3 to 7 percent for thgye|ieved that signaling a greater willing-

year. For 1998, the Committee agreed on : et
tentative basis to set the same ranges as f\ness to tolerate modest policy adjust

1997 for growth of the monetary aggregated€Nts in response to emerging devel-
and debt, measured from the fourth quartepments would foster more flexible
of 1997 to the fourth quarter of 1998. Themovements in longer-term financial
behavior of the monetary aggregates willmarkets and specifically enable longer-

continue to be evaluated in the light Oftarm jnterest rates to play their tradi-
progress toward price level stability, move-

ments in their velocities, and developmentdional role as automatic stabilizers for
in the economy and financial markets. the economy more effectively. _

In the implementation of policy for the It was agreed that the next meeting
immediate future, the Committee seeks congf the Committee would be held on

ditions in reserve markets consistent WithTuesday—Wednesday February 3-4
maintaining the federal funds rate at an ggg ! !

average of around¥a percent. In the context . . .

of the Committee’s long-run objectives for | he meeting adjourned at 12:45 p.m.
price stability and sustainable economic

growth, and giving careful consideration to Donald L. Kohn
economic, financial, and monetary develop- Secretary
ments, a slightly higher federal funds rate or

a slightly lower federal funds rate might

be acceptable in the intermeeting period.

The contemplated reserve conditions are

expected to be consistent with some modera-

tion in the growth in M2 and M3 over com-

ing months.

Votes for this action: Messrs. Greenspan,
McDonough, Ferguson, Gramlich, Guynn,
Kelley, Meyer, Moskow, Parry, Mses.
Phillips and Rivlin. Vote against this
action: Mr. Broaddus.

Mr. Broaddus dissented because he
continued to believe that a modest tight-
ening of policy would be prudent in
light of the apparent persisting strength
in aggregate demand for goods and
services. He recognized the case for
holding policy steady given recent
developments in East Asian economies
and financial markets; he believed, how-
ever, that a slight firming at this meet-
ing would provide valuable insurance
against the risk that demand growth
might remain above a sustainable trend
and require a sharper policy response
later. He thought further that the poten-
tial benefits of this insurance out-
weighed the risk that such an action
would have a significant negative impact
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Consumer and Community Affairs

In 1997 the Board’'s activities in the convenience and needs factors were
consumer protection area centered ooonsistent with approval.
making disclosures about transactions For CRA examinations of state mem-
more helpful to consumers and focusedber banks, the Board in 1997 focused on
particularly on automobile leases andvorking with the other financial regu-
real estate mortgages. The Board develatory agencies to foster consistency in
oped a major consumer education canthe application of examination proce-
paign related to the disclosures thatlures and on analyzing the data col-
consumers receive under its consumeected by large banks on small business
leasing regulations. The initiative hadand small farm loans and community
participation from more than thirty development lending. For large institu-
agencies and organizations, resulting itions, revised CRA regulations became
the publication of an educational bro-fully effective on July 1, 1997, so that
chure on how to make informed leasingall such institutions are now examined
choices and the creation of a public Welunder the revised regulation and no
site. longer have the option to be examined
In the area of mortgage transactionsyunder the previous regulation.
the Board joined with the U.S. Depart- In the fair lending area, in addition to
ment of Housing and Urban Develop-pursuing corrective measures on its
ment (HUD) to review the disclosuresown, the Board referred several dis-
currently given to consumers under therimination cases involving state mem-
Truth in Lending Act and the Real ber banks to the Department of Justice,
Estate Settlement Procedures Act, seekacluding a case of alleged redlining
ing ways to make the disclosures morén brokered loans. The Board referred
useful. The agencies determined thabther cases raising claims of alleged
regulatory change alone would notmortgage discrimination to HUD for
achieve the desired improvements callethvestigation. The Board also published
for by the Congress and turned theifinal rules governing “self tests” that
attention to legislative changes to reformallow lenders to keep findings from
the current disclosure scheme. any self-tests they conduct confidential
The Board acted on bank and bankinder a legal privilege; the rules are
holding company applications thatparallel to rules issued by HUD under
involved Community Reinvestment Actthe Fair Housing Act. The Board contin-
(CRA) protests, adverse CRA ratingsued to improve the System’s process
and issues of fair lending and noncomfor fair lending examinations, using
pliance with consumer protection reg-enhanced statistical techniques to test
ulations. Several applications involvinglarge institutions for compliance.
major bank mergers elicited both strong Acting on behalf of the Federal
support and strong opposition fromFinancial Institutions Examination
members of the public; all were pro-Council (FFIEC) and HUD, the Board
tested on CRA grounds. After extensivgprepared Home Mortgage Disclosure
analysis, the Board approved all theséct statements for individual lenders
applications, finding in each case thaand aggregate reports for metropolitan
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areas, meeting the statutory target fothirty agencies and organizations from
delivery. From the data, the Board notedhe private and public sectors, including
that denial rates continued to show disautomobile manufacturers and dealers,
parities among racial and ethnic group¢easing trade associations, consumer
and that although the number of loans t@dvocacy groups, Reserve Banks, the
black applicants increased in 1996 as iFederal Trade Commission, and state
had in previous years, the rate of growttattorneys general.
decreased. This leasing education team devel-
These matters are discussed belovaped “core messages” about leasing—
along with other actions by the Boardkey information that consumers need to
in the areas of consumer protection anthake informed choices:

community affairs.  Leasing is different from buying

_ _ e Consumers need to consider the costs
Leasing Education and at the beginning of, during, and at the
Regulatory Changes end of the lease

Regulation M, which implements the® Cf(fansumgrs need to compare lease
Consumer Leasing Act, requires lessors ofiers an negoﬂa&e somekterms hei
to give consumers uniform disclosures C_Zorr:tsumeés nee 'kt)(')l't' now It elr
of the costs and terms of a lease before '9NtS and responsioiliies in lease
the lease becomes legally binding. In transactions.
September 1996, the Board adopted a These core messages were incorpo-
revised Regulation M following a multi- rated into a new brochur&gys to Vehi-
year review under its Regulatory Plancle Leasing—A Consumer Gujdghich
ning and Review program. Through thewas released at a press conference in
review the Board identified ways to sim-December. One million copies of the
plify the regulation to carry out more prochure were printed and are being dis-
effectively the congressional intent oftributed by the Federal Reserve and the
consumer protection. The review alsmther organizations that participated in
led to the modernization of the rules, toits preparation.
address changes that have taken place inThe information in the brochure is
consumer leasing since 1976, the yeailso available on the Board's public
the Consumer Leasing Act was enactedp/eb site, and copies can be printed from
The revisions included new disclosuresthere (http://www.bog.frb.fed.us/pubs/
primarily for motor vehicle leasing, to leasing). The Web site includes a glos-
improve consumers’ understanding okary of leasing terms and provides links
lease transactions. The Board detero the sites of some members of the
mined that these revisions were espdeasing education team. In December
cially necessary given that about onealone, the Web site recorded almost
third of all passenger cars now delivere@0,000 visitst
to consumers are leased rather than pur-
chased and financed. 1. The Board’s Web site provides a wide array
Throughout 1997, the Board workedof other information, including educational bro-
to develop an educational program tghures on home mortgages, guidance for filing
ensure that consumers could take maxkemplaints, the consumer compliance handbook,
mum advantage of the new disclosured™ ek s iomation o provdes e
about lease transactions. It organized ghancial regulatory agencies. For CRA, the
broad-based coalition of more thanagency sites provide data on CRA ratings, reports,
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In March the Board amended Regula- Following a review of the comments
tion M to implement changes to theand an analysis conducted by the Board
Consumer Leasing Act enacted in 1996and HUD, the Board in March 1997
The changes primarily streamline thepublished a finding that, to achieve the
advertising disclosures as specified imoals set forth in the amendments, legis-
the act; they also revise the rules follative rather than regulatory changes
disclosure of up-front costs in leasewould be necessary. The Board invited
agreements to parallel the advertisingublic comment on possible statutory
rules and include several other technicathanges to TILA and received numer-
changes. ous letters from individual consumers.

The revised leasing rules adopted irConsumers’ primary concern was that
1996 made it necessary for leasinglisclosures about mortgage costs be
companies and automobile dealershipgiven earlier in the process than they are
to develop new leasing forms and tonow, so that they can use the disclosures
reprogram the computer software usetb comparison shop before applying for
to produce the lease disclosures. Tha loan from a particular lender. Consum-
new rules (and the commentary interers also want the cost disclosures to be
preting them) were to become mandaas accurate as possible, so that they will
tory on October 1, 1997. In Septembenot face unexpected charges at loan
1997, the Board delayed the mandatorglosing, when they no longer have the
effective date for compliance to Januanylexibility to seek other financing.

1, 1998, to give the nation’s more than In July, the Board and HUD testified
22,500 new-car dealerships more timdefore the Senate Banking Committee
to install and test the computer softwaren ways to improve the disclosures and
used to produce the disclosures. outlined their plans to develop legisla-
tive recommendations. Also in July, the

Board and HUD held a public forum to
TILA and RESPA Rules hear views on major issues raised by
. reform efforts. The participants, who
During 1997 the Board and HUD Swd'included consumer advocates, officials

led ways to improve the disclosures ¢ .o aqancies, and trade associations
about home mortgage transactions give

, Hepresenting lenders, mortgage brokers,

itg c?s;urq_?lriundr?é t{;]e Témhl 'rI‘ELte?d'and providers of settlement services,
g Act ( ) a € ea ESlale yiscussed the goals of TILA and RESPA
Settlement Procedures Act (RESPA). In, 4" cidered  whether significant

1996 the Congress required the Q. ement can be made to the exist-
agencies to.S|mpInfy and improve theing statutes or whether more compre-
disclosures if possible and to create go,qye reform is needed. They talked
gl(l;tglgqlelg)rmatlfor Igse n Eomplsggg W'tr? about whether lenders should guarantee

laws. In December 1996, t €rates and other costs at the time of appli-
agencies jointly published an advanc%ation. They also discussed preliminary

notice of proposed rulemaking, Seekingfindings from survey data on consumer

comment on regulatory and IegislativeCredit shopping presented by the Board

changes that might achieve those goalsmdicating that although many consum-

ers rely on the annual percentage rate—
and examination schedules; at year-end, work wa@e APR—when select|'ng a loan, f(?W
under way to create a centralized interagency daté‘l_nd?fStandhe measure’s mathematical
base of CRA ratings. significance.
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At year-end, the Board and HUDto the practice of using fictitious appli-
were preparing a report and recommeneants for credit (“testers”) but does not
dations on disclosures about home mortapply to creditor reviews and evalua-
gage transactions, targeted for deliveryions of loan and application files. (HUD

to the Congress in 1998. published a similar rule to revise regula-
tions implementing the Fair Housing

Other Regulatory Matters Act)

Regulation B Regulation C

(Equal Credit Opportunity) (Home Mortgage Disclosure)

During 1997 the Board and HUD devel-The Congress in 1996 raised the asset
oped rules to govern “self tests” underthreshold for coverage of depository
the Equal Credit Opportunity Act institutions under the Home Mortgage
(ECOA) and the Fair Housing Act. (The Disclosure Act (HMDA) from $10 mil-
two agencies were directed by amendlon, setting a standard based on the
ments to the statutes to issue “substarconsumer price index for urban wage
tially similar” rules.) In December 1996 earners and clerical workers (the
the Board published a proposal to allonCPIW); it left unchanged the asset mea-
a creditor that voluntarily conducts asure for nondepository institutions. To
self-test of its operations to keep th@mplement this amendment, the Board
results confidential under a legal “privi- in January 1997 published an interim
lege.” The privilege serves as an incenfule making an initial adjustment to the
tive to do self-testing by ensuring thatasset threshold—to $28 million—on the
any evidence of discrimination producedasis of the change in the CPIW
by a self-test conducted voluntarily will between 1975 and year-end 1996. The
not be used against the creditor, proBoard made the rule final in May. It will
vided the creditor takes appropriate cormake future changes using the annual
rective measures for any discriminatioraverage of the CPIW for the twelve-
that is found. month period ending in November, a
The primary issue addressed in thechedule that will allow publication by
rulemaking process was whether tdecember of any change in the thresh-
define “self test” narrowly or broadly; old for the coming year.
the Board used a narrow definition in  The rule made final in May also es-
the proposal but solicited public com-tablishes, pursuant to statutory changes,
ment on a broader definition. an alternative way for institutions to
The Board's final rule, published in make HMDA disclosure statements
December 1997, adopted the narrovavailable for public inspection. An insti-
definition. It defines a self-test as anytution must make a complete copy of
program, practice, or study designed anis disclosure statement available to the
used specifically to determine the extenpublic at its home office. For branch
or effectiveness of a creditor's compli-offices located in other metropolitan
ance with the ECOA by creating dataareas, it previously had to make disclo-
or other factual information that is notsures available at one office in each area
available and cannot be derived fromwithin ten calendar days; now it has the
loan or application files or other recordsoption of posting a notice informing the
related to credit transactions. It appliegpublic that disclosures will be provided
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on request (and indicating the address tsions of Regulation E to some electronic
which requests should be sent). stored-value products.

In December, the Board adjusted the The report noted that even minimal
asset threshold to $29 million for dataregulation (such as requiring only initial
collection in 1998. disclosures) could affect the develop-
ment of electronic stored-value products
. if the incremental costs of complying
Regulation E {Nith the re . .

p gulation were large or if
(Electronic Fund Transfers) they differed from one product to the
In January 1997, the Board publishedext. Because experience with electronic
a proposal to revise Regulation E tostored-value products to date is limited,
implement amendments to the Electhe report concluded that it would be
tronic Fund Transfer Act (EFTA) difficult to predict whether the benefits
included in the Personal Responsibilityto consumers from any particular regu-
and Work Opportunity Reconciliation latory provision would outweigh the
Act of 1996. The amendments exemptorresponding costs of compliance. The
from coverage “needs tested” electronicreport did not endorse or recommend
benefit transfer (EBT) programs estabany specific course of action at this time.
lished by or administered by state or
local governments, including those for .
the disbursement of food stamps an T?’gtjfllaitrxofeﬁdin )
cash assistance to needy families. 9

Federally administered programs—asn January the Board published pro-
well as pension and other employmentposed revisions to Regulation Z to carry
related EBT programs established byut changes to the Truth in Lending Act
state or local governments—remain subenacted by the Congress in 1996. The
ject to Regulation E’s special rules foramendments apply to variable-rate loans
government programs. Compliance witthaving a term of more than one year that
these special rules, which the Boardare secured by the consumer’s principal
adopted in 1994, became mandatory odwelling. Previously, creditors had to
March 1, 1997. give a fifteen-year historical example of

In March the Board submitted to theindex values related to the interest rate.
Congress, as required by the Economiblow they have the option of providing a
Growth and Regulatory Paperworkstatement that the periodic payment
Reduction Act of 1996, a report on themay increase or decrease substantially,
possible costs and consumer benefitogether with the disclosure of a maxi-
resulting from application of the EFTA mum interest rate and a corresponding
to electronic stored-value products. Thgpayment based on a $10,000 loan
report considered several alternativemount. The Board adopted a final rule
approaches, including allowing competiin November.
tion in the market to determine which In June the Board held public hear-
consumer protections are provided for @ngs in Los Angeles, Atlanta, and Wash-
given electronic stored-value productington, D.C., to determine how well the
Among the sources of information usedHome Ownership Equity Protection Act
for the analysis were comments submit{HOEPA) is working. The HOEPA pro-
ted to the Board in response to its 199&isions of Truth in Lending apply to
proposal to extend the disclosure provifoans secured by the homeowner’s prin-
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cipal dwelling if the interest rate or clos- Fair Credit Reporting Act adopted in
ing costs exceed certain levels. The lavt996, addresses the potential use of such
seeks to protect against abusive mortnformation to commit financial fraud
gage lending practices that target thand the corresponding risk of loss to
elderly and the unsophisticated. The adnsured depository institutions.
requires credit disclosures, beyond those The Board found that information
normally given, three days before aabout consumers is widely available
homeowner becomes obligated on &om both government and commercial
loan. sources and that few legal constraints
The Board heard a wide range oflimit its collection, use, or dissemina-
views. Lenders criticized the complexitytion. Some of the information is sensi-
of HOEPAs coverage tests and sugtive and can be used to facilitate unlaw-
gested simplifying the rules about whichful activities, such as “identity theft”
fees count toward the closing costsnvolving the illegal use of personal data
threshold (and raising the rate and fe¢o commit financial fraud. Losses from
thresholds to keep the same level oifdentify theft do not seem to present
coverage). They also expressed concemn significant risk to insured depository
about having to give new disclosures tanstitutions at this time. Nonetheless, the
correct even a small error, because doingeport notes, this type of fraud is a grow-
so triggers a new three-day waitinging risk to consumers and financial insti-
period before funds can be disbursedutions, and relatively easy access to
Consumer advocates asked for a morgersonal information may increase the
effective enforcement tool to addressisk. The report suggests steps that con-
continuing abuses and also favored aumers and financial institutions could
prohibition on practices that they saytake to reduce the likelihood of fraud,
place homes at risk of foreclosure, suclbut it makes no recommendations for
as loans to borrowers who have higHegislative or administrative action.
debt-to-income ratios and repeated refi- In July the Board published for com-
nancings (loan flipping) that add fees oorment proposed amendments to the
top of fees. model forms in Regulation B related to
Although the June hearings wereconsumer rights under the Fair Credit
devoted primarily to home equity lend-Reporting Act. The proposal relates to
ing, the Board also used them to explor¢he disclosures that consumers must be
other issues that it must consider in th@iven when they are denied credit on the
future, including issues related to howbasis of information obtained from a
Truth in Lending’s finance charge dis-consumer reporting agency or from an
closure could more accurately reflect thaffiliate of the creditor. Final action was
cost of consumer credit. pending at year-end.

Actions under the Fair Credit Interpretations

Reporting Act In February the Board revised the offi-

In March the Board submitted to thecial staff commentary to Regulation Z
Congress a report concerning the availfTruth in Lending). The update gives
ability and use of sensitive identifying guidance about new tolerances for
information about consumers, such athe disclosure of finance charges and
their social security numbers. Theother matters in connection with home-
report, required by amendments to thesecured installment loans.
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In March the Board revised the offi-on behalf of HUD and the member
cial staff commentary to Regulation Magencies of the Federal Financial Institu-
(Consumer Leasing). The update offeréions Examination CouncH.
guidance for compliance with Regula- The FFIEC prepares individual dis-
tion M as revised by the Board in Sep-closure statements for lenders that
tember 1996. reported data—one statement for each

metropolitan area in which a lender had
offices and reported loan activity. The
HMDA Data and 42,936 statements produced from the
Lending Patterns 1996 data cover 14.8 million loans and
applications; the 32 percent increase

The Home Mortgage Disclosure ACtin loans and applications over 1995 is

[)i/q?r::aez ctthg&{thrtgggemlzﬁg%rjbﬁgvféﬁ%rge'y attributable to a sharp increase in
tain data about their home purchas refinancing activityt In July, each insti-

home improvement. and refinancinemtion made its disclosure statements

provi ’ . R gpublic; and in August, reports contain-
Ipan transactions. Depository Ir‘St'tu'ing aggregate data for all lenders in a
tions generally are covered if they were iven metropolitan area were made
located in me"opo"ta?” areas and ha vailable at central depositories in the
assets above a certain threshold at tn?ation's 332 metropolitan areas
preceding year-end; mortgage compa-") o qininstitutions tend to specialize
nies are covered if they were located in

or made loans in metropolitan areas an different types of home loans. In
P o 996, depository institutions continued
had assets of more than $10 million ai

the preceding year-end (when combineﬂg] be the predominant source of home

. provement loans and loans for multi-
with the assets of any parent company mily residences. Mortgage companies
and are also covered, regardless of assg '

size, if they originated 100 or more counted for about 52 percent of
' y org the conventional home purchase loans

home purchase loans in the precedin‘;;e

. s orted under HMDA and about
yearz In 1997, 8,367 depository Institu- 80p percent of the government-backed
tions and affiliated mortgage companieg, ;e purchase loans

and 961 independent mortgage compa- . e
X Mortgage originators and institutions
nies reported HMDA data for calendarin the secondary market for mortgages,

year 1996. such as Fannie Mae (the Federal

_ Lenders covered by HMDA submit i iona1” Mortgage  Association) and
information about the geographic loca-

; . - Freddie Mac (the Federal Home Loan
tion of the properties related to th‘.a'rMortgage Corporation), offer a variety
loans and applications, the disposition,¢” . entional home loan programs
of loan applications, and, in most cases ften in concert with private mortgage'
the race or national origin, income, an

sex of applicants and borrowers. The 3. The member agencies of the FFIEC are the
Federal Reserve Board processes ttaard, the Federal Deposit Insurance Corporation

data and produces disclosure Statemer@'(:), the National Credit Union Administration
(NCUA), the Office of the Comptroller of the

_ Currency (OCC), and the Office of Thrift Super-
2. Through 1996, the asset threshold for deposivision (OTS).

tory institutions was $10 million. In September 4. A summary of the 1996 HMDA data appears

1996, the Congress amended HMDA to raise thé a series of special tables in tRederal Reserve

asset threshold according to changes in the CPIVBulletin, vol. 83, no. 9 (September 1997),

See “Other Regulatory Matters” above. pp. A68—A75.
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insurers, to benefit low-income and The 1996 HMDA data continue to
minority households and neighborhoodsshow higher rates of credit denial for
In recent years, these institutions haveonventional home purchase loans for
expanded their program offerings, whichblack and Hispanic applicants than for
may account for the continuing increaséAsian and white applicants, even within
in loans to these homebuyers. Fronthe same income brackets. Overall
1993 to 1996 the number of conven-denial rates for conventional home pur-
tional home purchase loans to low-chase loans were 49 percent for black
income borrowers increased 37 percengpplicants, 34 percent for Hispanic
compared with 23 percent for high-applicants, 14 percent for Asian appli-
income borrowers. cants, and 24 percent for white appli-
The Federal Housing Administrationcants. All these rates were higher than in
(FHA) also has adopted measures td993, 1994, and 1995.
enhance borrowing opportunities for The increase in denial rates over time
low-income households; at the sametems in part from changes in the home
time, it has worked to make FHA loanslending market. First, the number of
more competitive. The agency has lowapplications submitted to “subprime”
ered its insurance premiums, increaselénders and to institutions that extend
flexibility in its underwriting standards, loans for the purchase of manufactured
and raised the maximum size of théhomes has increased substantially. These
loans that it will back. Between 1993lenders’ denial rates are quite high
and 1996 the number of government{about 55 percent on average, compared
backed home purchase loans (prewith about 13 percent for other lenders),
dominantly FHA-insured) increasedand their increasing share of all applica-
19 percent for low-income borrowers,tions for conventional home purchase
compared with 5 percent for high-loans (25 percentin 1996 compared with
income borrowers. 11 percent in 1993) results in higher
overall denial rates. Second, applica-
tions by low-income households consti-
tute an increasing share of all applica-
Home purchase lending to minoritytions. Because low-income households
homebuyers has increased markedly itend to have relatively high denial rates,
recent years: From 1993 to 1996 theoverall denial rates also tend to rise.
number of home purchase loand-inally, the incidence of multiple appli-
extended to black applicants increasedations has increased over time. Appli-
53 percent, to Hispanic applicantscants who submit applications to more
56 percent, and to Asian applicantshan one prospective lender have high
15 percent—compared with 14 percentlenial rates, and their growth in the pool
for white applicants. However, the of all applicants also tends to raise over-
growth of lending to blacks slowed in all denial rates.
1996 and was less than the national The data collected under HMDA
average. The slower growth may havelo not include the wide range of finan-
been due in part to the relatively weakecial and property-related factors that
housing markets in that year in state¢enders consider in evaluating loan
that have relatively large black popula-
tions, .pr|nC|paIIy some states in the mid- 5. For detalils, see the Special Tables section in
Atlantic region and a number of south-the september issue of thederal Reserve Bulle-
ern states. tin for 1995 and subsequent years.

Lending Patterns
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applicants. Thus, the HMDA data alonePrivate Mortgage Insurance

do not provide an adequate basi .
for determining whether a par'[icularsr.he FFIEC, on behalf of the nation’s
eight active private mortgage insurance

lender is discriminating unlawfully. But BMI) companies. compiles information
because they can be supplemented tg/ ) companies, compiles informati
,0n applications for private mortgage

other information available to lenders’.

supervisory agencies, the data are ofSLITICE SUar o he wormater o
important tool in the enforcement of fair 9ag 9

lending laws. HMDA. Lenders.typically require pri-

vate mortgage insurance for conven-
_ tional mortgages that involve small
Use of Data by Other Agencies  down payments.

Lenders who sell their loans in the sec- Working through their national trade

ondary market are required unde'association, the Mortgage Insurance
HMDA to identify the category of pur- Companies of America, the PMI compa-

chaser (for example, Fannie Mae OInies submit their data to the FFIEC on a
Freddie Mac). The i,nformation heIpsVOIuntary basis. The FFIEC prepares

make it possible to assess the relativg'nsglzsurreeS;?éerrgegtrst;%f%:gtf: rgﬁ;my
performance of institutions in serving ggreg P b

the credit needs of lower-income and?'€as- These reports are available for
minority homebuyers public review at the central depositories

In its oversight of the housing activi- at which the HMDA data are available.

ties of government-sponsored entities,
HUD uses the HMDA data to help — . .
assess the efforts of Fannie Mae anf@!’ Lending
Freddie Mac to support mortgages folunder the Equal Credit Opportunity
low- and moderate-income families andAct, the Board is required to refer to the
mortgages on properties in targeted conDepartment of Justice any violations
munities. The data also serve as onghat it has reason to believe constitute a
component of the fair lending reviews“pattern or practice” of unlawful dis-
conducted by HUD and the Departmentrimination. The Board made four such
of Justice. In addition, the data assisteferrals during 1997. Two of the cases
HUD, the Department of Justice, andnvolved discrimination on the basis of
state and local agencies in respondingharital status, and a third, discrimina-
to allegations of lending discrimina-tion on the basis of age. The three mat-
tion filed by loan applicants and borrow-ters were returned to the Board for
ers and assist in the agencies’ targetnforcement.
ing of lenders for further inquiry. The fourth case, which was still under
consideration by the Department of Jus-
tice at the close of 1997, involved a

6. See, for example, the discussion of Whi(:thtermm""tIon that a lender had appar-

institutions bear the credit risk of mortgages€Ntly engaged in discriminatory “redlin-
extended to lower-income and minority home-ing” in residential loans, in violation of
buyers in Glenn B. Canner, Wayne Passmore,

and Brian J. Surette, “Distribution of Credit

Risk among Providers of Mortgages to Lower- 7. A summary of the 1996 PMI data appears
Income and Minority Homebuyers,"Federal in a series of special tables in thEederal
Reserve Bulletin,vol. 82 (December 1996), Reserve Bulletinyol. 83, no. 9 (September 1997),
pp. 1077-1102. pp. A76-A79.
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both the ECOA and the Fair Housing Although community development,
Act. The alleged redlining occurredreinvestment, and fair lending continued
when the lender, which brokered loango be central to Community Affairs
for another institution, honored the praceducational and technical assistance
tice of that institution to refrain from activities, 1997 was marked by a
taking applications from persons residbroader approach to the economic issues
ing in designated urban areas. Theonfronting low- and moderate-income
Board’s examination had demonstratedommunities. The New York Reserve
that those urban areas had significantlidank, for example, sponsored a confer-
higher percentages of minority residentence on welfare reform and its implica-
than the remainder of the institution’stions for lower-income communities.
market area and that the lender appearéithe Minneapolis Reserve Bank helped
to have no nondiscriminatory expla-organize focus groups to discuss the
nation for adhering to the institution’s possible effects of increased use of elec-
redlining policy. tronic banking services on low- and
moderate-income residents.

The development and sponsorship of
educational activities remained a major
The Federal Reserve System, throughndertaking of the Federal Reserve’'s
its Community Affairs programs at the Community Affairs programs in 1997.
Board and the Reserve Banks, engagédverall, the Reserve Banks sponsored
in ongoing outreach, informational, andor cosponsored 233 conferences, semi-
educational activities to help financialnars, and informational meetings on
institutions and the public understanccommunity development, reinvestment,
and address financial services issueand fair lending topics. The programs
affecting low- and moderate-incomewere attended by more than 11,600
persons. bankers, bank examiners, and represen-

In 1997, six Reserve Banks—Bostontatives of small businesses and commu-
New York, Cleveland, St. Louis, Chi- nity and consumer groups. Additionally,
cago, and San Francisco—reached th&taff members from the Board and the
final stages of their Residential Mort-Reserve Banks made more than 275 pre-
gage projects following a two-year ini- sentations at conferences, seminars, and
tiative in selected cities to help identify meetings sponsored by banking, gov-
and address barriers to equal access @nmental, business, and community
credit in the homebuying process. Inorganizations.
earlier stages, the Reserve Banks had Programs in 1997 reflected a growing
brought together community represeneoncern with issues related to small
tatives and key industry participantsbusiness finance and economic develop-
in the homebuying process to discussnent. The Cleveland Reserve Bank,
problems that affect minority and lower-working with the U.S. Small Business
income homebuyers and to forge soluAdministration and the National Coun-
tions. Task groups reported their find-il for Smaller Enterprises, spearheaded
ings during 1997. Implementation ofan “Access to Capital” initiative for the
their recommendations by communityCleveland area. The initiative will bring
and industry groups, separately and imogether business leaders to review the
joint efforts, is expected to improve credit process, identify possible barriers
equal access to credit over the long ternfaced by small firms, and make recom-
in the cities studied. mendations for improving these firms’

Community Development
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access to financing. The Boston an@f community-based development and
San Francisco Reserve Banks sporconsumer groups, and housing, com-
sored conferences and workshops omunity, and economic development
the financing and technical assistancefficials.
needs of women-owned businesses. The Outreach and technical assistance to
Dallas Reserve Bank sponsored a synbanks—and to community representa-
posium on financing for very smalltives interested in bank involvement in
firms—"“microenterprises"—and the reinvestment and community develop-
Boston Reserve Bank helped create ment initiatives—continued to play a
training curriculum on microenterprisemajor role in Community Affairs pro-
development. grams in 1997. Members of the Commu-
Economic development in rural areasnity Affairs staffs at the Board and the
and on Indian reservations was the focuReserve Banks conducted more than
of educational forums at several Reservé, 600 outreach meetings with represen-
Banks. The Chicago Reserve Bankatives of financial institutions and local
sponsored a conference on rural comeommunities to explore community
munity economic development, and thecredit needs and issues related to the
Minneapolis Reserve Bank sponsored provision of financial services.
workshop on women'’s access to credit In conjunction with their outreach
and capital in rural areas and on Indiarefforts, several Reserve Banks develop,
reservations. The Kansas City and Minfor selected communities, profiles that
neapolis Reserve Banks worked withidentify key community and economic
the Montana—Wyoming Tribal Leadersdevelopment needs and describe some
Council and the University of Montanaorganizations that can serve as
Law School to cosponsor a conferenceesources. These profiles are made avail-
on building tribal infrastructure to sup-able to banks and to community and
port economic prosperity. business organizations, and they often
In 1997 the Community Affairs pro- help stimulate collaborative approaches
grams developed or expanded a varietip community reinvestment. During
of publications and other informational1997, the New York Reserve Bank pub-
resources directed at bankers, smalished profiles for Westchester County
businesses, and community organizan New York and for Bergen and Passaic
tions. The Minneapolis Reserve BankCounties in New Jersey, and the Chi-
published a revised and expanded secago Reserve Bank published a profile
ond edition ofPrinciples and Practices for the metropolitan area of Saginaw—
for Community Development LendingBay City—Midland in Michigan.
and the Richmond Reserve Bank pub- The St. Louis Reserve Bank devel-
lished a specialMarketwise Report oped a profile for the Springfield,
on “Community-Based Development.” Missouri, metropolitan area and worked
The Reserve Banks published a comwith the Dallas Reserve Bank on a pro-
bined total of thirteen different com- file of the Texarkana metropolitan area.
munity affairs newsletters dealing withThe Richmond Reserve Bank developed
various aspects of community anda profile of the tricounty area surround-
economic development, reinvestmenting Petersburg, Virginia.
and fair lending. The combined circula- The San Francisco Reserve Bank
tion of these newsletters in 1997 grewdeveloped profiles for the states of Utah,
to more than 73,000, including bankers|daho, and Washington and the cities
small-business owners, representativesf Portland, San Diego, Los Angeles,
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Sacramento, San Francisco, San Jose,Finally, Board and Reserve Bank staff
Las Vegas, and Phoenix. Each profilemembers provided considerable support
about sixty pages long, gives an overto members of the Board of Governors
view of the economic and demographicand to Reserve Bank presidents, who in
characteristics of the area and include$997 gave increased attention to com-
a directory of community and govern-munity development, reinvestment, fair
ment organizations, programs of interesiending, and consumer credit issues.
to bankers, and lending, service, andMembers of the Board made speeches at
investment opportunities for financialconferences and meetings of commu-
institutions. nity, consumer, and civil rights groups
The Atlanta Reserve Bank completechnd toured lower-income neighborhoods
work on a community contacts databasand community development projects in
designed to facilitate accessibility andReserve Bank cities. A member of the
greater use of outreach information. Thé8oard continued to serve on the board
database has been adopted for use lof directors of the Neighborhood Rein-
several other Reserve Banks, and theestment Corporation. Activity by the
database design has been adopted I8ubcommittee on Community Affairs of
the FFIEC to facilitate interagency sharthe System’s Conference of Presidents
ing of community contact informa- also increased.
tion for use in assessments of CRA

performance. Economic Effects of the

In 1997, the Board helped organiz :
the first formal interagency meeting O?EIectronlc Fund Transfer Act

Community Affairs representatives ofln keeping with statutory requirements,
the federal supervisory agencies. Particithe Board monitors the effects of the
pants exchanged information on theiElectronic Fund Transfer Act on the
agencies’ community affairs programsgcompliance costs and consumer benefits
discussed community development andelated to electronic fund transfer ser-
reinvestment issues, and explored waysgices. In 1997 the economic effects of
in which the agencies might coordinatehe act generally increased because of
their activities. continued growth in the use of EFT
Community Affairs programs contin- services, although an exemption for
ued in 1997 to provide support as thecertain electronic benefit transfer pro-
Federal Reserve carried out its supervigrams reduced costs for state and local
sory responsibilities. Board and Reservgovernments.
Bank staff members helped to review As revised in 1997, Regulation E
proposals regarding community develexempts “needs tested” EBT programs
opment investment by banks and bankstablished or administered by state
holding companies and to analyzeor local governments. The exemption
HMDA and CRA data on small-businessreduces the cost of providing benefits
lending for use in community affairs electronically and eliminates uncertainty
research and publications; and in conabout potential losses associated with
ducting CRA examinations, ReserveRegulation E’s liability rules. Thus, it
Bank examiners increasingly made uswvill likely encourage the states to
of community contacts and other infor-develop EBT programs. Without Regu-
mation provided by Community Affairs lation E, the protections previously
staff members. afforded benefit recipients, especially
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protections against unauthorized usegccount for a small share of electronic
may be diminished somewhat. How-transactions, but their use continued
ever, electronic delivery will likely pro- to grow rapidly in 1997. Over the past
vide benefit recipients greater securityear, the number of point-of-sale trans-
than the paper-based delivery systemactions rose 26 percent, to 120.2 million
previously used. per month from 95.5 million per month
During the 1990s, the proportion ofin 1996, and the number of point-of-sale
U.S. households using EFT services haerminals rose 49 percent, to 1.3 million.
grown at an annual rate of about 2 per- The incremental costs associated with
cent. About 85 percent of householddhe EFTA are difficult to quantify
now have one or more EFT features obecause no one knows how industry
their accounts at financial institutions. practices would have evolved in the
Automated teller machines remain theabsence of statutory requirements. The
most widely used EFT service. Nearlybenefits of the law are also difficult to
two-thirds of all U.S. households cur-measure because they cannot be isolated
rently have ATM cards, and most of thefrom consumer protections that would
nation’s depository institutions offer have been provided in the absence of
consumers access to ATMs. Access toegulation.
ATMs has been enhanced by the The available evidence suggests no
operation of shared networks; almost alkerious consumer problems with elec-
ATM terminals are part of one or moretronic transactions at this time. In 1997,
shared networks. Over the past year, thebout 94 percent of depository insti-
number of ATM transactions increasedutions examined by federal banking
about 3 percent, from 890.3 million peragencies were in full compliance with
month in 1996 to 915.0 million per Regulation E. Violations primarily
month in 1997. Over the same periodinvolved failure to provide all the
the number of installed ATMs roserequired consumer disclosures. Con-
19 percent, to 165,000. sumer complaints and inquiries filed
Direct deposit is another widely usedwith the System are another source
EFT service. More than half of all of information about potential prob-
households in the United States receiveems. In 1997, 114 of the complaints
direct deposit of funds into their processed involved electronic trans-
accounts. Direct deposit is particularlyactions; of the 52 that involved state
widespread in the public sector, accountmember banks, none involved a viola-
ing for more than half of social securitytion of the EFTA or Regulation E. The
payments and two-thirds of federal sal62 complaints that did not involve state
ary and retirement payments. It is lessnember banks were forwarded to other
common in the private sector but hasagencies for resolution.
grown substantially in recent years. Tak-
ing into account both public and private
payments, the proportion of householdg
receiving direct deposits has grownSince 1977 the Federal Reserve System
about 5 percent a year during the 1990d1as maintained a consumer compliance
Nearly a third of households nowexamination program to ensure that state
have debit cards, which consumers usemember banks and foreign banking
at the point of sale to debit their transacorganizations subject to Federal Reserve
tion accounts. Point-of-sale systems stilexamination comply with federal laws

ompliance Examinations
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governing consumer protections inparticipants, and three courses in CRA
financial services. examination techniques for sixty-six

The Oversight Section of the Board'sparticipants.

Division of Consumer and Commu- The Reserve Banks supplement
nity Affairs coordinates compliance examiner training through departmental
examinations, which are conducted byneetings and special training sessions.
the consumer affairs examination unitdn addition, examiners from the Reserve
of the twelve Reserve Banks. The secBanks routinely participate in special

tion reviews a sample of the examinajrojects that give them an opportunity to

tions for effectiveness, adherence taviden their perspective through work-

System policy, and uniformity of ing with other System examiners and
approach. Board staff.

During the 1997 reporting period During 1997, the Board and the FDIC
(July 1, 1996, through June 30, 1997)entered into a memorandum of under-
the Federal Reserve conducted 838tanding to jointly develop an examiner-
examinations for compliance with workstation module to provide auto-
consumer protection laws: 599 of statenated assistance in three areas of
member banks and 240 of foreign bankeompliance examinations: loans, deposit
ing organizations. operations, and home mortgage disclo-

Examiner training in the areas of con-sures. The goals of this joint effort are to
sumer compliance, fair lending, andincrease consistency in examinations, to
the Community Reinvestment Act isreduce the time examiners spend on site,
an important aspect of the Federabnd to provide tools that decrease the
Reserve’'s compliance program. Newtime examiners spend entering data
Reserve Bank examiners attend a twoaeeded for examinations.
week basic consumer compliance The FFIEC is the interagency coordi-
school, and examiners with six to twelvenating body charged with developing
months of field experience attend auniform examination principles, stan-
two-week advanced consumer complidards, and report forms. In 1997, the
ance school, a two-week fair lendingmember agencies of the FFIEC jointly
school, and a one-week course in CRAevised examination procedures to
examination techniques. During thereflect changes in consumer protection
1997 reporting period, the System conlaws and regulations, including the
ducted three basic consumer compliancElood Disaster Protection Act, the Truth
schools for a total of fifty-nine partici- in Lending Act, the Fair Debt Collection
pants, two advanced consumer compliPractices Act, the Real Estate Settle-
ance schools for thirty-two participants,ment Procedures Act, and the Electronic
three fair lending schools for fifty-three Fund Transfer Act.

In addition, the FFIEC worked to
romote consistency in examinations

8. The foreign banking organizations examine mong the agencies responsible for
by the Federal Reserve are organizations operatin

under section 25 or 25(a) of the Federal Reservl:?nplemem'ng the CRA. Examiners from

Act (Edge Act and agreement corporations) andhe Board, the FDIC, the OCC, and the
state-chartered commercial lending companie®©TS reviewed the examination process
owned or controlled by foreign banks. These instifor small institutions, and the agencies

tutions are not subject to the Community Reinvest- . _
ment Act, and, typically, in comparison with statelmplemented some of their recommen

member banks, engage in relatively few activitiedations for reViSing' examinat.ion proce-
that are covered by consumer protection laws. dures and the public evaluation format.
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To foster consistency in the application bankers and the public through com-
of the examination procedures for large munity affairs offices at the Reserve
institutions, the agencies held three Banks
interagency training sessions under the Performing CRA analyses in connec-
auspices of the FFIEC. The agencies are tion with applications from banks and
also reviewing the implementation of bank holding companies.
the procedures for examining institu-
tions under the lending, investment, and During the 1997 reporting period
service tests by reviewing the written(July 1, 1996—June 30, 1997), the
performance evaluations and conductingederal Reserve conducted 586 CRA
interagency examinations of eight largeexaminations. Of the banks exam-
institutions. They expect to provideined, 152 were rated “outstanding”
examiner training on the basis of theiin meeting community credit needs,
findings and to provide interpretive423 were rated “satisfactory,” 10
guidance on issues identified througlwere rated “needs to improve,” and
the project. 1 was rated as being in “substantial
The FFIEC expanded its CRA Webnoncompliance.”
site to make information on CRA more Regulation BB, as revised in 1995,
readily available to the public. The siteprovides for different evaluation meth-
now includes the CRA regulation; anods depending on an institution’s size,
interagency question-and-answer docustructure, and operations. The perfor-
ment; examination procedures; interpremance standards for small banks became
tive letters; CRA data collected from effective on January 1, 1996. Also as of
large institutions; and links to eachthat date, institutions could choose
member agency’s CRA Web site for in-whether (1) to submit a strategic plan
formation on CRA ratings, examinationto serve as a basis for their evaluations,
schedules, and performance evaluation§2) to be evaluated under the lending,
investment, and service tests if they
were large institutions, or (3) to request
Community Reinvestment Act to be designated wholesale or limited
purpose institutions and be examined
The Federal Reserve assesses the CR/A&der the regulation’s community devel-
performance of state member bankepment test. Using the lending, service,
during regular compliance examina-and investment tests for large retalil
tions and takes the CRA record (asnstitutions was mandatory after July 1,
well as other factors) into account whernl997, meaning that they could no longer
acting on applications from state mem-be evaluated under the earlier regula-
ber banks and from bank holdingtion. Of the 586 CRA examinations con-
companies. ducted by the Federal Reserve during
The Federal Reserve System has the reporting period, 460 used the new
three-faceted program for fostering andissessment method for small banks; 86
enforcing better bank performanceused the assessment-factor method of
under the CRA: the earlier regulation; 39 used the lend-
ing, investment, and service tests; and 1
e Examining institutions to assessused the community development test.
compliance During the 1997 reporting period, the
e Disseminating information on com-Board also approved one bank’s stra-
munity development techniques totegic plan and approved four banks’
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requests to be designated wholesaliilure to take one or more of the follow-

institutions.

Agency Reports on Compliance
with Consumer Regulations

The Board is required to report annually
on compliance with the regulations that
implement the Equal Credit Opportunity
Act, the Electronic Fund Transfer Act,e
the Consumer Leasing Act, the Truth in
Lending Act, and the Expedited Funds
Availability Act and with the prohibition

in Regulation AA against unfair and

ing actions:

* Provide a written notice of adverse

action containing a statement of the
action taken, the name and address
of the creditor, an ECOA notice, and
the name and address of the federal
agency that enforces compliance

For monitoring purposes, collect
information about the race or national
origin, sex, marital status, and age of
applicants seeking credit primarily for
the purchase or refinancing of a prin-

deceptive practices. For purposes of this cipal residence
report, the Board assembles data from Notify an applicant of the action taken
the Reserve Banks and collects data within the time frames specified in the

from the four other financial regulatory
agencies (the FDIC, the OCC, the OTSs
and the NCUA) and from other federal
supervisory agencie¢s.The extent of
compliance with these regulations var-
ied widely in 1997, but, overall, compli- ¢
ance was better than in 1996. The fol-
lowing sections summarize compliance
data for July 1, 1996, through June 30s
1997 (referred to here as the 1997
reporting period, or simply 1997).

Equal Credit Opportunity Act
(Regulation B)

regulation

Give a statement of reasons for
adverse action that is specific and
indicates the principal reasons for the
credit denial or other adverse action
Take a written credit application for
the purchase or refinancing of a prin-
cipal residence
Retain proper
transactions.

records of credit

The OTS issued three formal enforce-

ment actions addressing violations of
Regulation B, and the FDIC issued two
formal enforcement actions addressing

The five financial regulatory agenciesviolations of consumer protection regu-
reported that 80 percent of the institudations, including Regulation B.

tions examined during the 1997 report-

In 1997, the Federal Trade Commis-

ing period were in full compliance with sion (FTC) obtained consent decrees
Regulation B, compared with 78 percentgainst two consumer finance compa-
for the 1996 reporting period. Of thenies for violations of the ECOA. In one
institutions not in full compliance, case, the decree addressed allegations
71 percent had one to five violationsthat the finance company discriminated
(the lowest frequency category). Theagainst applicants on the basis of age
most frequent violations involved theand the fact that their income derived
- from public assistance. In the other case,
9. The financial regulatory agencies use differthe finance company failed to provide
ent methods to compile data on compliance, Whicrbppncants who were denied credit a

are presented here in terms of percentages
financial institutions supervised or examined.

%ritten notice of adverse action. The

Consequently, the data support only general 1C iS continuing its work with other

conclusions.

government agencies and with creditor
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and consumer organizations to increase Provide an adequate initial disclosure

awareness of, and compliance with, the at the time a consumer contracts for

ECOA. an EFT service or before the first
The other agencies that enforce the transfer is made

ECOA—the Farm Credit Administra- « Provide customers with a periodic

tion (FCA), the Department of Trans- statement of all required information

portation, the Securities and Exchange at least quarterly, or monthly if EFT

Commission (SEC), the Small Busi- activity occurred.

ness Administration, and the Grain The OTS issued one formal enforce-

Inspection, Packers and Stockyards

Administration of the Department of ment a_ction adc_iressing violations_of
Agriculture—reported subsptantial com-Regulation E during the 1997 reporting

pliance among the entities they superperiOd' The FTC issued a final decision
vise. The FCAs examination andand order that was incorporated into a
enforcement activities revealed certairﬁ:onsent decree, settling charges against

violations of the ECOA, most of them 2 tlémarketing company for failing to
due to creditors’ failure to collect monj- 2Pt@In written authorization from con-
toring information and to comply with sumers for preauthorized transfers. In

rules regarding adverse action noticesggﬂﬂqogﬁttggnggri 20(;52?2”{222”&':;8
however, no formal actions were initi- g

ated. The SEC reported that no violas2>%S alleging violations of the EFTA,

tions of Regulation B were detected dur{'® CaSes involved free trial offers that
resulted in unexpected charges for many

ing examinations of registered broker— :
dealers conducted by self-regulatorfonsumers' The FDIC issued two formal

organizations, the agency’s princ:ipalenforcement actions addressing viola-

method of reviewing for compliance. tions .Of consumer protection regula-
tions, including Regulation E.

The SEC reported that no violations

Electronic Fund Transfer Act of Regulation E were detected during
(Regulation E) examinations of registered broker—

dealers conducted by self-regulatory
The five financial regulatory agenciesorganizations.
reported that approximately 94 percent
of the institutions examined during the
1997 reporting period were in compli-Consumer Leasing Act
ance with Regulation E, the same per(Regulation M)

centage as in 1996. Financial irBﬁtu'The five financial regulatory agencies
tions most frequently failed to comply reported substantial gcom I>i/ange with
with the following provisions: P P

Regulation M for the 1997 reporting

e Provide, at least once each calendgreriod. As in 1996, more than 99 per-
year, a notice of the procedures forcent of the institutions examined were in
resolving alleged errors full compliance with the regulation. The

« After receiving notice of an error, few violations involved failure to adhere
investigate the alleged error promptlyto specific disclosure requirements.
determine whether an error was actu- In 1997 the FTC issued five final
ally made, and transmit the results ofdecisions and orders against major auto-
the investigation and determination tomobile manufacturers to address vio-
the consumer within ten business daykations of the Consumer Leasing Act
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(CLA) and the Truth in Lending Act cated that of the institutions not in
(TILA). The orders settled charges thatompliance, 62 percent were in the
the five companies had violated the CLAlowest-frequency category (one to five
in lease promotions that featured lowviolations), compared with 63 percent in
monthly payments or low amounts down1996.
in large, bold print but hid additional The violations of Regulation Z most
costs and sometimes contradictory inforeften observed were failure to accu-
mation in “mouse print” that was diffi- rately disclose the finance charge, pay-
cult or impossible to read. The com-ment schedule, annual percentage rate,
plaints in these cases also charged thend amount financed and failure to pro-
companies with violating the CLA by vide a disclosure reflecting the terms of
failing to clearly and conspicuously dis-the legal obligation between the parties.
close various lease costs and terms as The OTS issued five formal enforce-
required. ment actions addressing violations of
In two other cases, the FTC issuedRegulation Z, and the FDIC issued two
final decisions and orders against autdformal enforcement actions addressing
mobile dealerships for deceptive crediviolations of consumer protection regu-
and lease agreements in violation of théations, including Regulation Z.
CLA and TILA. The FTC also issued A total of 261 institutions supervised
for public comment consent agreementby the Board, the FDIC, or the OTS
with two major automobile manufactur-were required, under the Interagency
ers, and with five dealerships and theiEnforcement Policy on Regulation Z, to
chief executive officers in the St. Louisrefund $2.6 million to consumers in
area, for violations of the CLA and 1997 because of improper disclosures.
TILA involving misrepresentation and The Department of Transportation
hiding or failing to disclose adequatelycontinued during 1997 to prosecute a
the terms of advertised automobile leaseease-and-desist consent order issued in
deals. 1993 against a travel agency and a char-
In 1997 the FTC continued its educa-ter operator. The complaint alleged that
tion efforts among consumers and busithe two organizations had violated
nesses and published a new brochure f&egulation Z by routinely failing to send
businesses giving information about theredit statements for refund requests
advertising requirements of revisedo credit card issuers within seven days
Regulation M. of receiving fully documented credit
refund requests from customers. A
. . motion for a summary judgment is
-(rélég]ullgﬁlz)?]n%')ng Act ﬁ;%%ogng before an administrative law
The five financial regulatory agencies The FTC during the year issued two
reported that 75 percent of the institufinal decisions and orders in cases alleg-
tions examined during the 1997 reporting deceptive disclosures and under-
ing period were in full compliance with stated credit terms, including the annual
Regulation Z, compared with 70 percenpercentage rate, in violation of Regula-
in 1996. The Board reported a decreaséon Z and TILA. Another final decision
in compliance, the FDIC and the OTSand order included civil penalties and
reported an increase, and the OCC ancbnsumer redress for alleged violations
the NCUA reported an unchanged levebf a prior FTC order relating to failure
of compliance. The five agencies indi-to include mandatory credit insurance
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and other costs in credit disclosures tawo formal enforcement actions address-

consumers. The agency also issuenhg violations of consumer protection

seven final decisions and orders andegulations, including Regulation CC.

accepted for public comment consent

agreements in seven other cases involv-

ing lease and credit advertising. Thes&nfair and Deceptive

cases alleged deceptive lease and credicts or Practices

advertising, in violation of the CLA or (Regulation AA)

TILA—specifically, failure to clearly i ) )

and conspicuously or accurately providd he three financial regulatory agencies

required lease or credit advertising/ith responsibility for enforcing Regu-

disclosures. lation AAs Credit Practices Rule
During the year the FTC also contin-reported that 97 percent of the institu-

ued its consumer and business educatidiPns examined during the 1997 report-

efforts through training seminars in seving period were in full compliance with
eral regions of the country. the regulation. The most frequent viola-

tion was failure to provide a clear, con-
spicuous disclosure regarding a cosign-
Expedited Funds Availability Act ers liability. No formal enforcement
(Regulation CC) actions for violations of Regulation AA
were issued during the period.

The five financial regulatory agencies

reported that 87 percent of institutions

examined during the 1997 reportingAppIications

period were in full compliance with

Regulation CC, the same percentage da February, the Board adopted amend-

in 1996. Of the institutions not in full ments to Regulation Y (Bank Holding

compliance, 66 percent had one to fiv&Companies and Change in Bank Con-

violations (the lowest-frequency cate+rol) that streamlined the applications

gory). Institutions most frequently failed process for mergers and acquisitions.

to comply with the following provisions: Bank acquisition proposals from well-

* Follow special procedures for Iargeﬁap'Fa“ZEd and WeII—mgnaq‘ed _bank
olding companies having “satisfac-

deposits ” A
» Adequately train employees and pro—tory or better CRA examination

vide procedures to ensure compliancéecords are now eligible for consider-

+ For deposts ot subjet o nexdayZ " U570 1 expedied i process.
availability, provide immediate avail- ’

ability to $100 close of the public comment period are

* Make funds from certain checks, both'© longer routinely considered by the

: L System.

local and nonlocal, available for with-
drawal within the times prescribed by In 1997 the Federal Reserve System
the regulation acteq on twenty-four bank _and bank
- Provide disclosures of the institution’s"©!ding - company applications — that
availability policy. !nvolved CRA protests _and six that
involved adverse CRA ratings. The Sys-
The OTS issued two formal enforce-tem reviewed another twenty applica-
ment actions addressing violations ofions involving fair lending and other

Regulation CC, and the FDIC issuedssues related to compliance with con-
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sumer protection law®¥ Among the factory” ratings at their most recent
applications processed were severdlRA examinations. The Board also con-
related to major bank acquisitions thasidered certain preliminary information
were protested on CRA grounds. Thealeveloped in the course of its super-
Board approved these applications, findvision of Banc One that raised questions
ing in each case that convenience andbout fair lending oversight, proce-
needs considerations, including CRAdures, and practices at Banc One Mort-
performance records, were consistergage Corporation, a nonbank subsidiary
with approval, as described below. of the bank holding company. In its
In February, the Board approved theorder, the Board noted that the Federal
application by Marine Midland Bank Reserve was conducting an examination
(Buffalo) to merge with First Federal of Banc One Mortgage Corporation to
Savings and Loan of Rochester (Rochegesolve these issues and to ensure com-
ter). Commenters expressed concerpliance with the law. If the examina-
that the closing of certain branchedion were to reveal a problem, the
operated by the two companies woulBoard has the supervisory authority to
adversely affect low- and moderatetequire the bank holding company and
income neighborhoods. In its orderthe nonbank subsidiary to address the
approving the application, the Boarddeficiencies.
directed Marine Midland to submit its In October, the Board approved the
plan for branch closures, consolidationsapplication by First Union Corporation
and relocations to the New York(Charlotte), the nation’s sixth largest
Reserve Bank. For each branch beinbanking organization, to acquire Signet
closed in a low- or moderate-incomeBanking Corporation (Richmond). The
or predominantly minority census tracttwo organizations competed directly
Marine Midland will indicate how it in Virginia, Maryland, and the District
plans to help meet the convenienc®f Columbia, and some commenters
and needs of the affected communityexpressed concern that branch closings
Marine Midland will also notify the resulting from the merger would dispro-
Reserve Bank of any changes to the plaportionately disadvantage communities
for a period of two years or until the with predominantly low- and moderate-
Reserve Bank conducts its next CRAncome and minority residents. In light
performance examination. of these concerns, the Board reviewed
In April, the Board approved the preliminary, confidential information
application of Banc One Corporationfrom First Union on branches slated for
(Columbus), at that time the nation’sclosure as well as the company’s branch
tenth largest banking organization, taclosure policy. The Board also reviewed
acquire Liberty Bancorp, Inc. (Okla-the OCC’s most recent publicly avail-
homa City). The order noted that eaclable CRA performance evaluations for
of Banc One’s thirty subsidiary banksFirst Union’s subsidiary banks; these
had received “outstanding” or “satis- reports indicated that the banks have
satisfactory records of opening and
10. Two applications were withdrawn in closing branches and that they provide
1997—one involving an adverse CRA rating andreasonable access to services for all
reviewed comments submitted n hree other casee JeNtS Of their communities. In addi-
(not reflected in the above figures) that wergﬁor.]’ the BO‘?‘rd rewewgd .data on FIr.St
deemed to be more in the nature of individualnion’s lending record in its communi-
consumer complaints than protests. ties and in low- and moderate-income
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areas. The Board concluded that conveextensive overlap of the two organiza-
nience and needs considerations, includions’ branches in Florida markets, the
ing CRA performance records, wereBoard directed NationsBank, as part of
consistent with approval. any subsequent application to acquire a
In December, the Board approved thelepository institution, to report to the
application by NationsBank CorporationFederal Reserve its branch closures in
(Charlotte), the nation’s fifth largestFlorida and Georgia during the two-
banking organization, to acquire Barnetiear period following its acquisition of
Banks, Inc. (Jacksonville). The twoBarnett.
organizations competed directly in a
large number of banking markets in
Florida, as well as in a few markets in
Georgia. Several commenters expressethe Federal Reserve investigates com-
concern that branch closures resultinglaints against state member banks and
from the merger would adversely affectforwards to the appropriate enforcement
senior citizens and low- and moderateagencies complaints involving other
income neighborhoods and would resultreditors and businesses (see accompa-
in a reduction in community develop-nying table). The Federal Reserve also
ment and home mortgage lending. Irmonitors and analyzes complaints about
its order approving the application,unregulated practices.
the Board noted that it had considered
NationsBank’s record of opening and .
closing branches in other acquisitionsﬁgmglgrmézr?l?sm State
in particular, its acquisition of Boat-
men’s Bancshares, Inc. (St. Louis), inThe Federal Reserve received 3,318
December 1996. In that case the Boardomplaints about financial institutions
found that, to date, NationsBank hadn 1997: 2,673 by mail, 634 by tele-
followed its branch closure policy by phone, and 11 in person. Fewer than
assessing the effect of closings in lowhalf of the complaints (1,524) were
and moderate-income areas. Given thagainst state member banks; of these,

Consumer Complaints

Consumer Complaints to the Federal Reserve System Regarding State Member Banks
and Other Institutions, by Subject, 1997

; State membe Other
Subject banks institutions Total

Regulation B (Equal Credit Opportunity). ..................... . 69 39 108
Regulation E (Electronic Fund Transfers). .................... . 62 52 114
Regulation Z (TruthinLending). . ..........ccoiiiiiiiann.. . 194 299 493
Regulation BB (Community Reinvestment)................... . 1 3 4
Regulation CC (Expedited Funds Availability). .. .............. . 30 31 61
Regulation DD (Truth in Savings). . ... ..vvviieiii i . 50 44 94
Fair Credit Reporting ACt. . .......ouiuiiii e .. 56 113 169
Fair Debt Collection Practices ACt........................... . 13 18 31
FIoOd INSUIANCE . ..o\ v et e .. 2 1 3
Regulations G, T,Uand X.......oooiiiiiiiiiiiiinanns .. 0 1 1
Real Estate Settlement Procedures Act ..................... . 0 13 13
Unregulated practices. . ........o.uuieiiiiniii i .. 1,047 1,180 2,227
Total . 1,524 1,794 3,318

1. Complaints against these institutions were referred
to the appropriate enforcement agencies.
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almost two-thirds involved unregulatedexplanations of laws, regulations, and
practices. Of the complaints againsbanking practices and provide relevant
state member banks, about 61 percemirinted materials on consumer issues.
concerned lending: 5 percent alleged
discrimination on a prohibited basis; an .
56 percent raised a variety of issue(s{,J nregulated Practices
most of them involving lending prac- Under section 18(f) of the Federal Trade
tices, including credit denial on a basisCommission Act, the Board monitors
not prohibited by law (such as creditcomplaints about banking practices not
history or length of residence) andsubject to existing regulations and
miscellaneous other practices (such a®cuses on complaints involving prac-
release or use of credit information).tices that may be unfair or deceptive. Of
Another 25 percent of the complaintsthe 2,227 complaints about unregulated
against state member banks involvegractices, the top five categories related
disputes about interest on deposits antb credit cards: miscelleneous problems
general deposit account practices; theavolving credit cards (135), interest
remaining 14 percent concerned disfates and terms (127), customer service
putes about electronic fund transfersproblems (93), pre-approved solicita-
trust services, and other miscellaneousons (78), and penalty charges on
bank practices (see accompanying tableqccounts (69). The specific complaints
The System also received 2,20%bout credit cards represented by these
inquiries about consumer credit andcategories concerned such matters as
banking policies and practices. Infailure to close accounts as requested,
responding to these inquiries, the Boardhcreased interest rates on accounts,
and the Reserve Banks give specifichanged credit terms on pre-approved

Consumer Complaints Received by the Federal Reserve System, by Type and Function, 1997

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- | 5ccommo-
dation dati
ation
Loans
Discrimination alleged
Real estate loans 11 1 0 0 1 1
Credit cards. . . 26 2 1 5 12 1
Otherloans.............. 32 2 1 2 13 1
Discrimination not alleged
Real estate loans........ | 70 5 2 4 28 14
Creditcards ............. 617 40 11 57 184 168
Otherloans.............. 172 11 6 27 64 30
Deposits. . .. ..ooviiii . 379 25 14 31 162 52
Electronic fund transfers. ... .... 52 3 2 2 18 14
Trust services................ . 12 1 1 1 3 2
Other ...t . 153 10 13 27 43 23
Total ..o . 1524 100 51 156 528 306
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accounts, and penalty charges such asDuring 1997 HUD referred four com-

over-limit fees. plaints involving state member banks to
Each of these five complaint categothe Federal Reserve. By year-end the

ries accounts for a small portion (4 per+ederal Reserve had completed investi-

cent or less) of all consumer complaintgyations into two of the four complaints;

received by the System. All other com-the investigations revealed no evidence

plaint categories involving unregulatedof unlawful discrimination.

practices registered fewer than fifty

complaints in 1997.

Complaint Program Activities

: In 1997 the Consumer Complaints Sec-
Complaint Referrals to HUD tion at the Board continued work on
In 1997, in accordance with a memoranimplementing a comprehensive system
dum of understanding between HUDdesigned to replace and consolidate the
and the federal bank regulatory ageneomplaint program’s analysis tools.
cies, the Federal Reserve referred télong with other management tools, the
HUD five complaints about state mem-Board’s new system for collecting com-
ber banks alleging violations of the Fairplaint data—Complaint Analysis Evalu-
Housing Act. Investigations completedation System and Reports (CAESAR)—
for two of the five complaints (and five provides the capability to automatically
others that were pending at year-endenerate response letters to individual
1996) revealed no evidence of unlawfucomplaints; analyze the type of discrimi-
discrimination; the other three were nation complaints received by the Fed-
pending at year-end. eral Reserve; and analyze data to deter-

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 0 0 0 9 10 21
0 2 0 0 0 5 6 32
0 1 1 0 0 13 23 55
0 13 3 0 2 4 245 315
18 79 18 6 0 76 488 1,105
4 13 4 1 4 19 274 446
6 50 12 1 4 47 427 806
0 10 0 0 0 6 62 114
0 1 2 0 0 2 15 27
1 26 2 0 2 16 244 397
29 195 42 8 12 197 1,794 3,318
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mine patterns and trends. As part of thision of a new brochure and creation of a
initiative, the Board is converting the public Web site.

mainframe-based Consumer Complaint

and Inquiry Tracking System and query- - -
ing sygten¥s to the gIJDC>—Ib('amsed CA(IqESA)I/?;Cons‘umer Advisory Council
implementation throughout the FederaThe Consumer Advisory Council con-
Reserve is expected by early 1999.  vened in April, July, and October to

In 1997, individual staff members advise the Board on matters concerning
from the Reserve Banks' consumetaws that the Board administers and
complaint sections continued to work atther issues related to consumer finan-
the Board for several weeks at a timecial services. The council’s thirty mem-
to gain familiarity with operations in bers come from consumer and com-
Washington. Nine Reserve Banks parmunity organizations, financial and
ticipated in the program. academic institutions, and state govern-
ments. Council meetings are open to the
public.

The streamlining of the Truth in
The Consumer Policies program exiending Act and the Real Estate Settle-
plores alternatives to regulation for pro-ment Procedures Act was a major topic
tecting consumers in retail financial serduring 1997. In April, the council’s con-
vices and brings research information tsumer credit committee reported broad
bear more directly on policymaking. agreement for providing meaningful dis-
During 1997, Consumer Policies staffclosures as early as possible and for
members provided research analysis fazombining disclosures and eliminating
reports on finance charges, home equitgiuplication. Several possibilities were
lines of credit, characteristics of housediscussed: a “lender pay all” approach
holds without bank accounts, and thdor disclosing the amount the borrower
TILA-RESPA streamlining initiative. needs at loan closing, with the lender
The Consumer Policies Section andssuming the risk for any higher costs; a
the Consumer Complaints Sectiorconsolidated disclosure approach cover-
worked to improve the analysis ofing both TILA and RESPA, with the
data from the Consumer Satisfactiordisclosure delivered before formal appli-
Questionnaire, which is distributedcation so that consumers can compari-
to consumers who lodge complaintsson shop; and rolling all loan costs into
about state member banks. This analysi finance charge that is disclosed as an
assesses the level of consumers’ satisnnual percentage rate. Council mem-
faction with the handling of their com- bers also talked about enforcement strat-
plaints, as a measure of the complaineégies, education for homebuyers, and
program’s performance, and is used tthe need to reduce paperwork not
identify possible improvements. required by either TILA or RESPA.

The Consumer Policies program also In October, the council considered
conducted a major educational initiativeconcepts related to rate disclosures:
that targeted automobile leasing discloimproving the current annual percentage
sures and complemented the implememate (APR) disclosure (which is the per-
tation of the revised Regulation M. Thecentage equivalent of the finance
educational program, discussed earlietharge) by incorporating some costs that
in the section “Leasing Education andare currently not included in the finance
Regulatory Changes,” included preparacharge; replacing the APR with a disclo-

Consumer Policies
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sure of the note rate and total of allban on balloon payments, which cur-
closing costs; and consolidating all costsently applies only to loans for terms of
paid at closing into a single dollar figureless than five years.

and converting that figure into a “pre- Community development and rein-
mium rate” to facilitate comparison vestment was a topic at all three council
shopping. Council members had differ-meetings in 1997. In April, members
ing views on the APR. Some believeddiscussed the effects of bank mergers
that it is not useful, pointing to findings and acquisitions on local communities.
of a Michigan Research Center surveysome members see mergers as giving
that consumers do not really understanthe resulting institution greater flexibil-
the APR. An APR that does not workity, increased capacity to take risks, and
well now, they said, will not be a more focused ability to work with and
improved by adding other cost items.provide technical assistance to groups in
Others disagreed. They noted that corloecal communities. Others believe that
sumers in the Michigan survey fre-larger institutions sometimes lack the
quently mentioned the APR as a shopflexibility to meet local needs because
ping tool. They also observed that theheir programs focus on the statewide
APR was initially developed because ngotential, and they worry that consoli-
other rate proved to be an effective odation reduces access to loan officers
accurate way of describing the cost ofand key decisionmakers, who may be
credit to consumers. located out of state.

The council also discussed issues At the April meeting the council dis-
related to the HOEPA provisions ofcussed proposed interagency regulations
Truth in Lending, which seek to protectthat would prohibit a bank from estab-
homeowners against abusive mortgagkshing branches outside its home state
lending practices. Some members corprimarily for deposit production and
tinued to believe that it may be too earlyfocused on how the loan-to-deposit ratio
to measure the success of a law that hder the host state should be determined.
been in place for only two years. ButCouncil members suggested using a
they also noted that it was evident fromstatewide test, in light of the difficulty of
the testimony presented at the Board’'sletermining which branch deposits are
hearings in June 1997 that HOEPA hatocal. The council also discussed the
not stopped all fraudulent activity in theservice and investment tests under the
high-cost mortgage area. Some sugevised CRA rules and the need for
gested that if HOEPA could be changednstitutions to publish specific goals
to prevent fraudulent activity, it should (such as goals for small business loans
be changed now, but they expressedr low-income housing) when they issue
doubt about finding effective means tostrategic plans for public comment.
eliminate abusive practices such as the At the July and October meetings, the
entry of inflated income on applicationscouncil’s discussion of the CRA rules
completed by the lender for the bor-addressed such matters as whether
rower. Some members suggested suliinancial institutions should receive
stantive restrictions—such as requiringCRA credit under the service test for
refunds on “points” charged on the ear-providing free or low-cost checking
lier loan or prohibiting new closing accounts to facilitate the government’s
costs—for HOEPA loans refinanced byelectronic delivery of federal pay-
the lender within, say, one year. Mem-ments; the application of the service and
bers also posed the idea of extending thimvestment tests in regard to the perfor-



202 84th Annual Report, 1997

mance of large banks, as reflected iwvalues in a community are very quickly
CRA public evaluations by the Federaldriven down. Discriminatory practices,
Reserve; and the clarification of terms—such as an appraisal that bases the valu-
such asnnovation, complexity, sizand ation on a foreclosure sale miles from
impact on the communiyused to the property instead of market values
define the weight given to “qualified around the block, can add to problems.
investments” and to successful, long-n rural areas, the variability of property
term investments made previously andypes, uses, and size further complicates
still outstanding. appraisals. In the case of a property’s

In October, the council discussed‘over-improvement,” the difficulty of
findings from newly released data orfinding valuations on comparable prop-
small business, small farm, and commuerties in the local market adds to the
nity development lending collected anddifficulty for a developer and a bank
reported under the revised CRA regulaseeking to finance a community devel-
tions by large commercial banks andpment project; either the developer
savings associations. In light of certainnvests more in equity or the bank
limitations of these data, the councilunderwrites a loan with a higher loan-to-
urged that the Board continue to explorezalue ratio (causing concern for the
methodologies for further analysis andbank’s regulator).
for measuring loan demand in local In October, the council heard recom-
communities, to provide a context formendations from the working group on
the lending reported. The council alsessuch matters as training and licensing
suggested that the Board consider partf appraisers; providing incentives for
nership projects that focus on improvingbanks to direct resources to the appraisal
small business lending, modeled on th@rocess; educating consumers and
Federal Reserve’'s mortgage partnershigppraisers about the importance of accu-
projects, which have identified obstaclesate, unbiased appraisals; and the need
in mortgage lending and strategies fofor further research into the appraisal
removing them. In addition, council process.
members suggested that banks disclose, The council considered a wide array
on a voluntary basis, information aboutof other topics during the year, including
their community development loans,
such as the kinds and locations of Options for delivering disclosures
projects, as the single number currently electronically under a variety of fed-
disclosed is not helpful. eral regulations

During 1997 a working group of ¢« The federal mandate to convert most
the council considered the effects of federal payments to electronic deposit,
appraisals on community development and whether special rules are needed
lending. In July, members discussed under the Board’'s Regulation E for
some of the negative consequences new accounts offered to about 10 mil-
when a property is undervalued by an lion recipients who have no banking
appraiser unfamiliar with the commu- relationship
nity or a particular community develop-¢ The circumstances under which finan-
ment initiative: The insurer may not cial institutions ought to receive credit
want to insure the loan, or the lender inthe assessment of their performance
may decide not to close the deal. If the under the CRA rule’s service test
low valuation becomes a “comparables The Board's reports to the Congress
value” for other properties, property on stored-value products and on the
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public availability of identifying infor- The subcommittee hearing also
mation about consumers, such asddressed a legislative proposal to bar
social security numbers creditors from mailing unsolicited loan
» A Board-initiated study, headed by thechecks to consumers. The Board sug-
Board’'s Vice Chair, of the Federal gested a better course would be to let the
Reserve’'s role in the paymentsmarket work without the interference of
system. new laws. The Truth in Lending Act
requires that full disclosure of credit
terms be included in any mailing so that
Testimony and Legislative consumers can make informed decisions
Recommendations about whether to accept the loans; the
primary concern with unsolicited loan
In July, the Board testified before thechecks is not disclosure, but the poten-
Senate Banking Committee on ways tdial for theft and fraud by persons other
improve the disclosures required forthan the intended recipient.
home mortgage loans under TILA and
to unify them with the disclosures .
required under RESPA. The Board’s tesgteﬁgrn;\mgggiaetéons of
timony discussed how the two statutes 9
regulate home mortgage lendingEach year the Board asks for recommen-
described the Board’s and HUD'’s effortsdations from the other federal super-
to simplify and streamline the informa- visory agencies for amending the finan-
tion given to consumers, and outlinedcial services laws or the implementing
the agencies’ plans to develop legislaregulations.
tive recommendations. The FDIC suggested addressing
In September, the Board testifiedsolicitation and marketing practices
before the Subcommittee on Financialelated to credit cards, through legis-
Institutions and Consumer Credit of thelative or regulatory change, to per-
House Banking Committee on debitmit enforcement agencies to more
cards that can be used without securitadequately supervise trade practices. It
codes, requiring only a signature. (Thesaoted some practices that may techni-
cards are often referred to as check cardsally comply with the law but that in the
or off-line debit cards.) Some observerpinion of many consumers constitute
have expressed concern that consumedgceptive marketing. It also endorsed
may not be aware of the risk of unautho-€fforts by the Board and HUD to stream-
rized use associated with these productine TILA-RESPA requirements to
The Board noted its inclination, givenfacilitate comparison shopping for con-
that the industry has voluntarily actedsumers before they submit an applica-
to limit consumer liability in many tion for credit.
instances to $50 or less, to see how well The OCC recommended that the Con-
these voluntary efforts work before rec-gress review current consumer disclo-
ommending that the Congress amendures, which may unnecessarily burden
the Electronic Fund Transfer Act. It isbanks and insufficiently benefit consum-
also in everyone’s interest, the Boarcers, and that it consider disclosures that
said, to ensure that consumers undegre less burdensome to depository insti-
stand the risks associated with thesations and more useful to consumers.
cards and are able to make an informedhe FTC expressed its support for
choice about whether to assume the riskupdating and clarifying the requirements
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of Regulation B and Regulation Z,
scheduled for review soon under the
Board’s Regulatory Planning and
Review program. .
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Litigation

During 1997 the Board of Governors1394 (D.C. Circuit, filed June 12, 1997),
was a party in twenty-three lawsuits orpetitioners sought review of a Board
appeals filed that year and was a party iorder dated May 14, 1997, approving
fifteen other cases pending from prethe application of Banc One Corpora-
vious years, for a total of thirty-eight tion, Inc., Columbus, Ohio, to merge
cases. In 1996 the Board had been with First USA, Inc., Dallas, Texas (83
party in a total of twenty-nine lawsuits. Federal Reserve Bulleti602). Petition-
Three of the twenty-three lawsuits fileders’ motion for a stay pending appeal
in 1997 raised questions under the Banlwas denied on June 27, 1997. On
Holding Company Act. As of Decem- December 12, 1997, the court granted
ber 31, 1997, twenty-one cases weréhe Board’'s motion to dismiss the peti-
pending. tion (130 F.3d 1088).

In The New Mexico Alliance v. Board
of Governors,No. 96-9552 (10th Cir-
cuit, filed December 24, 1996), petition-
ers seek review of a Board order dated
Eliopulos v. Board of GovernordNo. December 16, 1996, approving the
97-1442 (D.C. Circuit, filed July 17, acquisition by NationsBank Corpora-
1997), was a petition for review of ation and NB Holdings Corporation, both
Board order dated June 23, 1997¢f Charlotte, North Carolina, of Boat-
approving the application of First Bankmen’s Bancshares, Inc., St. Louis, Mis-
System, Inc., Minneapolis, Minnesota,souri (83Federal Reserve Bulletih48).
to acquire U.S. Bancorp, Portland, Ore- First Baird Bancshares, Inc. v. Board
gon, and thereby acquire U.S. Bancorp’®f Governors,No. 96-1426 (D.C. Cir-
banking and nonbanking subsidiariesuit, filed November 18, 1996), was a
(83 Federal Reserve Bulleti689). On petition for review of a Board order
November 10, 1997, the court grantedlated November 6, 1996, approving
the Board’'s motion to dismiss theapplications of First Commercial Corpo-
petition. ration, Little Rock, Arkansas; Arvest

Greeff v. Board of GovernorsNo. Bank Group, Inc., Bentonville, Arkan-
97-1976 (4th Circuit, filed June 17,sas; and TRH Bank Group, Inc., Nor-
1997), is a petition for review of a Boardman, Oklahoma, to acquire all the shares
order dated May 19, 1997, approvingof The Oklahoma National Bank of
the application of Allied Irish Banks, Duncan, Duncan, Oklahoma (83ed-
plc, Dublin, Ireland, and First Maryland eral Reserve Bulletid1). On November
Bancorp, Baltimore, Maryland, to 20, 1996, the court denied petitioners’
acquire Dauphin Deposit Corporationmotion for a stay. The case was dis-
Harrisburg, Pennsylvania, and therebynissed by agreement of the parties on
acquire Dauphin’s banking and non-January 2, 1997.
banking subsidiaries (83 Federal The Southeast Raleigh Community
Reserve Bulleti07). Development Corporation v. Board of

In Inner City Press/Community on theGovernors,No. 96-1054 (D.C. Circuit,
Move v. Board of Governord\lo. 97— filed February 16, 1996), was a petition

Bank Holding Company Act—
Review of Board Actions
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for review of a Board order dated Janujporation, Cleveland, Ohio, through a
ary 17, 1996, approving the merger ofjoint venture (81Federal Reserve Bulle-
First Citizens BancShares, Inc., Raleightin 491). On April 23, 1996, a panel of
North Carolina, with Allied Bank Capi- the court of appeals granted the petition
tal, Inc., Sanford, North Carolina (82for review and vacated the Board’s
Federal Reserve Bulletin32). Petition- order. The full court subsequently
ers’ motion for a stay was deniedgranted the Board's request for rehear-
on March 5, 1996. On January 2, 1997ing en banc and vacated the panel's
the case was dismissed on petitionergudgment (94 F.3d 658). The case was
motion. dismissed on the parties’ joint motion
Inner City Press/Community on theon January 7, 1997.
Move v. Board of Governord\lo. 96—
4008 (2d Circuit, filed January 19,
1996), was a petition for review of a
Board order dated January 5, 1996 (8
Federal Reserve Bulleti@39), approv-
ing the merger of Chemical BankingLeuthe v. Office of Financial Institution
Corporation and The Chase ManhatAdjudication,No. 97-1826 (3d Circuit,
tan Corporation, both of New York, filed October 22, 1997), is an appeal of a
New York. On March 26, 1996, the district court dismissal (977 F. Supp.
court denied petitioners’ motion for a537 (E.D. Pa. 1997)) of an action against
stay. On July 2, 1997, the court dis-the Board and other federal banking
missed the petition (118 F.3d 905). agencies challenging the constitutional-
Lee v. Board of Governorsyo. 95— ity of the Office of Financial Institution
4134 (2d Circuit, filed August 22, 1995), Adjudication.
was a petition for review of two Board Towe v. Board of Governor§jo. 97—
orders dated July 24, 1995, approving1143 (9th Circuit, filed September 15,
certain steps of a corporate reorgani1997), is a petition for review of a Board
zation of U.S. Trust Corporation, order dated August 18, 1997 (83:d-
New York, New York, and the acquisi- eral Reserve Bulletir849), prohibiting
tion of U.S. Trust by The Chase ManhatEdward Towe and Thomas E. Towe
tan Corporation, New York, New York from further participation in the banking
(81 Federal Reserve BulletiB93). The industry.
case, which was consolidated witiner In Banking Consultants of America
City Press v. Board of Governor&No. v. Board of GovernorsNo. 97-2791
96-4008, was dismissed on July 2, 1999W.D. Tenn., filed September 2, 1997),
(118 F.3d 905). plaintiffs seek to enjoin an investigation
Money Station, Inc. v. Board of Gov-by the Board, the Office of the Comp-
ernors,No. 95-1182 (D.C. Circuit, filed troller of the Currency, and the Depart-
March 30, 1995), was a petition forment of Labor.
review of a Board order dated March 1, In Vickery v. Board of Governor$\o.
1995, approving notices by Banc97-1344 (D.C. Circuit, filed May 9,
One Corporation, Columbus, Ohio;1997), petitioner seeks review of a
CoreStates Financial Corp., PhiladelBoard order dated April 14, 1997, pro-
phia, Pennsylvania; PNC Bank Corp.hibiting Charles R. Vickery, Jr., from
Pittsburgh, Pennsylvania; and KeyCorpfurther participation in the banking
Cleveland, Ohio, to acquire certain datandustry (83 Federal Reserve Bulletin
processing assets of National City Cor535).

itigation under the Financial
stitutions Supervisory Act
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Pharaon v. Board of Governors,was denied on August 20, 1996. On
No. 97-1114 (D.C. Circuit, filed Febru- April 16, 1997, the court affirmed the
ary 28, 1997), is a petition for review of Board’s order (111 F.3d 376).

a Board order dated January 31, 1997, In Board of Governors v. Interameri-
imposing civil money penalties and ancas Investments, LtdNo. H—95-565
order of prohibition against Ghaith R.(S.D. Texas, filed February 24, 1995),
Pharaon for violations of the Bank Hold-the Board sought to freeze certain assets
ing Company Act (83ederal Reserve of a company pending the adminis-
Bulletin 347). trative adjudication of a civil money

Snyder v. Board of Governordjo. penalty assessment by the Board. On
96-1403 (D.C. Circuit, filed October 23,March 1, 1995, the court issued a stipu-
1996), was a petition for review of alated order requiring the company to
Board order dated September 11, 199@&leposit $1 million into the registry of
prohibiting petitioners from further par- the court. On June 24, 1997, the action
ticipation in the banking industry (82 was dismissed following the payment to
Federal Reserve Bulletinl067). On the Board of the assets at issue.

May 8, 1997, the court dismissed the In Board of Governors v. Pharaon,
petition, and on July 31, 1997, the courNo. 91-CIV-6250 (S.D. New York,
denied petitioners’ motion for rehearingfiled September 17, 1991), the Board
and rehearing en banc. sought to freeze the assets of an indi-

In Clifford v. Board of Governors, vidual pending the administrative adju-
No. 96-1342 (D.C. Circuit, filed Sep- dication of a civil money penalty assess-
tember 17, 1996), petitioners soughtnent by the Board. On September 17,
review of a Board order dated Augustl991, the court issued an order tempo-
21, 1996, denying petitioners’ motion torarily restraining the transfer or disposi-
dismiss an enforcement action againgion of the individual’s assets. The order
them. On May 6, 1997, the court grantechas been extended by agreement.
the Board’s motion to dismiss the
petition.

Long v. Board of Governordyo. 96— ;

9526 (10th Circuit, filed July 31, 1996), 1 €F Actions

was a petition for review of a Board Goldman v. Department of the Treasury,
order dated July 2, 1996, assessing Ho. 1-97-CV-3798 (N.D. Georgia,
civil money penalty and imposing afiled December 23, 1997), is a declara-
cease and desist order for violations ofory judgment action challenging Fed-
the Bank Holding Company Act (82 eral Reserve notes as lawful money.
Federal Reserve Bulletind71). On Kerr v. Department of the Treasury,
June 30, 1997, the court affirmed theNo. CV-S-97-01877-DWH (S.D.
Board'’s order (117 F.3d 1145). Nevada, filed December 22, 1997), is a

In Interamericas Investments, Ltd. vchallenge to income taxation and Fed-
Board of GovernorsiNo. 96-60326 (5th eral Reserve notes.

Circuit, filed May 8, 1996), petitioners Allen v. Indiana Western Mortgage
sought review of a Board order datedCorp.,No. 97-7744 RJK (C.D. Califor-
April 9, 1996, imposing civil money nia, filed November 12, 1997), is a cus-
penalties and a cease and desist ordesmer dispute with a bank.

against them (8Eederal Reserve Bulle- Patrick v. United StatesNo. 97—
tin 609). Petitioners’ motion to stay 75564 (E.D. Michigan, filed Novem-
the order pending judicial reviewber 7, 1997), andPatrick v. United
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States,No. 97-75017 (E.D. Michigan, damages for alleged violations of civil
filed September 30, 1997), are actionsights by a federal savings bank.
for damages arising out of tax disputes. Research Triangle Institute v. Board
Artis v. Greenspan,No. 97-5235 of GovernorsNo. 97-1282 (4th Circuit,
(D.C. Circuit, filed September 19, filed February 24, 1997), was an appeal
1997), is an appeal of a district courtof a district court’'s dismissal of a con-
order dismissing a class complaint allegtract claim (962 F. Supp. 61 (M.D.N.C.
ing race discrimination in employment.1997)). On December 29, 1997, the
A related employment discriminationcourt of appeals affirmed the district
case,Artis v. GreenspanNo. 97-5234 court’s dismissal of the action (13 F.3d
(D.C. Circuit, filed September 19,985).
1997), is an appeal of the dismissal of Jones v. Board of Governors\o.
an individual discrimination claim. CV97-0198 (W.D. Louisiana, filed
In Branch v. Board of Governor&No. January 30, 1997), was a complaint
97-5229 (D.C. Circuit, filed Septem-alleging violations of the Fair Housing
ber 12, 1997), the plaintiff appeals aAct. On November 13, 1997, the court
district court order denying his motiongranted the Board’s motion to dismiss
to compel production of pre-decisionalthe action.
supervisory documents and testimony American Bankers Insurance Group,
sought in connection with an action bylnc. v. Board of Governordjo. 96-CV—
Bank of New England Corporation’'s2383-EGS (D. District of Columbia,
trustee in bankruptcy against the Fedfiled October 16, 1996), is an action
eral Deposit Insurance Corporation. Orseeking declaratory and injunctive relief
November 10, 1997, the court deniednvalidating a new regulation issued by
appellant’s request for expedited considthe Board under the Truth in Lending
eration of the appeal. Act relating to treatment of fees for debt
Wilkins v. Reno,No. 97-2275 (4th cancellation agreements (12 C.F.R. sec-
Circuit, filed September 12, 1997), wagion 226.4(d)(3)). On October 18, 1996,
an appeal of a district court’s dismissakthe district court denied plaintiffs’
of a complaint concerning a customemotion for a temporary restraining
dispute with a bank. On December 9prder.
1997, the court of appeals affirmed the Kuntz v. Board of Governor§o. 96—
district court’s dismissal. 1079 (D.C. Circuit, filed March 7,
Clarkson v. Greensparjo. 97-CV— 1996), was a petition for review of a
2035 (D. District of Columbia, filed Board order, issued under the Federal
September 5, 1997), is a Freedom oReserve Act and the Bank Merger Act,
Information Act case. approving the application of The Fifth
Bettersworth v. Board of Governors,Third Bank, Cincinnati, Ohio, and The
No. 97-CA-624 (W.D. Texas, filed Fifth Third Bank of Columbus, Colum-
August 21, 1997), is a complaint underbus, Ohio, to acquire certain assets and
the Privacy Act. assume certain liabilities of twenty-five
Wilkins v. Warren,No. 97-CV-590 branches of NBD Bank, Columbus,
(E.D. Virginia, filed August 4, 1997), is Ohio (82Federal Reserve BulletiB66).
a customer dispute with a bank. The court dismissed the petition on Feb-
Maunsell v. GreenspamNo. 97-6131 ruary 13, 1997.
(2d Circuit, filed May 22, 1997), is an  Kuntz v. Board of Governor§jo. 95—
appeal of a district court’'s dismissal 0f1485 (D.C. Circuit, filed September 21,
an action for compensatory and punitivel995), was a petition for review of a
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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 liabili-
ties of twelve branches of PNC Bank,
Ohio, N.A., Cincinnati, Ohio, and to
establish certain branches (ederal
Reserve Bulleti®76). On February 13,
1997, the court dismissed the petitian.
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Legislation Enacted

Among the legislation enacted duringlaw or are permissible for out-of-state
1997, the Riegle—-Neal Amendmentsational bank branches located in
Act, the Treasury appropriation for fis-New York. The act also provides that
cal year 1998, the Depository Institu-the laws of the host state, including laws
tions Disaster Relief Act, the 50 Stategegarding community reinvestment, con-
Commemorative Coin Program Act, andsumer protection, fair lending, and
an act authorizing the sale of theestablishment of intrastate branches,
Culpeper facility of the Federal Reserveapply to any out-of-state, state-chartered
Bank of Richmond to the Architect of bank branch located in a host state to the
the Capitol directly affect the Federalsame extent that the host state’s laws
Reserve System or the institutions itapply to an out-of-state, national bank
regulates. branch located in the host state. To the
extent that the host state’s laws do not
apply to the out-of-state branch, the
home state’s laws apply to the branch.
In 1994, the Congress enacted the Before it was amended, the Riegle—
Riegle—Neal Interstate Banking andNeal Act provided that an out-of-state
Branching Act (Riegle—Neal Act) to bank that establishes a branch in a host
establish a framework that would gov-state could not conduct any activity at
ern interstate branching. The Riegle-that branch that was not permissible for
Neal Act permits banks to establisha bank chartered by the host state and
interstate branches through mergers witthat the host state’s laws applied to the
other banks, except in states that affirout-of-state branch to the same extent
matively chose, on or before June 1that they applied to a branch of a bank
1997, not to permit interstate branchingchartered by the host state.
within their borders.

The Riegle—-Neal Amendments Act -~
(Pub. L. 105-24, 111 Stat. 238) (the actgggglu%ﬁrp%%%”at'on for
provides that an insured state-chartered
bank that establishes a branch in a ho§the Treasury appropriation for fiscal
state may conduct any “activity” at the year 1998 (Pub. L. 105-61, 111 Stat.
branch that is permissible under the law4272) authorizes a permanent indefi-
of the bank’s home state, so long as thaite appropriation to reimburse Fed-
“activity” is permissible for a bank eral Reserve Banks for fiscal agency
chartered by the host state or for arservices rendered to the Treasury
out-of-state national bank branchDepartment.
located in the host state. For example,
the activities of a branch of a New Jer-
sey state-chartered bank located i
New York (host state) would be gov-
erned by New Jersey state banking lawhe Depository Institutions Disaster
(home state law) so long as the activitieRelief Act (Pub. L. 105-18, 111 Stat.
are permissible under New York state211) (the act) granted the Board of

Riegle—Neal Amendments Act

epository Institutions
isaster Relief Act



212 84th Annual Report, 1997

Governors the power, for a period ofassets and deposits; and (4) the subtrac-
240 days after June 12, 1997, to maké&on was consistent with the purposes of
exceptions to the Truth in Lending Actsection 38 of the FDI Act. Exceptions to
(TILA) and the Expedited Funds Avail- section 38 of the FDI Act had to expire
ability Act (EFAA) for transactions no later than February 28, 1999.
within a geographic area that the Presi- The act also allowed the Board to
dent determined, on or after Februexercise its authority with respect to
ary 28, 1997, to be a major disaster aredepository institutions whose principal
as a result of the 1997 flooding of theplace of business is within, or with re-
Red River of the North, the Minnesotaspect to transactions or activities within,
River, and the tributaries of these riversan area designated as a major disaster
The Board had the power to grantarea as a result of the 1997 flooding of
exceptions from TILA and EFAA if it the Red River of the North, the Minne-
determined that an exception could allesota River, and the tributaries of these
viate hardships to the public resultingrivers without complying with certain
from the disaster and that the benefitprovisions of the Administrative Pro-
of the relief outweighed the possiblecedures Act or with provisions of any
adverse effects of granting the excepether law that requires a notice or oppor-
tion. The Board was required to publishtunity for a hearing or that sets time
in the Federal Registera description limits for agency action. It also allowed
of each exception and a statement ahe Board to waive publication require-
its benefits, including an explanation ofments for establishing branches. The
how the benefits outweighed the posBoard was required to publish in the
sible adverse effects. Exceptions had t&ederal Registera description of each
expire no later than September 1, 1998action taken as well as an explanation
The act also granted the Boardof the need for the action. The act also
authority to allow an insured depositorygranted the Board authority to waive the
institution, in calculating compliance application of the appraisal standards
with the leverage limits prescribed undemprescribed by title XI of the Financial
section 38 of the Federal Deposit Insurinstitutions Reform, Recovery, and
ance Act (FDI Act), to subtract from the Enforcement Act of 1989 for transac-
institution’s total assets an amount notions involving real property located
exceeding the qualifying amount attrib-within the disaster area.
utable to insurance proceeds. The Board
could grant such an exception if the5
following conditions were met: (1) the
depository institution had its principal
place of business within, and 60 percenThe 50 States Commemorative Coin
of its total deposits were from persondProgram Act (Pub. L. 105-125, 111
located within, an area designated as &tat. 2534) (the act) grants the Treasury,
major disaster area as a result of thamong other powers, the authority to
1997 flooding of the Red River of thecreate a new $1 coin once the supply of
North, the Minnesota River, and theSusan B. Anthony $1 coins is depleted.
tributaries of these rivers; (2) the deposiThe new coin must (1) be golden in
tory institution was adequately capital-color, have a distinctive edge, with tac-
ized before the disaster; (3) the deposttle and visual features making it readily
tory institution had an acceptable plardiscernible, (2) be minted and fabricated
for managing the increase in its totalin the United States, and (3) have metal-

0 States Commemorative
Coin Program Act
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lic anticounterfeiting properties similar

to those of U.S. clad coinage in circula-
tion as of December 1, 1997. The act
directs the Treasury to adopt a market-
ing program to promote use of the new
coins, to conduct a marketing study, and
to report its progress to the Congress.

Sale of the Culpeper Facility of
the Federal Reserve Bank
of Richmond

A recent act (Pub. L. 105-144, 111 Stat.
2667) authorized the sale of the
Culpeper facility of the Federal Reserve
Bank of Richmond to the Architect of
the Capitol, on behalf of the United
States government. Three parcels total-
ing approximately forty-one acres,
located in Culpeper County, Virginia,
and the improvements thereunder will
be transferred in the sale. Title will be
transferred to the United State govern-
ment, and the Federal Reserve will not
be reimbursed for the property. .
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Banking Supervision and Regulation

The condition of the U.S. banking sys-requirement, in turn, has fueled a need
tem remained robust during 1997: Thdor more prior planning for examina-
industry reported further gains in assetions, increased training of examiners,
quality, continued record earnings, andnd additional guidance on sound prac-
the highest equity-to-asset ratios irtices for both bankers and bank exam-
more than fifty years. Only one (small)iners. It has also made it necessary for
insured commercial bank failed, and thehe Federal Reserve to improve its
assets of problem banks, at $3.5 bilown information systems, to allocate
lion, continued to decline from alreadyresources more productively, and to
low levels. As a result, the U.S. bankingmake better use of available technology
industry appears to be among the strorin all aspects of its supervisory process.
gest and most innovative of the major In recent years the Federal Reserve
industrial countries and well positionedhas used the opportunity presented by
to meet the nation’s financial needs.  the relatively trouble free domestic
This dramatic progress from thebanking system to develop and pro-
industry’s stressed condition at themote sound risk-management practices
beginning of the decade is evidence ofhroughout the industry, both domesti-
the underlying strength and resilience otally and abroad; to develop more effi-
the U.S. banking system and its abilitycient techniques for supervision; and,
to adapt to and, to a large extent, direcivhen prudent, to reduce the level of
evolving practices in world financial regulatory intrusion into the activities of
markets. These practices, the expandddS. banks and bank holding companies.
application of technology in the designSuch efforts account for many of the
and management of financial productsBoard’s accomplishments in bank super-
and the structural changes that argision and regulation during 1997.
occurring within the U.S. and world These accomplishments include support
financial systems present challenges amf international efforts to strengthen and
opportunities not only to many U.S.coordinate the supervision of interna-
banks but also to the Federal Reserve itionally active banks; reduction of regu-
its role as a financial supervisor andatory restrictions on the activities of
regulator. section 20 affiliates of bank holding
Changes in the nature and pace ofompanies; streamlining of the applica-
bank activities have been most signifition process for many banks and bank
cant among the largest banking organiholding companies; significant advances
zations, for which the growth of tradingin the use of automation during bank
and derivatives activities has been proexaminations; and many other initia-
found. These events and the growingives, discussed below.
complexity of many activities have More recently, in response to poten-
required that the Federal Reserve, in itfal industry exposure associated with
supervisory role, place more emphasithe century date change, the Federal
on the management and internal contrdReserve has initiated an extensive super-
process within banks and less emphasidsion program that has included the
on independent transaction-testing. Thassuance of several policy statements,
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the conduct of comprehensive examinaAct and consumer and civil rights laws.
tions, and an outreach program. WorkThe Federal Reserve also examines the
ing closely with other federal and statefollowing specialized activities of these
banking regulators, the Federal Reservimstitutions: information systems, fidu-
has been focusing significant attentiortiary activities, mutual fund activities,
on banking industry preparedness regovernment securities dealing and
garding automated systems and theiorokering, municipal securities dealing,
ability to calculate date-dependent infor-securities clearing, and securities under-
mation after the century date changewriting and dealing through special
The outreach program has includedubsidiaries. The Federal Reserve also
numerous public statements and confeihas responsibility for the supervision of
ences intended to provide guidance t¢l) all Edge Act corporations and agree-
the industry on this significant matter.ment corporations, (2) the international
Further, the Federal Reserve is exameperations of state member banks and
ining all banks subject to its super-U.S. bank holding companies, and
vision authority by June 30, 1998, for(3) the operations of foreign banking
year 2000 readiness. companies in the United States.
Adverse economic developments in The Federal Reserve exercises impor-
Asian countries during the year directedant regulatory influence over the entry
attention to bank exposures in that parinto, and the structure of, the U.S. bank-
of the world as well as to emerginging system through its administration of
markets more generally. Consistent withthe Bank Holding Company Act, the
the System'’s risk-focused approach foBank Merger Act for state member
supervising large, internationally activebanks, the Change in Bank Control Act
banking organizations, the Federafor bank holding companies and state
Reserve’s supervisory process duringnember banks, and the International
1997 placed emphasis on evaluating thBanking Act. Also, the Federal Reserve
impact of these developments on U.Sis responsible for imposing margin
banks that are active in the Asian marrequirements on securities transactions.
kets, and on the U.S. operations of banks
that are based there. In this connectior; o
it is noteworthy that U.S. banking orga- . 1- The Board's Division of Consumer and
. : . . Community Affairs is responsible for coordinating
n!zatlons Contmue to report hIS'[O”C&”ythe Federal Reserve’s supervisory activities with
high levels of capital and reserves. regard to the compliance of banking organizations
with consumer and civil rights laws. To carry out

o this responsibility, the Federal Reserve specifically
Scope of Responsibilities for trains a number of its bank examiners to evaluate

Supervision and Regula’[ion institutions with regard to such compliance. The
chapter of thisReporT covering consumer and
The Federal Reserve is the federadommunity affairs describes these regulatory
supervisor and regulator of all U.S. bankesponsibilities. Compliance with other statutes
holding companies and of State-and regulations, which is treated in this chapter, is

h d ial banks th the responsibility of the Board’s Division of Bank-
chartered commercial banks that arg,; sypervision and Regulation and the Reserve

members of the Federal Reserve SySsanks, whose examiners also check for safety and
tem. In overseeing these organizationsoundness. _
the Federal Reserve primarily seeks to 2- Edge Act corporations are chartered by the

: . _Federal Reserve, and agreement corporations are
promote their safe and sound Opera‘tlmghartered by the states, to provide all segments of

and th_eir cpmplia}nce with laws andine uU.s. economy with a means of financing inter-
regulations, including the Bank Secrecynational trade, especially exports.
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In carrying out these responsibilities,State Member Banks

the Federal Reserve coordinates it
supervisory activities with other federaléérgrlz e(gic?lz (a}i?]g,?'n?)aﬁ:;%g{g?fr{?&g?

and state regulatory agencies and Witf:ompanies and private banks) were
the bank regulatory agencies of Othemembers of the Federal Reserve Sys-

nations. tem. These banks represented about
10.9 percent of all insured U.S. commer-

Supervision for Safety and cial banks and held about 25 percent of

Soundness all insured commercial bank assets in

the United States.
To ensure the safety and soundness The guidelines for Federal Reserve
of banking organizations, the Federabxaminations of state member banks
Reserve conducts on-site examinationgre fully consistent with section 10 of
and inspections and off-site surveillancehe Federal Deposit Insurance Act, as
and monitoring. It also undertakesamended by section 111 of the Federal
enforcement and other supervisoryDeposit Insurance Corporation Improve-

actions. ment Act of 1991 and by the Riegle
o _ Community Development and Regula-
Examinations and Inspections tory Improvement Act of 1994. A full-

scope, on-site examination is required at
J;east once during each twelve-month

and agencies of foreign banks, Edge Aqe it 00 FU8, B IS SR
corporations, and agreement corpora- : p

tions. Many elements reviewed at banﬁwell—managed institutions with assets of
holding companies and their nonban ess than $250 million may be examined
subsidiaries differ from bank examina—evgry elghtlegegnYm?rr]wthslz. deral R

tions; therefore, the Federal Reserv% E”ng d ’ d e55(29 eral neserve
conductsinspectionsof holding com- anks conducte examinations

panies and their subsidiaries. Pre9f state member banks (some of them

examination planning and on-site revievx)omtIy with the state agencies), and

of operations are integral parts of ensurstate banking departments conducted

ing the safety and soundness of financiaﬁ46 independent examinations of state
institutions. Regardless of whether itmember banks.

is an examination or an inspection, the

review entails (1) an assessment Qf th%ank Holding Companies

quality of the processes in place to iden-
tify, measure, monitor, and control riskAt year-end 1997, the number of U.S.
exposures, (2) an appraisal of the qualitpank holding companies totaled 6,102.
of the institution’s assets, (3) an eval-These organizations controlled about
uation of management, including an7,015 insured commercial banks and
assessment of internal policies, proceheld approximately 93.8 percent of all
dures, controls, and operations, (4) amsured commercial bank assets.
assessment of the key financial factors Federal Reserve guidelines call for
of capital, earnings, liquidity, and sensi-annual inspections of large bank holding
tivity to market risk, and (5) a review companies and smaller companies that
for compliance with applicable laws andhave significant nonbank assets. Cer-
regulations. tain small, noncomplex companies—

The Federal Reserve conduetsamina-
tions of state member banks, branche



218 84th Annual Report, 1997

those that have less than $1 billioralties. Of these, 35 cases involving 67
in consolidated assets, do not havactions were completed by year-end.
debt outstanding to the public, and do Of particular note was an action taken
not engage in significant nonbankby the Board of Governors with regard
activities—are subject to a specialto the illegal activities of the Bank of
supervisory program that became effec€redit and Commerce International
tive in 1997. The program permits a(BCCI). After a factual hearing before
more flexible approach to supervis-an administrative law judge, the Board
ing those entities in a risk-focused envi-of Governors assessed a civil money
ronment and is designed to improvepenalty of $37 million against Ghaith R.
the overall effectiveness and efficiencyPharaon for his participation in BCCl's
of the Federal Reserve’s bank superilegal acquisition of the failed Indepen-
visory efforts. Each such holdingdence Bank of Encino, California.
company is subject to off-site review In other significant matters, the Board
once during each supervisory cyclepf Governors assessed civil money pen-
which corresponds to the mandatedlties totaling $30 million, including a
examination cycle for the company’sfine of $5 million, along with an order
lead bank. to disgorge profit of $17.32 million,
In judging the financial condition of against a foreign bank for allegedly fail-
subsidiary banks, Federal Reservéng to file complete and accurate appli-
examiners consult the examinatiorcations and reports in connection with
reports of the federal and state bankings purchase and ownership of a U.S.
authorities that have primary responsibank; a fine of $5 million against a
bility for the supervision of these banks,foreign bank and its U.S. branch for
thereby minimizing duplication of effort misconduct related to the alleged misuse
and reducing the burden on bankingf confidential supervisory information,
organizations. In 1997, the Federathe making of allegedly false statements
Reserve inspected 1,682 bank holdingp bank supervisory officials, and the
companies. Altogether, Federal Reservalleged obstruction of a formal investi-
examiners conducted 1,782 bank holdgation by bank supervisory officials;
ing company inspections, 137 of whichand a fine of $2.5 million against a
were conducted off-site, and statdoreign bank and its U.S. branch for
examiners conducted 98 independerdllegedly engaging in unsafe and
inspections. unsound practices and violations of laws
and regulations.
All final enforcement orders issued

Enforcement Actions, by the Board of Governors and all writ-
Civil Money Penalties, and ten agreements executed by the Federal
Suspicious Activity Reporting Reserve Banks in 1997 are available to

the public. In 1997, they became avail-
In 1997, the Federal Reserve Banks re@ble on the Board’s public Web site.
ommended, and members of the Board’s In addition to formal enforcement
staff initiated and worked on, 105actions, the Federal Reserve Banks in
enforcement cases involving 207 sepat997 completed 83 informal enforce-
rate actions, such as cease and desistent actions, such as memorandums of
orders, written agreements, removal andnderstanding and resolutions from
prohibition orders, and civil money pen-boards of directors.
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Specialized Examinations Fiduciary Activities

The Federal Reserve conducts specialne Federal Reserve has supervisory
zations in the areas of information techiogether hold more than $9.2 trillion

nology, fiduciary activities, government©f discretionary and nondiscretionary

municipal securities dealing, securities! Nis group of institutions comprises 297

clearing, and securities underwriting andtate-chartered member banks and trust
dealing through so-called section 2¢°Ompanies, 86 nonmember trust compa-
subsidiaries of bank holding companieshies that are subsidiaries of bank hold-
The Federal Reserve also reviews stat@9 companies, and 17 entities that are
member banks and bank holding Compae|ther branches or agencies of foreign

nies that act as transfer agents. banking organizations or Edge corpora-
tion subsidiaries of domestic banking
institutions.
On-site examinations are essential
Information Technology to ensure the safety and soundness of

Under the Interagency EDP Examinafinancial institutions that have fiduciary
perations. These examinations include

tion Program, the Federal Reserv 1) an evaluation of management, poli-
examines the information technologycies audit and control rogcedureé pand
activities of state member banks, U.S> >’ P '

sk management, (2) an assessment of

branches and agencies of foreign bank%',]e ality of trust assets. (3) an assess-
Edge Act and agreement corporations quaiity u  (3)

and independent data centers that pr(ﬁ“ent of earnings, (4) a review for con-

vide electronic data processing servicelcts Of interest, and (5) a review for
to these institutions. On-site examinacompliance with laws, regulations, and
neral fiduciary principles. During

tions are essential to ensure the safe a .
97, Federal Reserve examiners con-

sound operation of financial institutions, ) e
at which computer operations may posgucted 255 on-site trust examinations of
significant exposures. During 1997, theate member banks and trust compa-

Federal Reserve conducted 420 exam _|es,.branches. a’?d agencies of foreign
nations that focused on the safety an anking organizations, or Edge corpora-

soundness of information technolog pon subsidiaries of domestic banking

and electronic data processing systemQSt'tUt'ons'

The Federal Reserve was also th "

lead agency on 3 examinations of Iarge%o&/egnnlzent Securities Dealers
multiregional data processing servicer?n FOKers

examined in cooperation with theThe Federal Reserve is responsible for
Federal Deposit Insurance Corporatiomxamining the government securities
(FDIC), the Office of the Comptroller of dealing and brokering of state member
the Currency (OCC), and the Office ofbanks and foreign banks for compliance
Thrift Supervision (OTS). In addition, with the Government Securities Act of
Federal Reserve examiners initiated tart986 and with Department of the Trea-
geted reviews of banking organizationsury regulations. Thirty-eight state
to assess their progress in preparing fanember banks and nine state branches
the century date change. of foreign banks have notified the Board
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that they are government securities deakach section 20 securities subsidiary. In
ers or brokers not exempt from Trea-September 1989 the limit was increased
sury’s regulations. During 1997, theto 10 percent.

Federal Reserve conducted 21 exam- In January 1989, the Board approved
inations of broker—dealer activities inapplications by bank holding companies
government securities at state membép underwrite and deal in corporate and

banks and foreign banks. sovereign debt and equity securities,

subject, in each case, to reviews of
Municipal Securities Dealers managerial and operational infrastruc-
and Clearing Agencies ture and other conditions and require-

-, ments, or firewalls, specified by the
Under the Securities Act Amendment oard. In approving this broader range

of 1975, the Board of Governors IS of activities, the Board also adopted fire-

responsible for the supervision of stat o ]
member banks and bank holding CompzSF/_valls more restrictive than those con

nies that act as municipal securities dea ?Igiednli:‘}(!tasn:tl-gfl’]?a?]pF()E?V(?(I)r?(:gfr:.in the
ers or as clearing agencies. The Boarp 9 9 g

. . venue limit and firewalls governing
SUPEIVISES thlrty'-geven banks that act 1§e activities of section 20 subsidiaries
municipal securities dealers and thre

clearing agencies that act as custodian\é%eiré 'g(plgmﬂgs(lbn érgv?;'nor:htgzebzzg
of securities involved in transactions P P 9

settied by booking entry. In 1097, the ©7 £3 SERICENEE 8 1E) o8 CEIEIoh
Federal Reserve examined all thre

clearing agencies and twenty of the?ei\{g:ju%]Efeescttiv\\/lgsMa;rgﬁtigét;esggt?org pz)gr-
3gglkesrsthat act as municipal secunUe%':mS to derive up to 25' percent of to'tal

' revenues from underwriting and dealing
in ineligible securities. In August 1997,

the Board completed a review of fire-
walls, as required by the Riegle Com-
Section 20 of the Banking Act of 1933 munity Development and Regulatory
(the Glass—Steagall Act) prohibits thelmprovement Act of 1994, for the pur-

affiliation of a member bank with a com-pose of eliminating unnecessary regu-
pany that is “engaged principally” in latory burden and enabling section 20
underwriting or dealing in securities.subsidiaries to operate in an efficient,
The Board of Governors in 1987effective manner. As a result of its

approved proposals by banking organireview, the Board eliminated certain

zations to underwrite and deal on a lim+estrictions that have proved to be
ited basis in specified classes of “bankunduly burdensome or unnecessary in
ineligible” securities (that is, commer- light of other laws and regulations. The
cial paper, municipal revenue bondsyemaining restrictions have been con-
conventional residential mortgage-solidated into a series of operating stan-
related securities, and securitized condards that are fully consistent with safe
sumer loans) in a manner consistent witland sound operations.

section 20 of the Glass—Steagall Actand At year-end 1997, forty-five bank

the Bank Holding Company Act. At that holding companies held section 20 sub-
time, the Board limited revenues fromsidiaries authorized to underwrite and
these newly approved activities to nodeal in ineligible securities. Of these,

more than 5 percent of total revenues fotwenty-eight could underwrite any debt

Securities Subsidiaries of Bank
Holding Companies
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or equity security, two could underwrite Call Report data to estimate an examina-
any debt security, and fifteen couldtion rating for each bank and to identify
underwrite only the limited types of debtbanks having the potential to become
securities approved by the Board ircritically undercapitalized over the sub-
1987. The Federal Reserve follows spesequent two years.

cialized inspection procedures to review During 1997, the Federal Reserve
the operations of these securities subzontinued to refine its Systemwide
sidiaries; it conducted forty-one suchsurveillance programs, implementing

inspections in 1997. parent-company-only  screens that
address bank holding company per-
Transfer Agents formance on an unconsolidated basis

and adding nonbank screens to monitor
e effect of nonbank activities on the
rength of parent bank holding com-
anies. In addition, changes were made

Federal Reserve examiners also condu
examinations of state member banks angt
bank holding companies that are reg:
istered transfer agents. Among othe

thi i ; t tersi the capital markets monitoring
INgs, ransier agents Countersign angde eans to address credit derivatives
monitor the issuance of securities, reg:

ister the t f f it d?ctivities and the adoption of the market
ISter the transter of securties, andyq capital rule. Development of a sur-

exchange or convert securities. During,qjjiance program for small shell bank
1997, Federal Reserve examiners COMko|di :

ducted on-site examinations at 59 of th%
160 banks and bank holding companie
registered as transfer agents with th
Board.

ssist with implementation of the Risk-
Focused Supervision Policy for Small
&hell Bank Holding Companies adopted
by the Board in November.

To assist supervisory staff in evaluat-
Surveillance and Risk Assessment "9 individual bank holding compa-

nies, the Federal Reserve produces quar-

The Federal Reserve monitors the finanterly Bank Holding Company Perfor-
cial condition and performance of indi-mance Reports (BHCPRSs), which pro-
vidual banking organizations and of thevide detailed financial information on
banking system as a whole to identifythe condition and performance of indi-
areas of supervisory concern. The monividual bank holding companies. During
toring is accomplished, in part, throughthe year, information on derivatives
the use of automated screening systemactivities contained in BHCPRs was sig-
Surveillance screens address a numbeificantly revised to provide more data
of aspects of banking performancepn the use of derivative instruments.
including capitalization, asset growth,The Federal Reserve also produces sev-
loan quality, loan concentrations, liquid-eral statistical and analytical reports on
ity, and capital markets activities. Infor-the structure and condition of the bank-
mation from these screens assists img industry for use in supervising banks
allocating examination resources taand bank holding companies. During
institutions experiencing, or vulnerable1997, development of an Aggregate
to, deterioration and is also used in the_oan Quality Analysis Report was com-
examination-planning process. Amongleted. This report supplements loan
the automated screening systems usaxbncentration surveillance screens by
to monitor bank performance are twoproviding additional detail on the qual-
econometric models that use quarterljty of assets at institutions reporting con-
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centrations in loans of various types. InFederal Reserve conducted examina-
addition, electronic access to Nationations of 12 foreign branches of state
Information Center (NIC) data on banksmember banks and 114 foreign subsidi-
bank holding companies, and surveil-aries of Edge Act corporations and bank
lance screen results is provided to supehriolding companies. All of the exam-
visory staff through the Performanceinations abroad were conducted with the
Report Information and Surveillancecooperation of the supervisory authori-
Monitoring system (PRISM). ties of the countries in which they took
The Federal Reserve actively workglace; when appropriate, the examina-
with the other federal banking author-tions were coordinated with the Office
ites to enhance surveillance toolsof the Comptroller of the Currency.
through its representation on the Federahlso, examiners made eight visits to the
Financial Institutions Examination overseas offices of U.S. banks to obtain
Council Task Force on Surveillancefinancial and operating information and,
Systems. in some instances, to evaluate their com-
pliance with corrective measures or to
test-check their adherence to safe and
International Activities sound banking practices.

The Federal Reserve plays a critical role

!n the s.upervisio.n.z';_md regulation Of,theForeign Branches of Member Banks
international activities of U.S. banking

organizations and the U.S. activities ofAt the end of 1997, 89 member banks
foreign banking organizations. It super-were operating 786 branches in foreign
vises foreign branches of memberccountries and overseas areas of the
banks; overseas investments by membénited States; 59 national banks were
banks, Edge Act corporations and agreedperating 599 of these branches, and
ment corporations, and bank holding30 state member banks were operating
companies; and investments by bankhe remaining 187 branches. In addition,
holding companies in export tradingl® nonmember banks were operating
companies. The Federal Reserve alse9 branches in foreign countries and
supervises the U.S. activities of foreignoverseas areas of the United States.
banking organizations, including U.S.

branches, agencies, and representative

offices, U.S. bank subsidiaries, and comEdge Act and Agreement Corporations

medrcial tl)endki_ng cobm%gny subsidiariesz yge Act corporations are international
and nonbanking subsidiares. banking organizations chartered by the
Board to provide all segments of the

Foreign Office Operations of U.S. economy with a means of financ-

U.S. Banking Organizations ing international business, especially
o exports. Agreement corporations are

The Federal Reserve examines the intestate-chartered or federally chartered
national operations of state membecompanies that enter into agreements
banks, Edge Act corporations, and bankvith the Board not to exercise any

holding companies, principally at thepower that is impermissible for an Edge
U.S. head offices of these organizationsict corporation.

where the ultimate responsibility for Under sections 25 and 25(A) of

their foreign offices lies. In 1997 thethe Federal Reserve Act, Edge Act and
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agreement corporations may engage i80 percent of U.S. banking assets. These
international banking and foreign finan-foreign banks also operated 148 repre-
cial transactions. These corporationssentative offices; an additional 97 for-
which in most cases are subsidiariegign banks operated in the United States
of member banks, may (1) conduct aolely through a representative office.
deposit and loan business in states other The Federal Reserve has acted to
than that of the parent provided that thesnsure that all state-licensed and feder-
business is strictly related to interna-ally licensed branches and agencies are
tional transactions and (2) make for-examined on-site at least once during
eign investments that are broader thaeach twelve-month period either by the
those of member banks because thelyederal Reserve or by a state or other
can invest in foreign financial organiza-federal regulator. The Federal Reserve
tions, such as finance companies andonducted or participated with state and
leasing companies, as well as in foreigriederal regulatory authorities in 446
banks. examinations during 1997.

At year-end 1997, there were eighty-
four Edge Act and agreement corpo-

rations with thlrty domestic branChES.Joint Program for Supervising the

During the year, the Federal Reservg) s Qperations of Foreign
examined all of these corporations. Banking Organizations

In 1995 the Federal Reserve, in coopera-
U.S. Activities of Foreign Banks  tion with the other federal and state

banking supervisory agencies, formally
The Federal Reserve has broad authoritgdopted a joint program for supervising
to supervise and regulate the U.S. activithe U.S. operations of foreign banking
ties of foreign banks that engage inorganizations (FBOs). The program has
banking and related activities in thetwo major parts. One part focuses on the
United States through branches, agerexamination process for those FBOs that
cies, representative offices, commercidhave multiple U.S. operations and is
lending companies, Edge Act corporaintended to improve coordination among
tions, banks, and certain nonbank comthe various U.S. supervisory agencies.
panies. Foreign banks continue to be The other part of the program is a
significant participants in the U.S. bank-review of the financial and operational
ing system. As of year-end 1997, 278rofile of each FBO to assess its general
foreign banks from 59 countries oper-ability to support its U.S. operations
ated 412 state-licensed branches arehd to determine what risks, if any, the
agencies (of which 23 were insured byFBO poses through its U.S. operations.
the FDIC) as well as 64 branchesTogether, these two processes provide
licensed by the OCC (of which 6 hadcritical information to the U.S. super-
FDIC insurance). These foreign bankwisors in a logical, uniform, and timely
also directly owned 16 Edge Act corpo-manner. During 1997 the Federal
rations and 3 commercial lending com-Reserve continued to implement pro-
panies; in addition, they held an equitygram goals through coordination with
interest of at least 25 percent in 87 U.Sother supervisory agencies and the
commercial banks. Altogether, thesalevelopment of financial and risk
U.S. offices of foreign banks at theassessments of foreign banking organi-
end of 1997 controlled approximatelyzations and their U.S. operations.
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Technical Assistance balance-sheet items to broad categories

. primarily on the basis of credit risk. In
In 1997 the System provided staff forgqgition, some institutions must mea-
technical assistance missions and trainsre their market risk exposure and

ing sessions on bank supervisory maticjyde that measure in their risk-based
ters to a number of central banks incapital calculation. Banking organiza-
countries of the former Soviet Union,tions are expected to maintain capital

Eastern Europe, Asia, the Caribbeansqyg| to at least 8 percent of their risk-
and Latin America. adjusted assets.

To supplement the risk-based capital
_ ) standards, the Federal Reserve in 1990
Supervisory Policy issued leverage guidelines setting forth
or;ninimum ratios of capital to total assets

The Federal Reserve in 1997 issued fof o\ o in the assessment of an insti-

public comment an interim rule and

several proposals to amend its capit} tion's capital adequacy. During 1997,

e Board of Governors approved for
ublic comment an interim rule and sev-

proposal to amend its real estat . .
. . “eral proposals to amend its capital ade-
appraisal rule for bank holding com quacy guidelines.

panies and their nonbank subsidiaries:
During the year, 'ghe Eederal Re.serv‘fvlarket Risk/Specific Risk
continued to revise its supervisory
process to enhance the effectiveness @n December 30, 1997, the Board,
examinations and inspections as well akgether with the FDIC and the OCC,
to address changes in the banking indusssued an interim rule, effective at year-
try. As part of these efforts, the Federakbnd 1997, along with a request for pub-
Reserve and the Federal Deposit Insutic comment, that amended their respec-
ance Corporation jointly formalized andtive risk-based capital guidelines for
implemented a risk-focused supervisioomarket risk applicable to certain institu-
framework for the examination of com-tions having significant trading activi-
munity banks. The Federal Reserve alsties. The rule permits institutions to use
introduced a parallel framework for thequalifying internal models to determine
risk-focused supervision of large, com-their capital requirements in relation to
plex banking organizations. specific risk (an element of market risk)
without comparing the requirements
] o generated by their internal models with
Capital Adequacy Guidelines the so-called standardized specific-risk
capital requirement. The rule imple-
ents a revision to the Basle Accord
hat permits such treatment for institu-
ions whose internal models adequately
easure specific risk.

adequacy guidelines. It also issued

The risk-based capital requirements
adopted by the Federal Reserve in 198
implement the international risk-base

capital standards that were developed b
the Basle Committee on Banking Regu-
lation and Supervisory Practices (Basl

Supervisors Committee) and endorse%ecourse

by the Group of Ten (G-10) countriesOn November 5, 1997, the Federal

in July 1988. The standards include a&Reserve, together with the OCC, FDIC,

framework for calculating risk-adjustedand OTS, issued a proposal to revise the
assets and for assigning assets and offisk-based capital standards to address
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the regulatory capital treatment oftionships from 50 percent of tier 1 capi-

recourse obligations and direct credital to 100 percent of tier 1 capital. The

substitutes that expose banks, banamendment would also allow the deduc-
holding companies, and thrift institu-tion of servicing assets on financial

tions to credit risk. The proposed rulesassets other than mortgages from tier 1
would use credit ratings to match thecapital.

risk-based capital assessment more

closgly toan institution’s r(lallativ_e risk of Leverage Capital Ratios
loss in certain asset securitizations.

On October 27, 1997, the agencies
issued for public comment a proposal

addressing their leverage standards.
Under the proposal, institutions rated a
On October 23, 1997, the agenciesomposite 1 under the Uniform Finan-

issued a joint proposal to amend theial Institutions Rating System would be

risk-based capital standards for bankssubject to a minimum 3.0 percent lev-

bank holding companies, and thrifterage ratio, and all other institutions

institutions with regard to the treatmentwould be subject to a minimum 4.0 per-

of certain unrealized revaluation gainsent leverage ratio. This change would

on certain equity securities. Under thesimplify and streamline the leverage

proposal, institutions would be per-standards and make the agencies’ rules
mitted to include in tier 2 capital up uniform.

to 45 percent of their unrealized gains

on certain available-for-sale eqUitYtachnical Modifications

securities.

Unrealized Gains on Certain
Equity Securities

In October 1997, the agencies issued
a proposal to amend their capital
adequacy guidelines to eliminate differ-
On August 4, 1997, the agencies issuednces among the agencies. The pro-
a proposal to amend their risk-based andosed amendments pertain to the risk-
tier 1 leverage capital guidelines forbased capital treatment of presold one-
banks, bank holding companies, ando four-family residential properties,
thrift institutions to address the accountsecond liens on one- to four-family resi-
ing treatment of servicing assets on botllential properties, and investments in
mortgage assets and financial assetautual funds. The amendment would
other than mortgages. The proposagbermit a 50 percent risk weight for con-
reflects changes in accounting standardsruction loans on all presold one- to
for servicing assets made in Statemerfour-family residential properties. All
of Financial Accounting Standard (FAS)first and second liens would be treated
No. 125, Accounting for Transfers andseparately, with qualifying first liens
Servicing of Financial Assets and Extin-risk-weighted at 50 percent and non-
guishments of Liabilities. FAS 125 qualifying first liens and all second liens
extended the accounting treatment forisk-weighted at 100 percent. At their
mortgage servicing to servicing on alloption, institutions would be permitted
financial assets. The proposed amende assign mutual fund investments on a
ment would raise the capital limitationspro rata basis among the risk categories
on the sum of all mortgage servicingaccording to the investment limits in the
assets and purchased credit card relautual fund prospectus.

Servicing Assets
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Real Estate Appraisal Regulation Risk-Focused Supervision of Banks

In 1990, in accordance with title XI In October 1997, the Federal Reserve
of the Financial Institutions Reform, formally implemented two risk-focused
Recovery, and Enforcement Act ofsupervision programs for banks, one for
1989, the Board, along with the othedarge, complex banking organizations
federal banking agencies, adopte@nd the other for community banks.
appraisal regulations for real estateBoth programs rely on an understanding
related transactions within their jurisdic-of the institution, the performance of
tion and exempted certain transaction§sk assessments, the development of a
from the regulations. In 1994 the agensupervisory plan, and examination pro-
cies amended several existing exempsedures tailored to the institution’s risk
tions and added several new exempprofile.
tions. On December 5, 1997, the Board
issued a proposal to amend its real estate Large, complex banks.  For large,
appraisal regulation for bank holdingcomplex organizations, the supervision
companies and their nonbank subsidiprogram emphasizes the need for ongo-
aries. The proposed amendment woulthg supervision, through increased
permit a bank holding company or itsplanning and off-site monitoring, and
nonbank subsidiary having the authorityfor coordination of supervisory activi-
to underwrite or deal in mortgage-ties with an organization’s multiple
backed securities to do so without demregulators, to improve efficiency and
onstrating that the loans underlying theavoid duplication. The program also
securities are supported by appraisalsmphasizes a review of functional
that at origination met the Board’sactivities or business lines, rather than
appraisal regulation. The Board projust legal entities, because large organi-
posed this amendment to address corrations generally are structured accord-
cerns raised by bank holding companiethg to business functions and manage
regarding the inability of their nonbankmany important financial and opera-
subsidiaries to actively participate in thetional activities centrally. As part of this
commercial mortgage-backed securitieapproach, the program endorses the con-
market because of the Board's appraisalept of conducting, when appropriate, a
requirements. A final amendment isseries of targeted examinations during a
expected in early 1998. given supervisory cycle, each focusing
on a single function or business line.

Risk-Focused Supervision Community banks. The supervisory

Over the past several years the Federfdlamework for community banks was
Reserve has initiated a number of prodeveloped jointly by the Federal
grams aimed at enhancing the effectiveReserve and the FDIC in close consul-
ness of the supervisory process. Theation with state bank supervisors. The
main objective of these initiatives hasprogram sets forth guidelines for plan-
been to sharpen the focus on (1) thoseing and scoping examinations to focus
business activities posing the greatesin the areas of highest risk to the bank
risk to banking organizations and (2) theand encourages the performance of as
organizations’ management processawmany supervisory activities as possible
for identifing, measuring, monitoring, off-site. It also describes general proce-
and controlling their risks. dures for examining each of the major
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areas of a bank’s risk-bearing activitieson-site inspection is expected to be per-
The procedures are set forth in moduleformed. Newly formed companies will
that are structured in a decision-tree forstill be subject to a full-scope, on-site
mat. This format allows an examinerinspection within the first twelve to
to draw conclusions about a particulareighteen months of operation.

activity after completing a core analysis,
which in most cases would require only,
a few procedures. If the core analysiéE
indicates that a more in-depth reviewin February 1997, the Board and the
and more testing are needed to draw ather banking agencies revised their
conclusion about a particular activ-examination-frequency guidelines to
ity, the examiner would perform anaddress provisions in the Riegle Com-
expanded analysis. To aid in conductingnunity Development and Regulatory
risk-focused examinations, an autoimprovement Act of 1994 and the Eco-
mated program has been developed thabmic Growth and Regulatory Paper-
allows examiners to document theirwork Reduction Act of 1996. As a result
work for each module on their laptopof the revision, certain banks having
computers. The program, which alsaassets of less than $250 million will be
provides electronic access to the FDIGubject to an eighteen-month examina-
and Federal Reserve examination manuion cycle rather than a twelve-month
als, is designed to operate on all computeycle. To qualify for less-frequent
ers currently used by FDIC, Federalkexamination, a bank must be rated com-
Reserve, and state bank supervisors. posite 2 or better, must be well capital-
ized and well managed, must not be
subject to a formal enforcement action,
and must not have experienced a change
of control during the preceding twelve
In November 1997, the Board adopted anonths.

risk-focused supervision program for
small shell bank holding companiess; .
that tailors supervisory agtivitiespto aansk-Management Guidance
assessment of each company’s reportdd June 1997, in response to an amend-
condition and activities and the condi-ment to the Basle Accord on capital
tion of its subsidiary banks. Under therequirements for exposure to general
program, Reserve Banks are expected toarket risk, the Federal Reserve issued
perform a risk assessment of each smajjuidance on the risk-based capital treat-
shell bank holding company at leastment of credit derivatives held in trad-
once during each supervisory cyclejng accounts. Banking organizations are
which depends on the examination freexpected to hold risk-based capital to
quency for the holding company’s leadcompensate for exposure to counter-
bank. If the preliminary assessmenparty credit risk, general market risk,
identifies no unusual supervisory issueand specific risk in credit derivative
or concerns, no special follow-up withtransactions.

the company is necessary. However, if it In July 1997, the Board issued guid-
supports the assignment of a superance on the risk management and capital
visory rating (that is, a BOPEC rating)adequacy of secondary-market credit
of 3 or worse or a management ratingactivities such as loan syndications,
of less than satisfactory, a full-scopejoan sales and participations, credit

xamination-Frequency Guidelines

Risk-Focused Supervision of Small
Shell Bank Holding Companies
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derivatives, and asset securitizations anand to regulatory authorities. In Novem-
the provision of credit and liquidity ber, the Basle Supervisors Committee
enhancements to transactions in thesend the Technical Committee of the
areas. The guidance identifies soménternational Organisation of Securities
of the significant risks involved in Commissions (IOSCO) issued a third
several of the more common typegoint report on the public disclosure of
of secondary-market credit activities.trading and derivatives activities of
It also describes sound practices antlanks and securities firms worldwide.
special considerations that supervisor§he report provides an overview and
should take into account when assessnalysis of the disclosures about trading
ing a banking organization's systemsand derivatives activities presented in
for managing risks arising from thesethe 1996 annual reports of a sample of
activities. the largest internationally active banks
and securities firms in the G-10 coun-
tries, and notes improvements since
19932 The analysis was built in part on
a framework used by the Federal
During 1997 the Federal ReserveReserve in analyzing the trading and
provided comments on the Financiaderivatives disclosures of major U.S.
Accounting Standards Board’s (FASB)banking organizations. It revealed that a
proposed standard Accounting fomumber of firms in the sample have con-
Derivative and Similar Financial tinued to make general improvements,
Instruments and for Hedging Activities.such as the expansion of value-at-risk
Although the Federal Reserve supportdisclosures, as well as significant volun-
the FASB’'s objective of promoting tary innovations in their annual report
greater transparency in financial statedisclosures. Despite these encouraging
ments, the Board’'s comment lettersadvances, however, some institutions
expressed concerns that the FASBave continued to disclose little about
approach would not improve the transtheir trading and derivatives activities.
parency of financial reporting andThe report also contains recommenda-
would likely constrain prudent risk- tions made by the Basle Committee and
management practices that make use @©SCO in 1995 for further improve-
derivatives. The Federal Reserve offeredhents in disclosures of qualitative and
the FASB suggestions for improvingquantitative information about institu-
the transparency of financial reportingtions’ involvement in trading and de-
for derivatives and all other financialrivatives activities, including their risk
instruments. In conjunction with the exposures and risk-management poli-
Basle Committee on Banking Super<ies, and the effect of these activities on
vision, similar comments were providedearnings.

to the International Accounting Stan-

dards Committee (IASC) regardingBank Internal Audit Functions

its accounting proposal for financialIn December 1997, the Board and the

Insigglrjgirn;z}oups and regulators contin pther fed_eral banking regulators issqed a
ued during 1997 to monitor the quallityJomt policy statement that describes

of bank disclosures of derivatives activi- 3. The total sample consisted of seventy-nine

tieSa .\.Nith the goal of making thes?global institutions holding more than $83 trillion
activities more transparent to the publidn derivative instruments (notional amounts).

Derivatives Accounting and
Disclosures



Banking Supervision and Regulatio229

sound practices for managing the intergrams and implemented a process for
nal audit function of banking organiza-focusing future development efforts on
tions and includes a major section orrisk-based supervision. Several of these
internal audit outsourcing. The state4nitiatives are discussed below.

ment reiterates that directors and senior

managers are responsible for ensurinRIational Information Center and

that the system of internal control isy,_.: I
adequate for the nature and scope of thlélatlonal Examination Database

organization’s business. It providesThe National Information Center (NIC)
examiners with guidance for assessingg a Federal Reserve System database
the quality and effectiveness of anmaintained at the Board of Governors
organization’s internal audit function.and made available to staff members at
It also provides guidance on soundhe Board, the Reserve Banks, and other
practices for internal audit outsourc-federal and state banking agencies. The
ing arrangements and on independendglC contains information about the
issues when an accountant plans to senaganizational structure of all deposi-
as the banking organization’s externatory institutions, nonbanks, bank hold-
auditor and as its internal-audit out-ing companies, and foreign banking
sourcing vendor. organizations operating in the United
States. It also contains financial infor-
mation such as Call Report data and
Uniform Performance reports for
As described in previous sections, durdepository institutions, and FR-Y finan-
ing 1997 the Federal Reserve formaleial reports and Uniform Performance
ized risk-based supervision programs foreports for bank holding companies. In
large, complex banking organizationsaddition, the NIC contains supervisory
and for community banking organiza-information resulting from examina-
tions. The Division of Banking Supervi- tions and inspections and enables end
sion and Regulation views the supportisers to perform financial analysis on
of these programs as its most criticalnstitutions.

objective in deploying information tech- During 1997, work continued on
nology. The risk-based programs requirsoftware to improve NIC’s usefulness
that (1) the division maintain a currentthrough the use of distributed technolo-
risk profile of large, complex organiza-gies. The National Examination Data
tions subject to Federal Reserve supefNED) software system was imple-
vision for the purpose of determiningmented in December. The system allows
the appropriate supervisory strategy fostaff members to retrieve and update
ensuring safe and sound operations arglipervisory and financial information on
(2) examination exercises for all organi-depository institutions and bank holding
zations focus on areas of highest riskcompanies. Development of the NED
and be conducted in a manner that boteystem, which was begun in 1995 to
leverages to the greatest extent possibtake advantage of the Federal Reserve
upon existing management informatiorSystem’s intranet and to improve the
systems and eliminates duplication ofunctionality of the NIC through the use
effort among regulators and bankersof client/server technology, will greatly
During the year, the division made sig-facilitate the examination process, bank
nificant progress in the use of infor-surveillance, and supervisory analysis.
mation technology to support these protmplementation of similar technological

Information Technology
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improvements to support other areas afo improve the use of automation in
the NIC began in 1996 and will con-the conduct of examinations, notably
tinue, in several phases, through 199%hrough joint efforts with the FDIC and
In addition, much progress was made irstate bank supervisors. One step was
1997 toward providing public accessdevelopment of the Examination Laptop
to nonconfidential NIC information. Visual Information System (ELVIS).
In January, a public Internet page wa&LVIS leads examiners through a deci-
made available to provide access taion matrix to focus on high-risk activi-
many of the structure and financialties and helps ensure consistency among
reports contained in the NIC. The pagesxaminers in the use of risk-focused pro-
is reached through the FFIEC homeedures. Because it automatically docu-
page and through a link on the Board ofments the examination process, the
Governor’s home page. system also provides cost savings.

In 1998 and beyond, the Federal Also during the year, the division
Reserve will make the NED systemagreed with the FDIC and state super-
available to state banking agencies andisors to use a common, automated
will explore ways to use internet tech-tool for analyzing loans. Use of an auto-
nologies to expand the availability of mated loan-analysis tool saves consider-
NIC data in general. able examination resources by expedit-
ing the selection of loans to be reviewed,
Foreign Banking Organization ;ali.mi.n?ting :[[he neegll tbci tra}nstcribg ler'
Desktop (FBO Desktop) ain information available electronically

at the bank, and facilitating greater port-
FBO Desktop is an automated systenfolio analysis. The division also agreed
developed by the Federal Reserve twith the FDIC and state supervisors on a
assist in the supervision of U.S. branchesystem for accessing data to be used in
and agencies of foreign banking organieonducting examinations and preparing
zations. The system makes possible thexamination reports. A production ver-
sharing throughout the Federal Reservsion of the system is expected to be
System of information used in the superfeady in late 1998.
vision of foreign banking organiz-
ations, including information on foreign
financial systems, for_elgn accountings ff Training
standards, and analysis of the financial
performance of foreign banking organi-The Supervisory Education Program
zations having U.S. operations. The Fedtrains staff members having supervisory
eral Reserve plans in May 1998 toor regulatory responsibilities at the
implement a similar system for largeReserve Banks, at the Board of Gover-
domestic banking organizations thanors, and at state banking departments;
includes more types of information.students from supervisory counterparts
Also in 1998, access to these two sysin foreign countries attend the training
tems will be extended to state and fedsessions on a space-available basis. The
eral banking regulators. program provides training at the basic,
intermediate, and advanced levels for
P - the four disciplines of bank supervi-
Examination-Related Initiatives sion: bank examinations, bank holding
In 1997, the Division of Banking Super- company inspections, surveillance and
vision and Regulation took several stepsnonitoring, and applications analysis.
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Classes are conducted in Washingtorbanking, information  technology,
D.C., or at regional locations and maymunicipal securities dealer activities,
be held jointly with regulators of other capital markets, payment systems risk,
financial institutions. The program iswhite collar crime, and real estate lend-
designed to increase the student'sng. In addition, the System co-hosts the
knowledge of the entire supervisory andVorld Bank Seminar for students from
regulatory process and thereby provideleveloping countries.
a higher degree of cross-training among The Federal Reserve conducted a
staff members. variety of schools and seminars in 1997,
The System also participates in trainand staff members participated in sev-
ing offered by the Federal Financial In-eral courses offered by or cosponsored
stitutions Examination Council (FFIEC) with other agencies, as shown in the
and by certain other regulatory agenciesaccompanying table.
The System’s involvement includes In 1997 the Federal Reserve trained
developing and implementing basic and}, 199 students in System schools, 1,085
advanced training in various emergingn schools sponsored by the FFIEC, and
issues as well as in such specialize®4 in other schools, for a total of 5,368,
areas as trust activities, internationaincluding 256 representatives from for-

Number of Sessions of Training Programs for Banking Supervision and Regulation, 1997

Program Total Regional

Schools or seminars conducted by the Federal Reserve

Core schools
Introduction to examinations. .. ...........c.coviiiiiiiiiiian... .. 8 6
Financial institution analysis. ... .. 10 7
Bank management. . .........ouuiuiii e .. 7 3
Effective writing for banking supervision staff.................. . 19 19
Management skills........ .o .. 12 11
Conducting meetings with management......................} . 19 19

Other schools
Loan analysis . ...... ..o 6
Real estate lending seminar...............c.cooiiiiiiiiin... .. 5
Specialized lending seminar...............coiiiiiiiiiiiiin .. 3
Senior forum for current banking and regulatory issues..... ... 5
Banking applications. .......... ..o . 1
Bank holding company inspections. ..................coovuu.. . 6
Basic entry-level trust 1
Advanced trust . 1
Consumer compliance examinationsl........................ . 2
Consumer compliance examinations.Il....................... . 3
CRA examination techniques. . .................cooiieiinan... . . 3
Fairlending . ... ..o .. 3 L.
Information systems and emerging technology risk management ... 17 16
Information systems continuing education. .................... . 2
Intermediate information systems examination................ . 1 L
Capital markets sSeminars ... . 16 12
Section 20 securities seminar. ... . 4 2
Internal Controls. ........ ... .. 8 5
Seminar for senior supervisors of foreign central banks .. ..... 1

Other agencies conducting courges
Federal Financial Institutions Examination Council .............. ! 55 7
Office of the Comptroller of the Currency........................ . 3 s
Federal Bureau of Investigati®n. . ...............c.oooviiniiin... - 1 1

Notk. ... Not applicable. 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, and the Office of the Comptroller of the Currency.
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eign central banks. A total of 26,608Federal Financial Institutions
student days of training were provided Examination Council
comparable to the amount of training
provided in recent years. Year 2000

The Federal Reserve System also
gave scholarship assistance to the statdfie Federal Reserve is working closely
for training their examiners in Federalwith the other federal banking agencies
Reserve and FFIEC schools. Througho address the banking industry’s readi-
this program 773 state examiners weraess for the year 2000. The supervisory
trained: 458 in Federal Reserve coursegprogram focuses on the industry’s
302 in FFIEC programs, and 13 in otherefforts to ensure that automated systems
courses. will be able to correctly calculate date-

Every staff member seeking an examéependent information after the century
iner's commission is required to passdate change. The program has included
a core proficiency examination, whichthe issuance of several policy state-
includes a core content area and a spenents, the development of a uniform
cialty area of the student's choice—set of examination procedures, and an
safety and soundness, consumer affairsutreach program that has provided
trust, or information technology (for- numerous opportunities for banks and
merly information systems). In 1997,bank supervisors to discuss the issues.
131 students took the examination (se&ear 2000 supervisory initiatives are
table). continuing to intensify and have been of

Late in the year, the System initiatedgreat interest to the industry, bank super-
revisions to the core training programvisors, and the Congress.
that leads to the commissioning of assis- The banking agencies, through the
tant examiners. The project was underFFIEC, issued two policy statements to
taken to give assistant examiners all banks in 1997—"“Year 2000 Project
greater understanding of risk-focusedManagement Awareness” on May 5 and
examination concepts, the componentSSafety and Soundness Guidelines Con-
of sound internal controls, the impor-cerning the Year 2000 Business Risk”
tance of management information sysen December 17. The May statement
tems, the concept of risk as it applies tancluded a set of uniform examination
banking, and the key supervisory issueprocedures that is being used in the
related to integrated supervision. Therear 2000 examination of all banks sub-
changes will be implemented over 1998ect to Federal Reserve supervision by
and 1999. mid-1998.

Status of Students Registered for the Core Proficiency Examination, 1997

Specialty area
Student status Core )
Safety and Information
soundness Consumer Trust technology
In queue, year-end 1996 ... ... 33 26 4 1 0
Testtaken, 1997.............. 131 82 42 5 6
Passed..................... . 114 69 33 5 2
Failed...................... . 17 13 9 0 4
In queue, year-end 1997........ 23 13 9 0 1

Norte. Students choose a test in one specialty area to accompany the core examination.
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As part of its outreach activities, thethe March 1997 report. This change
Federal Reserve in June 1997 probrought the accounting principles used
duced a ten-minute video entitledin bank regulatory reports into confor-
“Year 2000 Executive Awareness,” mity with those used in bank holding
which is intended for viewing by bank company FR-Y reports, savings asso-
boards of directors and senior manageziation Thrift Financial Reports, and
ment. Governor Edward W. Kelley, Jr.,general-purpose financial statements.
introduces the video and emphasize$he FFIEC also revised the Report of
that the Year 2000 challenge is a busiAssets and Liabilities of U.S. Branches
ness matter and not exclusively a techand Agencies of Foreign Banks (FFIEC
nology problem, thus warranting the002), effective with the March 1997
attention of boards of directors andreport, and the Foreign Branch Report
senior officers. of Condition (FFIEC 030), effective

In an effort to intensify international with the September 1997 report, to
involvement by foreign bank super-adopt GAAP and certain other disclo-
visors, the Federal Reserve and othesures to maintain consistency with the
U.S. bank supervisors worked closelypbank Call Reports.
with the Bank for International Set- In October, the Federal Reserve and
tlements’s Committee on Bankingthe other federal banking agencies pro-
Supervision to prepare a paper on theosed minor revisions to the bank Call
Year 2000 situation that was distributedReports to improve the agencies’ ability
in September 1997 to banks and banko monitor bank compliance with certain
supervisors in more than one hundredegulations and to facilitate bank super-
countries. The committee encouragedision. The revisions would, with the
BIS member countries to make preparaMarch 1998 report, add items to monitor
tion for the year 2000 a priority to en- compliance with the risk-based capital
sure that banks everywhere are ready f@atandards for market risk exposures
the century date change. and low-level recourse transactions less

The Federal Reserve’'s supervisoryrequently as part of the FFIEC's con-
activities and internal preparations haveinuing efforts to reduce unnecessary
been of significant interest to both theregulatory burden and to streamline
House and the Senate Banking Commitregulatory reports. The proposal would
tees as well as to the General Accountalso eliminate several detailed items on
ing Office. Staff members have beerbank trading portfolios and collect cer-
asked to provide quarterly written andtain deposit information.
oral briefings to both houses of Con- Besides implementing or proposing
gress beginning with the third quarterchanges to Call Report content, the
of 1997 and continuing through the cen+FIEC in 1997 phased out the direct
tury date change. filing of Call Reports in paper form
and implemented an electronic filing
requirement. The FFIEC also revised the
four versions of the Call Report instruc-
During 1997 the FFIEC implementedtions into a single set of instructions and
changes to the bank Reports of Condimade the report forms available on the
tion and Income (Call Reports) to adoptnternet. These changes are consistent
generally accepted accounting principlesvith the objectives of section 307 of
(GAAP) as the reporting basis in allthe Riegle Community Development
areas of the Call Reports, effective withand Regulatory Improvement Act of

Revisions to the Call Report
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1994, which requires that the agenciefor prior Board approval, the Federal
work together to develop a single formReserve considers several factors,
for the filing of core information by including the financial and managerial
banks, savings associations, and bamesources of the applicant, the future
holding companies; to simplify instruc- prospects of both the applicant and the
tions for such reports; and to develop dirm to be acquired, the convenience and
system under which such reports can beeeds of the community to be served,
filed electronically. the potential public benefits, the com-
petitive effects of the proposal, and the

applicant’s ability to make available to

Regulation of the the Board information deemed neces-
U.S. Banking Structure sary to ensure compliance with applica-
o ble law. In the case of a foreign banking

The Board administers the Bank Hold-organization seeking to acquire control
ing Company Act, the Bank Merger Act, of a U.S. bank, the Federal Reserve also
the Change in Bank Control Act, andconsiders whether the foreign bank is
the International Banking Act for bank subject to comprehensive supervision or

holding companies, member banks, angegulation on a consolidated basis by its
foreign banking organizations. In doinghome country supervisor.

so, the Federal Reserve acts on avariety |n 1997, the Federal Reserve

of proposals that directly or indirectly appro\/ed 358 proposa|s by foreign or
affect the structure of U.S. banking atdomestic Companies to become bank
the local, regional, and national levelsholding companies; approved 108 pro-
the international operations of domestigyosals by existing bank holding compa-
banking organizations; and the U.Spjes to merge with other bank holding
banking operations of foreign banks. Companies; approved 283 proposa|s by
existing bank holding companies to
acquire or retain banks; approved 398
requests by existing bank holding com-
Under the Bank Holding Company Act, panies to acquire nonbank firms engaged
a company must obtain the Federain activities closely related to banking;
Reserve’s approval before forming aand approved 90 other bank holding
bank holding company by acquiringcompany applications or notices and
control of one or more banks in thedenied 1. Data on these and all other
United States. Once formed, a banklecisions are shown in the accom-
holding company must receive the Fedpanying table.
eral Reserve’s approval before acquir-
ing additional banks or nonbanking
companies. The act permits well-run
bank holding companies that satisfy spefhe Bank Merger Act requires that all
cific criteria to commence certain non-proposed mergers of insured depository
banking activities on a de novo basignstitutions be acted on by the appropri-
without prior Board approval and estab-ate federal banking agency. If the insti-
lishes an expedited prior notice procetution surviving the merger is a state
dure for other activities and for smallmember bank, the Federal Reserve has
acquisitions. primary jurisdiction. Before acting on a
In reviewing an application or notice proposed merger, the Federal Reserve
filed by a bank holding company considers factors relating to the financial

Bank Holding Company Act

Bank Merger Act
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and managerial resources of the applitors to the other federal banking agen-
cant, the future prospects of the existingies in 1997.
and combined institutions, the conve-
nience and needs of the community to
be served, and the competitive effects o .
the proposal. It also considers the view hange in Bank Control Act
of certain other agencies regarding th&he Change in Bank Control Act
competitive factors involved in therequires persons seeking control of a
transaction. U.S. bank or bank holding company to
During 1997 the Federal Reserveobtain approval from the appropriate
approved 156 merger applications. Adederal banking agency before com-
required by law, each merger ispleting the transaction. Under the act,
described in thiReprorT (in table 16 of the Federal Reserve is responsible for
the “Statistical Tables” chapter). reviewing changes in control of state
When the FDIC, the OCC, or themember banks and of bank holding
OTS has jurisdiction over a merger, thecompanies. In doing so, the Federal
Federal Reserve is asked to comment dReserve reviews the financial position,
the competitive factors to ensure comeompetence, experience, and integrity of
parable enforcement of the antitrust prothe acquiring person; considers the
visions of the Bank Merger Act. The effect on the financial condition of the
Federal Reserve and those agencies hakiank or bank holding company to be
adopted standard terminology foracquired; determines the effect on com-
assessing competitive factors in mergepetition in any relevant market; assesses
cases to ensure consistency in adminishe completeness of information submit-
tering the act. The Federal Reserve sulied by the acquiring person; and consid-
mitted 994 reports on competitive fac-ers whether the proposal would have an

Decisions by the Federal Reserve, Domestic and International Applications, 1997

Action under authority delegated
by the Board of Governors

Direct action

by the _Director of the Office
Proposal Board of Governors Division of Banking of the Federal Total
Supervision and Secreta Reserve Banks
Regulation N

Approve4 Denied‘ Permitted Approv%d Denied Approved Appr+ved Permitted

Formation of holding

company ....... 12 0 0 0 0 1 261 84 358
Merger of holding

company ....... 12 0 0 0 0 16 61 19 108
Acquisition of bank . 25 0 0 0 0 22 155 81 283
Acquisition of

nonbank .......... 0 0 124 0 0 44 0 230 398

Merger of bank. . .... 23 0 0 0 0 17 116 0 156
Change in control . .. 6 0 0 0 0 4 0 174 184
Establishment of a

branch, agency,

or representative

office by a

foreign bank... .. 18 0 1 0 0 0 1 0 20
Other .............. 363 1 58 19 0 169 1,395 129 2,134

Total ............... 459 1 183 19 0 273 1,989 717 3,641
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adverse effect on the federal deposithe financial resources of the foreign
insurance funds. bank and its existing U.S. operations;
The appropriate federal banking agenthe managerial resources of the foreign
cies are required to publish notice ofbank; whether the home country super-
each proposed change in control and teisor shares information regarding the
invite public comment, particularly from operations of the foreign bank with other
persons located in the markets served bsupervisory authorities; whether the for-
the institution to be acquired. The ageneign bank has provided adequate assur-
cies are also required to assess the qualinces that information concerning its
fication of each person seeking controloperations and activities will be made
In early 1997, following discussions available to the Board, if deemed neces-
with the FDIC, the OCC, and the OTS,sary to determine and enforce compli-
the Board adopted significant changes tance with applicable law; and the record
the portion of Regulation Y that imple- of the foreign bank with respect to com-
ments the Change in Bank Control Actpliance with U.S. lawt.
The modifications represent an attempt In 1997, the Federal Reserve
to reduce unnecessary regulatory burdespproved applications by fourteen for-
and to harmonize the scope and proeign banks from twelve foreign coun-
cedural requirements of the Federatfries to establish branches, agencies, and
Reserve with those of the other federatepresentative offices in the United
banking agencies. As discussed in th&tates.
later section “Recent Regulatory
Changes,” these revisions were part of &ublic Notice of
broader effort by the Board to improveFederal Reserve Decisions

Regulation Y. (E‘ach decision by the Federal Reserve

onln18149930 tgiegegﬁaril eR;eisneL\:)en t?(flt?) at involves a bank holding company, a
prop 9 ank merger, a change in control, or the

state member banks and bank holdingStablishment of a new U.S. banking

companies. presence by a foreign bank is effected

by an order or an announcement. Orders
International Banking Act state the decision, the essential facts of
. . the application or notice, and the basis
The International Banking Act, 8Sfor the decision; announcements state

amended by the Foreign Bank SulOerv'bnly the decision. All orders and

sion Enhancement Act of 1991, reqmre%nnouncements are made public imme-

I'?:ﬁ;gfgf?’;ﬂgﬁggwgl ;%i:itgse es;?nbdiately; they are subsequently reported
» a9 ! in the Board's weekly H.2 statistical

mercial lending company SUbS'd'a”eSrelease and in the monthifederal

and representative offices by fOr(aigr\?eserve BulletinThe H.2 release also

balzkst’g:/it:v?lir?nIterdoS(t)aStaeISS. the Boar dcontains announcements of applications
g prop ' '9and notices received by the Federal
generally considers whether the fore'grheserve but not yet acted on. In 1997,

b.af"‘ is subject to comprehensive_supelihe H.2 release became available on the
vision or regulation on a consoIldatedBO(,j‘rd,S public Web site

basis by its home country supervisor. It
may also take into ac_count whether the 4. The Board may also consider the needs of
home country supervisor has consenté@e community, the foreign bank's history of

to the establishment of the U.S. officejoperation, and its relative size in its home country.
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Timely Processing of Applications run bank holding companies. The Board
also reorganized and expanded the list
bt generally permissible activities of

" . "ank holding companies and updated
of applications. The setting of targety, gjiminated many of the restrictions

dates promotes efficiency at the Boar nder which bank holding companies

and the Reserve Banks anq reduces t nduct business. The final regulation
burden on applicants. The time allowe Iso adopted a number of measures

for a decision ranges from thirty to SIXty yegigned to broaden and improve public
days, depending on the type of applicay,yiice of acquisition proposals.
tion or notice. In 1997, 98 percent of In December 1997 the Board

decisions met this standard. requested comment on proposed com-
prehensive revisions to Regulation K,

Delegation of Applications which governs international banking
o operations. The proposed revisions are
Historically, the Board of Governors hasintended to improve the international
delegated certain regulatory functions—ompetitiveness of U.S. banking organi-
including the authority to approve, zations by expanding permissible activi-
but not to deny, certain types oOfties abroad and reducing regulatory bur-
applications—to the Reserve Banks, t@jen associated with the conduct of such
the Director of the Board’s Division of activities, and to reduce regulatory bur-
Banking Supervision and Regulationden on foreign banks operating in the
and to the Secretary of the Board. Thenjted States by streamlining the appli-

delegation of responsibility for applica— cation and notice process.
tions permits staff members at the Board

and the Reserve Banks to work more ) )
efficiently by removing routine casesBanking and Nonbanking Proposals

from the Board of Governors’s ?gendaDuring 1997, the Board approved sev-
In 1997, 82 percent of the applicationseral merger proposals involving some
processed were acted on under delegatefl the largest banking organizations in
authority. the United States. As in previous cases,
these proposals generated many com-
ments from the public, particularly with
respect to Community Reinvestment
In February 1997, the Board approvedict, fair lending, and competitive
significant revisions to Regulation Y,issues. The Board also continued to
which implements the Bank Holding process numerous banking proposals
Company Act, the Change in Bank Con-nvolving mutual holding companies.

trol Act, and certain related statutes. The Beginning in the second half of 1996,
revisions were intended to improve thehe Board adopted a series of changes in
competitiveness of bank holding compathe restrictions applicable to the opera-
nies by eliminating unnecessary regulations of section 20 subsidiaries. As a
tory burden and operating restrictiongesult of these changes, the Federal
and by streamlining the application andReserve System in 1997 received sig-
notice process. As part of the final regunificantly more proposals involving the
lation, the Board implemented a streamestablishment and expansion of sec-
lined and expedited review process fotion 20 subsidiaries by bank holding
bank and nonbank proposals by wellcompanies. By year-end 1997, the Board

Recent Regulatory Changes
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had approved a variety of proposals byime, legislation was adopted that allows
both foreign and domestic banking orgamember banks to invest up to 20 percent
nizations to acquire full-service securi-of their capital and surplus with the prior
ties brokerage and investment firms. Thapproval of the Board. During 1997, the
number of section 20 subsidiary proposBoard also approved two applications to
als from smaller banking organizationsestablish new agreement corporations.
also increased.
In the course of acting on otherApplications by Member Banks

nonbanking proposals by foreign andState member banks must obtain Board

domestic bank holding companies, thé . :
: ’ pproval to establish domestic branches,
Board continued to expand the scope O?nd member banks (including national

permissible data processing activities t@anks) must obtain Board approval to

Eﬁ't“etgtesgl/eeﬁg?ng;r?%?‘km%'rlta?lliszzt?gr:'sestablish foreign branches. In consider-
g org ing proposals for domestic branches, the

;[eon a;:q:(ljrien grb:gij"} acneréaér; n?Steu rgt'f%?%oard reviews the scope of the func-
gag 9 ions and the character of the business to

activities. be conducted. In reviewing proposals

for foreign branches, the Board consid-
Overseas Investments by ers, among other things, the condition of
U.S. Banking Organizations the bank and the bank’s experience in

international business. Once a member

authorization of the Board, may engag ank has received authority to open a

in a broad range of activities overseas hrznr%grhnb:r %ﬁf urlna; f%reé%na%%?t?éﬁlél
Most foreign investments may be mad% y op

U.S. banking organizations, with the

under general consent procedures th ranches in that country without prior

. iy e oard approval. In 1997 the Federal
involve only after-the-fact notification Reserve acted on merger and new

?ﬁugt‘ebgofersi;evsv'gg'f't(;antth'em/gg;n:;nitr?branch proposals related to 1,681
y (iomestic branches and granted prior

advance. In 1997 the Board approve .
twenty-three proposals by U.S. bankin%%%r%\::”;or: etge establishment of 10 for-

organizations to make significant invest-
ments overseas. kR h b
The Board also has authority to act o tock elpym ases by

proposals involving Edge Act and agree- ank Holding Companies

ment corporations, which are established bank holding company may purchase
by banking organizations to provide aits own shares from its shareholders.
means of engaging in international busiWhen the company borrows money to
ness. In 1997 the Board approved twdbuy the shares, the transaction increases
proposals to increase the investment bigs debt and decreases its equity. Rela-
a member bank in its Edge corporatiortively larger purchases may undermine
subsidiaries above 10 percent of thehe financial condition of a bank holding
member bank’s capital and surpluscompany and its bank subsidiaries. The
These proposals were novel in that untiFederal Reserve may object to stock
September 1996, U.S. banks were praepurchases by holding companies that
hibited from investing more than 10 per-fail to meet certain standards, including
cent of their capital and surplus in Edgethe Board’'s capital guidelines. In 1997
and agreement corporations. At thathe Federal Reserve reviewed thirty-
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seven proposed stock repurchases byIn 1997 the Federal Reserve issued
bank holding companies, all of whichrevised and expanded procedures for
were acted upon under delegated authoits examinations for compliance with
ity by either the Reserve Banks or thehe Bank Secrecy Act that include
Secretary of the Board. new interagency anti-money-laundering
examination procedures, as required by
the provisions of section 404 of the
Riegle Community Development and
Regulatory Improvement Act of 1994,
. . . The enhancements include procedures
Financial Disclosure by that address compliance with anti-
State Member Banks money-laundering rules, procedures to

State member banks that issue securitiéi€termine whether suspicious activities
registered under the Securities Exchan%re being monitored and reported,

Act of 1934 must disclose certain infor frocelijurels o ?sste?rs_traéﬂmg prograrfns
mation of interest to investors, including'®f & rélévant stairin the areas o
Bank Secrecy Act compliance and

financial reports and proxy statements<.. .
By statute, the Board'’s financial disclo-anti-money-laundering  controls, and
sure rules must be substantially similaPfocedures that require bank examin-
to those of the Securities and Exchang§'S [0 address a banking organiza-
Commission. At the end of 1997, UoN's compliance with several regula-

twenty-eight state member banks, mod{ons related to anti-money-laundering
of them small or medium sized ’Wererecently issued by the Department of the
’ Treasury.

registered with the Board under the The Federal Reserve continued in
Securities Exchange Act. 1997 to provide expertise and guidance
Bank Secrecy Act to the Bank Secrecy Act Advisory

Group, a committee established at the
The Currency and Foreign Transaction®epartment of the Treasury by congres-
Reporting Act (the Bank Secrecy Act)sional mandate to seek measures to re-
was originally designed as a means ofluce unnecessary Bank Secrecy Act
creating and maintaining records of variburdens and to increase the utility of
ous financial transactions that otherwis®ank Secrecy Act data to regulators.
would not be identifiable in efforts to Also, through the Special Investigations
trace the proceeds of illegal activities. InSection of the Division of Banking
recent years, the Bank Secrecy Act haSupervision and Regulation, the Federal
been regarded as a primary tool in th&keserve has assisted in the investigation
fight against money laundering. Theof money laundering activities and has
records that must be reported and mairprovided anti-money-laundering train-
tained by financial institutions provideing to designated staff members at each
law enforcement authorities, as well afReserve Bank as well as for law
bank regulators, with data useful inenforcement agencies and the banking
detecting and preventing unlawful activ-sector. The Federal Reserve has also
ity. The Federal Reserve, through itgarticipated extensively in the Financial
examination process and other off-sitédction Task Force, which in 1997 pro-
measures, monitors compliance with theided anti-money-laundering training to
Bank Secrecy Act by the institutions itnumerous foreign governments and cen-
supervises. tral banking authorities.

Enforcement of Other Laws
and Regulations
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Loans to Executive Officers Federal Reserve Membership

Under section 22(g) of the FederalAt the end of 1997, 3,543 banks were
Reserve Act, a state member bank mushembers of the Federal Reserve Sys-
include in its quarterly Call Reporttem. At that time, member banks
all extensions of credit made by thewere operating 45,037 branches and
bank to its executive officers sinceaccounted for 39 percent of all commer-
the date of the preceding report. Thecial banks in the United States and for
accompanying table summarizes thig3 percent of all commercial banking
information. offices.

Loans by State Member Banks to their Executive Officers, 1996 and 1997

Range of interest
Period Number Amount (dollars) rates charged
(percent)

1996

October 1-December31............. 705 27,555,000 0.0-19.8
1997

January 1-March 3L ................. . 735 31,815,000 0.0-18.0
April1-June 30....................... . 786 36,167,000 0.0-19.5
July 1-September 30................. X 743 37,229,000 0.0-18.0

Sourcke. Call Reports.



241

Regulatory Simplification

In 1978 the Board of Governors estabpart of its comprehensive review of its
lished a regulatory review program tomargin regulations. In 1996, the Board
help minimize the burden of regulationalso proposed amendments to the regu-
on banking organizations. The objeciations to reflect statutory changes to
tives of the program are to ensure thathe Board’s margin authority contained
the economic consequences of reguldn the National Securities Markets
tion for small business are consideredmprovement Act of 1996. In December
to afford interested parties the opportu1997, the Board adopted amendments
nity to participate in designing regula-based on comments on the three propos-
tions and comment on them, and tals. The amendments revise Regulation
ensure that regulations are written inJ, which formerly covered only com-
simple, clear language. Board staffmercial banks, to also cover lenders
members continually review regulationsformerly subject to Regulation G (lend-
for their adherence to these objectivegrs other than banks, brokers, and deal-
and for their consistency with the provi-ers). They also reduce regulatory dis-
sions of the Regulatory Flexibility Act. tinctions between broker—dealers, banks,
and other lenders and generally liberal-
ize the treatment of securities credit
transactions.

In 1997 the Board continued the review

process mandated by the Regulator
Flexibility Act a_nd by section 303 of the among Lenders and Reduce

more recent Riegle Community Devel'lnconsistencies

opment and Regulatory Improvement

Act. As a result of this process, it The Board's margin authority is found
adopted revised versions of Regulatiorn the Securities Exchange Act of 1934
T, Regulation U, and Regulation Y. It (SEA). The SEA prohibits the Board
also eliminated Regulation G (effectivefrom regulating extensions of securities
in 1998) by revising Regulation U to credit by banks as comprehensively as it
cover lenders formerly covered byregulates extensions of securities credit
Regulation G. In addition, the Boardby brokers and dealers. In the 1930s, the
proposed revising several other majoBoard adopted Regulation T to cover
regulations and combining some regulabrokers and dealers and Regulation U to
tions, thereby reducing the total numbecover commercial banks. In 1968, it
of regulations. adopted Regulation G to cover lenders
other than banks, brokers, and deal-
ers. Regulation G was generally more
restrictive than Regulation U. As the
Board gained experience with “Regula-
tion G lenders,” it amended Regulation
G to make it more and more similar to
In 1995 and 1996, the Board proposedRegulation U. At the beginning of the
revisions to Regulations G, T, and U axzomprehensive review of Regulations G

Comprehensive Reviews

Amendments to Promote Uniformity

Regulatory Revisions Adopted

Regulations G, T, U, and X
Securities Credit Transactions
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and U, the primary difference betweerequity securities under Regulation T in
the regulations was based on sectiof968 and replaced it with the concept
8(a) of the SEA, which distinguishedof “good faith margin.” Good faith
between bank and nonbank lenders witimargin is the amount of margin that a
respect to loans to broker—dealers. Sedroker—dealer, exercising sound credit
tion 8(a) of the SEA was repealed byjudgment, would customarily require for
Congress in 1996, leading the Board t@ specified security position; it is estab-
propose combining Regulations G andished without regard to the customer’s
U. In 1997, the Board announced theother assets or securities portions held
extension of Regulation U to cover lend-in connection with unrelated transac-
ers subject to Regulation G and thdions. Although broker—dealers are not
elimination of Regulation G, effective required to obtain a specified percentage
April 1, 1998. of margin for the purchase of debt secu-

Regulation U contains several exemprities, Regulation T still contains rules
tions from the regular margin require-for debt transactions not found in Regu-
ments for loans made to broker—dealerdations G and U. For example, under
The combining of Regulations G and URegulation T, margin for debt securities
will result in these exemptions applyingmust be collected within a specified time
to lenders formerly subject to Regula-period, and a broker—dealer is required
tion G. Although the Board amendedto liquidate a customer’s securities if the
Regulation T in 1983 to include somecustomer does not pay for margin within
of these exemptions, others remainethe required time. In addition, Regula-
available only in Regulation U. In 1997 tion T does not permit the purchase of a
the Board announced that all exempnonequity security to be financed on an
tions for loans to brokers and dealersinsecured basis or against collateral
in Regulation U will be extended to other than securities. None of these pro-
Regulation T, so that broker—dealersisions are found in Regulations G and
seeking exempt credit will be able toU. In 1996, the Board proposed to fur-
borrow from all lenders on the samether deregulate transactions involving
basis. nonequity securities by allowing good

A significant difference between thefaith margin for all nonequity securi-
coverage of Regulation T and the coverties and by creating a new account for
age of Regulations G and U is the treatsuch transactions that does not have the
ment of transactions involving non-payment period and the sell-out restric-
equity securities. The Board’s margintions applicable to equity security trans-
authority under the SEA does not extendctions. In addition, the Board proposed
to extensions of credit by banks againsto modify the definition of good faith
nonequity securities, and the scope ofnargin to allow broker—dealers to con-
Regulations G and U has consequentlgider the creditworthiness of the bor-
been limited to extensions of creditrower as well as the value of the collat-
against equity securities. In contrasteral. The proposal was adopted in 1997.
Regulation T covers extensions of creditt allows the purchase of debt securities
against both debt and equity securitieshy unsecured credit and largely deregu-
To reduce the disparity between brokerdates broker—dealer credit to the debt
dealers and other lenders with respect tmarkets to provide broker—dealers
extensions of credit against debt securigreater parity with banks and other lend-
ties, the Board eliminated the numericakrs whose credit to the debt markets has
margin requirement for marginable non-not been regulated.
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Another  significant difference broker—dealers to borrow securities in
between Regulation T and Regulationanticipation of any situation permissible
G and U is their treatment of nonmarginunder the regulation.
equity securities. Under Regulation T,
nonmargin equity securities have no

loan value, meaning that the custome -
must pay for them in full. Under Regula—'rb‘mendments to Improve Efficiency and

tions G and U, nonmargin equity securi-ReoIuce Unnecessary Costs

ties used in connection with a coveredrhe Board has always relied on the list-
transaction have “good faith loaning standards of the national securities
value.” In 1996, the Board proposed toexchanges in defining what constitutes a
expand the definition of “margin secu-“margin stock” or “margin security”
rity” in Regulation T. After reviewing under its margin regulations. Since
comments, the Board modified its pro-1968, however, the Board has made an
posal and in 1997 announced that alindividualized determination regarding
securities listed in the NASDAQ Stockthe margin status of many over-the-
Market will become margin securitiescounter (OTC) stocks and has published
on January 1, 1999. This amendment list of marginable stocks, known as the
reduces the number of nonmargin equityDTC list, on a periodic basis (currently
securities under Regulation T, therebyour times a year). Preparation of the list
increasing the number of securities eliis an expense both to the Board and to
gible for credit at all lenders. the issuers of OTC securities surveyed
Another amendment to promote uni-by the Board. Moreover, publication of
formity among lenders announced bya stock’s name on the OTC list lags its
the Board in 1997 was the exclusion ofgualification as an OTC security under
money market mutual funds from thethe Board’s criteria by more than four
definition of “margin stock” in Regula- months. In 1997, the Board announced
tion U. The exclusion has the effect ofchanges to the definitions of “margin
allowing banks and other lenders tosecurity” in Regulation T and “margin
extend “good faith” credit against thesestock” in Regulation U that will result
securities, as has been allowed unden elimination of the Board’s quarterly
Regulation T since July 1996. TheOTC list by relying on the listing stan-
Board also amended the regulations tdards of the NASDAQ Stock Market.
reduce internal inconsistencies. FoiThe changes will allow lenders to extend
example, Regulation U prohibited thecredit against OTC stocks on the basis
extension of credit against exchangeef their current trading status without
traded options while allowing all other having to wait for the Board to publish
exchange-traded equity securities to bis OTC list.
purchased with 50 percent margin. In The Board also publishes a list of
1997, the Board amended Regulation Yoreign margin stocks for purposes of
to provide a uniform margin require- Regulation T. Stocks appear on the for-
ment of 50 percent for all exchange-eign list after meeting Board criteria
traded equities, including options. Theor appearing on the Financial Times/
Board also reduced the inconsistencieStandard & Poor's World Actuaries
in the section of Regulation T that cov-Indices (FT/S&P list). The latter group
ers the borrowing and lending of securi-of stocks are included because the Secu-
ties so as to provide uniform treatmentities and Exchange Commission con-
of all foreign securities and to permitsiders them to have a “ready market”
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for purposes of broker—dealer capitalssued. In 1997 the Board recognized
requirements; the Board amended Reguhe 1996 congressional repeal of section
lation T in 1996 to allow margin status8(a) of the SEA by deleting the provi-
for foreign stocks with a “ready mar- sions in Regulations G, T, and U that
ket.” Stocks added to the FT/S&P listhad been adopted to implement section
are not marginable until they appear or8(a). The Board also determined that the
the Board’'s quarterly foreign list. In collateral requirements for the borrow-
1997, the Board announced that it willing and lending of securities under
no longer require that a foreign stockRegulation T were unnecessary to effec-
with a “ready market” appear on its for- tuate the purposes of Regulation T and
eign list to be considered a “margintherefore duplicative of the SEC’s cus-
security” under Regulation T. This tomer protection rules in this area and
change will allow broker—dealers toof the securities self-regulatory organi-
extend credit against foreign securitiezations’ responsibility for overseeing
as soon as they are deemed to havethe safety and soundness of member
“ready market” without waiting for the broker—dealers.
Board to verify that status by publishing
the names of the securities on its foreign
list. . Amendment to Reduce
In 1995 the Board solicited commentreqgylatory Burden
on the mixed collateral provision in
Regulation U, which applies to regu-Regulation T requires broker—dealer_s to
lated loans that are secured in part bjfeep records of customer transactions
margin stock and in part by other collat-Py recording th_em In a margin account
eral. The Board noted that this provisior@r other special-purpose account. In
makes collateral management extremelgeneral, the requirements for one
difficult and appears to be unnecessarilgccount may not be met by considering
burdensome to effectuate the statutorffems in another account. As part of its
scheme of margin regulation. In 1997 comprehensive review of Regulation T,
the Board announced elimination of the&he Board announced in 1997 that it was
separation requirement in the mixededucing the number of Regulation T
collateral provision. Regulation U lend-accounts from nine to five. The remain-
ers will still be required to determine ing account structure recognizes the dis-
that the combined loan value of collat-tinction between cash and margin trans-
eral is sufficient to support the creditactions for customers; it incorporates
outstanding. a new account for nonequity securities
transactions and includes a separate
account for transactions between

. broker—dealers.
Amendments to Eliminate Outmoded

and Duplicative Requirements

As part of its comprehensive review o
Regulations G and U, the Board in 199
announced the deletion of six Board
interpretations because they were obsdn 1996 the Board conducted an exten-
lete or duplicative of regulatory lan- sive review of Regulation Y and issued
guage added after the interpretation waa proposal for public comment (dis-

;Regulation Y
Bank Holding Companies
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cussed in last year'Report). In April  Regulatory Revisions Proposed
1997, the Board announced the adoption

of revisions to the regulation based orRegulations H and P

the proposal. The revisions streamlind/lembership in the Federal Reserve
and expedite the process for reviewingsystem, and Bank Protection Act

bank and nonbank applications submit: .
ted by well-run bank holding compa-The Board proposed in March 1997 to

nies; reorganize and expand the regulfiMend subpart A of Regulation H, re-
tory list of nonbanking activities and garding the general provisions for mem-

remove a number of restrictions on tha?€"SiP in the Federal Reserve System,
nonbanking activities of bank holding and subpart E of Regulation H, regard-
companies that would not apply to in.iNg interpretations. The Board_ also pro-
sured banks engaged in the same acti yosed to incorporate Regulation P into
ties; amend the tying restrictions, egulation H. In general, the proposed

including the restrictions on bank holg-2mendments reorganize, clarify, and re-

ing companies and their nonbank Sub(_juce the burden of compliance with sub-

sidiaries; and make other changes tﬁart A. They deIeFe application proce-
eliminate unnecessary regulatory burde ures no longer in effect, reflect the

and to streamline and modernize Regur_equwements of the Community Rein-
lation . vestment Act in branch applications,

Effective in October, the Board modi- Provide for expedited procedures in con-
fied the prudential limitations estab-necuon with certain membership and

lished in its decisions under the Banl?.ranCh applications, and eliminate pro-

Holding Company Act and section 20 Ofwsions that no longer have a significant
the Glass-Steagall Act permitting non-Sect: The proposal also eliminates a
number of interpretations in Regula-

bank subsidiaries of bank holding com-_
.tion H.

panies to underwrite and deal in securi- Requlation P implements the require-
ties. It eliminated restrictions that have 9 P q

ents of the Bank Protection Act of
proved unduly burdensome or unneced!
sary in light of other laws or regulations 1968. The proposal to subsume Regula-

and consolidated the remaining reStriCEiOtir:)E Il—lnvtvk:)ilrg\gitegusk;jst;gﬁzitvélOfa%eegnud-
tions in a series of eight operating stan- : y

dards. The Board concluded that th he terms of Regulatlon. P. The proposal
narrower set of restrictions is consis-2 c_omt_)lne the Fegu'a“ons is designed
tent with safety and soundness, shoul simplify compliance for state member

increase customer service options, an anks by consolidating the regulatory

should improve operating efficiencies af cdUiIréments applying to state member
anks into one regulation.

section 20 subsidiaries. The new operat-
ing standards cover capital requirements
for bank holding companies and sectior]_.{e lati

20 subsidiaries, internal controls, inter-, gulation | .

lock restrictions, customer disclosuresggggrsgngﬁp%?g%ﬂon of Federal
credit for clearing purposes, funding of

securities purchases, reporting requireh March the Board proposed amending
ments, and the application of section®Rkegulation | to reduce regulatory bur-
23A and 23B of the Federal Reserve Actlen and to update requirements. The
to foreign banks. proposed amendments simplify, mod-
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ernize, and condense the regulation anidcreased investments by U.S. banks in
reflect the replacement of share certifiEdge Act corporation subsidiaries and
cates by a book-entry system. They alsto the interstate operations of foreign
codify Board and staff interpretations.banks operating in the United States.
Finally, the proposed amendments
delete references to specific formsO
many of which are obsolete because
they no longer exist or no longer haveln November 1997, the Board proposed
the same identification numbers. amendments to Regulation D for mone-
tary policy purposes that are intended to
reduce regulatory burden.

ther Regulatory Proposals

Regulation K
International Banking Operations

. . Regulation D
After a lengthy review, the Board in Reserve Requirements of

December 1997 proposed several revi- : R
sions to Regulatri)onpK. Some of theDepOS'tOry Institutions

revisions are intended to improve theThe Board proposed amendments to
international competitiveness of U.S.move from the existing system of con-
banking organizations by expanding theemporaneous reserve maintenance for
number of activities that they mayinstitutions that are weekly reporters to
engage in abroad and reducing the regwa system under which reserves are main-
latory burden associated with the contained on a lagged basis. Under the
duct of such activities; other revisionslagged system, the reserve maintenance
are intended to reduce the regulatorperiod for weekly reporters would begin
burden on foreign banks operating in thehirty days after the beginning of a
United States by streamlining the appliteserve computation period. Under the
cation and notice process. The proposecurrent system, the reserve maintenance
revisions include expansion of theperiod begins only two days after the
authority of U.S. banking organizationsbeginning of a computation period. The
to engage in equity securities underwritlonger time between computation and
ing and dealing outside the Unitedmaintenance of reserves should facili-
States; relaxation of limits on the abilitytate compliance by weekly reporting
of U.S. banking organizations to makeinstitutions and improve the Board’'s
venture capital investments in nonbanlability to estimate the need for reserves
organizations outside the United Statexyn a timely basis. .

a streamlined and expedited review pro-

cess for U.S. banking organizations to

branch abroad, and for foreign banking

organizations to establish offices in the

United States; expedited review of pro-

posals by well-run U.S. banking organi-

zations to make investments abroad,;

increased flexibility in the standard for

determining whether a foreign banking

organization would qualify for certain

nonbanking exemptions from the Bank

Holding Act; and implementation of

statutory changes with respect to
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Federal Reserve Banks

Two major interests of the Federalthe Federal Reserve in retail payment
Reserve Banks during 1997 were theervices. The scenarios ranged from
Federal Reserve’s role in the paymentexiting the check and ACH services
mechanism and continued preparatioaltogether to playing a more active role,
for the century date change. Othein collaboration with other providers, in
important activities were preparation ofmoving more rapidly toward electronic
revised accounting procedures related tpayment services. The scenarios were
interstate branching and implementatiomot designed to be actual policy options,
of new procedures for the provision ofbut were intended to serve as catalysts
fiscal agency and depository services fofor debate both within the Federal
the federal government. Reserve and among payment system
participants. The committee held forums
around the country so that repre-
sentatives of depository institutions,
. clearinghouses, other payment service
Payment Services providers, consumers, businesses, and
The System’s Committee on the Federahcademics could express their views on
Reserve in the Payments Mechanisrthe various possible future directions.
during 1997 reviewed the payment serfederal Reserve staff analyzed the likely
vices provided by the Federal Reservémpact of each of the alternatives on
to depository institutions and began prepayment systems of the future, with
paring its report. Created by Chairmaremphasis on efficiency, access by
Greenspan in October 1996 in recognidepository institutions of various sizes,
tion of the rapid changes in the financialand whether different roles of the Fed-
services and technology sectors, theral Reserve would accelerate or retard
committee had as one of its goals detethe movement to electronic forms of
mining the extent to which the Federalpayment.
Reserve should be involved in providing The committee came to two general
check collection and automated cleareonclusions: (1) The Federal Reserve
inghouse (ACH) services and futureshould remain a provider of both check
generations of payment services. Boardollection and ACH services, with the
of Governors Vice Chair Alice M. explicit goal of enhancing the efficiency,
Rivlin chaired the committee; memberseffectiveness, and convenience of both
were Governor Edward W. Kelley, Jr.,systems while ensuring access by all
William J. McDonough, president of the depository institutions; and (2) The Fed-
Federal Reserve Bank of New York, anceral Reserve should play a more active
Thomas C. Melzer, president of the Fedrole, working closely and collabora-
eral Reserve Bank of St. Louis. tively with providers and users of pay-
The committee focused its discusiment systems, both to enhance the effi-
sions and analyses of critical paymentiency of check and ACH services and
systems issues by developing five hypoto help evolve strategies for moving to
thetical scenarios for the future role ofthe next generation of payment instru-

Major Initiatives
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ments. In reaching these conclusiondnterstate Branching
the committee recognized that fostering
private-sector competition is vital in As a result of the Riegle—Neal Interstate
improving the efficiency of payment Banking and Branching Act of 1994,
systems and in developing new paymenwhich became effective in June 1997,
instruments. banking organizations that formerly
maintained separately chartered institu-
. tions in different states may now convert
Year 2000 Readiness those institutions into branches of a
The Federal Reserve continued in 199%ingle chartered bank. With fewer char-
to focus on its readiness for the centuryered institutions, at the end of 1997,
date change to ensure that the ResenReserve Banks held 9,368 accounts,
Banks continue to provide reliable sercompared with 9,753 at year-end 1996,
vices to the nation’s banking system anc decrease of 4.0 percent.
financial markets. When it began con- To accommodate banking organiza-
solidating its mainframe data processingions having an interstate structure, the
operations late in 1992, the FederaReserve Banks established an account
Reserve started to address the possibistructure, effective January 2, 1998, that
ity that automated systems would noprovides, for each chartered institution,
function properly at the turn of the cen-a single (master) account at one Reserve
tury. As a result, new centralized appli-Bank, in which all credits and debits
cations critical to the Federal Reserve'srising from financial transactions with
mission, such as Fedwire funds transfethe Federal Reserve are settled. Institu-
Fedwire securities transfer, and ACHtions may maintain subaccounts to keep
were designed to operate properly intseparate several different types of finan-
the next century. All changes to Reserveial transaction information—for exam-
Bank computer programs, testing ofple, by geographic region or operational
systems, and acceptance testing by Feélinction. The Reserve Banks modified
eral Reserve users of those systems atkeir accounting software to permit insti-
scheduled to be completed by year-entltions to view intraday activity in the
1998. In addition, critical financial- master account and any subaccounts
services systems that interface wittseparately or combined. This new struc-
depository institutions will be year 2000ture and associated accounting tools per-
ready by mid-1998; this schedule willmit interstate banking organizations to
permit approximately eighteen monthscentralize all their financial information
for customer testing. or to segregate information according to
Also during the year, the Reservetheir needs.
Banks initiated a comprehensive pro- The Board of Governors in 1997
gram to raise public awareness of themended some Federal Reserve regula-
potential year 2000 problem and totions to facilitate the transition to the
advise depository institutions of thesingle Federal Reserve account struc-
Federal Reserve’s plans and scheduleture. Specifically, the Board amended
The Reserve Banks also participatedRegulation J to allow an institution to
in domestic and international forumssend checks for collection to any
to help foster awareness of year 200Reserve Bank and to settle for checks
issues and to share experiences, idedfrough its single account. It also
and best practices. revised Regulations D and | to define



Federal Reserve Bank249

an institution’s location for purposesDevelopments in Federal Reserve
of Federal Reserve membership anéPriced Services

account location. It further amended.l_he Monetary Control Act of 1980

Regulation D to allow pass-through .
correspondents to hold all their responf€dUires that the Federal Reserve set fees
ior providing “priced services” to

dent balances in their single Federa : 2 W
Reserve account, regardless of the loc lepository institutions that, over, the
tion of the resp;ondent' this chang ong run, recover all the direct and indi-

allows U.S. branches and agencies dgct costs of providing the services as

foreign banks, and also Edge Act an nign?: ttgfelsrqﬁgtt?/:/joﬁ%sfévseuggeis g;g
agreement corporations, to adopt 3 ~€N p
nd the pretax return on equity that

single account structure by combiningg/Ould have been earned had the ser-
the reserve balances of multiple office ices been provided by a private firm
into a single pass-through correspondeﬁfhe imputed costs are collectively

account. referred to as the private sector adjust-
ment factor (PSAF).Over the past ten

Fees for Electronic Payment years, the Federal Reserve System has

Services recovered 100.4 percent of its priced

In March 1997 the Board adoptedservices costs, including the PSAF.

guidelines for the Reserve Banks in ringraII,rv;‘ees vsh?rglegv 'P d1997rf?(ir
establishing fees for their electronicP!'C€d SEIVICES WETE IOWErer approxi-

payment _services on the basis offis €% %7 REECEE PO 108 SRS,
volume. The Board also approved th(?/vere lowered si nificlarl?tly in lar eVIart
continuation of volume-based feesD fthegefficienzi’es as%ocri)ated
for certain electronic check productsw?t%al:ﬁg toransition to a consolidated
pending completion of an analysis of

whether those fees meet the new guideagutomatlon environment and with the

lines. In May, the Reserve Banks imple_c:entralization of electronic payment pro-

mented volume-based fees for the ACH €359 appllcatlon_s. . .
Revenue from priced services in 1997

service. was $789.1 million, other income re-

lated to priced services was $29.7 mil-
Fiscal Agency and Depository lion, and costs related to priced services
Services were $721.5 million. As a result, net

Reserve Banks worked during the year

to implement a policy, adopted in late 1. The imputed costs that make up the PSAF, in
1996, to clarify the Reserve Banks’addition to income taxes and the pretax return on
unique statutory relationship with theequity, are interest on debt, sales taxes, and assess-
Treasury and other federal govemmer%lents for deposit insurance from the Federal

. . ._Deposit Insurance Corporation. Also allocated to
entities. The Reserve Banks provide flsf)riced services are assets and personnel costs of

cal agency and depository services fothe Board of Governors that are related to priced
the U.S. government; the policy, amongservices; in thgro formastatements at the end of
other things, establishes uniform andhis chapter, Board expenses are included in oper-

consistent practices for accountingf‘;'rrr']? aoes and Board assets are part of long-

reporting, and billing for the full costs 2 Based on a chained Fisher Ideal price index
of providing these services. not adjusted for quality changes.
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revenue was $97.3 million, for a recov-of 3.0 percent over 1996 (see table). The
ery rate of 101.5 percent of costsyolume of fine-sort check deposits,
including the PSAF. Revenue fromwhich are presorted by the depositing
priced services in 1996 was $26.6 mil-bank according to paying bank,
lion more than total costs, resulting in aincreased 0.7 percent in 1997, compared
recovery rate of 103.4 percent, includwith an 11.9 percent decline in 1996.
ing the PSAR The volume of checks deposited that
required processing by Reserve Banks
: rose 3.4 percent.
Check Collection To increase the efficiency of the
In 1997, total Reserve Bank operatingcheck-collection system, the Reserve
expenses and imputed costs for commeBanks continued to expand the use of
cial check services were $581.2 million,electronics in check processing. During
compared with $570.7 million in 1996. 1997, the Reserve Banks electronically
Revenue from check operations totaleghresented approximately 2.2 billion
$598.4 million, and other income checks, or 14.1 percent of all checks
amounted to $23.2 million, resulting presented to paying banks, an increase
in income before income taxes ofof about 56 percent over the 1996 level.
$40.4 million. The Reserve BanksBoth the number of checks presented
handled 15.9 billion checks, an increaselectronically and the number of checks
truncated grew in 1997.
The Reserve Banks also continued in
3. Expense data reported throughout thist997 to offer more products involving
document—revenue, other income, cost, net revethe capture and storage of digital images
nue, and income before taxes—can be linked t¢o support paying banks’ use of elec-
thepro formastatements at the end of this chapteryrqnic check products. With the New

Other incomds revenue from investment of clear- . B
ing balances, net of earnings credits, an amounf0rk and Richmond Districts’ introduc-

termed net income on clearing balanckstal cost  tion of image products during the year,
is the sum of operating expenses, imputed costat least one office in each Federal

(interest on debt, interest on float, sales taxes, an@deserve District except the First offered
the Federal Deposit Insurance Corporation assesgage products in 1997; the Boston

ment), imputed income taxes, and the targete .
return on equityNet revenuds revenue plus net R€SErve Bank plans to offer image prod-

income on clearing balances minus total cost. ~ UCts in early 1998.

Activity in Federal Reserve Priced Services, 1997, 1996, and 1995
Thousands of items

Percentage change
Service 1997 1996 1995
1996-97 1995-96
Commercial checks.............. 15,949,152 15,486,833 15,465,209 3.0 1
Funds transfers.................. . 91,800 84,871 77,742 8.2 9.2
Securities transfers............... L 4,136 4,125 3,689 .3 11.8
Commercial ACH ................ . 2,602,892 2,372,108 2,046,086 7 15.9
Noncash collection............... 887 1,069 838 -17.1 27.6
Cash transportation.............. 2 36 61 -93.9 -41.0

Note. Components may not yield percentages showron line and off line; in ACHthe total number of commer-
because of rounding. Activity inommercial checkis the  cial items processed; imoncash collectiorthe number of
total number of commercial checks collected, includingitems on which fees are assessed¢ash transportation,
processed and fine-sort items; fands transfersand the number of registered mail shipments and FRB-
securities transfers, the number of transactions originatearranged armored carrier stops.
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In October 1997, the Boston Reserveentralization of Fedwire funds transfer
Bank closed its Regional Check Pro{rocessing.
cessing Center at Lewiston, Maine, and By year-end 1997, all on-line institu-
consolidated its check-processing operaions (those with an electronic con-
tions at the Boston office. In addition,nection to the Federal Reserve) had
the Interdistrict Transportation Systemadopted a new, expanded-message Fed-
moved one of its five airport hubs fromwire funds transfer format. The new for-
Cleveland to Cincinnati, Ohio, enablingmat (1) reduces manual intervention in
Reserve Banks to set later deposit deadhe transfer process, (2) eliminates the
lines and to improve funds availability need to truncate payment-related infor-
for many depositors. mation when forwarding payment
orders that were received via other
. large-value transfer systems through
Fedwire Funds Transfer and Fedwire, and (3) allows additional infor-
Net Settlement mation about the originator and bene-
bciary of a transfer to be included in the
ransfer message, as required by the
ank Secrecy Act rules adopted by the
epartment of the Treasury.
On December 8, the Fedwire funds

Reserve Bank operating expenses a
imputed costs for Fedwire funds transfe
and net settlement services totale
$79.9 million in 1997, compared with
$71.1 million in 1996. Revenue from . :
transfer service began opening at

these operations totaled $94.6 million, & ;
and other income amounted to $3.2 mil-+2:30 &.m. eastern time, thereby expand-

lion, resulting in income before income!Nd the Fedwire funds transfer service
taxés of nearly $18.0 million day to eighteen hours from the previous

ten hours. The longer day is useful to
the private sector in reducing settle-
ment risk in foreign exchange markets;
The number of Fedwire funds transferst also eliminates an operational barrier
originated by depository institutionsto potentially important innovations in
increased 8.2 percent in 1997, taqrivately provided payment and settle-
91.8 million, of which 89.5 million were ment services.

value (monetary) transfers and 2.4 mil-

lion were nonvalue messages. Thélet Settlement

increase in volume was due largely toT
increased mutual fund activity and
aggressive marketing of cash manag

Funds Transfer

he Federal Reserve provides net set-
lement services to approximately 170

ment services by depository institutions Oecriler?t”v;rtrirfeeca%n?lseaarllr?(? Z)ndses\%—n
and to a lesser extent to increaseH 9

mortgage activity and securities-reIated“”mom"'Ide arrangements. These

settlement payments. T4 Two of the national s the Cl
; . Two of the national arrangements, the Clear-
Fees Charged for Fedwire tranSfer|Sng House Interbank Payments System (CHIPS)

were lowered 10 percent in 1997, fromand the Participants Trust Company (PTC), pro-
$0.50 to $0.45 per basic transfer. As @ess and net large-dollar transactions, CHIPS for
result, depository institutions paidinterbank funds transfers and PTC for the settle-
approximately $9.2 million less for ment of mortgage-backed securities transactions.

f . Two of the other national arrangements, VisaNet
funds transfers in 1997 than in 1996'/-\CH and the New York ACH, process and net

The reduct.io.n 'genera”y reflectSsmall-dollar ACH transactions. The other three
increased efficiencies resulting from the (Footnote continues on next page.)
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arrangements enable participants téor book-entry securities transfers did
settle their net positions either via Fednot change from 1996 to 1997.
wire funds transfers using special settle- Seven Reserve Banks converted their
ment accounts at Reserve Banks or vigedwire securities transfer applications
accounting entries, which are posted tto the Federal Reserve’s new centralized
participants’ Reserve Bank accounts. application known as the National
In 1997, the Federal Reserve Boardook-Entry System (NBES), joining the
requested comment on a proposal thdbur Reserve Banks that converted to
would enhance the Reserve Banks’ curNBES in 1996. The NBES offers sev-
rent net settlement services. Under theral benefits, including (1) an expanded
proposed changes, the Reserve Bankscount structure designed to accom-
would offer a fully automated net settle-modate the different needs of Federal
ment service to participants in clearingReserve customers and U.S. government
arrangements. The service would proagencies, (2) modular, centralized appli-
vide finality of settlement at least oncecation software designed to facilitate a
on the settlement date, rather than nextnore rapid response to changing indus-
day finality. try needs, (3) improved, standardized
contingency and disaster recovery capa-
. S bilities, and (4) processing efficiencies
Fedwire Book-Entry Securities such as uniform operating hours in all
Reserve Bank operating expenses aridistricts. The conversion process will
imputed costs for book-entry securitiedbe complete when the Federal Reserve
transfer services totaled $15.5 million inBank of New York converts to NBES in
1997, compared with $16.2 million in early 1998.
1996. Revenue from book-entry securi-
ties operations totaled $16.6 million, andaytomated Clearinghouse
other income amounted to $0.6 million, ]
resulting in income before income taxed?€serve Bank operating expenses and
of $1.7 million. The Reserve Banks pro-mputed costs for commercial ACH ser-
cessed 4.1 million transfers of governvices totaled $52.3 million in 1997,
ment agency securities on the Fedwir€ompared with $63.7 million in 1996.
book-entry securities transfer systenfévenue from ACH operations totaled
during the year, an increase of 0.3 per$70.3 million, and other income

cent over the 1996 levélFees charged amounted to $2.4 million, resulting in
income before income taxes of

$20.4 million. The Reserve Banks pro-
national arrangements—the National Clearingcessed 2.6 billion commercial ACH

House Association, the Interdistrict Check ; ; ;
Exchange and Settlement Service, and thtteransacuons during the year, an increase

National Check Exchange—clear and net checQ]c 9.7 percent over 1996 vo!ume.

transactions. Most local clearing arrangements are The year 1997 was the first full year

check clearinghouses. that all Reserve Banks operated with the
5. The revenues, expenses, and volumegew centralized automated system

reported here are for transfers of securities issu ; _
by federal government agencies, governmen‘?—q_nown as Fed ACH. The ongoing reduc

sponsored enterprises, and international institdiOn in ACH operating costs in 1997
tions such as the World Bank. The Fedwire book
entry securities service also provides custodysafekeep Treasury securities, and the Treasury
transfer, and settlement services for U.S. Treasurgssesses fees on depository institutions for some
securities. The Reserve Banks act as fiscal agent$ these services. For more details, see the section
of the United States when they transfer and'Fiscal Agency Services” later in this chapter.
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reflects the savings realized from centhe Jacksonville Branch of the Atlanta
tralization. Consolidation of operationsReserve Bank. In the fourth quarter of
also made it possible to offer severall997, all noncash processing was cen-
new features to depository institu-tralized at the Jacksonville Branch.
tions, including additional file delivery
options and automated trace an .
research capabilities. (tash Services

In May, the Reserve Banks imple-Because the provision of high-quality
mented volume-based fees for ACHcurrency and coin is a basic responsibil-
transactions. The use of volume-baseily of the Federal Reserve, the Reserve
fees, an extension of the multipart feeBanks charge fees only for certain
already in use, increases the potentiadpecial cash services. These services
to improve the payment system’s effi-include providing wrapped coin, non-
ciency by permitting the Reserve Bankstandard currency packages, and more-
to address the differences in demanfrequent-than-standard access to cash
for services by high-volume customersservices.
(2,500 items or more per file) and low- The Cleveland District and the Helena
volume customers (fewer than 2,50Branch of the Minneapolis Reserve
items per file) through the fees chargedank provide wrapped coin as a priced
for those services. As a result ofservice. In 1997, the Detroit Branch
volume-based pricing, the cost toof the Chicago Reserve Bank and the
depository institutions to originate ACH Helena Branch provided currency in
transactions declined an average ofionstandard packages, and the Minne-
17 percent and the cost to institutions t@polis and San Francisco Districts and
receive ACH transactions declinedthe Detroit Branch offered access to cash
10 percent. In October, the Reserveervices more frequently than that pro-
Banks extended the regular billingvided under the Federal Reserve’s stan-
deposit deadline for ACH items, whichdard access policy. When the uniform
reduced the number of customers sukeash access policy is implemented in
ject to premium fees. May 1998, income from fees for non-
standard cash access will be treated as a
recovery of expense rather than as
priced-service revenue. The new policy
Reserve Bank operating expenses andill provide flexibility by permitting
imputed costs for noncash collectiondepository institutions to obtain cash
services totaled $3.2 million in 1997,services from any Reserve Bank office.
compared with $4.9 million in 1996. Depository institutions pay the cost of
Revenue from noncash operationgransporting cash to and from Reserve
totaled $4.3 million, and other incomeBanks. In the past, many of the Reserve
amounted to $0.2 million, resulting in Banks arranged transportation to move
income before income taxes of $1.3 mil-cash to and from depository institutions
lion. The Reserve Banks processeth their Districts. During the third quar-
887,000 noncash collection items (couter of 1997, the last Federal Reserve
pons and bonds), a decrease of 17.1 peoffice to provide that service stopped
cent from 1996. arranging armored carrier cash transpor-

Until late in the year, two Federal tation when the Helena Branch canceled
Reserve sites processed noncasts armored carrier contract for the
items—the Cleveland Reserve Bank andelivery of cash. Seven Districts still

Noncash Collection
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provide cash transportation by regis-depository institutions throughout the
tered mail. United States; these institutions supply

Reserve Bank operating expenses arclirrency and coin to other depository
imputed costs for special cash servicemstitutions and to the public. The value
totaled $4.5 million in 1997, comparedof currency and coin in circulation
with $5.2 million in 1996. Revenue from increased 6.9 percent in 1997 and
cash operations totaled $4.9 million, andéxceeded $482 billion by year-end. Dur-
other income amounted to $0.2 million,ing the year, the Federal Reserve
resulting in income before income taxegeceived more than 25.3 billion Fed-
of $0.6 million. eral Reserve notes in deposits from
depository institutions and sent more
Float than 25.8.billion. Fe.der_al Reserve notes

to depository institutions. The Fed-
Federal Reserve float decreased in 199tal Reserve finished converting its
to a daily average of $282.0 million, currency-processing operations to
from a daily average of $413.4 million Giesecke and Devrient's Banknote
in 1996. The Federal Reserve recoverBrocessing System (BPS) 3000, an elec-
the cost of float associated with pricedronic, high-speed currency processing,
services as part of the fees for thoseestruction, and accounting system. At
services. the end of 1997, the 128 BPS 3000
machines installed at Reserve Banks
were processing approximately 97 mil-
lion notes each business day. Reserve
Bank operating expenses for processing
The Federal Reserve continued in 199@nd storing currency and coin, includ-
to work closely with the Treasury toing priced cash services, totaled
deter the counterfeiting of U.S. currency$283 million for the year.
The Series 1996 currency design pro- In late 1997, the
gram continued with the introduction of
the new $50 note in October. The Series
1996 $100 note, introduced in March
1996, continued to gain acceptance and
accounted for more than half of the
$100 notes in circulation by the end of
1997. Work on the Series 1996 $20 note
continued; distribution is scheduled for
fall 1998.

The Federal Reserve’s cost to prin
new currency in 1997 was $356 million. ;
The Treasury’s Bureau of Engravinggg?\/%g\slemmem Depository
and Printing produced 9.5 billion notes
in 1997; 15 percent of the notes pro-The Federal Reserve Act provides that
duced were of the Series 1996 newvhen required by the Secretary of the
design, 45 percent were $1 notes, and@ireasury, Reserve Banks will act as fis-
the remaining 40 percent were $5, $10¢al agents and depositories of the United
and $20 notes. States. As fiscal agents, Reserve Banks

The Federal Reserve supplies curprovide services for the Department of
rency and coin to approximately 9,500the Treasury related to the federal debt,

Developments in Currency
and Coin

bevelopments in Fiscal Agency
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such as issuing, transferring or reissugovernment consolidated financial state-
ing, exchanging, and redeeming marketments. As part of the audit, the GAO
able Treasury securities and savingseviewed principal Federal Reserve
bonds and processing secondary markeperations and automated applications
transfers initiated by depository institu-that process Treasury transactions.
tions. As depositories, Reserve Banks During the year, the Reserve Banks
collect and disburse funds on behalfand the Treasury jointly conducted stud-
of the federal government. The Reservées to identify the best ways to provide
Banks also provide fiscal agency serservices to the Treasury over the next
vices on behalf of several domestic andive years. The business areas studied
international government agencies. were Treasury Direct, Treasury tax and
The total cost of providing fiscal loan, collateral, savings bonds, and
agency and depository services foireasury auctions.
the Treasury in 1997 amounted to
$255.4 million, compared with
$265.2 million in 1996 (see table). The. .
cost of providing services to other gov—FlscaI Agency Services
ernment agencies was $48.6 million,The Reserve Banks handle marketable
compared with $49.8 million in 1996. Treasury securities and savings bonds
Significant Reserve Bank resourcegand monitor the collateral pledged by
were devoted in 1997 to the Generatlepository institutions to the federal
Accounting Office (GAO) audit of U.S. government.

Expenses of the Federal Reserve Banks for Fiscal Agency and Depository Services,
1997, 1996, and 1995

Thousands of dollars

Agency and service 1997 1996 1995

DEPARTMENT OF THE TREASURY
Bureau of the Public Debt

Savings bonds . ... .. 70,3404 78,765.8 80,934.6
Treasury DIr€Cl .. ...o.vvi e .. 35,4404 26,788.8 30,117.4
Commercial book entry. ... . 26,809.4 27,099.0 27,705.9
Marketable Treasury iSsues......................o. . 14,855.4 22,349.9 22,830.3
Definitive securities and Treasury coupons.......... 3,618.9 3,498.5 3,860.6

Total oo .. 151,064.5 158,502.0 165,448.8

Financial Management Service

Treasury tax and loan and Treasury general account. 35,265.9 38,828.2 35,749.3
Government check processing......................| . 26,548.0 22,604.1 24,347.4
Automated clearinghouse . . 14,477.3 20,557.0 22,238.0
Government agency depos 2,795.3 3,366.1 3,823.5
Fedwire funds transfers 422.0 455.3 357.9
Other services...... .. 20,994.2 17,346.3 16,376.7
Total .o .. 100,502.7 103,157.1 102,892.8
3,840.0 3,554.6 4,017.5
255,407.2 265,213.6 272,359.1
OTHER FEDERAL AGENCIES

SEeCUNtieS SEIVICES . . ..ottt .. 17,042.1 18,788.8 18,547.2
FOOd COUPONS. ...\t .. 25,495.7 25,287.6 24,251.4
Postal money orders. ... . . 6,108.7 5,722.9 5,467.8
Total, other agencies. ........................ . 48,646.5 49,799.3 48,266.4

Total ..o .. 304,053.7 315,012.9 320,625.5
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Marketable Treasury Securities ments for discounts, interest, and
redemption proceeds; 2.8 million pay-
Reserve Bank operating expenses faments for savings bonds; and more than
activities related to marketable Treasury1,000 interest payments for definitive
securities (Treasury Direct, commercialTreasury issues.
book entry, Treasury issues, and defini- In 1997, the Federal Reserve worked
tive securities and coupons) totaledvith the Treasury’s Bureau of the Public
$80.7 million in 1997, a 1.2 percentDebt to make several changes that bene-
increase over 1996. fit Treasury Direct investors. First, the
Reserve Banks Treasury Direct account statement was
processed more than 411,000 commeredesigned for clarity. Second, the “Buy
cial tenders for government securitieDirect” program was introduced; it per-
in Treasury auctions, 7.6 percent fewemits certain Treasury Direct investors to
than in 1996. pay for Treasury securities by means of
The Reserve Banks operate two bookan ACH debit to their bank account on
entry securities systems for the custodyhe security’s issue date rather than by a
and transfer of Treasury securities—thg@ersonal or certified check submitted in
Fedwire system and Treasury Directadvance. Third, the “Reinvest Direct”
Almost all book-entry Treasury securi-program was begun; it permits investors
ties, 97.6 percent of the total par valugo schedule their reinvestments elec-
outstanding at year-end 1997, weréronically using a touch-tone telephone.
maintained on Fedwire; the remaindeFinally, the Chicago Reserve Bank
were maintained on Treasury Direct.  introduced the “Sell Direct” program;
The Reserve Banks in 1997 processefbr a fee, the Bank will liquidate Trea-
8.8 million Fedwire transfers of Trea- sury securities on the secondary market
sury securities, a 1.9 percent declindor Treasury Direct investors; in the last
from 1996. They also processedour months of the year, the Bank sold
23.9 million interest and principal more than 4,000 securities worth
payments for Treasury and govern$132.3 million at the request of Trea-
ment agency securities, a 10.8 percerdury Direct investors.
increase over 1996.
Treasury Direct, operated by thes_. .
Philadelphia Reserve Bank, is a systen?avIngS Bonds
of book-entry securities accounts forReserve Bank operating expenses for
institutions and individuals planning tosavings bond activities totaled
hold their Treasury securities to matu$70.3 million in 1997, a decrease of
rity. The Treasury Direct system holds10.8 percent from 1996. The Reserve
more than 1.9 million accounts. DuringBanks printed and mailed 51.4 million
1997, the Reserve Banks processeshvings bonds on behalf of the Trea-
nearly 433,000 tenders for Treasuryury’'s Bureau of the Public Debt, a
Direct customers seeking to purchasé.8 percent decline from 1996. They
Treasury securities at Treasury auctionprocessed 39 million original-issue
and handled 1.7 million reinvestmenttransactions. They also processed
requests; the volume of tenders waspproximately 674,000 redemption,
3.9 percent lower than in 1996, and theeissue, and exchange transactions, a
volume of reinvestment requests wad.5 percent increase over 1996. In addi-
13.2 percent lower. The Philadelphiation, the Reserve Banks responded to
Reserve Bank issued 6.9 million pay-1.7 million service calls from owners of
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savings bonds, approximately the sam@&reasury’s account, and make electronic

number as in 1996. payments on behalf of the Treasury.
Savings bond operations are con-

ducted at five Reserve Bank officesfFederal Tax Payments

Reserve Bank operating expenses re-
ed to federal tax payment activities in
97 totaled $35.3 million. The Reserve
Banks processed approximately 334,000
paper and 5.7 million electronic advices
of credit from depository institutions
handling tax payments for businesses
The St. Louis Reserve Bank in 1997and individuals. (Advices of credit are
completed development and installatiornotices from depository institutions to
of Cash Track for the Treasury’s Finanthe Federal Reserve and the Treasury
cial Management Service. By consoli-summarizing taxes collected on a given
dating information about receipts andday.) The number of paper advices of
payments processed on behalf of theredit declined 61.7 percent from 1996
Treasury, Cash Track makes it easier foio 1997, and the number of tax pay-
the Treasury to forecast its cash needsnents submitted electronically increased
The average daily flow reported by Castp.8 percent. The Reserve Banks also
Track is $13.4 billion. At year-end, thereceived a small number of tax pay-
Treasury was running parallel systemgnents directly. Depository institutions
and expected to implement Cash Trackhat receive tax payments may place
fully in 1998. the funds in a Treasury tax and loan
The Federal Reserve also workedTT&L) account or remit the funds to
with the Financial Management Servicea Reserve Bank. The Minneapolis
to implement the Treasury Offset Pro-Reserve Bank operates an automated
gram, which electronically comparessystem through which businesses pay
information about delinquent debtstaxes that are due on the same day the
owed the U.S. government with infor-tax liability is determined. These elec-
mation about payments being issued b{ronic tax payments, a part of the Trea-
the government. If a match occurs, theury’s Electronic Federal Tax Payment
Treasury applies a portion of the pay-System, are invested in depository insti-
ment to the delinquent debt. The Federdutions’ TT&L balances via the Federal
Reserve Bank of San Francisco develReserve’s TT&L mechanism. In 1997,
oped the software with which the Trea-this electronic tax application processed
sury maintained an interim delinquentapproximately 56,000 tax payments
debtor database for matching againdtom 5.3 million taxpayers totaling
payments and provided support to th&70.8 billion.
Treasury in its efforts to develop soft-
ware for longer-term use. Payments Processed for the Treasury

All five offices lat
process savings bond transactions, blﬁa
only the
offices print and mail savings bonds.

Other Initiatives

Reserve Bank operating expenses re-
: ; lated to government payment opera-
D itor rvi ¢ .
epository Services tions (check processing, ACH, agency
The Reserve Banks maintain the Treadeposits, and funds transfers) totaled
sury’s funds account, accept deposits dp44.2 million in 1997. The Treasury
federal taxes, pay checks drawn on theontinued to encourage electronic pay-
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ments. For example, ACH transaction®8anks may (1) maintain book-entry
processed for the Treasury (social secliaccounts of government agency securi-
rity, pension, salary, and vendor payiies and handle their transfer, (2) provide
ments) totaled 677 million, an increasecustody for the stock of unissued, defini-
of 8.4 percent over 1996. All recurringtive securities, (3) maintain and update
Treasury Direct payments and mosbalances of outstanding book-entry and
definitive securities interest paymentslefinitive securities for issuers, (4) per-
are made via the ACH. form various other securities-servicing
The Treasury also continues to reducactivities, and (5) maintain funds
the number of payments made by checlaccounts for some government agencies.
The Reserve Banks processed 378 mil- One such service is the provision
lion paper government checks in 1997of food coupon services for the U.S.
a decrease of 13.3 percent from 199@epartment of Agriculture. Reserve
They also issued 1.6 million fiscal Bank operating expenses for food cou-
agency checks, a decrease of 19.1 pepon services in 1997 totaled $25.5 mil-
cent from 1996. Fiscal agency checkdion, 0.8 percent higher than in 1996.
were used primarily to pay semiannuallThe Reserve Banks redeemed 2.9 billion
interest on registered, definitive Treafood coupons, a decrease of 21.5 per-
sury notes and bonds and Series H ancknt from 1996. The volume of paper
HH savings bonds; they were also usefbod coupons redeemed by the Reserve
to pay the principal of matured securi-Banks is expected to continue to decline
ties and coupons and to make discourgach year as a result of the Department
payments to first-time purchasers obf Agriculture’s program to provide
government securities through Treasurpenefits electronically.
Direct.
In 1997, the Reserve Banks began t :
capture and store digital images 0?‘ U.S(!)nformatlon Technology
government checks for the Treasury’dn 1997, Federal Reserve Automation
Financial Management Service; fullServices (FRAS) continued to consoli-
implementation of the system is ex-date the Federal Reserve System’s data
pected in 1998. Digital imaging will processing and data communications
improve the Treasury’s check reconcili-systems, managed the three consolidated
ation and claims processing by eliminatdata centers, and continued to explore
ing manual research and by reducingiew technologies for improved com-
the time needed to make informatiormunications strategi€sBy the end of
on paid Treasury checks available forl997, most Reserve Bank applications
research and inquiry. except check processing had been con-
verted to the shared processing environ-
. . .. __ment; mainframe computers dedicated
Services Provided to Other Entltlesto check processing remained in ten
When required to do so by the Secretaristricts.
of the Treasury or when required or Atyear-end, the Federal Reserve sup-
permitted to do so by federal statute, th@orted approximately 12,450 Fedline
Reserve Banks provide fiscal agencgonnections (electronic links between
and depository services to other domes-
tic and international agencies. Depend- o~
ing on the authority under which the
services are provided, the Reserve
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small depository institutions andsoring Organizations (COSO) of the
Reserve Banks) and 580 computer inteffreadway Commission.  Following
face connections, enabling depositorfCOSO’s four control objectives, the
institutions to access Federal Reservexaminations concentrated on (1) effi-
services and to report information;ciency and effectiveness of operations,
depository institutions that transmit(2) accuracy of financial data, (3) com-
large numbers of transactions to Reservgliance with applicable laws and regu-
Banks use more sophisticated computdations, and (4) safeguarding of assets.
interface connections over dedicatedhe Reserve Banks have also adopted
leased circuits. In 1997, FRAS contin-the COSO framework as it applies to
ued its ongoing efforts to explore alter-the accuracy of financial reporting, for
native, more efficient electronic ser-implementation in 1998. To prepare for
vices, such as web-based technology. implementation, three Reserve Banks in
During 1997, the Reserve Banks com4997 conducted pilot self-assessments
pleted FEDNET, the new Federalof their internal control systems for
Reserve telecommunications networkfinancial reporting.
FEDNET offers a consistent level of As in past years, the division in 1997
service to all points in the System, asassessed compliance with policies estab-
well as improved reliability, security, lished by the Federal Open Market
and disaster recovery capabilities. Committee (FOMC) by examining the
accounts and holdings of the System
Open Market Account at the Federal
Financial Examinations of Reserve Bank of New York and the for-
Federal Reserve Banks eign currency operations conducted by
that Reserve Bank. In addition, at year-
Section 21 of the Federal Reserve Acend a public accounting firm certified
requires that the Board of Governorghe schedule of participated asset and
order an examination of each Reservéability accounts and the related sched-
Bank at least once a year. The Board hagle of participated income accounts.
assigned this responsibility to its Divi-
sion of Reserve Bank Operations .anqncome and Expenses
Payment Systems. Every year since
1995, the division has engaged a publidhe accompanying table summarizes the
accounting firm to audit the combinedincome, expenses, and distributions of
financial statement of the Reservenet earnings of the Federal Reserve
Banks. In addition, in 1997 the public Banks for 1997 and 1996.
accounting firm audited the individual Income in 1997 was $26,917 million,
year-end financial statement of eacltompared with $25,164 million in 1996.
of the twelve Reserve Banks; the firmTotal expenses were $2,151 million
relied, in part, on the division's 1997 ($1,618 million in operating expenses,
reviews of the major operating areas 0$359 million in earnings credits granted
the twelve Reserve Banks for thesedo depository institutions, and $174 mil-
audits. lion in assessments for expenditures by
In addition, the division rendered anthe Board of Governors). The cost of
opinion on the management controhew currency (including printing, ship-
system at each Reserve Bank, using ping, and other expenses) was $364 mil-
format consistent with the integratedion. Revenue from priced services was
framework of the Committee of Spon-$789 million. Unreimbursed expenses
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for services provided to the Treasurysary to bring the surplus of the Reserve
and other government entities amounteBanks to the level of capital paid-in. In
to $35 million? addition, the Federal Reserve in 1997
The profit and loss account showed anade a lump-sum payment of $107 mil-
net loss of $2,577 million. The loss waslion to the U.S. Treasury from the sur-
due primarily to realized and unrealizedplus account of the Reserve Banks, as
losses on assets denominated in forequired by statute, compared with
eign currencies that were revalued t&106 million in 1996.
reflect current market exchange rates. In the “Statistical Tables” chapter of
Statutory dividends paid to memberthis ReporT, table 6 details the income
banks totaled $300 million, $44 million and expenses of each Federal Reserve
more than in 1996; the rise reflects arBank for 1997, and table 7 shows a
increase in the capital and surplus otondensed statement for each Bank for
member banks and a consequert914-97. A detailed account of the
increase in the paid-in capital stock ofassessments and expenditures of the
the Reserve Banks. Board of Governors appears in the fol-
Payments to the Treasury in the formowing chapter, “Board of Governors
of interest on Federal Reserve notefinancial Statements.”
totaled $20,659 million in 1997, up from
$20,083 million in 1996; the payments ] .
equal net income after the deduction ofoldings of Securities and Loans

dividends paid and of the amount necesrne Reserve Banks’ average daily hold-
ings of securities and loans during
1997 amounted to $417,805 million, an

7. The Reserve Banks bill the Treasury an Tt
other government entities for the cost of certaiﬂncrease of $27,537 million over 1996

services, and the portions of the bills that are nofS€€ table)-. .HOI.dingS of US. govern-
paid are reported as unreimbursed expenses. ment securities increased $27,466 mil-

Income, Expenses, and Distribution of Net Earnings
of Federal Reserve Banks, 1997 and 1996

Millions of dollars

Item 1997 1996
CUITENE INCOME. . ...ttt et e e e e et et ... 26,917 25,164
CUIMENE BXPENSES . . .ttt et ettt e e e . 1,976 1,948
Operating eXPeNSES .. .. ...ttt . 1,618 1,639
Earnings credits granted. . ... . 359 309
Current NEtINCOME. ... ...ttt ... 24941 23,216
Net additions to (deductions from,) current net income.............. -2,577 -1,639
Cost of unreimbursed services to Treasury .............o.veeueuenn. . 35 38
Assessments by the Board of GOvernors ..............cooovivinenn. . 539 565
For expenditures of Board......... ..o .. 174 163
FOr COSt Of CUITENCY. . .. oot e L.. 364 403
Net income before payments to Treasury................coovvvvenn.. . 21,790 20,975
Dividends Paid . .. .....oui e . 300 256
Transferred t0 SUIPIUS. . ... ..o .. 832 635
Payments t0 TreasUrY. . . ... ovuut e L., 20,659 20,083

Notk. In this and the following table, components 2. Interest on Federal Reserve notes.
may not sum to totals because of rounding.

1. Includes a net periodic credit for pension costs of
$200.0 million in 1997 and $139.5 million in 1996.
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Securities and Loans of Federal Reserve Banks, 1995-97
Millions of dollars except as noted

U.sS.
Item and year Total government Loang?
securities
Average daily holdings
D . 376,069 375,867 202
1996 .. e .. 390,268 390,063 206
1997 .. 417,805 417,529 277
23,837 23,826 11
23,895 23,884 11
25,714 25,699 15
6.34 6.34 5.62
6.12 6.12 5.27
6.15 6.16 5.27
1. Includes federal agency obligations. 3. Based on holdings at opening of business.

2. Does not include indebtedness assumed by the Fed-
eral Deposit Insurance Corporation.

lion, and holdings of loans increased Multiyear renovation programs con-
$71 million. tinued for the New York Reserve Bank's
The average rate of interest earned oheadquarters building and the Oklahoma
Reserve Banks’ holdings of governmenCity, Seattle, Portland, and Salt Lake
securities rose to 6.16 percent, fronCity Branches. The Board approved the
6.12 percent in 1996. The average ratblew York Reserve Bank’s request to
of interest earned on loans remainetkase space in a nearby office building in
constant at 5.27 percent. New York City and to make necessary
leasehold improvements to the facility.

Volume of Operations

Table 9 in the “Statistical Tables” chap-

ter shows the volume of operations inThe Atlanta Reserve Bank sold its head-

the principal departments of the Federagjuarters building, and the Minneapolis

Reserve Banks for the years 1994AReserve Bank sold its former headquar-

through 1997. ters building before relocating to its new
building. .

Federal Reserve Bank Premises

During 1997, construction was com-
pleted on the new headquarters building
for the Minneapolis Reserve Bank; relo-
cation of staff and operations was com-
pleted in October. The expansion and
renovation of the headquarters building
of the Cleveland Reserve Bank contin-
ued during the year, as did design work
for the Atlanta Reserve Bank’s new
headquarters building and its new Bir-
mingham Branch building.
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Board of Governors Financial Statements

The financial statements of the Board for 1997 and 1996 were audited by Price
Waterhouse, independent public accountants.

Price Waterhouse 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 Governorsg of
the Federal Reserve System (the Board) as of December 31, 1997 and 1996, 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 and the standards applicable to financial audits contain€bwernment
Auditing Standardsssued by the Comptroller General of the United States. Thosg
standards require that we plan and perform the audits to obtain reasonable assur-
ance about whether the financial statements are free 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 account-
ing principles used and significant estimates made 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 gll
material respects, the financial position of the Board as of December 31, 1997 gnd
1996, 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 16, 1998 on our consideration of the Board'’s internal controls and a
report dated March 16, 1998 on its compliance with laws and regulations.

Prce Watehonse (LR

March 16, 1998
Arlington, Virginia
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BOARD OF GOVERNORS OF THE FEDERAL RESERVE SYSTEM

BALANCE SHEET
As of December 31,
1997 1996
ASSETS
CURRENT ASSETS
CaS N L e 23$364,834 $ 15,712,258
ACCOUNS rECEIVADIE . . ... 1,071,278 2,561,975
Transfers receivable—surplus Federal Reserve Bank earnings (Nate 1)... 652,913,560 659,862,602
Prepaid expenses and other assets. .. ... ..., 992,096 2,247,391
Total CUMENt @SSELS. . ..\ttt ettt et 678,341,768 680,384,226
PROPERTY, BUILDINGS, AND EQUIPMENT, NET (NOt€ 4)....... ..o, 64,220,105 61,110,184
TOtal @SSOIS . ..\ttt $742,561,873 $741,494,410
LIABILITIES AND FUND BALANCE
CURRENT LIABILITIES
Accounts payable and accrued liabilities. ............. ... oo $9,797,829 $ 10,435,545
Accrued payroll and related taxes . ... ...ovvv i 7,609,781 6,804,678
Transfers payable—surplus Federal Reserve Bank earnings (Note.1) ... .. 652,913,560 659,862,602
Accrued annual [eave. . ... ...t 7,477,187 6,966,327
Capital lease payable (current portion) 98,772 0
Unearned revenues and other liabilities 2,016,190 2,263,338
Total current liabilities. . ... 679,913,319 686,332,490
CAPITAL LEASE PAYABLE (NON-CUMTENt POItioN). ...« .vvveieeiiieeeiiaeaens 516,228 0
ACCUMULATED RETIREMENT BENEFIT OBLIGATION (NOt€ 2)..........covvuunntn, 740,497 466,056
ACCUMULATED POSTRETIREMENT BENEFIT OBLIGATION (Note 3) ................ 20,193,034 18,171,722
ACCUMULATED POSTEMPLOYMENT BENEFIT OBLIGATION (Note 3) ............... 1,769,646 1,409,343
FUND BALANCGE .« .ttt e 39,429,149 35,114,799
Total liabilities and fund balance. ... $742,561,873 $741,494,410

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,

1997

1996

BoARD OPERATING REVENUES

Assessments levied on Federal Reserve Banks for Board

operating expenses and capital expenditures.................... $ 174,406,600

$ 162,642,400

Other revenues (NOtE 5). .. ..o vt 9,460,475 9,789,141
Total operating reVeNUES . .. .. ..ottt 183,867,075 172,431,541
BoOARD OPERATING EXPENSES
SaAlANES . . et 108,870,919 106,353,644
Retirement and insurance contributions ................... ... . ... 19,835,377 18,417,943
Contractual services and professional fees........................... 10,735,745 11,159,490
Depreciation and net losses on disposals. ....................... 9,306,428 8,626,785
TrAVEL . 4,680,031 4,942,020
Equipment and facilities rental 4,291,093 4,356,715
Postage and supplies. ... 4,261,161 4,263,382
utilities ... 4,172,795 4,189,203
Software.................. 4,130,603 3,907,874
Repairs and maintenance .. . 2,895,097 3,417,539
Printingand binding .............co i .. 2,707,738 2,665,188
Other expenses (NOtE.5) . ...t 3,665,738 4,354,734
Total operating eXPEeNSES. . . ... vttt 179,552,725 176,654,517
BOARD OPERATING REVENUES OVER (UNDER) EXPENSES .. ......voviuinn... 4,314,350 (4,222,976)
ISSUANCE AND REDEMPTION OF FEDERAL RESERVE NOTES
Assessments levied on Federal Reserve Banks
fOr CUITENCY COSES. . ...ttt 363,738,623 403,232,215
Expenses for currency printing, issuance,
retirement, and shipping. ... 363,738,623 403,232,215
CURRENCY ASSESSMENTS OVER (UNDER) EXPENSES ... .vvvvviiiininnnnnnnn. 0 0
TOTAL REVENUE OVER (UNDER) EXPENSES ...\ttt 4,314,350 (4,222,976)
FunD BALANCE, Beginning ofyear. ... 35,114,799 39,337,775

TRANSFERS TO THE U.S. TREASURY

Transfers and accrued transfers from surplus Federal Reserve Bank
earnings (NOte 1) .. ..ttt e 20,765,972,296
Transfers and accrued transfers to the U.S. Treasury (Nate 1)........ (20,765,972,296)

5,623,716,034
(5,623,716,034)

FUND BALANCE, ENd Of year. ........ooii i $ 39,429,149

$ 35,114,799

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,

1997 1996
CasH FLows FROM OPERATING ACTIVITIES
Board operating revenues over (UNder) eXPeNSeS. .. ...vvvvueuenennanenen. 9,314,350 $  (4,222,976)
Adjustments to reconcile operating revenue over (under) expenses
to net cash provided by operating activities:
Depreciation and net losses on disposals. ............................. 9,306,428 8,626,785
Decrease (increase) in transfers receivable—surplus Federal Reserve
Bank @arnings . . . ..ot 6,949,042 (659,862,602)
Increase in accumulated postretirement benefits . ..................... 2,021,312 1,097,134
Increase in accumulated retirement benefits. . .................... ... 274,441 466,056
Increase in accumulated postemployment benefits.................... 360,303 315,943
Decrease (increase) in accounts receivable, prepaid expenses,
and Other @sSetS. .. ...t 2,745,993 (1,684,189)
Increase in accrued annual leave 510,860 365,323
(Decrease) increase in accounts payable and accrued liabilities. . .. . .. (637,716) 2,855,174
(Decrease) increase in transfers payable—surplus Federal Reserve Bank
CAIMINGS .+« v ettt ettt e e e e e e e (6,949,042) 659,862,602
Increase in payroll payable and related taxes. ..................... ... 805,103 1,936,181
(Decrease) increase in unearned revenues and other liabilities. ... ... (247,148) 78,456
Net cash provided by operating activities. ... 19,453,926 9,833,887
CASH FLOWS FROM INVESTING ACTIVITIES
Proceeds from disposals of furniture and equipment ....................... 18,301 70,500
Capital eXpenditures . . ... ... e (11,819,651) (10,334,324)
Net cash used in investing activities. . ... (11,801,350) (10,263,824)
NET INCREASE (DECREASE) TN CASH .+t tvte ettt eiie e et it enneens 7,652,576 (429,937)
CAsH BALANCE, Beginning of year .......... ..o 15,712,258 16,142,195
CasH BALANCE, End of year. . ... $23,364,834 $ 15,712,258
SUPPLEMENTAL DISCLOSURE OF CASH FLOW INFORMATION
Capital lease obligations incurred . .......... ..o $615,000 $ 0

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 contributory defined benefits program under the System
Plan. Contributions to the System Plan are actuarially
determined and funded by participating employers at
amounts prescribed by the System Plan’s administrator.

Board Operating Revenues and Expenses Based on actuarial calculations, it was determined that
Assessments made on the Federal Reserve Banks femployer funding contributions were not required for the
Board operating expenses and capital expenditures apears 1997 and 1996, and the Board was not assessed a
calculated based on expected cash needs. These assessitribution for these years. Excess Plan assets will con-
ments, other operating revenues, and operating expenstésue to fund future years’ contributions. The Board is not
are recorded on the accrual basis of accounting. accountable for the assets of this plan.

Issuance and Redemption of Federal Reserve Netes A relatively small number of Board employees partici-
The Board incurs expenses and assesses the Fedepate in the Civil Service Retirement System (CSRS) or
Reserve Banks for the costs of printing, issuing, shippingthe Federal Employees’ Retirement System (FERS). The
and retiring Federal Reserve Notes. These assessmemeard matches employee contributions to these plans.
and expenses are separately reported in the statementsTdfese defined benefits plans are administered by the
revenues and expenses because they are not Board opefaffice of Personnel Management. The Board’s contribu-
ing transactions. tions to these plans totaled $98,000 and $201,500 in 1997

Property, Buildings and EquipmentThe Board’'s and 1996 respectively. The Board has no liability for
property, buildings and equipment are stated at cost ledsiture payments to retirees under these programs, and it is
accumulated depreciation. Depreciation is calculated on aot accountable for the assets of the plans.
straight-line basis over the estimated useful lives of the Effective January 1, 1996, Board employees covered
assets, which range from 4 to 10 years for furniture andinder the System Plan are also covered under a Benefits
equipment and from 10 to 50 years for building equip-Equalization Plan (BEP). Benefits paid under the BEP
ment and structures. Upon the sale or other disposition adre limited to those benefits that cannot be paid from the
a depreciable asset, the cost and related accumulat&ystem Plan because of limitations imposed by Sections
depreciation are removed from the accounts and any ga#01(a)(17), 415(b), and 415(e) of the Internal Revenue
or loss is recognized. Code of 1986. Pension costs attributed to the BEP reduce

Federal Reserve Bank Surplus EarninrgEhe Omni-  the pension costs of the System Plan. The net periodic
bus Budget Reconciliation Act of 1993 requires thatpension cost for the BEP for 1997 and 1996 included the
surplus Federal Reserve Bank earnings be transferrddllowing components:
from the Banks to the Board and then to the U.S. Treasury
for the period October 1, 1996, to September 30, 1998. 1997 1996
Prior to this time the Federal Reserve Banks made theié — —
transfers directly to the Treasury. The Board accounts for
these transfers when earned and due, which may result in
transfers receivable and payable as of the balance sheI%E
date. er

(1) SIGNIFICANT ACCOUNTING POLICIES

ervice cost (benefits

attributed to employee

services during the year) . $133,331 $260,868
est cost on projected

Estimates—The preparation of financial statements in Amolr)t?znaﬁif(lntr?glfl?jitrlggééﬁ.iiéa 81,060 102,594
accordance with generally accepted accounting principles net liabilitiy ............ 102,594 102,594

requires management to make estimates that affect th&mortization of unrecognized

reported amounts of assets and liabilities at the date of the rior service cost 9 (13,490) 0

financial statements and the reported amounts of reven%mo'r)tization of unrecd nlzed !

and expenses during the reporting period. ¢ (qain)/| 9 29.054 0
Reclassifications-Certain 1996 disclosures have been net (gainy/loss ... (29059 0

reclassified to conform with the 1997 presentation, the e periodic pension cost $274.441  $466,056
effect of which is immaterial. B

Although these pension costs are recorded using the
accrual basis of accounting in accordance with Statement
Substantially all of the Board's employees participateof Financial Accounting Standards No. 87, Employers’
in the Retirement Plan for Employees of the FederalAccounting for Pensions (FAS 87), the Board’s current
Reserve System (System Plan). The System Plan is golicy is to fund the cost of these benefits on a pay-as-

multiemployer plan that covers employees of the Federafou-go basis.

Reserve Banks, the Board, and the Plan Administrative The net periodic pension cost was determined using a
Office. Employees of the Board who entered on duty prior7.25 percent discount rate and average compensation
to 1984 are covered by a contributory defined benefitgrowth of 5 percent.

program under the System Plan. Employees of the Board The FAS 87 accumulated benefit obligation at Decem-
who entered on duty after 1983 are covered by a nonber 31, 1997, comprises:

(2) RETIREMENT BENEFITS
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1997 1996
Accumulated benefit
obligation
Vested................. $ 329,000 $ 218,000
Nonvested.. .. 20,000 21,000
Total .............. $ 349,000 $ 239,000
Plan assets at fair value.. $ 0 0

Less: Actuarial present
value of projected
benefit obligation.. . ..

Projected benefit obligation
in excess of plan

(527,980) (1,589,924)

(527,980) (1,589,924)
Less: Unrecognized
net transition

obligation ... 1,260,447 1,363,041
Unrecognized prior

service cost .. (996,371)
Unrecognized net

(gain)/loss ... (476,593) (49,173)

Unfunded pension cost .. $ (740,49%) (466,056)

1997 1996

Retirees..................

Fully eligible active plan
participants..........

Other active plan
participants. .........

$16,959,528 $14,393,309

3,574,930 3,512,825

2,439,440 3,422,992

22,973,898 21,329,126
(2,780,864) (3,157,404)

Unrecognized net loss. . ..

Liability for accumulated
postretirement benefit

obligation $20,193,034$18,171,722

The liability for the accumulated postretirement benefit
obligation and the net periodic benefit cost were deter-
mined using a 7.25 percent discount rate. Unrecognized
losses of $2,780,864 result from changes in the discount
rate used to measure the liabilities. Under FAS 106, the

(190,000) Board may have to record some of these unrecognized

losses in operations in future years. The assumed health
care cost trend rate for measuring the increase in costs
from 1997 to 1998 was 9.5 percent. These rates were
assumed to gradually decline to an ultimate rate of

The liability as of December 31, 1997, was determinecp-0 percent in the year 2005 for the purpose of calculating

using a 7.25 percent discount rate and average compen:

e December 31, 1997, accumulated postretirement

tion growth of 5 percent. The Board has elected to amorbenefit obligation. The effecfa 1 percent increase in the
tize the unrecognized prior service cost over 14.3 years. @sumed health care cost trend rate would increase

(3) OTHER BENEFIT PLANS

the accumulated postretirement benefit obligation by
$1,777,007 at December 31, 1997, and the net periodic
benefit cost by $172,488 for the year. The assumed salary

Employees of the Board may also participate in thetrend rate for measuring the increase in postretirement
Federal Reserve System’s Thrift Plan. Under the Thriftbenefits related to life insurance was an average of
Plan, members may contribute up to a fixed percentage & percent.
their salary. Board contributions are based upon a fixed The above accumulated postretirement benefit obliga-
percentage of each member’s basic contribution and werton is related to the Board sponsored health benefits and

$4,771,700 in 1997 and $4,644,100 in 1996.

life insurance programs. During 1997, a special retire-

The Board also provides certain defined benefit healtiment program was offered to employees who were eli-
and life insurance for its active employees and retireegjible to retire by May 31, 1998. This resulted in a
under federal and Board-sponsored programs. The neurtailment loss of $1,174,489 during the year, compris-
periodic postretirement benefit cost for 1997 and 1996ng $1,044,096 for 62 employees covered by the Board-

included the following components:

1997 1996

Service cost (benefits
attributed to employee
services during the
Year) . .....ooiiiiiiiint

Interest cost on accumulated
postretirement benefit

$154,474 $ 195,016

obligation............. 1,474,782 1,461,103
Amortization of gains

andlosses............ 112,493 372,253
Curtailment effect.......... 1,174,489 0

Net periodic postretirement
benefit cost

$2,916,238 $2,028,372

Although postretirement benefits are recorded usin

sponsored health benefits plan and $130,393 for 78
employees covered by the Board-sponsored life insurance
plan. The Board has no liability for future payments to
employees who continue coverage under the federally
sponsored programs upon retiring. Contributions for
active employees participating in federally sponsored pro-
grams totaled $3,667,300 and $3,553,400 in 1997 and
1996 respectively.

The Board provides certain postemployment benefits to
eligible employees after employment but before retire-
ment. Effective January 1, 1994, the Board adopted
Statement of Financial Accounting Standards No. 112,
Employers’ Accounting for Postemployment Benefits
(FAS 112), which requires that employers providing
postemployment benefits to their employees accrue the
cost of such benefits. Prior to January 1994, postemploy-
ment benefit expenses were recognized on a pay-as-
a/ou—go basis.

the accrual basis of accounting in accordance with FAS
106, the Board's current policy is to fund the cost of these4) PROPERTY, BUILDINGS AND EQUIPMENT

benefits on a pay-as-you-go basis.

The following is a summary of the components of the

The FAS 106 accumulated postretirement benefit obliBoard’s fixed assets, at cost, net of accumulated

gation at December 31, 1997 and 1996, comprises:

depreciation.
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As of December 31, Rental expenses under the operating leases were
1997 1996 $3,960,400 and $3,930,700 in 1997 and 1996
Land and respectively.
improvements ... $ 1,301,314 $ 1,301,314
Buildings ............ 65,611,228 65,343,600 (7) FEDERAL FINANCIAL INSTITUTIONS
Furniture and ExaMiNaTION COUNCIL
equipment....... 63,486,071 55,102,012

The Board is one of the five member agencies of the
130,398,613 121,746,926 pEederal Financial Institutions Examination Council (the

Lessd%%crgrg;{iaotﬁ.dm. (66,178,508) (60,636,742) “Council”). During 1997 and 1996, _the Board paid

Total property, $228,200 and $224,600 respectlvgly in assessments for
buildings and operating expenses of the Council. These amounts are
equipment....... $64,220,105 $ 61,110,184 included in subsidies and contributions for 1997 and

) ) - 1996. During 1997 and 1996, the Board paid $157,800
Furniture and equipment and accumulated depreciatiognd $127,100 respectively for office space subleased from

as of December 31, 1997, includes $615,000, and $Qhe Council. u
respectively for capitalized leases, which were acquired
during 1997.

(5) OTHER REVENUES AND OTHER EXPENSES
The following are summaries of the components of
Other Revenues and Other Expenses.

For the years
ended December 31,

1997 1996
Other Revenues
Data processing
revenue....... $5,184,075 $4,612,476
National
Information
Center........ 2,156,191 1,974,295
Subscription
revenue....... 1,394,394 1,583,193
Reimbursable
services to
other agencies . 399,426 424,940
Miscellaneous. ... .. 326,389 1,194,237
Total Other
Revenues.. ... $9,460,475  $9,789,141
Other Expenses
Tuition, registration,
and membership
fees............ $1,118,683 $1,290,090
Cafeteria operations,
net............. 794,019 870,429
Subsidies and
contributions ... 653,207 646,194
Miscellaneous.. ... .. 1,099,833 1,548,021
Total Other
Expenses. . .. $3,665,742  $4,354,734

(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, 1997, are as follows:

8,689,825
3,707,625
3,965,158
3,948,759
13,215,854

$28,527,221
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Pro Forma Financial Statements for Federal Reserve Priced Services

Pro Forma Balance Sheet for Priced Services, December 31, 1997 and 1996

Millions of dollars

Item 1997 1996
Short-term assetéNote 1)
Imputed reserve requirements
on clearing balances .......... 658.0 658.3
Investment in marketable securities |. .. 5,922.0 5,924.7
Receivables.......................| . 2.8 69.0
Materials and supplies .. 2.8 3.0
Prepaid expenses. ................. . 9.0 23.0
Items in process of collection....... 3,742.3 7,548.4
Total short-term assets....... 10,406.8 14,226.4
Long-term assetéNote 2)
Premises..............coiiiiiinn . 389.2 394.6
Furniture and equipment........... 137.4 148.4
Leases and leasehold improvements 31.8 295
Prepaid pension costs.............. 350.2 287.4
Total long-term assets......., 908.5 859.9
Total @ssets...............cveenn . 11,315.3 15,086.3
Short-term liabilities
Clearing balances and balances
arising from early credit
of uncollected items........... 7,114.8 12,366.3
Deferred-availability items.......... 3,207.5 1,765.1
Short-term debt.................... . 84.5 95.0
Total short-term liabilities. . . .. 10,406.8 14,226.4
Long-term liabilities
Obligations under capital leases.. .. 7 2.3
Long-termdebt..................... . 188.8 189.3
Postretirement/postemployment
benefits obligation............. 205.0 191.8
Total long-term liabilities . . . .. 394.5 383.4
Total liabilities ..................... . 10,801.3 14,609.8
Equity ... 514.0 476.5
Total liabilities and equity (Note 3) . 11,315.3 15,086.3

Note. Components may not sum to totals because of 1. Some of these data have been revised.

rounding.

The priced services financial statements consist of these

tables and the accompanying notes.
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Pro Forma Income Statement for Federal Reserve Priced Services, 1997 and 1996
Millions of dollars

Item 1997 1996
Revenue from services provided
to depository institutions (Note 4)... .. 789.1 787.2
Operating expenses (Note 5)............. 672.6 666.0
Income from operations.................. . 116.4 121.2
Imputed costs (Note 6)
Interest on float 14.6 21.9
Interest on debt 17.5 17.3
Sales taxes........ 9.8 11.6
FDIC insurance 6.9 48.9 0.0 50.8
Income from operations after
imputed costs. . ...l . 67.6 70.4
Other income and expenses (Note 7)
Investmentincome..................... . 367.7 315.8
Earnings credits. . ........... -338.0 29.7 -287.1 28.7
Income before income taxes. 97.3 99.1
Imputed income taxes (Note 8)........... 31.2 29.6
Netincome(Note 9) ...................... . 66.1 69.5
Mewmo: Targeted return on equity (Note 10)| .. 54.3 42.9

Note. Components may not sum to totals because of The priced services financial statements consist of these
rounding. tables and the accompanying notes.

Pro Forma Income Statement for Federal Reserve Priced Services, by Service, 1997
Millions of dollars

Com- Funds
; Book- Com-
mercial transfer : Noncash Cash
ltem Total check and net se?:ﬂtr?tlies n?féf_"al collection | services
collection | settlement
Revenue from operations..| 789.1 598.4 94.6 16.6 70.3 4.3 4.9
Operating expenses
(Note 5) .............. 672.6 540.3 76.1 14.8 49.3 2.9 4.3
Income from operations....| 116.4 58.1 18.6 1.8 21.0 1.4 6
Imputed costs (Note 6)..... 48.9 40.9 38 7 3.0 .3 .2
Income from operations
after imputed costs. ... 67.6 17.1 14.8 11 18.0 1.1 A4
Other income and expenses,
net (Note 7) .......... 29.7 23.2 3.2 6 24 2 2
Income before income taxes . 97.3 40.4 18.0 1.7 204 1.3 .6

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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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 msﬂtuﬂqns reflects ment and postretirement benefits costs and obligations on
treatment comparable to that of compensating balancecsa ital leases
held at correspondent banks by respondent institutions. P '
The reserve requirement imposed on respondent balances

must be held as vault cash or as non-earning 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 thgrough one of two methods: direct charges to an institu-

balance sheet. The remainder of clearing balances igon's account or charges against its accumulated earn-
assumed to be invested in three-month Treasury bill§ngs credits.

shown as investment in marketable securities.
Receivables are (1) amounts due the Reserve Banks fié o .
. . PERATING 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 $2.9 million in 1997 and
cash items in process of collection (CIPC) stated on &2.8 million in 1996. 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 recoversites, 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 $62.8 million in 1997 and $45.3 million in among priced services according to the ratio of operating
1996 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 1997 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 545.5
long-term debt and equity in a proportion equal to the Unrecovered float 16.7
ratio of long-term debt to equity for the fifty largest bank Float subject to recovery 528.8
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 52.9
sists of the taxes that would have been paid and the return As-of adjustments 263.5
on capital that would have been provided had priced Direct charges 103.9

services been furnished by a private-sector firm. Other Per-item fees 108.5
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Unrecovered float includes float generated by servicebon for 1996. The Reserve Banks plan to recover these
to government agencies and by other central bank semounts, along with a finance charge, by the end of the
vices. Float recovered through income on clearing balyéar 2001. After-tax return on equity has not been allo-
ances is the result of the increase in investable cIearin&{atecj by service because it relates to the organization as a
balances; the increase is produced by a deduction for floa
for cash items in process of collection, which reduces
imputed reserve requirements. The income on clearing
balances reduces the float to be recovered through other
means. As-of adjustments and direct charges are mid-
week closing float and interterritory check float, which
may be recovered from depositing institutions through
adjustments to the institution’s reserve or clearing bal-
ance or by valuing the float at the federal funds rate and
billing the institution directly. Float recovered through
per-item fees is valued at the federal funds rate and has
been added to the cost base subject to recovery in 1997.

(7) OTHER INCOME AND EXPENSES

Consists of investment income on clearing balances and
the cost of earnings credits. Investment income on clear-
ing balances represents the average coupon-equivalent
yield on three-month Treasury bills applied to ttogal
clearing balance maintained, adjusted for the effect of
reserve requirements on clearing balances. Expenses for
earnings credits granted to depository institutions on their
clearing balances are derived by applying the average
federal funds rate to thequired portion of the clearing
balances, adjusted for the net effect of reserve require-
ments on clearing balances.

Because clearing balances relate directly to the Federal
Reserve’s offering of priced services, the income and cost
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) ApJUSTMENTS TO NET INCOME FOR PRICE SETTING

In setting fees, certain costs are excluded in accordance
with the System’s overage and shortfalls policy and its
automation consolidation policy. Accordingly, to com-
pare the financial results reported in this table with the
projections used to set prices, adjust net income as fol-
lows (amounts shown are net of tax):

1997 1996

Netincome ................ 66.1 69.5
Amortization of the initial

effect of implementing

SFAS87 .............. -10.2 -10.5
Deferred costs of automation

consolidation. ......... -8.5 -6.3
Adjusted net income 47.4 52.7

(10) RETURN ON EqQuiTy

The after-tax rate of return on equity that the Federal
Reserve would have earned had it been a private business
firm, as derived from the PSAF model (see note 3). This
amount is adjusted to reflect the recovery of $8.5 million
of automation consolidation costs for 1997 and $6.3 mil-
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1. Detailed Statement of Condition of All Federal Reserve Banks Combined,

December 31, 1997 and 1996

Millions of dollars

Item 1997 1996
ASSETS
Gold certificate account........................ 11,047 11,048
Special drawing rights certificate account .. ... 9,200 9,718
COIN L 460 591
Loans and securities
Loans to depository institutions. ............... 2,035 85
Federal agency obligations
Bought outright....................... . 685 2,225
Held under repurchase agreement.......... 2,652 1,612
U.S. Treasury securities
Bought outright
Bills. ... 197,123 190,647
174,206 150,922
59,407 49,339
Total bought outright.................... 430,736 390,907
Held under repurchase agreement.......... 21,188 19,971
Total U.S. Treasury securities. .......... 451,924 410,878
Total loans and securities. .............. 457,295 414,800
Items in process of collection
Transit items. .. ... 6,982 11,741
Other items in process of collection........... 1,395 1,387
Total items in process of collectian. . ... 8,378 13,128
Bank premises
Land. ... 194 192
Buildings (including vaults) .................... 1,100 934
Building machinery and equipment............ 255 241
Construction account ..............ooieiniinn.. 61 194
Total bank premises.................... 1,610 1,562
Less: Depreciation allowance. .......... 338 329
Bank premises, net..................... 1,272 1,233
Other assets
Furniture and equipment....................... 1,258 1,230
Less: Depreciation allowance. . ......... 749 707
Total furniture and equipment, net...... 510 524
Denominated in foreign currencies ............ 17,046 19,264
Interestaccrued ..., 4,386 3,891
Premium on securities 7,194 6,004
Overdrafts ............ 33 6
Prepaid expenses. 1,239 991
Suspense account 22
Real estate acquired for banking-house purposes. . 6 10
Other ... 333 299
Total other assets.................... 30,768 30,992
Total @sSets ..o 518,420

481,510
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1.—Continued

Item 1997 1996

LIABILITIES

Federal Reserve notes

Outstanding (issued to Federal Reserve Banks) .. 549,600 526,826
Less: Held by Federal Reserve Banks .. 92,131 100,304
Total Federal Reserve notes, net.. ... 457,469 426,522
Deposits
Depository institutions . ...............ooiuns. 30,838 24,524
U.S. Treasury, general account................ 5,444 7,742
Foreign, official accounts...................... 457 167
Other deposits
Officers’ and certified checks.................. 18 26
International organizations. .................... 100 108
Other2 ... . 779 759
Total other deposits.................. 897 893
Deferred credititems .......................... 7,817 7,831
Other liabilities
Discount on securities......................... 3,899 3,844
Sundry items payable.......................... 119 103
SUSPENSE ACCOUNL. ... v v vttt et eieeees 8 4
Allother ... 819 783
Total other liabilities.................. 4,845 4,734
Total liabilities ....................... 507,767 472,413
CAPITAL ACCOUNTS
Capital paid in...............coooiiiin 5,433 4,602
SUMPIUS . o 5,220 4,496
Other capital accounss. ...................o.... 0 0
Total liabilities and capital accounts . 518,420 481,510

Note. Amounts in boldface type indicate items in the invested with foreign central banks and the Bank for
Board’'s weekly statement of condition of the Federallnternational Settlements.
Reserve Banks. 2. In closing out the other capital accounts at year-end,
Components may not sum to totals because ofhe Reserve Bank earnings that are payable to the Trea-
rounding. sury are included in this account pending payment.
1. Of this amount, $8,117.2 million in 1997 and 3. During the year, includes undistributed net income,
$8,291.8 million in 1996 were invested in securitieswhich is closed out on December 31.
issued by foreign governments, and the balance was
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2. Statement of Condition of Each Federal Reserve Bank,

December 31, 1997 and 1996

Millions of dollars

Total Boston
Iltem
1997 1996 1997 1996
ASSETS
Gold certificate account...................oiiii.. . 11,047 11,048 624 661
Special drawing rights certificate account 9,200 9,718 530 636
[0 .. 460 591 23 13
Loans
To depository institutions. . 2,035 85 21 0
OFNer. e 0 0 0
Acceptances held under repurchase agreements. ... | 0 0 0 0
Federal agency obligations
Bought outright. . ... .. 685 2,225 42 131
Held under repurchase agreements. ................. . 2,652 1,612 0 0
U.S. Treasury securities
Bought outright .......... ... ... .. 430,736 390,907 26,259 23,000
Held under repurchase agreements.................. . 21,188 19,971 0 0
Total loans and securities ......................| . 457,295 414,800 26,322 23,131
Items in process of collection....................... . 8,378 13,128 441 706
Bank premises. ... . ..o .. 1,272 1,233 94 95
Other assets
Denominated in foreign currencigs................... . 17,046 19,264 637 830
AllOther. ... .. 13,722 11,729 697 534
Interdistrict Settlement Account...................... . 0 0 -3,621 1,024
Total @SSetS. ...t .. 518,420 481,510 25,746 27,629
LIABILITIES
Federal Reserve Notes. ..........c.ooeeiiiinennnnn . .. 457,469 426,522 22,984 25,417
Deposits
Depository institutions. . ..........covviiiiiiian.. .. 30,838 24,524 1,544 1,048
U.S. Treasury, general account ..................... . 5,444 7,742 0 0
Foreign, official accounts 457 167 5 6
Other. ... . 897 893 2 38
Total deposits .. ....oovvii i 37,636 33,326 1,551 1,092
Deferred credititems............... ... ...l . . 7,817 7,831 412 511
Other liabilities and accrued dividen¥ls............... 4,845 4,734 283 268
Total liabilities ... .. 507,767 472,413 25,231 27,289
Capital paid in 5,433 4,602 262 172
SUrpluS. . ..o 5,220 4,496 254 168
Other capital accounts 0 0 0 0
Total liabilities and capital accounts. ................. . 518,420 481,510 25,746 27,629
FEDERAL RESERVE NOTE STATEMENT
Federal Reserve notes outstanding (issued to Bank). 549,600 526,826 27,943 30,331
Less: Held by Federal Reserve Bank.............. L 92,131 100,304 4,959 4,914
Federal Reserve notes, net....................o..... . 457,469 426,522 22,984 25,417
Collateral for Federal Reserve notes
Gold certificate account...................oiiii.. . 11,047 11,048
Special drawing rights certificate account 9,200 9,718
Other eligible assets................cooovnet .. 0 0
U.S. Treasury and federal agency securities......... 437,222 405,756
Total collateral ..o .. 457,469 426,522

For notes see end of table.
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2.—Continued
New York Philadelphia Cleveland Richmond
1997 1996 1997 1996 1997 1996 1997 1996
3,934 4,049 350 423 669 624 965 919
3,202 3,385 282 396 574 543 792 835
20 21 53 43 27 25 64 113
1,465 0 16 9 0 0 0 0
0 0 0 0 0 0 0 0
0 0 0 0 0 0 0 0
221 827 23 86 47 131 65 184
2,652 1,612 0 0 0 0 0 0
139,322 145,377 14,400 15,129 29,794 22,976 40,983 32,416
21,188 19,971 0 0 0 0 0 0
164,848 167,787 14,438 15,224 29,842 23,106 41,048 32,600
1,026 1,796 222 476 352 688 474 1,064
156 150 51 50 132 108 126 128
3,885 5,128 1,014 924 1,083 1,257 1,177 1,416
5,941 5,783 384 356 764 530 1,157 910
16,310 -27,599 -162 -1,762 -1,888 5,007 -8,468 3,821
199,322 160,499 16,632 16,131 31,556 31,889 37,336 41,805
179,316 139,364 13,970 13,822 28,441 29,861 32,459 38,736
9,257 8,167 1,720 1,297 1,815 856 2,062 1,275
5,444 7,742 0 0 0 0 0 0
346 62 9 7 9 9 10 11
360 410 11 9 54 43 7 88
15,406 16,381 1,740 1,313 1,879 909 2,149 1,374
794 883 184 261 235 280 650 698
1,643 1,796 181 194 316 261 427 369
197,159 158,425 16,075 15,590 30,871 31,311 35,684 41,177
1,108 1,051 284 273 349 292 833 318
1,055 1,023 273 268 335 286 818 310
0 0 0 0 0 0 0 0
199,322 160,499 16,632 16,131 31,556 31,889 37,336 41,805
209,843 183,368 16,784 16,172 31,706 32,850 39,172 45,352
30,527 44,004 2,815 2,351 3,265 2,989 6,713 6,616
179,316 139,364 13,970 13,822 28,441 29,861 32,459 38,736




280 84th Annual Report, 1997

2. Statement of Condition of Each Federal Reserve Bank,
December 31, 1997 and 1996 —Continued

Millions of dollars

Atlanta Chicago
Iltem
1997 1996 1997 1996
ASSETS

Gold certificate account.................coiiiia.. . 723 769 1,069 1,140
Special drawing rights certificate account 602 745 900 979
G0N e .. 45 81 52 70
Loans
To depository institutions 163 0 13 18

(=Y 0 0 0 0
Acceptances held under repurchase agreements. ... . 0 0 0 0
Federal agency obligations
Bought outright. . ... .. 46 148 73 241
Held under repurchase agreements. ................. . 0 0 0 0
U.S. Treasury securities
Bought outright ... .. 28,743 26,087 45,944 42,364
Held under repurchase agreements.................. . 0 0 0 0

Total loans and securities ......................| . 28,952 26,236 46,031 42,623
Items in process of collection....................... . 1,287 1,556 773 1,537
Bank premises. ... . ... .. 78 80 108 110
Other assets
Denominated in foreign currenciés. .................. i 1,574 1,890 1,989 2,296
AllOther. .. ..o .. 764 631 1,222 1,006
Interdistrict Settlement Account...................... . 793 =511 -5,705 157
TOtal @SSeLS . .o\t .. 34,818 31,477 46,438 49,919
LIABILITIES
Federal Reserve notes. ...........coeiiiineinnn . .. 30,390 27,511 40,531 44,858
Deposits
Depository institutions. . ..........ovviiiiiiian. .. 2,081 1,708 3,570 2,574
U.S. Treasury, general account .....................4 . 0 0 0 0
Foreign, official accounts . 13 14 17 17
Other. ... .. 99 54 125 120
Total deposits .. ....oovvii i .. 2,193 1,775 3,712 2,712
Deferred credititems.............. ... i, .. 1,210 1,033 679 808
Other liabilities and accrued dividentls............... 328 318 487 479
Total liabilities ... .. 34,121 30,637 45,409 48,857
CAPITAL ACCOUNTS
Capital paid in.. ... . 359 425 527 537
Surplus. ... .. 338 415 502 524
Other capital accounts - 0 0 0 0
Total liabilities and capital accounts.................. . 34,818 31,477 46,438 49,919
FEDERAL RESERVE NOTE STATEMENT

Federal Reserve notes outstanding (issued to Bank). 38,413 34,458 47,119 51,546

Less: Held by Federal Reserve Bank.............. . 8,023 6,947 6,589 6,688
Federal Reserve notes, net....................oo.... . 30,390 27,511 40,531 44,858

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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2.—Continued
St. Louis Minneapolis Kansas City Dallas San Francisco
1997 1996 1997 1996 1997 1996 199‘,* 1996 1947 1996
401 474 147 168 286 321 459 433 1,420 1,067
340 419 123 144 247 280 367 399 1,241 957
15 29 20 19 36 56 37 49 68 74
4 29 5 7 13 7 0 1 335 15
0 0 0 0 0 0 0 0 0 0
0 0 0 0 0 0 0 0 0 0
27 104 10 34 20 70 25 80 86 188
0 0 0 0 0 0 0 0 0 0
17,156 18,312 5,999 5,896 12,299 12,244 15,643 13,998 54,194 33,108
0 0 0 0 0 0 0 0 0 0
17,186 18,445 6,014 5,936 12,332 12,321 15,668 14,078 54,615 33,312
93 666 701 639 440 843 359 1,284 2,210 1,873
31 31 132 111 55 56 150 155 159 160
424 476 395 481 647 737 951 1,197 3,270 2,631
439 411 191 151 331 293 420 344 1,411 780
-534  -2,694 -1,205 -453 880 -650 5,259 218 -1,658 23,441
18,396 18,257 6,517 7,195 15,253 14,258 23,670 18,156 62,737 64,295
16,422 16,769 4,792 5,503 13,541 12,435 20,007 15,340 54,617 56,905
1,244 718 629 721 761 817 2,479 1,730 3,677 3,612
0 0 0 0 0 0 0 0 0 0
4 4 3 4 5 5 8 9 28 20
29 32 5 8 63 21 13 18 59 51
1,276 754 637 732 830 844 2,501 1,757 3,763 3,683
252 292 610 653 473 463 424 374 1,893 1,575
197 216 96 96 164 171 184 178 539 388
18,147 18,031 6,135 6,985 15,007 13,912 23,116 17,649 60,812 62,551
127 114 194 107 127 175 283 257 980 880
122 112 189 104 119 171 271 250 945 865
0 0 0 0 0 0 0 0 0 0
18,396 18,257 6,517 7,195 15,253 14,258 23,670 18,156 62,737 64,295
18,568 19,480 6,480 7,027 15,339 14,148 26,054 21,005 72,179 71,088
2,145 2,711 1,689 1,524 1,798 1,713 6,047 5,666 17,562 14,182
16,422 16,769 4,792 5,503 13,541 12,435 20,007 15,340 54,617 56,905
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3. Federal Reserve Open Market Transactions,

Millions of dollars

1997

Type of security and transaction

Jan. ‘

Feb

[

Apr.

U.S. TREASURY SECURITIES

Outright transactions (excluding matched transactions)
Treasury bills

Gross puUrchases. . ..... ..o ..

GrOSS SAIES. . ..ottt
EXChanges. .. ... ...
New bills. ... ..o

RedemMpLionS . ... ... .

Others within 1 year

Gross purchases. . ...... ..o ..

Grosssales...............
Maturity shift..........
Exchanges...............
Redemptions

1to 5 years

GrOSS PUICNASES. . ... v vttt ..

Grosssales...............
Maturity shift

EXChanges. ... ..o ..

5to 10 years

GroSS PUICRASES. . .. .ot ..

Grosssales...............
Maturity shift

EXChanges. .......ouiii

More than 10 years
Gross purchases.
Grosssales...............
Maturity shift..............

Exchanges. ...

All maturities

GrOSS PUICNASES. . .« c vt ..

Gross sales.

Redemptions .. ...

Matched transactions
GroSS PUIChAseS. . .. .ot
GrOSS SIS . ..ttt

Repurchase agreements
GroSS PUIChASES. . ... vvii it
GrOSS SAIES . .. ettt e

Net change in U.S. Treasury securities . ................ .

FEDERAL AGENCY OBLIGATIONS

Outright transactions

GrOSS PUICNASES. .. ..ottt ..

Gross sales

RedemMPtions. .. ... o .

Repurchase agreements

GroSS PUIChases. ... ..o ..
GrOSS SAlES . ..ttt ...

Net change in agency obligations......................}| .

Total net change in System Open Market Account..........

0
.. 0
... 40,346
... 40,346

. 0

0
0
2,481

-550
607

.. -2,481
550

[el=Yol=] [eXeoX=]

oo

607

..285,667
.. 283,240

.. 74,422
... 86,673
-10,430

0

0

187
17,668
17,995
-514
-10,944

33,997

33,647
0

818

5,086
-2,864

1,125

-4,926
1,874

1,236

0 0
0 0
31,720
31,720
0

oo

0
3,143
-1,534

2,861
0

-3,143
1,534

890 0

0
-1,396

450 0

1,943

250,867
254,741

48,805
45,747
1,127

9,795
9,454

314
1,441

3,978

288,373
288,073

60,425
60,718
3,984

14,300
14,830

-547
3,437

4,006

33,160
33,160
0

0
0
2,006

-2,100

376

1,924
0

-2,006

1,700

5,930
0
376
303,056
301,177
102,578
62,685
47,326

10,178
10,285

-131
47,195

Norte. Sales, redemptions, and negative figures reduciigures 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
0 596 0 0 0 0 0 4,545 9,147
0 0 0 0 0 0 0 0 0
47,456 33,022 35,948 35,666 28,328 39,313 33,485 26,905 419,347
47,456 33,022 35,948 35,666 28,328 39,313 33,485 26,905 418,997
0 0 0 0 0 0 0 0 0
383 494 0 0 644 0 1,462 1,947 5,748
0 0 0 0 0 0 0 0
5,666 1,476 4,359 7,487 1,596 3,193 5,231 1,748 43,473
—4,229 -2,250 -1,087 -2,780 -2,382 -1,267 -4,126 -2,329 -27,499
0 0 598 0 0 416 0 0 0
1,102 2,797 0 0 2,697 0 3,323 4,471 20,299
0 0 0 0 0 0 0 0 0
-4,685 -1,476 —-4,359 -5,247 -1,596 -3,193 —-4,883 -1,748 —39,744
2,479 2,250 1,087 1,170 2,382 1,267 1,651 2,329 20,274
734 499 0 0 0 770 485 613 3,101
0 0 0 0 0 0 0 0 0
-981 0 0 -2,240 0 0 31 0 -1,954
1,750 0 0 880 0 0 1,295 0 5,215
988 906 0 0 0 648 954 1,214 5,827
0 0 0 0 0 0 0 0 0
0 0 0 0 0 0 -379 0 -1,775
0 0 0 730 0 0 1,180 0 2,360
3,206 5,292 0 0 3,341 1,418 6,224 12,790 44,122
0 0 0 0 0 0 0 0 0
0 0 598 0 0 416 0 0 1,996
287,229 293,506 307,101 317,008 311,153 316,425 272,474 353,726 3,588,905
287,826 293,008 309,578 315,439 312,083 318,485 269,586 355,668 3,586,584
46,552 55,073 44,087 54,561 77,109 75,323 73,618 97,932 810,485
89,477 47,070 53,217 50,340 74,960 78,157 73,064 87,160 809,268
-40,316 13,793 -12,205 5,790 4,560 -3,893 9,666 21,620 41,022
0 0 0 0 0 0 0 0 0
0 0 0 0 0 0 0 0 0
0 474 287 179 105 215 26 0 1,540
7,954 8,401 10,437 13,131 9,796 15,639 23,054 20,056 160,409
7,096 9,131 10,811 11,252 11,196 15,157 20,976 21,186 159,369
858 -1,204 -661 1,700 -1,505 267 2,052 -1,130 -500
-39,458 12,589 -12,866 7,490 3,055 -3,626 11,718 20,490 40,522
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4. Federal Reserve Bank Holdings of U.S. Treasury and Federal Agency Securities,
December 31, 1995-97

Millions of dollars

December 31 Change
Description
1996 to | 1995 to
1997 1996 1995 1997 1996
U.S. TREASURY SECURITIES
Held outright X ... ... .. 447,762 405,613 390,534 42,149 15,079
By remaining maturity
Bills
o ..112,892 106,063 101,564 6,829 4,499
92daystolyear.........coooiiiiiiiiiiiinns . 101,257 99,289 93,888 1,968 5,401
Notes and bonds
lyearorless......ooovuiuiiiiiiiiiiannnnnn. .. 49,370 29,045 41,419 20,325 -12,374
More than 1 year through 5 years............. 95,028 95,608 90,031 -580 5,577
More than 5 years through 10 years........... 40,907 33,782 31,469 7,125 2,313
More than 10 years............ccovvivninnn.. . 48,308 41,826 36,921 6,482 4,905
By type
Bills . ..214,149 205,353 195,451 8,796 9,902
..174,206 150,922 151,013 23,284 -91
.. 59,407 49,339 44,069 10,068 5,270
Repurchase agreements........................ . 21,188 19,971 12,762 1,217 7,209
MSPs, foreign accounts, . 17,027 14,706 12,336 2,321 2,370
MSPs, inthe market.......................ooa . 0 0 0 0 0
FEDERAL AGENCY SECURITIES
Held outright 1 ... ... .. 685 2,225 2,634 -1,540 -409
By remaining maturity
1year Or leSS .. vv i .. 252 1,223 1,241 -971 -18
More than 1 year through 5years................ \ 153 520 841 -367 =321
More than 5 years through 10 years............. 255 457 527 -202 =70
More than 10 years...........ccovvvvninnnnnn.n. . 25 25 25 0 0
By issuer
Federal Farm Credit Banks .....................| . 10 912 912  -902 0
Federal Home Loan Banks......................| . 57 115 230 -58 -115
Federal Land Banks.............coooiiiennn.. . 0 17 66 -17 -49
Federal National Mortgage Associatian.......... 618 1,181 1,425 -563 -244
Repurchase agreements........................ . 2,652 1,612 1,025 1,040 587

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, 1997

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.........| 192,900 58 6,349,450 1,039 159 47,957,251 1,257 54,499,601
New York ...... 247,100 239 31,801,892 3,561 77 165,589,803 3,878 197,638,795
Philadelphia. .. .. 219,300 55 5,986,400 1,118 66 43,343,736 1,240 49,549,436
Cleveland....... 196,700 46 4,871,100 1,238 67 43,944,303 1,352 49,012,103
Richmond........ 193,900 76 7,483,800 1,862 155 66,495,814 2,094 74,173,514
Atlanta.......... 207,950 81 8,033,535 2,241 54 75,219,153 2,377 83,460,638
Chicago........\ 218,600 92 9,707,227 1,966 61 81,666,507 2,120 91,592,334
St. Louis ........ 225,100 60 5,537,600 1,062 73 37,131,767 1,196 42,894,467
Minneapolis... ... 206,300 48 5,023,350 1,073 102 39,964,829 1,224 45,194,479
Kansas City.. ... 192,400 55 5,360,400 1,379 54 49,452,754 1,489 55,005,554
Dallas.......... 193,700 56 5,635,500 1,375 52 51,274,259 1,484 57,103,459
San Francisco .!. 273,900 95 11,005,400 2,270 80 100,939,143 2,446 112,218,443
Federal Reserve
Automation
Service. . ... 0 24 2,767,200 518 7 28,027,052 549 30,794,252

Total .......... 2,567,850 985 109,562,854 20,702 1,007 831,006,371 22,706 943,137,075
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6. Income and Expenses of Federal Reserve Banks, 1997

Thousands of dollars

Iltem Total Boston New York Philadelphi# Cleveland
CURRENT INCOME
Loans..........cooiiiiii . 14,584 480 1,909 135 395
U.S. Treasury and federal
agency securities. ....... . 25,698,971 1,519,193 9,013,874 878,282 1,667,701
Foreign currencies........... 375,386 14,182 86,691 22,007 23,901
Priced services............... 789,092 68,359 98,372 40,299 50,119
Other ......ooooviiiiiiiiiinn, . 39,180 827 28,509 1,575 361
Total ...l 26,917,213 1,603,041 9,229,356 942,297 1,742,477
CURRENT EXPENSES
Salaries and other personnel
expenses. ............... 1,029,650 58,871 221,353 51,763 54,070
Retirement and other benefits | .. 269,708 16,344 62,917 13,323 14,679
Net periodic pension costs. ... -200,083 26 -200,404 29 16
Fees..........oooiiiiiiiiin 41,066 2,038 7,255 760 3,053
Travel ... . 44,344 1,958 6,741 2,033 2,512
Software expenses........... 57,267 2,298 11,300 1,682 1,760
Postage and other shipping
[S1015) . 79,363 38,616 6,106 1,409 2,056
Communications............. 10,577 405 2,275 391 702
Materials and supplies........ 53,890 2,645 10,094 3,170 2,989
Building expenses
Taxes on real estate ......... 31,233 4,004 4,105 1,662 2,798
Property depreciation.......... | 56,635 4,297 9,872 2,476 3,673
Utilities ... . 31,488 2,599 7,067 2,688 1,696
Rent ...........ooiiiii 38,880 849 15,883 259 2,493
Other ..........oooviiiiiin, 26,108 558 5,738 1,380 567
Equipment
Purchases.................... X 8,893 345 1,936 774 241
Rentals....................... . 33,382 105 2,336 267 216
Depreciation.................. i 137,435 5,005 21,859 5,229 6,202
Repairs and maintenance..... 82,287 4,329 12,626 3,538 4,581
Earnings-credit costs......... 358,896 22,880 60,336 26,072 25,295
Other ............oiiiin, . 66,629 3,950 21,227 1,831 3,255
Shared costs, nét............ 0 -1,793 15,279 12,101 13,170
Recoveries................... R -54,723 -9,689 -8,168 -3,301 -922
Expenses capitalizéd. . ... .... | -2,762 -230 0 -288 -322
Total ..., . 2,200,164 160,408 297,729 129,246 144,779
Reimbursements. . -223,710 7,490 -47,040 -19,767 -23,547
Net expenses............ 1,976,453 152,917 250,689 109,479 121,232

For notes see end of table.
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6.—Continued
Richmond ‘ Atlanta ‘ Chicago ‘ St. Louis{ Minneap#lis Kansas (j:ity Dalla% San Francisco
500 396 2,153 2,071 3,948 1,590 136 872
2,308,544 1,679,290 2,696,166 1,051,531 358,570 737,993 910,319 2,877,507
26,049 34,813 43,869 9,325 8,738 14,264 21,115 70,428
62,270 98,419 94,794 37,750 46,557 53,675 53,194 85,283
560 1,474 1,150 333 626 155 272 3,338
2,397,923 1,814,392 2,838,134 1,101,012 418,440 807,677 985,037 3,037,429
113,029 88,213 102,807 46,304 49,757 61,597 60,981 120,906
28,623 24,872 24,649 13,513 12,899 15,006 17,312 25,569
13 39 32 13 20 20 14 98
11,765 1,492 2,442 2,246 1,340 669 892 7,114
5,080 4,544 4,486 2,462 2,728 2,756 2,949 6,096
24,411 3,146 2,772 2,040 1,729 1,277 1,374 3,478
3,391 4,932 4,472 2,238 3,909 4,219 2,381 5,634
1,156 889 932 525 738 876 844 845
6,412 6,269 5,234 2,870 2,125 3,303 3,393 5,386
2,157 1,583 3,961 328 5,296 679 1,989 2,672
5,900 4,051 6,022 2,804 1,549 3,804 5,188 6,999
3,005 1,923 2,505 1,511 1,556 1,375 2,184 3,381
10,409 5,008 1,449 480 886 387 338 438
2,866 2,507 5,930 850 843 748 1,765 2,356
1,519 1,024 618 265 257 404 558 952
28,210 646 735 147 262 102 93 262
55,588 9,242 8,676 3,116 3,787 4,202 5,360 9,171
18,701 9,210 8,068 3,036 2,854 2,705 3,657 8,982
37,598 31,698 50,454 16,378 6,364 14,199 25,972 41,649
4,923 6,217 5,989 3,627 2,153 3,419 3,391 6,648
-137,766 14,484 20,829 12,002 8,824 18,127 14,024 10,718
-15,324 -2,701 -4,502 -1,013 -597 -565 -4,625 -3,318
-166 -528 -225 -119 -343 -373 -81 -86
211,499 218,762 258,336 115,622 108,940 138,937 149,954 265,952
-25,586 -10,818 -17,196 -10,960 -15,816 -18,635 -7,201 -19,655
185,913 207,943 241,140 104,662 93,125 120,303 142,754 246,297
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6. Income and Expenses of Federal Reserve Banks, 1997— Continued
Thousands of dollars

Iltem Total Boston New York Philadelphi# Cleveland

PROFIT AND Loss
Current net income........... 24,940,759 1,450,123 8,978,667 832,818 1,621,245

Additions to and deductions

from (-) current net incomé

Profits on sales of U.S.
Treasury and federal

agency securities. ... .... | 13,153 799 4,309 446 898
Other additions. .............. 2,801 30 6 0 3
Total additions. ...... 15,954 830 4,315 446 901
Losses on foreign exchange
transactions ............. -2,592,718 -96,832 -591,244 -154,267 -164,746
Other deductions. ............ -88 -2 -18 -2 -2
Total deductions.... ... -2,592,806 -96,834 -591,263 -154,269 -164,747

Net addition to or
deductions from <)

current net income...... -2,576,852 -96,004 -586,948 -153,823 -163,846

Cost of unreimbursed Treasur:

SEervices ................. L 34,718 1,241 2,264 2,423 1,470
Assessments by Board
Board expenditures.......... 174,407 6,540 39,315 10,278 10,837
Cost of currency.............. 364,454 21,723 119,098 11,816 25,508
Net income before payment to

US. Treasury............ 21,790,329 1,324,616 8,231,043 654,478 1,419,584
Dividends paid............... 299,652 11,405 65,286 16,987 19,320

Payments to U.S. Treasury
(interest on Federal

Reserve notes).......... 0 0 0 0 0
Statutory transfer. ...} 20,658,972 1,223,253 8,109,194 626,418 1,343,641
Surplus transfer.............. -107,000 -4,003 -24,447 -6,352 -6,801
Transferred to surplus......... | 831,705 89,958 56,563 11,073 56,623
Surplus, January 1........... 4,495,745 167,603 1,023,159 268,111 285,579
Surplus, December 31........ 5,220,449 253,558 1,055,274 272,832 335,400

Note. Components may not sum to totals because of 3. Includes expenses for labor and materials tempo-
rounding. rarily capitalized and charged to activities when the prod-
1. Reflects the effect of Financial Accounting Stan-ucts are consumed.
dards Board’s Statement of Financial Accounting Stan- 4. Includes reimbursement from the U.S. Treasury for
dards No. 87Employers’ Accounting for PensioSFAS  uncut sheets of Federal Reserve notes, gains and losses on
87). The System Retirement Plan for employees ighe sale of Reserve Bank buildings, counterfeit currency
recorded on behalf of the System on the books of the¢hat is not charged back to the depositing institution, and
Federal Reserve Bank of New York, resulting in a reduc-stale Reserve Bank checks that are written off.
tion in expenses of $200,813 thousand. The Retirement 5. For additional details, see the preceding chapter,
Benefits Equalization Plan is recorded by each FederdBoard of Governors Financial Statements.”
Reserve Bank.
2. Includes distribution of costs for projects performed
by one Reserve Bank for the benefit of one or more other
Reserve Banks.
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6.— Continued
Richmond ‘ Atlanta ‘ Chicago ‘ St. Louis{ Minneap#lis Kansas (j:ity Dalla% San Francisco
2,212,010 1,606,449 2,596,994 996,350 325,315 687,374 842,283 2,791,132
1,238 878 1,405 532 184 379 477 1,608
15 2,449 12 0 277 1 5 1
1,253 3,327 1,417 532 462 380 482 1,610
-179,047 -239,317 -302,502 -64,439 -60,000 —-98,463 -144,589 -497,272
-15 -3 -11 -7 -4 -8 -9 -7
-179,062 -239,320 -302,513 -64,446 -60,004 -98,471 -144,598 -497,280
-177,809 -235,993 -301,096 -63,914 -59,542 -98,092 -144,115 -495,670
5,636 1,818 4,325 2,068 3,127 2,405 2,683 5,259
14,815 14,955 20,070 4,206 4,421 6,206 9,579 33,187
33,096 23,517 38,330 14,334 4,704 10,626 13,110 48,593
1,980,655 1,330,166 2,233,173 911,828 253,521 570,045 672,796 2,208,424
34,077 23,140 31,693 6,800 9,337 9,014 15,905 56,688
0 0 0 0 0 0 0 0
1,431,350 1,373,317 2,211,352 892,486 157,002 608,850 630,418 2,051,693
-7,395 -9,884 -12,487 -2,659 -2,478 -4,064 -5,975 -20,454
515,228 -66,290 -9,871 12,542 87,183  -47,819 26,473 100,043
310,232 414,670 524,405 111,745 103,945 170,720 250,379 865,197
818,065 338,496 502,046 121,628 188,649 118,837 270,877 944,786
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7. Income and Expenses of Federal Reserve Banks, 1914-97

Thousands of dollars

Net additions

Assessments by
Board of Governors

Federal Reserve Bank Current Net or
and period income exXpenses | 4o quctions ot Board Costs
expenditures| of currency

All Banks
1914-15... ..o . 2,173 2,018 6 302
1916 .o 5,218 2,082 -193 192
1917 o 16,128 4,922 -1,387 238
1918 . i 67,584 10,577 -3,909 383
1919 ... 102,381 18,745 -4,673 595
19200 . .o 181,297 27,549 -3,744 710 -
1921 . 122,866 33,722 -6,315 741 ..
1922 . 50,499 28,837 —4,442 723 ..
1923 .. 50,709 29,062 -8,233 703 -
1924 ..o 38,340 27,768 -6,191 663 .
1925 . i 41,801 26,819 -4,823 709 -
1926 . i 47,600 24,914 -3,638 722 1,714
1927 oo 43,024 24,894 -2,457 779 1,845
1928 .. 64,053 25,401 -5,026 698 806
1929 . 70,955 25,810 —4,862 782 3,099
1930 .o 36,424 25,358 -93 810 2,176
1931 . 29,701 24,843 311 719 1,479
1932 . 50,019 24,457 -1,413 729 1,106
1933 . 49,487 25,918 -12,307 800 2,505
1934 48,903 26,844 -4,430 1,372 1,026
1935 . 42,752 28,695 -1,737 1,406 1,477
19360, 37,901 26,016 486 1,680 2,178
1937 41,233 25,295 -1,631 1,748 1,757
1938 . 36,261 25,557 2,232 1,725 1,630
1939 . 38,501 25,669 2,390 1,621 1,356
1940 ..o 43,538 25,951 11,488 1,704 1,511
1941 ..o 41,380 28,536 721 1,840 2,588
1942 .o 52,663 32,051 -1,568 1,746 4,826
1943 . 69,306 35,794 23,768 2,416 5,336
1944, .o 104,392 39,659 3,222 2,296 7,220
1945 ... 142,210 41,666 -830 2,341 4,710
1946, ... 150,385 50,493 —626 2,260 4,482
1947 .o 158,656 58,191 1,973 2,640 4,562
1948 ..o 304,161 64,280 -34,318 3,244 5,186
1949 ..o 316,537 67,931 -12,122 3,243 6,304
1950 . . i 275,839 69,822 36,294 3,434 7,316
L 394,656 83,793 -2,128 4,095 7,581
1952 i 456,060 92,051 1,584 4,122 8,521
1953 . 513,037 98,493 -1,059 4,100 10,922
1954 .. 438,486 99,068 -134 4,175 6,490
1955 . 412,488 101,159 -265 4,194 4,707
1956, . 00 595,649 110,240 -23 5,340 5,603
1957 763,348 117,932 -7,141 7,508 6,374
1958 . 742,068 125,831 124 5,917 5,973
1959 . i 886,226 131,848 98,247 6,471 6,384
1960 ..o 1,103,385 139,894 13,875 6,534 7,455
196L ..o 941,648 148,254 3,482 6,265 6,756
1962 ... 1,048,508 161,451 -56 6,655 8,030
1963 ... 1,151,120 169,638 615 7,573 10,063
1964 ... 1,343,747 171,511 726 8,655 17,230
1965 ... 1,559,484 172,111 1,022 8,576 23,603
1966 ... 1,908,500 178,212 996 9,022 20,167
1967 ..o 2,190,404 190,561 2,094 10,770 18,790
1968 ... . 2,764,446 207,678 8,520 14,198 20,474
1969 .. i . 3,373,361 237,828 -558 15,020 22,126

For notes see end of table.
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7.—Continued

Payments to U.S. Treasury

i Transferred Transferred
D'V'g?dnds Statut Interest on to surplus to surplus
P N atutory Federal Reserve (section 13b) (section 7)
ransferg notes
217 .
1,743 L S
6,804 1,134 1,134
5,541 L 48,334
5,012 2,704 70,652
5.654 60,725 82,916
6,120 59,974 15,993
6,307 10,851 -660
6,553 3,613 2,546
6,682 114 -3,078
6,916 59 2,474
7,329 818 8,464
7,755 250 5,044
8,458 2,585 21,079
9,584 4,283 22,536
10,269 17 L -2,298
10,030 R A 7,058
9,282 2,011 R 11,021
8,874 L S -917
8,782 L -60 6,510
8,505 298 28 607
7,830 227 103 353
7,941 177 67 2,616
8,019 120 -419 1,862
8,110 25 -426 4,534
8,215 82 -54 17,617
8,430 141 -4 571
8,669 198 50 3,554
8,911 245 135 40,327
9,500 327 201 48,410
10,183 248 262 81,970
10,962 67 L 28 81,467
11,523 36 75,284 87 8,366
11,920 .. 166,690 .. 18,523
12,329 193,146 21,462
13,083 196,629 21,849
13,865 254,874 28,321
14,682 291,935 46,334
15,558 342,568 40,337
16,442 276,289 35,888
17,712 251,741 32,710
18,905 401,556 53,983
20,081 542,708 61,604
21,197 524,059 59,215
22,722 910,650 -93,601
23,948 896,816 42,613
25,570 687,393 70,892
27,412 799,366 45,538
28,912 879,685 55,864
30,782 1,582,119 -465,823
32,352 1,296,810 27,054
33,696 1,649,455 18,944
35,027 1,907,498 29,851
36,959 2,463,629 30,027
39,237 3,019,161 39,432
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7. Income and Expenses of Federal Reserve Banks, 1914—-97— Continued
Thousands of 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
1970 . oo . 3,877,218 276,572 11,442 21,228 23,574
1971 . 3,723,370 319,608 94,266 32,634 24,943
1972 i . 3,792,335 347,917 -49,616 35,234 31,455
1973 . . 5,016,769 416,879 -80,653 44,412 33,826
1974 oo . 6,280,091 476,235 -78,487 41,117 30,190
1975 ... . 6,257,937 514,359 -202,370 33,577 37,130
19760 ..o . 6,623,220 558,129 7,311 41,828 48,819
1977 oo . 6,891,317 568,851 -177,033 47,366 55,008
1978 .o . 8,455,309 592,558 -633,123 53,322 60,059
1979 i . 10,310,148 625,168 -151,148 50,530 68,391
1980 ..o . 12,802,319 718,033 -115,386 62,231 73,124
198L .. . 15,508,350 814,190 -372,879 63,163 82,924
1982 .. . 16,517,385 926,034 -68,833 61,813 98,441
1983 ... . 16,068,362 1,023,678 -400,366 71,551 152,135
1984 ... . 18,068,821 1,102,444 -412,943 82,116 162,606
1985 ... . 18,131,983 1,127,744 1,301,624 77,378 173,739
1986.... .o . 17,464,528 1,156,868 1,975,893 97,338 180,780
1987 . . 17,633,012 1,146,911 1,796,594 81,870 170,675
1988 ... . 19,526,431 1,205,960 -516,910 84,411 164,245
1989 .. . 22,249,276 1,332,161 1,254,613 89,580 175,044
1990 . .. . 23,476,604 1,349,726 2,099,328 103,752 193,007
1991 .. . 22,553,002 1,429,322 405,729 109,631 261,316
1992 .. . 20,235,028 1,474,531 -987,788 128,955 295,401
1993 ... . 18,914,251 1,657,800 —230,268 140,466 355,947
1994 ... . 20,910,742 1,795,328 2,363,862 146,866 368,187
1995 ... . 25,395,148 1,818,416 857,788 161,348 370,203
1996 ... . 25,164,303 1,947,861 -1,676,716 162,642 402,517
1997 oo . 26,917,213 1,976,453 -2,611,570 174,407 364,454
Total, 1914-97........... 444,326,051 32,523,434 3,474,202 2,488,662 4,753,587
Aggregate for each Bank,
1914-97
Boston................... . 24,017,634 2,183,100 90,732 92,064 280,959
New York................. . 143,400,992 5,616,082 1,222,234 657,442 1,486,522
Philadelphia.............. 17,057,720 1,797,441 49,413 116,496 190,350
Cleveland ................ . 28,769,688 2,039,232 134,992 173,053 298,052
Richmond................ . 35,431,346 2,796,667 168,188 152,440 418,383
Atlanta................... . 20,497,504 3,022,109 300,425 208,712 265,542
Chicago.................. . 58,777,829 4,187,289 434,357 324,832 595,521
St. LOUIS . ..o . 15,426,913 1,649,321 51,834 69,433 182,239
Minneapolis.............. 8,188,820 1,521,072 92,686 70,524 83,885
Kansas City.............. 17,597,697 2,078,129 108,207 100,228 191,063
Dallas.................... . 22,374,862 2,052,356 362,996 166,541 230,784
San Francisco............ 52,785,046 3,580,635 458,139 356,897 530,287
Total .....covvviiit . 444,326,051 32,523,434 3,474,202 2,488,662 4,753,587

Note. Components may not sum to totals because obn Bank premises (1927), $139,300 thousand for contri-
rounding. butions to capital of the Federal Deposit Insurance Corpo-
1. For 1987 and subsequent years, includes the cost afition (1934), $4 thousand net upon elimination of sec-
services provided to the Treasury by Federal Reservéon 13b surplus (1958), and $106,000 thousand (1996)
Banks for which reimbursement was not received. and $107,000 thousand (1997) transferred to the Treasury
2. Represents transfers made as a franchise tax froas statutorily required; and was increased by transfer of
1917 to 1932; transfers made under section 13b of th§11,131 thousand from reserves for contingencies (1955),
Federal Reserve Act from 1935 to 1947; and transfergeaving a balance of $5,220,449 thousand on Decem-
made under section 7 of the Federal Reserve Act for 1996er 31, 1997.
and 1997. 4. This amount is reduced $1,117,482 thousand, which
3. The $5,562,121 thousand transferred to surplus was related to the System Retirement Plan. See note 1,
reduced by direct charges of $500 thousand for charge-ofaible 6.
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7.—Continued

Payments to U.S. Treasury
Dividends Transferred Transferred
aid s Interest on to surplus to surplus
P tatutory Federal Reserve (section 13b) (section 7)
transfers notes
41,137 L 3,493,571 L 32,580
43,488 C 3,356,560 s 40,403
46,184 . 3,231,268 . 50,661
49,140 S 4,340,680 . 51,178
52,580 - 5,549,999 A 51,483
54,610 - 5,382,064 . 33,828
57,351 S 5,870,463 R 53,940
60,182 R 5,937,148 R 45,728
63,280 R 7,005,779 L 47,268
67,194 L 9,278,576 L 69,141
70,355 L 11,706,370 R 56,821
74,574 . 14,023,723 - 76,897
79,352 S 15,204,591 S 78,320
85,152 - 14,228,816 - 106,663
92,620 S 16,054,095 . 161,996
103,029 A 17,796,464 A 155,253
109,588 A 17,803,895 L 91,954
117,499 o 17,738,880 L 173,771
125,616 A 17,364,319 R 64,971
129,885 P 21,646,417 R 130,802
140,758 S 23,608,398 . 180,292
152,553 S 20,777,552 . 228,356
171,763 R 16,774,477 R 402,114
195,422 S 15,986,765 L 347,583
212,090 L 20,470,011 L 282,122
230,527 L 23,389,367 L 283,075
255,884 5,517,716 14,565,624 R 635,343
299,652 20,658,972 0 L 831,705
3,948,566 26,328,016 372,195,871 -4 5,562,128
157,144 1,558,701 19,564,040 135 272,222
1,059,330 10,547,740 124,111,328 -433 1,145,215
197,631 777,704 13,728,622 291 298,598
286,824 1,658,804 24,086,374 -10 362,351
244,986 1,889,932 29,258,068 =72 839,130
313,412 1,707,668 14,916,441 5 364,041
506,983 2,818,689 50,236,364 12 542,495
111,722 1,166,038 12,167,994 =27 132,025
110,068 224,564 6,073,680 65 197,649
155,409 770,467 14,279,520 -9 131,097
251,646 780,250 18,968,511 55 287,716
553,412 2,427,458 44,804,931 -17 989,583

3,948,566 26,328,016 372,195,871 -4 5,562,121
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8. Acquisition Costs and Net Book Value of Premises of Federal Reserve Banks
and Branches, December 31, 1997

Thousands of 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............. 22,074 97,863 7,441 127,377 93,906
NEW YORK.......... 20,330 133,536 44,703 198,569 151,031
Buffalo ............... 888 4,072 3,017 7,976 4,896
PHILADELPHIA ...... 2,380 60,976 7,672 71,028 50,587
CLEVELAND ......... 2,715 96,700 16,690 116,105 104,816
Cincinnati............ 2,247 15,158 8,373 25,777 11,683
Pittsburgh............ 1,658 12,904 5,953 20,515 15,567
RICHMOND. ......... 6,261 61,059 22,098 89,418 70,583 5,708
Baltimore............. 6,478 27,101 4,569 38,148 26,927 L
Charlotte............. 3,130 27,477 4,750 35,356 28,802
ATLANTA 4. 23,524 5,115 0 28,639 28,638
Birmingham.......... 5,861 1,890 1,749 9,501 6,994 L
Jacksonville.......... 1,730 17,226 2,859 21,815 17,309 48
Miami................ 3,823 13,556 2,728 20,108 14,120 .
Nashville............. 612 2,558 2,386 5,555 2,884
New Orleans......... 3,497 5,850 2,827 12,174 8,225
CHICAGO............ 5,030 117,615 13,974 136,619 99,367
Detroit. . ........oooun 798 5,591 3,610 9,999 8,190
ST.LOUIS........... 700 18,797 6,001 25,498 17,412
Little Rock. ........... 1,148 3,701 1,110 5,960 4,708
Louisville............. 700 3,634 1,503 5,837 4,077
Memphis............. 1,136 4,360 2,755 8,250 5,186
MINNEAPOLIS. .. ..... 8,049 101,634 13,160 122,842 121,920
Helena............... 1,955 9,335 766 12,056 10,567
KANSAS CITY 2,048 18,173 8,264 28,486 18,507
Denver . 3,188 6,134 3,455 12,777 8,319
Oklahoma City 646 11,454 2,881 14,981 12,326
Omaha 6,535 10,987 1,401 18,923 15,410
DALLAS ............. 28,512 102,692 18,601 149,806 133,611
ElPaso.............. . 262 2,865 908 4,035 3,266
Houston.............. 2,205 4,749 1,688 8,643 6,768
San Antonio.......... 482 5,279 2,686 8,448 6,360
SAN FRANCISCO.... 15,600 71,813 18,321 105,734 76,755
Los Angeles.......... 3,892 52,417 9,210 65,519 50,847
Portland........ e 2,754 9,659 2,144 14,557 12,951
Salt Lake City......... 495 7,195 2,360 10,050 8,064
Seattle ............... 325 10,090 2,727 13,142 10,415
Total ................. . 193,670 1,161,212 255,343 1,610,225 1,271,996 5,757
Note. Components may not sum to totals because of 3. Covers acquisitions for banking-house purposes and
rounding. Bank premises formerly occupied and being held pending
1. Includes expenditures for construction at somesale.
offices, pending allocation to appropriate accounts. 4. The Atlanta Bank sold its building and its building

2. Excludes charge-offs of $17,699 thousand beforenachinery and equipment in 1997. The Bank is leasing
1952. back the building pending completion of a new facility.
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9. Operations in Principal Departments of Federal Reserve Banks, 1994-97

Operation 1997 1996 1995 1994

Millions of pieces (except as noted)
Loans (thousands) ................ovvvvnnn. 7 6 6 8
Currency received and counted.............. 24,510 23,436 22,594 20,166
Currency verified and destroyed ............. 7,769 8,686 8,911 7,244
Coin received and counted. ................... 9,603 8,654 7,578 6,950
Checks handled

U.S. government checks...................|. 378 436 460 470

Postal money orders......................[. 204 206 203 200

Allother ... 15,949 15,487 15,465 16,479
Government securities transférs............. 13 13 13 13
Transferof funds................ ... 90 83 76 72
Automated clearinghouse transactidns

commercial..........ooiiiiii 2,603 2,372 2,046 1,737

Government . ......o.ovvviiiiiiia 677 625 599 574
Food stamps redeemed. ....................}| 2,854 3,637 3,954 4,229
Millions of dollars
LOANS . ..ot 39,863 25,350 22,854 22,853
Currency received and counted 399,080 375,399 345,318 277,685
Currency verified and destroyed ............. 123,359 148,394 113,828 76,620
Coin received and counted. . .................|. 1,212 1,175 1,112 1,045
Checks handled

U.S. government checks...................| 401,989 462,647 490,299 504,479

Postal money orders. .................oo . 26,464 25,831 24,835 23,764

Allother ... . 12,169,087 11,584,276 11,567,820 12,079,107
Government securities transférs . ............ 174,949,330 160,637,460 149,764,431 144,702,226
Transfer of funds......................ooo... . 288,419,808 249,140,021 222,954,083 211,201,540
Automated clearinghouse transactiéns

commercial. . ... 9,128,779 8,287,711 7,817,323 7,094,246

GOVEIrNMENL . ..ot 1,581,552 1,250,472 1,117,452 948,984
Food stamps redeemed. ..................... 15,054 18,669 20,862 21,867

1. Beginning with the 199Annual Report,Govern-

ing for the fiscal area, for which complex definitional

ment securities transfers” replaced the previous timechanges have occurred over the reported years.

series that included “Issues, redemptions, and exchanges?2. Beginning in 1997, the reported ACH volumes no
of U.S. Treasury and federal agency securities.” Thislonger include non-value items.
change was made to enable consistent time series report-
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10. Federal Reserve Bank Interest Rates on Loans to Depository Institutions,
December 31, 1997

Extended credit
Adjustment Seasonal
Reserve Bank credit! credit? First thirty days | After thirty days
of borrowing of borrowing
All Federal Reserve Banks..... 5.00 5.65 5.00 6.15

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 alternativgources, when exceptional circumstances or practices
sources. Adjustment credit is usually provided at thenvolve only a particular institution or when an institution
basic discount rate, but under certain circumstances ia experiencing difficulties adjusting to changing market
special rate or rates above the basic discount rate may lwenditions over a longer period of time. See section
applied. See section 201.3(a) of Regulation A. 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, 1997

Requirements
Type of deposit
Percentage of deposits Effective date

Net transaction accounts

$0 million-$47.8 millior? 3 1-1-98

More than $47.8 millioA 10 1-1-98
Nonpersonal time deposfts. ................ooivennn . 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 Bulletirunder 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 1, 1998, 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 15, 1998, for institutions that report quarterly, the

1. Transaction accounts include all deposits againstxemption was raised from $4.4 million to $4.7 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 1, 1998, for depositorygero since October 6, 1983.
institutions that report weekly, and with the reserve main- 5. The reserve requirement on Euroccurency liabilities
tenance period beginning January 15, 1998, for instituwas reduced from 3 percent to zero in the same manner
tions that report quarterly, the amount was decreasednd on the same dates as the reserve requirement on
from $49.3 million to $47.8 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, NOV. 1. . 40 L 50
1945, Feb. 5. i . 50 R 50
July 5. . 75 L 75
1946,Jan. 21........ooiiiii . 100 L 100
1947, Feb. 21, . 75 R 75
1949, Mar. 3. ... . 50 L. 50
1951, 0an. 17. ..o . 75 R 75
1953, Feb. 20.. ... . 50 . 50
1955, Jan. 4 ... . 60 L 60
Apr. 23 . .. 70 - 70
1958,Jan. 16......ooviiii . 50 L 50
AUG. 5o 70 . 70

OCt. 16......oiviiiiiiiiiiiii e b 90 L 90
1960, July 28 ... . 70 L 70
1962, July 1Q ... . 50 L 50
1963, NOV. 6. . 70 L 70
1968, Mar. 11.......coviiiiiiiin . 70 50 70
June 8. ... . 80 60 80
1970, May G .. ovvoe e . 65 50 65
1971, D€C. 6. vvii 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, 1997 and 1996

Millions of dollars, except as noted

Member banks N b
Item Total ogr;rﬁ(rg er
Total ‘ National ‘ State
1997
ASSETS
Loans and investments................. . 3,412,288 2,616,982 1,974,445 642,536 795,307
Gross loans . 2,593,208 2,018,481 1,567,741 450,740 574,727
Net loans .. . 2,589,450 2,016,325 1,565,973 450,352 573,125
Investments 819 080 598,501 406,705 191,796 220,580
U.S. Treasury and federal agency
securities 298,280 190,202 130,366 59,837 108,078
Other................ 520,800 408,298 276,339 131,959 112,502
Cash assets, total 242,325 200,589 148,152 52,437 41,736
LIABILITIES

Deposits, total. ..............cooiintn. . 2,769,594 2,094,630 1,573,413 521,217 674,964
Interbank ... 49,463 42,445 31,929 10,516 ,017
Other transaction.................... . 725,105 557,081 415,078 142,003 168,024
Other nontransaction................ . 2,163,105 1,598,717 1,204,788 393,928 564,388
Equity capital ...l . 402,005 315,374 231,752 83,622 86,630

Number of banks. .....................| . 9,259 3,632 2,646 986 5,627

1996
ASSETS
Loans and investments................. . 3,208,537 827,250 1,833,815 547,472 827,250
Gross loans. . 2,398,633 589,707 1,434,639 374,287 589,707
Net loans .. . 2,394,569 587,924 1,432,835 373,810 587,924
Investments 809,904 237,543 399,176 173,185 237,543
U.S. Treasury and federal agency

securities 310,423 116,790 136,589 57,044 116,790
ther................ 499,481 120,753 262,586 116,141 120,753

Cash assets, total 208,992 42,293 131,457 35,243 42,293

LIABILITIES

Deposits, total . 2,601,770 695,640 1,486,541 419,588 695,640
Interbank ............ . ..ol . 41,738 6,654 26,990 8,093 6,654
Other transaction.................... . 724,573 181,001 423,587 119,986 181,001
Other nontransaction ................ . 2,039,109 582,040 1,136,828 320,241 582,040
Equity capital ...l . 365,064 90,097 207,372 67,594 90,097

Number of banks. ....................., . 9,651 3,774 2,753 1,021 5,877

Note. Components may not sum to totals because of rounding.

r. Some data have been revised.
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14. Reserves of Depository Institutions, Federal Reserve Bank Credit, and Related Items—
Year-End 1918-97, and Month-End 1997

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 stoocke rights | rency
under | Loans | Float | %, |LECEIE] Total certif- | out-
Total | BOught | repur- assets§ icate | stand-
outright! | chase ac- | ing’
agree- count
ment
1918.... 239 239 0 1,766 199 294 0 2,498 2,873 L 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 3,355 2,639 ... 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 3,854 ... 2,012
1929..... 511 488 23 632 34 405 0 1583 3997 ... 2,022
1930..... 739 686 43 251 21 372 0 1373 4306 ... 2,027
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 A 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 C 2,511
1935.....| 2,431 2,430 1 5 12 38 0 2,486 10,125 L 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 14,512 ... 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 o 3,087
1941....| 2,254 2,254 0 3 94 10 0 2,361 22,737 L 3,247
1942.....| 6,189 6,189 0 6 471 14 0 6,679 22,726 R 3,648
1943....| 11,543 11,543 0 5 681 10 0 12,239 21,938 R 4,094
1944.... | 18,846 18,846 0 80 815 4 0 19,745 20,619 ... 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 ... 4,562
1947..... 22,559 22,559 0 85 535 1 0 23,181 22,754 C 4,562
1948 ....| 23,333 23,333 0 223 541 1 0 24,097 24,244 . .. 4,589
1949..... 18,885 18,885 0 78 534 2 0 19,499 24,427 R 4,598
1950.....| 20,778 20,725 53 67 1,368 3 0 22,216 22,706 L 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 25825 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 R 5,008
1956.....| 24,915 24,610 305 50 1,665 70 0 26,699 21,949 L 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 R 5,234
1959....| 26,648 26,607 41 458 1,590 75 0 28,771 19,456 A 5,311
1960..... 27,384 26,984 400 33 1,847 74 0 29,338 17,767 ... 5,398
1961.... 28,881 30,478 159 130 2,300 51 0 31,362 16,889 ... 5,585
1962.... 30,820 28,722 342 38 2,903 110 0 33,871 15,978 ... 5,567
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 L 5,405

For notes see end of table.
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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 Ei(reed Federal

in sury Federal ?:Iear— Reserve

h cash Reserve, ~; lia- ;

¢ | nold- ac- g | pities | With | Cur-

cula- ingse | 1rea- | For- | | counts bal- and | Federal rency Re- Ex-

tion 9 sury eign ances | .o nitap Reserve and | quired!!| cess?

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
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 15,577 562
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 ltems—
Year-End 1918-97 and Month-End 1997— 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 Gold ing cur-
Held Other stoocke rights | rency
under | Loans| Float | Al | Federal o certif- | out-
Total | Bought | repur- other* Resege icate | stand-
ol | outrightt | chase asse ac- | ing’
agree- count
ment
1965.....| 40,768 40,478 290 137 2,248 187 0 43,340 13,733 L 5,575
1966.....| 44,316 43,655 661 173 2,495 193 0 47,177 13,159 L 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
1997...../455,260 431,420 23,840 2,035 561

39,880 302,421 11,058 10,018 20,404
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
32,044 489,901 11,047 9,200 25,644

00000000 ©COoOp©
w
~
3
N
~
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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| ... | Reserve

h cash Reserve, ~; lia- ;

¢ | nold- ac- g | pities | With | Cur-

cula- ingse | 1rea- | For- | | counts bal- and | Federal rency Re- Ex-
tion 9 sury eign ances | .o nitap Reserve and | quired!! |cessi1?

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 25,905 -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 5,743 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 35,2681,360
79,743 185 2,113 418 127 0 0 2,935 25843 7,370 37,0113,798
86,547 483 7,285 353 1,090 0 0 2,968 26,052 8,036 35,£97103“
93,717 460 10,393 352 1,357 0 0 3,063 25,158 8,628 35,481535
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 42,34%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 4239 11,959 26,550
424,192 270 5979 386 932 0 5171 12,342 24,441
450,660 249 7,742 167 892 0 6,601 13,829 17,922
482,428 225 5,444 457 900 0 6,667 15,500 24,171
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14. Reserves of Depository Institutions, Federal Reserve Bank Credit, and Related Items—
Year-End 1918-97, and Month-End 1997— Continued

Millions of dollars

Factors supplying reserve funds

Federal Reserve Bank credit outstanding
Spe-
U.S. Treasury and cial Trea-
Period federal agency securities draw- | sury
e Held Other Gold riglgts rglrj1rc-y
All | Federa stock® i )
under | Loans| Float Total certi out
Total Bought | repur- other* Rese{;_/e icate | stand-
ota outright' | chase asse ac- ing”
agree- count
ment
1997
Jan. ..| 402,771 393,766 9,005 30 363 30,971 434,135 11,048 9,400 25,047

0
Feb. ..] 405,213 392,809 12,404 36 601 0 29,365 435,215 11,061 9,400 25,111
Mar. ... 408,651 397,070 11,581 3,998 381 0 30,275 443,305 11,050 9,200 25,173
Apr. .../ 455,850 404,483 51,367 156 432 0 33,263 489,702 11,061 9,200 25,231
May ... 416,394 407,094 9,300 571 227 0 30,050 447,242 11,0561 9,200 25,284
June ..} 428,984 412,411 16,573 1,894 592 0 32,517 463,987 11,050 9,200 25,335
July ....|416,117 409,048 7,069 411 222 0 31,437 448,188 11,061 9,200 25,376
Aug. ... 423,609 410,440 13,169 468 -34 0 29,886 453,929 11,050 9,200 25,414

Sept. ..| 426,665 412,747 13,918 313 738 0 31,682 459,398 11,050 9,200 25,462
Oct. ...[423,043 411,477 11,566 175 14 0 32,946 456,178 11,050 9,200 25,532
Nov. ... 434,765 420,567 14,198 90 395 0 30,993 466,244 11,051 9,200 25,588
Dec. .., 455,260 431,420 23,840 2,035 561 0 32,044 489,901 11,047 9,200 25,644

Norte. For a description of figures and discussion ofcapital accounts, and other liabilities and accrued divi-
their significance, seBanking and Monetary Statistics, dends, less the sum of bank premises and other assets,
1941-1970(Board of Governors of the Federal Reserveand is reported as “Other Federal Reserve accounts”;
System, 1976), pp. 507-23. Components may not sum tthereafter, “Other Federal Reserve assets” and “Other

totals because of rounding. Federal Reserve liabilities and capital” are shown
... Not applicable. separately.
n.a. Not available. 6. Before January 30, 1934, includes gold held in

1. Beginning in 1969, includes securities loaned—Federal Reserve Banks and in circulation.
fully guaranteed by U.S. government securities pledged 7. Includes currency and coin (other than gold) issued
with Federal Reserve Banks—and excludes securitiedirectly by the Treasury. The largest components are
sold and scheduled to be bought back under matchefdactional and dollar coins. For details see “Currency and
sale—purchase transactions. Coin in Circulation,” Treasury Bulletin
2. Beginning December 1, 1966, includes federal 8. Coin and paper currency held by the Treasury, as
agency obligations held under repurchase agreements anell as any gold in excess of the gold certificates issued
beginning September 29, 1971, includes federal agendp the Reserve Bank.
issues bought outright. 9. Beginning in November 1979, includes reserves
3. Beginning in 1960, figures reflect a minor change inof member banks, Edge Act corporations, and U.S. agen-
concept; seéederal Reserve Bulletjrvol. 47 (February cies and branches of foreign banks. Beginning on
1961), p. 164. November 13, 1980, includes reserves of all depository
4. Principally acceptances and, until August 21, 1959jnstitutions.
industrial loans, authority for which expired on that date. Beginning in 1984, data on “Currency and coin” and
5. For the period before April 16, 1969, includes the“Required” and “Excess” reserves changed from daily
total of Federal Reserve capital paid in, surplus, otheto biweekly basis.
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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| ... | Reserve
h cash Reserve, ~; lia- ;

¢ | nold- ac- g | pities | With | Cur-

cula- ingse | 1rea- | For- | | counts bal- and | Federal rency Re- Ex-

tion 9 sury eign ances capitaP Reserve and | quired!! |cessi1?

Banks | coin'®

438,394 249 6,770 167 359 0 6,764 13,384 13,543
441,655 280 5,258 229 345 0 6,815 14,135 12,061
444544 313 5,945 916 350 0 6,756 14,816 15,089
446,632 309 52,215 169 348 0 6,918 14,977 13,616
451,141 330 5,174 177 325 0 6,887 16,037 12,705
453,624 343 16,368 178 321 0 6,952 15,517 16,267
455,074 311 5,014 175 325 0 6,893 14,785 11,23%.a n.a. n.a.
459,479 278 4,700 169 327 0 6,757 16,144 11,740
458,262 255 7,692 188 386 0 6,738 16,536 15,053
461,542 237 4,616 190 337 0 6,787 16,328 11,922
471,216 234 5,127 167 509 0 6,711 15,559 12,560
482,428 225 5,444 457 900 0 6,667 15,500 24,171

10. Between December 1, 1959, and November 23, 13. For the period before July 1973, includes certain
1960, part was allowed as reserves; thereafter all wadeposits of domestic nonmember banks and foreign-
allowed. owned banking institutions held with member banks and

11. Estimated through 1958. Before 1929, data wereedeposited in full with Federal Reserve Banks in connec-
available only on call dates (in 1920 and 1922 the calkion with voluntary participation by nonmember institu-
date was December 29). Beginning on September 12ions in the Federal Reserve System program of credit
1968, the amount is based on close-of-business figures foestraint.
the reserve period two weeks before the report date. As of December 12, 1974, the amount of voluntary

12. Beginning with week ending November 15, 1972,nonmember bank and foreign-agency and branch deposits
includes $450 million of reserve deficiencies on whichat Federal Reserve Banks that are associated with mar-
Federal Reserve Banks are allowed to waive penalties faginal reserves are no longer reported. However, two
a transition period in connection with bank adaptation toamounts are reported: (1) deposits voluntarily held as
Regulation J as amended, effective November 9, 1972eserves by agencies and branches of foreign banks oper-
Allowable deficiencies are as follows (beginning with ating in the United States and (2) Eurodollar liabilities.
first statement week of quarter, in millions): 1973—Q1, 14. Adjusted to include waivers of penalties for re-
$279; Q2, $172; Q3, $112; Q4, $84; 1974—Q1, $67; Q2serve deficiencies, in accordance with change in Board
$58. The transition period ended with the second quartepolicy effective November 19, 1975.
of 1974.
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15. Banking Offices, and Banks Affiliated with Bank Holding Companies in the United
States, December 31, 1996 and 1997

Commercial banks
State-
Type of office Total Member CQ:J}ﬁéesd
Total - Nonmembel  “hanks
Total National State
All banking offices
BANKs
Number, Dec. 31, 1996 . 9,993 9,487 3,698 2,684 1,014 5,789 506
Changes during 1997
New banks............. 224 207 77 61 16 130 17
Banks converted
into branches....... -587 -565 -297 -215 -82 -268 -22
Ceased banking
operatio® .......... -47 -33 -11 -8 -3 -22 -14
Other ................. . 0 7 76 29 47 -69 -7
Net change............. -410 -384 -155 -133 -22 -229 -26
Number, Dec. 31, 1997.. 9,583 9,103 3,543 2,551 992 5,560 480
BRANCHES AND
ADDITIONAL OFFICES
Number, Dec. 31, 1996 .| 62,644 59,139 40,828 31,211 9,617 18,311 3,505
Changes during 1997
New branches.......... 3,348 3,122 2,294 1,771 523 828 226
Branches converted
from banks 587 575 336 241 95 239 12
Discontinued ..... .. -1,784 -1,636 -1,238 -941 -297 -398 -148
Other® ................. s 0 434 2,817 2,878 -61 -2,383 -434
Net change............. 2,151 2,495 4,209 3,949 260 -1,714 -344
Number, Dec. 31, 1997.. 64,795 61,634 45,037 35,160 9,877 16,597 3,161
Banks affiliated with bank holding companies
BANKS
Number, Dec. 31, 1996 . 7,366 7,241 2,981 2,161 820 4,260 125
Changes during 1997
BHC-affiliated
new banks........., 323 306 125 92 33 181 17
Banks converted
into branches. ...... -514 =501 -268 -194 =74 -233 -13
Ceased banking
operatio® .........| -41 -34 -14 -11 -3 -20 -7
ther ................. . 0 3 65 29 36 -62 -3
Net change............. -232 -226 -92 -84 -8 -134 -6
Number, Dec. 31, 1997.. 7,134 7,015 2,889 2,077 812 4,126 119

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 and its territories
as amended and implemented in Federal Reserve Reguland possessions (affiliated insular areas).
tion Y. Generally, a bank is any institution that accepts 2. Institutions that no longer meet the Regulation Y
demand deposits and is engaged in the business dEfinition of bank.
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, 1997

Bank of the West, El Paso, Texado acquire SUMMARY REPORT BY THE ATTORNEY GENERAL
assets and liabilities obne branch of Nations- (3-10-97)
Bank of Texas, N.A., Dallas, Texas The proposed transaction would not be signifi-

SUMMARY REPORT BY THE ATTORNEY GENERAL Cantly adverse to Competltlon'

(1-16-97) BASIS FOR APPROVAL BY THE FEDERAL RESERVE
The proposed transaction would not be signifi{2-20-97)

cantly adverse to competition. The applicant has assets of $299 million; the target
BASIS FOR APPROVAL BY THE FEDERAL Resgrve Nas assets of $2 million. The parties operate in the

(2-3-96) same market. The banking factors and consider-

The applicant has assets of $273 million; the targé{ltions re!ating to the_conven_ience and needs of the

has assets of $55 million. The parties operate if°MMunity are consistent with approval.

the same market. The banking factors and consid-

erations relating to the convenience and needs &anta Barbara Bank and Trust Company,

the community are consistent with approval. Santa Barbara, California to merge withFirst
Valley Bank, Lompoc, California

Marine Midland Bank, Buffalo, New York to  SUMMARY REPORT BY THE ATTORNEY GENERAL
merge with First Federal Savings and Loan (2-13-97) ' o
Association of Rochester, Rochester, New York The proposed transaction would not be signifi-

SUMMARY REPORT BY THE ATTORNEY GENERAL Cantly adverse to Competltlon.

(12-2-96) BASIS FOR APPROVAL BY THE FEDERAL RESERVE

The proposed transaction would not be signifi{2-26-97)

cantly adverse to competition. The applicant has assets of $1.2 billion; the target
has assets of $131 million. The parties operate in

](32/\_5‘31_59%)1{ APPROVAL BY THE FEDERAL RESERVE the same market. The banking factors and consid-

rations relating to the convenience and needs of

The applicant has assets of $22 billion; the targe e community are consistent with approval.

has assets of $7 billion. The parties operate in th

same markets. The banking factors and consider-

ations relating to the convenience and needs of theommunity Bank & Trust Company, Neosho,

community are consistent with approval. Missouri to merge withThe Diamond Bank,
Diamond, Missouri

Humboldt Bank, Eureka, California to acquire ~SUMMARY REPORT BY THE ATTORNEY GENERAL
assets and liabilities ahe Garberville branch of ~ (3-10-97) _ o
California Federal Bank, F.S.B., San Francisco, The proposed transaction would not be signifi-

California cantly adverse to competition.

SUMMARY REPORT BY THE ATTORNEY GENERAL  DBASIS FOR APPROVAL BY THE FEDERAL RESERVE
(1-30-97) (3-12-97)_ -

The proposed transaction would not be signifi-The applicant has assets of $177 million; the target
cantly adverse to competition. has assets of $19 million. The parties operate in

the same market. The banking factors and consid-
erations relating to the convenience and needs of
etthe community are consistent with approval.

BASIS FOR APPROVAL BY THE FEDERAL RESERVE

(2-12-96)

The applicant has assets of $208 million; the targ

has assets of $26 million. The parties do not

operate in the same market. The banking factorkirst United Bank, Boca Raton, Florida to

and considerations relating to the conveniencenerge withIsland National Bank and Trust

and needs of the community are consistent witfcompany, Palm Beach, Florida

approval. SUMMARY REPORT BY THE ATTORNEY GENERAL
(2-13-97)

Tri-City Bank and Trust Company, Blountville, ~ € Proposed transaction would not be signifi-

Tennessedo acquire assets and liabilities dhe ~ Cantly adverse to competition.

Kingsport, Tennessee branch of Greene County BAsiS FOR APPROVAL BY THE FEDERAL RESERVE

Bank, Greeneville, Tennessee (3-19-97)
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The applicant has assets of $557 million; the targelohnstown Bank & Trust Company, Johns-
has assets of $131 million. The parties operate itown, Pennsylvaniato acquire assets and liabili-
the same market. The banking factors and considies of three branches of National City Bank of
erations relating to the convenience and needs dfennsylvania, Pittsburgh, Pennsylvania

the community are consistent with approval. SUMMARY REPORT BY THE ATTORNEY GENERAL

(5-1-97)
Republic Security Bank, West Palm Beach, The proposed transaction would not be signifi-

Florida to merge withFamily Bank, Hallandale, cantly adverse to competition.

Florida BASIS FOR APPROVAL BY THE FEDERAL RESERVE

SUMMARY REPORT BY THE ATTORNEY GENERAL (5-9-97) . .

(3-10-97) The applicant has assets of $866 million; the tar-
. ... gets have assets of $72 million. The parties oper-

The proposed transactlo_n_ would not be SIgnIfI-ate in the same markets. The banking factors

cantly adverse to competition. and considerations relating to the convenience

Basis FOR APPROVAL BY THE FEDERAL RESERVE  and needs of the community are consistent with

(4-2-97) approval.

The applicant has assets of $326 million; the target

has assets of $231 million. The parties operate i@ecurity Savings Bank, Gowrie, lowato acquire

the same market. The banking factors and considissets and liabilities ofthe Boxholm, lowa,

erations relating to the convenience and needs g

. : ) ranch of Boone Bank & Trust Company,
the community are consistent with approval. Boone. lowa

SUMMARY REPORT BY THE ATTORNEY GENERAL

U.S. Bank of Utah, Salt Lake City, Utah to  (4-10-97) _ o
merge withSun Capital Bank, Saint George, T1he proposed transaction would not be signifi-

Utah cantly adverse to competition.

SUMMARY REPORT BY THE ATTORNEY GENERAL  DBASIS FOR APPROVAL BY THE FEDERAL RESERVE
(3-27-97) (5-14-97) -

The proposed transaction would not be signifi-The applicant has assets of $30 million; the target
cantly adverse to competition. has assets of $4 million. The parties do not operate

in the same market. The banking factors and con-
siderations relating to the convenience and needs
e?f the community are consistent with approval.

BASIS FOR APPROVAL BY THE FEDERAL RESERVE
(4-3-97)
The applicant has assets of $812 million; the targ
has assets of $73 million. The parties operate in ) o
the same market. The banking factors and consid?Uron Community Bank, East Tawas, Michi-
erations relating to the convenience and needs §@n 0 acquire assets and liabilities othe
the community are consistent with approval. Au Gres branch of Citizens Bank, Flint,
Michigan
SUMMARY REPORT BY THE ATTORNEY GENERAL
Minden Bank & Trust Company, Minden, (5-1-97)
Louisiana to merge withFirst Federal Savings The proposed transaction would not be signifi-

Bank, Shreveport, Louisiana cantly adverse to competition.

SUMMARY REPORT BY THE ATTORNEY GENERAL  BASIS FOR APPROVAL BY THE FEDERAL RESERVE
(4-10-97) (5-16-97)

The proposed transaction would not be signifi-The applicant has assets of $84 million; the target
cantly adverse to competition. has assets of $6 million. The parties do not operate
BasIs FOR APPROVAL BY THE FEDERAL Resgrve N the same market. The banking factors and con-
(4-29-97) siderations relating to the convenience and needs

The applicant has assets of $250 million; the targe?f the community are consistent with approval.
has assets of $36 million. The parties operate in

the same markets. The banking factors and considolonial Bank, Montgomery, Alabamato merge
erations relating to the convenience and needs afith Great Southern Bank, West Palm Beach,
the community are consistent with approval. Florida
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SUMMARY REPORT BY THE ATTORNEY GENERAL  BASIS FOR APPROVAL BY THE FEDERAL RESERVE

(5-13-97) (5-27-97)

The proposed transaction would not be signifi-The applicant has assets of $14 billion; the target
cantly adverse to competition. has assets of $888 million. The parties operate in
BASIS FOR APPROVAL BY THE FEDERAL Reserve the same market. The banking factors and consid-

(5-21-97) erations relating to the convenience and needs of

The applicant has assets of $5 billion; the targeth® community are consistent with approval.
has assets of $119 million. The parties do not
operate in the same market. The banking factorgulf Bank, Gulf Shores, Alabamato merge with

and considerations relating to the conveniencirst Bank of Baldwin County, Robertsdale,
and needs of the community are consistent witthjabama

approval.
pp SUMMARY REPORT BY THE ATTORNEY GENERAL

. (5-13-97)
Colonial Bank, Montgomery, Alabamato merge  The proposed transaction would not be- signifi-
with First Commerce Bank of Polk County, cantly adverse to competition.

Winter Haven, Florida
BASIS FOR APPROVAL BY THE FEDERAL RESERVE
SUMMARY REPORT BY THE ATTORNEY GENERAL (5-29-97)

(5-13-97) ) ... The applicant has assets of $40 million; the target
The proposed transaction would not be signifitas assets of $35 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
(5-21-97) needs of the community are consistent with

The applicant has assets of $5 billion; the targeapproval.

has assets of $106 million. The parties do not
operate in the same market. The banking factor,
and considerations relating to the convenienc
and needs of the community are consistent witl

approval.

ummit Bank, Hackensack, New Jerseyto

erge withCollective Bank, Egg Harbor City,

ew Jersey
SUMMARY REPORT BY THE ATTORNEY GENERAL
Consolidated Bank and Trust Company, Rich- (5-13-97) ) L
mond, Virginia to acquire assets and liabilities of 11€ Proposed transaction would not be signifi-
three branches of First Union National Bank of ~ cantly adverse to competition.
Virginia, Roanoke, Virginia BASIS FOR APPROVAL BY THE FEDERAL RESERVE
SUMMARY REPORT BY THE ATTORNEY GENERAL (5'29'97)_ -
(4-10-97) The applicant has assets of $21 billion; the target
The proposed transaction would not be signifi-has assets of $6 billion. The parties operate in the
cantly adverse to competition. same markets. The banking factors and consider-

ations relating to the convenience and needs of the
BASIS FOR APPROVAL BY THE FEDERAL RESERVE community are consistent with approval.

(5-22-97)

The applicant has assets of $95 million; the targets

have assets of $27 million. The parties operate ifrirst Security Bank of Nevada, Las Vegas,

the same market. The banking factors and considNevadato merge withAmerican Bank of Com-

erations relating to the convenience and needs dherce, Las Vegas, Nevada

the community are consistent with approval. SUMMARY REPORT BY THE ATTORNEY GENERAL
(5-23-97)

Banco Popular de Puerto Rico, Hato Rey, The proposed transaction would not be signifi-

Puerto Rico to merge withRoig Commercial cantly adverse to competition.

Bank, Humacao, Puerto Rico BASIS FOR APPROVAL BY THE FEDERAL RESERVE
SUMMARY REPORT BY THE ATTORNEY GENERAL  (5-30-97)

(3-27-97) The applicant has assets of $467 million; the target
The proposed transaction would not be signifihas assets of $318 million. The parties operate in
cantly adverse to competition. the same market. The banking factors and consid-
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erations relating to the convenience and needs dfhe proposed transaction would not be signifi-

the community are consistent with approval.

Fifth Third Bank, Cincinnati, Ohio to merge
with Suburban FSB, Cincinnati, Ohio

SUMMARY REPORT BY THE ATTORNEY GENERAL
(5-23-97)

cantly adverse to competition.

BASIS FOR APPROVAL BY THE FEDERAL RESERVE
(6-30-97)

The applicant has assets of $5 billion; the target
has assets of $4 billion. The parties operate in the
same markets. The banking factors and consider-

The proposed transaction would not be Signiﬁ_ations relating to the convenience and needs of the

cantly adverse to competition.

BAsIS FOR APPROVAL BY THE FEDERAL RESERVE
(6-12-97)

community are consistent with approval.

Triangle Bank, Raleigh, North Carolina to

The applicant has assets of $10 billion; the targeCauire assets and liabilities afight branches

has assets of $219 million. The parties operate i

ﬁf United Carolina Bank, Whiteville, North

the same market. The banking factors and consid=aolina and two branches of Branch Bank-

erations relating to the convenience and needs

the community are consistent with approval.

1st United Bank, Boca Raton, Floridato merge
with Seaboard Savings Bank, F.S.B., Stuart,
Florida

SUMMARY REPORT BY THE ATTORNEY GENERAL
(5-23-97)

The proposed transaction would not be signifi

cantly adverse to competition.

BAsIS FOR APPROVAL BY THE FEDERAL RESERVE
(6-17-97)

dpg and Trust Company, Winston-Salem,
North Carolina

SUMMARY REPORT BY THE ATTORNEY GENERAL
(7-2-97)

The proposed transaction would not be signifi-
cantly adverse to competition.

BASIS FOR APPROVAL BY THE FEDERAL RESERVE
(7-1-97)

_The applicant has assets of $1 billion; the targets
have assets of $215 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 applicant has assets of $716 million; the target

has assets of $75 million. The parties operate in . ) o

the same market. The banking factors and consid-I'St Community Bank of Southwest Virginia,
erations relating to the convenience and needs JfC-, Tazewell, Virginia to acquire assets and

the community are consistent with approval.

United Bank, Arlington, Virginia to merge with
Patriot National Bank, Reston, Virginia

SUMMARY REPORT BY THE ATTORNEY GENERAL
(5-23-97)

liabilities of the Clintwood, Virginia, branch of
First Virginia Bank-Mountain Empire, Damas-
cus, Virginia; the Pound, Virginia, branch of
Premier Bank-Central, N.A., Honaker, Vir-
ginia; and the Fort Chiswell, Virginia, branch
of Premier Bank-South, N.A., Wytheville,
Virginia

The proposed transaction would not be signifi- v ivary REPORT BY THE ATTORNEY GENERAL

cantly adverse to competition.

BAsIS FOR APPROVAL BY THE FEDERAL RESERVE
(6-20-97)

(7-2-97)
The proposed transaction would not be signifi-
cantly adverse to competition.

The applicant has assets of $122 million; the targeg , ;s ror APPROVAL BY THE FEDERAL RESERVE

has assets of $189 million. The parties operate i
the same market. The banking factors and consi

-9-97)
he applicant has assets of $53 million; the targets

erations relating to the convenience and needs ¢f;ve assets of $46 million. The parties do not

the community are consistent with approval.

Marshall & llsley Bank, Milwaukee, Wisconsin
to merge withSecurity Bank SSB, Milwaukee,
Wisconsin

SUMMARY REPORT BY THE ATTORNEY GENERAL
(7-17-97)

operate in the same market. The banking factors
and considerations relating to the convenience
and needs of the community are consistent with
approval.

Centura Bank, Rocky Mount, North Carolina
to acquire assets and liabilities ofine branches
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of United Carolina Bank, Whiteville, North BASIS FOR APPROVAL BY THE FEDERAL RESERVE
Carolina, and five branches of Branch Banking (7-31-97)

and Trust Company, Winston-Salem, North The applicant has assets of $1 billion; the targets
Carolina have assets of $752,000. The parties operate in
SUMMARY REPORT BY THE ATTORNEY GENERAL € same mal_’ket. The banking _factors and consid-
(7-2-97) erations relating to the convenience and needs of

The proposed transaction would not be signifiin® community are consistent with approval.
cantly adverse to competition.

%P:ilgg(;l; APPROVAL BY THE FEDERAL RESERVE Florida to merge withEnterprise National Bank
The applicant has assets of $6 billion; the targetgf Sarasota, Sarasota, Florida
have assets of $200 million. The parties operate ifUMMARY REPORT BY THE ATTORNEY GENERAL
the same markets. The banking factors and consid?-17-97) _ o
erations relating to the convenience and needs dihe proposed transaction would not be signifi-
the community are consistent with approval. cantly adverse to competition.

BASIS FOR APPROVAL BY THE FEDERAL RESERVE
Vectra Bank, Denver, Coloradoto merge with (7-31-97)

Provident Bank of Florida, Apollo Beach,

Professional Bank, Denver, Colorado The applicant has assets of $49 million; the target

SUMMARY REPORT BY THE ATTORNEY GENEraL  Das assets of $163 million. The parties do not

(7-17-97) operate in the same market. The banking factors

The proposed transaction would not be Signiﬁ_and considerations relating to the co_nvenien_ce

cantly adverse to competition. and needs of the community are consistent with
approval.

BASIS FOR APPROVAL BY THE FEDERAL RESERVE
(7-16-97) )
The applicant has assets of $580 million; the targetClonial Bank, Montgomery, Alabamato merge
has assets of $85 million. The parties operate ivith First Independence Bank of Florida,
the same market. The banking factors and consid-0"t Myers, Florida
erations relating to the convenience and needs (fUMMARY REPORT BY THE ATTORNEY GENERAL
the community are consistent with approval. (8-5-97)

The proposed transaction would not be signifi-
Fifth Third Bank Cincinnati, Cincinnati, Ohio  cantly adverse to competition.
to acquire assets and liabilities dfve branches  Bxsis ForR APPROVAL BY THE FEDERAL RESERVE
of Great Lakes National Bank, Hamilton, Ohio  (8-6-97)

SuMMARY REPORT BY THE ATTORNEY GENERAL The applicant has assets of $6 billion; the target

(7-17-97) has assets of $74 million. The parties do not
The proposed transaction would not be signifioperate in the same market. The banking factors
cantly adverse to competition. and considerations relating to the convenience

BASIS FOR APPROVAL BY THE FEDERAL RESERVE and needs of the community are consistent with

(7-31-97) approval.

The applicant has assets of $10 billion; the targets o o

have assets of $17 million. The parties operate ifResource Bank, Virginia Beach, Virginia to

the same market. The banking factors and considierge with Eastern American Bank, F.S.B.,

erations relating to the convenience and needs dferndon, Virginia

the community are consistent with approval. SUMMARY REPORT BY THE ATTORNEY GENERAL
(8-5-97)

Fifth Third Bank Columbus, Columbus, Ohio  The proposed transaction would not be signifi-

to acquire assets and liabilities dfiree branches cantly adverse to competition.

of Great Lakes National Bank, Hamilton, Ohio g, s For APPROVAL BY THE FEDERAL RESERVE

SUMMARY REPORT BY THE ATTORNEY GENERAL  (8-7-97)

(7-17-97) The applicant has assets of $115 million; the target
The proposed transaction would not be signifihas assets of $87 million. The parties do not
cantly adverse to competition. operate in the same market. The banking factors
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and considerations relating to the conveniencdlinnesota, branch of TCF National Bank,
and needs of the community are consistent witiMinneapolis, Minnesota

approval. SUMMARY REPORT BY THE ATTORNEY GENERAL

(8-25-97)
Community Bank & Trust Company, Neosho, The proposed transaction would not be signifi-
Missouri to merge withCitizens State Bank, cantly adverse to competition.

Galena, Missouri BASIS FOR APPROVAL BY THE FEDERAL RESERVE
SUMMARY REPORT BY THE ATTORNEY GENERAL  (8-28-97)

(8-5-97) The applicant has assets of $28 million; the target
The proposed transaction would not be signifihas assets of $14 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

(8-12-97) and needs of the community are consistent with

The applicant has assets of $202 million; the targeqlpproval.

has assets of $18 million. The parties operate in _

the same market. The banking factors and consid=irst Community Bank, Inc., Buckhannon,
erations relating to the convenience and needs d/est Virginia to acquire assets and liabilities of

the community are consistent with approval. ~ the Man, West Virginia, branch of The Hun-
tington National Bank, Columbus, Ohio

Colonial Bank, Montgomery, Alabamato merge SUMMARY REPORT BY THE ATTORNEY GENERAL

with Dadeland Bank, Miami, Florida 9-9-97) ) o
The proposed transaction would not be signifi-

SUMMARY REPORT BY THE ATTORNEY GENERAL cantly adverse to competition.

(8-25-97)
The proposed transaction would not be signifiBASIS FOR APPROVAL BY THE FEDERAL RESERVE
cantly adverse to competition. 9-4-97)

The applicant has assets of $341 million; the target
has assets of $51 million. The parties do not
(8-20-97) I operate in the same market. The banking factors
The applicant has assets of $4 billion; the targel g ¢ongjderations relating to the convenience

- - Obnd needs of the community are consistent with
operate in the same market. The banking faCtorépproval.

and considerations relating to the convenience
and needs of the community are consistent witl
approval.

BASIS FOR APPROVAL BY THE FEDERAL RESERVE

Q:itizens Commercial Bank & Trust Company,
Celina, Ohio to acquire assets and liabilities of

eleven branches of KeyBank, N.A., Cleveland,
Santa Barbara Bank and Trust, Santa Barbara, Qhio

California to merge withCitizens State Bank of

. . MMARY REPORT BY THE ATTORNEY GENERAL
Santa Paula, Santa Paula, California Su o G

(9-9-97)
SUMMARY REPORT BY THE ATTORNEY GENERAL  The proposed transaction would not be signifi-
(7-17-97) cantly adverse to competition.

The proposed transaction would not be signifi-BASIS FOR APPROVAL BY THE FEDERAL RESERVE
cantly adverse to competition.

(9-8-97)
BASIS FOR APPROVAL BY THE FEDERAL RESERVE — The applicant has assets of $215 million; the tar-
(8-21-97) gets have assets of $364 million. The parties oper-

The applicant has assets of $1 billion; the targehte in the same market. The banking factors
has assets of $86 million. The parties operate iand considerations relating to the convenience

the same market. The banking factors and considand needs of the community are consistent with
erations relating to the convenience and needs @fpproval.

the community are consistent with approval.

Crestar Bank, Richmond, Virginia to merge with
LeSueur State Bank, LeSueur, Minnesotato  American National Savings Bank, F.S.B., Balti-
acquire assets and liabilities ofthe Cloquet, more, Maryland
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SUMMARY REPORT BY THE ATTORNEY GENERAL  BASIS FOR APPROVAL BY THE FEDERAL RESERVE

(9-9-97) (9-30-97)

The proposed transaction would not be signifi-The applicant has assets of $624 million; the target
cantly adverse to competition. has assets of $238 million. The parties do not
BASIS FOR APPROVAL BY THE FEDERAL Resgrve  OPErate in the same market. The banking factors

(9-8-97) and considerations relating to the convenience

The applicant has assets of $22 billion; the targeRNd needs of the community are consistent with

has assets of $509 million. The parties operate ifPProval-

the same market. The banking factors and consid-

erations relating to the convenience and needs @ommunity Bank & Trust Company, Neosho,

the community are consistent with approval. Missouri to acquire assets and liabilities d#vo
branches of Citizens Bank of Missouri, Carl

F&M Bank—Portage County, Stevens Point, Junction, Missouri

Wisconsinto acquire assets and liabilities #ieé ¢ vivary REPORT BY THE ATTORNEY GENERAL

Antigo branch of Security Bank, S.S.B., Mil- (9-25-97)

waukee, Wisconsin The proposed transaction would not be signifi-
SuMMARY REPORT BY THE ATTORNEY GENERAL  cantly adverse to competition.

(9-25-97) i ... BAsIS FOR APPROVAL BY THE FEDERAL RESERVE
The proposed transaction would not be S|gn|f|—(10_3_97)

cantly adverse to competition. The applicant has assets of $202 million; the tar-
Basis FOR APPROVAL BY THE FEDERAL RESERVE  gets have assets of $34 million. The parties oper-
(9-11-97) ate in the same market. The banking factors
The applicant has assets of $75 million; the targeand considerations relating to the convenience
has assets of $295,000. The parties do not operaéed needs of the community are consistent with
in the same market. The banking factors and corapproval.

siderations relating to the convenience and needs

of the community are consistent with approval. Centura Bank, Rocky Mount, North Carolina

) to acquire assets and liabilities offive
First Farmers Bank & Trust Company, Con-  pranches of NationsBank, N.A., Charlotte,
verse, Indianato acquire assets and liabilities of North Carolina
the Sheridan, Indiana, branch of NBD Bank,

N.A., Indianapolis, Indiana (Slucl)\/[?gl% REPORT BY THE ATTORNEY GENERAL
SUMMARY REPORT BY THE ATTORNEY GENERAL  The proposed transaction would not be signifi-
(9-9-97) ) .. cantly adverse to competition.

The proposed transaction would not be signifi-

cantly adverse to competition. EAOSIE l;(;l; APPROVAL BY THE FEDERAL RESERVE
BasIs FOR APPROVAL BY THE FEDERAL RESERVE  Thg gpplicant has assets of $7 billion; the targets
(9-29-97) have assets of $73 million. The parties operate in

The applicant has assets of $154,000; the targ@he same markets. The banking factors and consid-
has assets of $28 million. The parties do Nokrations relating to the convenience and needs of
operate in the same market. The banking factorg,q community are consistent with approval.

and considerations relating to the convenience

and needs of the community are consistent with

approval. Weststar Bank, Vail, Colorado to merge with
Western Community Bank, Cedaredge,
Colorado

Republic Security Bank, West Palm Beach,
Florida to merge withCounty National Bank of =~ SUMMARY REPORT BY THE ATTORNEY GENERAL
South Florida, North Miami Beach, Florida (10-1-97)

SUMMARY REPORT BY THE ATTORNEY GENERaL  TH€ proposed transaction would not be signifi-
(10-9-97) cantly adverse to competition.

The proposed transaction would not be signifiBAsis FOR APPROVAL BY THE FEDERAL RESERVE
cantly adverse to competition. (10-9-97)
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The applicant has assets of $148 million; the targegrations relating to the convenience and needs of
has assets of $44 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 of
the community are consistent with approval. Community Bank and Trust Company, Forest
City, Pennsylvaniato acquire assets and liabili-

. . . ) ties of the Factoryville and Enyon branches
Citizens Banking Company, Salineville, Ohiot0 ot First Union National Bank, Avondale,
acquire assets and liabilities dfiree branches of Pennsylvania

Metropolitan Savings Bank of Ohio, Youngs-
town. Ohio SUMMARY REPORT BY THE ATTORNEY GENERAL

(10-9-97)
SUMMARY REPORT BY THE ATTORNEY GENERAL  The proposed transaction would not be signifi-

(10-1-97) . .. cantly adverse to competition.
The proposed transaction would not be signifi-
cantly adverse to competition. BAsIS FOR APPROVAL BY THE FEDERAL RESERVE

(10-24-97)
BAsIS FOR APPROVAL BY THE FEDERAL RESERVE  The gpplicant has assets of $356,000; the targets
(10-10-97) I have assets of $22 million. The parties operate in
The applicant has assets of $1 billion; the targetg,o same market. The banking factors and consid-

have assets of $66 million. The parties do nogyations relating to the convenience and needs of
operate in the same market. The banking factorg,q community are consistent with approval.
and considerations relating to the convenience

and needs of the community are consistent with

approval. Centura Bank, Rocky Mount, North Carolina
to acquire assets and liabilities dfe Bakersville,
North Carolina, branch of First Union National

Compass Bank, Birmingham, Alabama to -
Bank, Charlotte, Pennsylvania

merge withGainesville State Bank, Gainesville,

Florida SUMMARY REPORT BY THE ATTORNEY GENERAL
SUMMARY REPORT BY THE ATTORNEY GENERAL (10-9-97) . o
(10-1-97) 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 (11'10-97_) -
(10-10-97) The applicant has assets of $7 billion; the target

The applicant has assets of $7 billion; the targef!as @ssets of $22 million. The parties operate in
has assets of $206 million. The parties do noth® Same market. The banking factors and consid-
operate in the same market. The banking factorgrations relating to the convenience and needs of
and considerations relating to the conveniencd® community are consistent with approval.

and needs of the community are consistent with

approval. Colonial Bank, Montgomery, Alabamato merge

with Ashville Savings Bank, Ashville, Alabama
C!tlzen_s Bank, LaWt_on, Oklahoma to merge SUMMARY REPORT BY THE ATTORNEY GENERAL
with First Commercial Bank, SSB, Lawton, (11-17-97)
Oklahoma The proposed transaction would not be signifi-
SUMMARY REPORT BY THE ATTORNEY GENERAL cantly adverse to competition.

(10-29-97) ) . ... BASIS FOR APPROVAL BY THE FEDERAL RESERVE
The proposed transaction would not be 5|gn|f|-(11_19_97)

cantly adverse to competition. The applicant has assets of $5 billion; the target
BAsIS FOR APPROVAL BY THE FEDERAL RESERVE  has assets of $142 million. The parties do not
(10-22-97) operate in the same market. The banking factors

The applicant has assets of $121 million; the targeand considerations relating to the convenience
has assets of $42 million. The parties operate imnd needs of the community are consistent with
the same market. The banking factors and considapproval.
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Colonial Bank, Montgomery, Alabamato merge
with First Central Bank, St. Petersburg, Florida

SUMMARY REPORT BY THE ATTORNEY GENERAL
(11-17-97)

SUMMARY REPORT BY THE ATTORNEY GENERAL
(11-26-97)

The proposed transaction would not be signifi-
cantly adverse to competition.

The proposed transaction would not be signifiBAsis FOR APPROVAL BY THE FEDERAL RESERVE

cantly adverse to competition.

BASIS FOR APPROVAL BY THE FEDERAL RESERVE
(11-19-97)

The applicant has assets of $5 hillion; the targeih

(12-2-97)

The applicant has assets of $1 billion; the targets
have assets of $230 million. The parties operate in
e same markets. The banking factors and consid-

has assets of $55 million. The parties do nofrations relating to the convenience and needs of
operate in the same market. The banking factord!® community are consistent with approval.

and considerations relating to the convenience

and needs of the Communlty are consistent WlﬂAtlantiC Bank’ Ocean C|ty’ Maryland to acquire

approval.

Colonial Bank, Montgomery, Alabamato merge
with First National Bank at Bonita Springs,
Bonita Springs, Florida

SUMMARY REPORT BY THE ATTORNEY GENERAL
(11-21-97)

assets and liabilities athree branches of Signet
Bank, Richmond, Virginia

SUMMARY REPORT BY THE ATTORNEY GENERAL
(11-21-97)

The proposed transaction would not be signifi-
cantly adverse to competition.

BASIS FOR APPROVAL BY THE FEDERAL RESERVE

The proposed transaction would not be signifi{12-5-97)

cantly adverse to competition.

BASIS FOR APPROVAL BY THE FEDERAL RESERVE
(11-19-97)

The applicant has assets of $57 million; the targets
have assets of $75 million. The parties operate in
the same market. The banking factors and consid-

The applicant has assets of $5 billion; the targefrations relating to the convenience and needs of
has assets of $245 million. The parties do not€ community are consistent with approval.
operate in the same market. The banking factors

and considerations relating to the convenienc&armers Bank of Maryland, Annapolis, Mary-

and needs of the community are consistent withand to acquire assets and liabilities dahree

approval.

Sabina Bank, Sabina, Ohicto acquire assets and
liabilities of the Ada and Waynesfield branches
of Fifth Third Bank of Western Ohio, Dayton,
Ohio

SUMMARY REPORT BY THE ATTORNEY GENERAL
(11-26-97)

branches of Signet Bank, Richmond, Virginia
SUMMARY REPORT BY THE ATTORNEY GENERAL
(11-21-97)

The proposed transaction would not be signifi-
cantly adverse to competition.

BASIS FOR APPROVAL BY THE FEDERAL RESERVE
(12-5-97)

The applicant has assets of $840 million; the tar-

The proposed transaction would not be signifigets have assets of $46 million. The parties oper-

cantly adverse to competition.

BASIS FOR APPROVAL BY THE FEDERAL RESERVE
(11-26-97)

ate in the same market. The banking factors and
considerations relating to the convenience and
needs of the community are consistent with

The applicant has assets of $36 million; the target@PProval.

have assets of $31 million. The parties do not

operate in the same market. The banking factorgirst virginia Bank of Tidewater, Norfolk, Vir-
and considerations relating to the conveniencginja to acquire assets and liabilities othe
and needs of the community are consistent With\appsville, Virginia, branch of Signet Bank,

approval.

Bancfirst, Oklahoma City, Oklahoma to acquire
assets and liabilities ofeleven branches of
NationsBank NA, Charlotte, North Carolina

Richmond, Virginia

SUMMARY REPORT BY THE ATTORNEY GENERAL
(11-21-97)

The proposed transaction would not be signifi-
cantly adverse to competition.
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BAsIS FOR APPROVAL BY THE FEDERAL RESERVE
(12-5-97)

First State B&TC of Larned, Larned, Kansas
to acquire assets and liabilities ohe Pratt and

The applicant has assets of $477 million; the targeluka branches of NationsBank NA, Charlotte,
has assets of $26 million. The parties operate iftNorth Carolina

the same market. The banking factors and consids;;\viary REPORT BY THE ATTORNEY GENERAL
erations relating to the convenience and needs ?&2—10—97)

the community are consistent with approval.

Citizens Banking Company, Salineville, Ohiato
merge withUnibank, Steubenville, Ohio

SUMMARY REPORT BY THE ATTORNEY GENERAL
(12-10-97)

The proposed transaction would not be signifi
cantly adverse to competition.

BAsIS FOR APPROVAL BY THE FEDERAL RESERVE
(12-8-97)

The applicant has assets of $1 billion; the targetolonial Bank Montgomery

The proposed transaction would not be signifi-
cantly adverse to competition.

BASIS FOR APPROVAL BY THE FEDERAL RESERVE
(12-10-97)

The applicant has assets of $56 million; the targets
have assets of $17 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.

Alabamato merge

has assets of $220 million. The parties operate ifyit, ynited American Bank of Central Florida,

the same markets. The banking factors and consi
erations relating to the convenience and needs
the community are consistent with approval.

Compass Bank, Birmingham, Alabama to
merge withWest University Bank, N.A., Hous-
ton, Texas

SUMMARY REPORT BY THE ATTORNEY GENERAL
(11-26-97)

The proposed transaction would not be signifi
cantly adverse to competition.

BASIS FOR APPROVAL BY THE FEDERAL RESERVE
(12-10-97)

Q?rlando, Florida
[0}
SUMMARY REPORT BY THE ATTORNEY GENERAL

(12-10-97)
The proposed transaction would not be signifi-
cantly adverse to competition.

BASIS FOR APPROVAL BY THE FEDERAL RESERVE
(12-11-97)

The applicant has assets of $5 billion; the target
has assets of $238 million. The parties do not
“operate in the same market. The banking factors
and considerations relating to the convenience
and needs of the community are consistent with
approval.

The applicant has assets of $8 billion; the target

has assets of $66 million. The parties operate in, . ) )

the same market. The banking factors and consid=apital City Bank, Tallahassee, Florida to
erations relating to the convenience and needs &@cduire assets and liabilities dive branches of

the community are consistent with approval.

Farmers and Merchants Bank, Stuttgart,
Arkansas to acquire assets and liabilities dhe
DeValls Bluff, Arkansas, branch of Union
Planters NB, Memphis, Tennessee

SUMMARY REPORT BY THE ATTORNEY GENERAL
(11-21-97)

The proposed transaction would not be signifi
cantly adverse to competition.

BASIS FOR APPROVAL BY THE FEDERAL RESERVE
(12-10-97)

The applicant has assets of $162 million; the targe

has assets of $13 million. The parties operate i

First Federal Savings and Loan Association of
Florida, Lakeland, Florida

SUMMARY REPORT BY THE ATTORNEY GENERAL
(12-30-97)

The proposed transaction would not be signifi-
cantly adverse to competition.

BASIS FOR APPROVAL BY THE FEDERAL RESERVE
(12-17-97)

The applicant has assets of $867 million; the tar-
gets have assets of $61 million. The parties oper-
ate in the same market. The banking factors
and considerations relating to the convenience
nd needs of the community are consistent with

a pproval.

the same market. The banking factors and consid-

erations relating to the convenience and needs
the community are consistent with approval.

&fing George State Bank, King George, Vir-
ginia to acquire assets and liabilities obne
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branch of First Union National Bank, Char-  operate in the same market. The banking factors
lotte, Virginia and considerations relating to the convenience

SUMMARY REPORT BY THE ATTORNEY GENprarl  @nd needs of the community are consistent with
(12-17-97) approval.

The proposed transaction would not be signifi- L
cantly adverse to competition. Compass Bank, Birmingham, Alabama to

merge with Fidelity Bank, N.A., University
BASIS FOR APPROVAL BY THE FEDERAL RESERVE Park, Texas

(12-17-97)

The applicant has assets of $53 million; the targ

has assets of $18 million. The parties operate i 12-11-97) ) o

the same market. The banking factors and consid-"€ Proposed transaction would not be signifi-

erations relating to the convenience and needs &@ntly adverse to competition.

the community are consistent with approval. BASIS FOR APPROVAL BY THE FEDERAL RESERVE
(12-18-97)

Northern Neck State Bank, Warsaw, Virginiato  The applicant has assets of $8 billion; the target

acquire assets and liabilities dfix branches of has assets of $318 million. The parties do not

First Union National Bank, Charlotte, Virginia operate in the same market. The banking factors

SUMMARY REPORT BY THE ATTORNEY GENEral and considerations relating to the convenience

(12-17-97) and needs of the community are consistent with

The proposed transaction would not be signifi-@PProval.
cantly adverse to competition.

UMMARY REPORT BY THE ATTORNEY GENERAL

BASIS FOR APPROVAL BY THE FEDERAL RESERVE
(12-17-97)

The applicant has assets of $143 million; the tar-
gets have assets of $68 million. The parties do not

Table 16 continued on next page.
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Mergers Approved Involving Wholly Owned  porate reorganization. The Board of Governors,
Subsidiaries of the Same Bank Holding the Federal Reserve Bank, or the Secretary of the
Company Board of Governors, whichever approved the

The following transactions involve banks that areapplication, determined that the competitive
subsidiaries of the same bank holding company. Igffects of the proposed transaction, the financial
each case, the Summary Report by the Attornegnd managerial resources and prospects of the
General indicates that the transaction would nobanks concerned, as well as the convenience and
have a significantly adverse effect on competitiomeeds of the community to be served were consis-
because the proposed merger is essentially a caent with approval.

Assets
Institution? (millions aDatr%\?;
of dollars) PP
Pullman Bank and Trust Company, Chicago, lllinois.............. . 317 1-9-97
Merger
Pullman Bank of Commerce & Industry, Chicago, lllinois......... 152
Farmers Bank of Maryland, Annapolis, Maryland.................. . 576 1-22-97
Merger
First Virginia Bank—Central Maryland, Bel Air, Maryland.......... 268
Crestar Bank, Vienna, Virginia.............coooiiiiiiiiiiieennnnn. .. 18,300 1-29-97
Merger
Citizens Bank of Maryland, Laurel, Maryland...................... . 3,900
Citizens Bank of Washington, N.A., Washington, D.C............. 285
La Salle State Bank, La Salle, lllinois................cooevvveen. .. 71 2-13-97
Merger
Community Bank of Utica, Utica, Illinois........................... . 13
Adams B&TC, Ogallala, Nebraska ...............coooiiiiiiin.. . 174 2-19-97
Merger
First State Bank, Lodgepole, Nebraska..................c..oooo.t .. 12
Manufacturers and Traders Trust Company, Buffalo, New York .. 10,854 2-28-97
Merger
The East New York Savings Bank, Brooklyn, New York........... 2,041
First Bank of Arkansas, Jonesboro, Arkansas..................... . 411 3-27-97
Merger
First Bank of Arkansas, Wynne, Arkansas......................... . 52
Pointe Bank, Pembroke Pines, Florida............................. .. 50 3-28-97
Merger
Pointe Federal Savings Bank, Boca Raton, Florida................ . 108
AmSouth Bank of Alabama, Birmingham, Alabama............... . 10,400 4-14-97
Merger
AmSouth Bank of Florida, Tampa, Florida......................... . 7,000
AmSouth Bank of Georgia, Rome, Georgia....................... . 325
AmSouth Bank of Tennessee, Chattanooga, Tennessee......... 1,100
AmSouth Bank of Walker County, Jasper, Alabama............... . 65
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Assets
Institutiont (millions Date of
of dollars) approval
Mercantile Bank of Topeka, Topeka, Kansas..................... . 322 4-22-97
Merger
Mercantile Bank, Overland, Kansas.................cocvvvvinnnn. . 2,008
Old Kent Bank, Grand Rapids, Michigan.......................... . 10,614 4-24-97
Merger
The Algonac Savings Bank, Algonac, Michigan................... . 124
The Commercial and Savings Bank of St. Clair County,
St. Clair, Michigan ... 257
Bank of White Sulphur Springs, White Sulphur Springs,
WesSt Virginia . .....ooeeeee .. 69 4-28-97
Merger
Bank of Marlinton, Marlinton, West Virginia....................... . 60
M&l Madison Bank, Madison, Wisconsin......................... . 1,628 4-28-97
Merger
Mé&l Bank Southwest, Spring Green, Wisconsin.................. . 321
M&I Bank of Janesville, Janesville, Wisconsin.................... . 391 5-2-97
Merger
M&I Bank of Beloit, Beloit, Wisconsin................coccoveiinn.. . 142
Mé&l Bank of Delavan, Delavan, Wisconsin....................... . 110
Dacotah Bank, Aberdeen, South Dakota......................eee. . 179 5-5-97
Merger
Dacotah Bank, Clark, South Dakota................cccvvvvvvinnnn. . 66
Dacotah Bank, Faulkton, South Dakata...................ooevu. . 23
Dacotah Bank, Lemmon, South Dakota........................... . 73
Dacotah Bank, Mobridge, South Dakota.......................... . 54
Dacotah Bank, Webster, South Dakota............................ . 45
First Virginia Bank—Southwest, Roanoke, Virginia................ . 486 5-5-97
Merger
First Virginia Bank—Highlands, Covington, Virginia............... . 128
The George Mason Bank, Fairfax, Virginia....................... . 784 5-7-97
Merger
George Mason Bank, National Association, Bethesda, Maryland 99
Colonial Bank, Montgomery, Alabama..................ccoooiii.t L. 4,156 5-14-97
Merger
Colonial Bank, Ardmore, TENNESSEE. ..........uuuuiiiiaiannannnn. . 98
Colonial Bank, Orlando, Florida..............cooviiiiiiiiiaa., . 291
Colonial Bank, Lawrenceville, Georgia............ccoovevviiiaan.. . 487
First Interstate Bank of Commerce, Billings, Montana........... 1,054 5-14-97
Merger
First Interstate Bank of Montana, N.A., Kalispell, Montana......| 294
Mountain Bank, Whitefish, Montana...................c.oooooee .. 70
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Assets
Institutiont (millions Date of
of dollars) approval
Citizens Bank, Flint, Michigan..............ccoooiiiiiiinnnn. .. 3,300 5-16-97
Merger
City Bank and Trust Company, Jackson, Michigan............... . 470
City Bank, St. Johns, Michigan. .............coiiiiiiiinneaann. . 209
CB-North, Charlevoix, Michigan..................coooiiiiiinn . .. 184
WestAmerica Bank, San Rafael, California....................... . 2,400 5-27-97
Merger
Valliwide Bank, Fresno, California.................ccoooviiiiiinn. . 1,300
Fifth Third Bank of Western Ohio, Piqua, Ohio.................... . 1,000 5-29-97
Merger
Fifth Third Cincinnati (29 branches), Cincinnati, Ohio............ 865
Mercantile Bank, Overland Park, Kansas......................... . 2,008 6-10-97
Merger
Mark Twain Bank Kansas City, Kansas City, Missouri........... 322
ElDorado Bank, Tustin, California.......................ooooo . 404 6-11-97
Merger
Commerce Security Bank, Sacramento, California............... . 252
Liberty National Bank, Huntington, California.....................| . 149
San Dieguito National Bank, Encinitas, California................ . 58
Old Kent Bank, Grand Rapids, Michigan.......................... . 10,614 6-13-97
Merger
Old Kent Bank, Elmhurst, llinois...............oooiiinnn .. 2,189
M&I Marshall & lisley Bank, Milwaukee, Wisconsin.............. 5,184 6-30-97
Merger
M&I Bank Eagle River, Eagle River, Wisconsin................... . 140
M&I Bank Fox Valley, Appleton, Wisconsin....................... . 715
M&l Bank NE, Green Bay, Wisconsin.............cccooevevennnn.. . 662
M&I Bank of Menomonee Falls, Menomonee Falls, Wisconsin.. 265
Mé&l Bank of Racine, Racine, Wisconsin................ccooooeeee . 138
M&I Bank of Shawano, Shawano, Wisconsin.................... . 162
M&I Bank S Central, Watertown, Wisconsin. ..................... . 224
M&l Central State Bank, Ripon, Wisconsin....................... . 365
M&I First American Bank, Wausau, Wisconsin.................... . 401
Mé&l Lake Country Bank, Hartland, Wisconsin..................... . 253
M&I Merchants Bank, Rhinelander, Wisconsin.................... . 242
OmniBank, Macomb, IlliN0IS............ccooiiiiiiiiiiiii . 105 7-31-97
Merger
Farmers State Bank of Ferris, Ferris, lllinais...................... . 45
Tiskilwa State Bank, Tiskilwa, llinois.................cooooiiiiin. . 24 7-31-97
Merger
Tampico National Bank, Tampico, Illinois......................... . 17
First National Bank of Manlius, Manlius, Illinois................... . 55
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Assets
Institutiont (millions :atr(z\(l);
of dollars) PP

UnionBank, Streator, liNOIS..............cooiiiiiiiiii s . 269 7-31-97
Merger
UnionBank Sandwich, Sandwich, Illinois.......................... . 40
First Virginia Bank—Southwest, Roanoke, Virginia................ . 614 8-6-97
Merger
Premier Bank—South, National Association, Wytheville, Virginia. 225
The Provident Bank, Cincinnati, Ohig...................ocoeeuan. .. 6,600 8-14-97
Merger
The Provident Bank of Kentucky, Alexandria, Kentucky.......... 269
Compass Bank, Birmingham, Alabama............................ .. 6,000 8-20-97
Merger
Compass Bank, Jacksonville, Florida.....................oooeui. .. 1,200
Citizens Commercial Bank & Trust Company, Celina, Ohio...... 215 8-22-97
Merger
Van Wert National Bank, Van Wert, Ohio......................... . 127
First Bank of Hennessey, Hennessey, Oklahama................. . 172 8-28-97
Merger
The Peoples National Bank of Kingfisher, Kingfisher, Oklahoma 148
Capital City Bank, Tallahassee, Florida........................... . 851 8-29-97
Merger
Levy County State Bank, Chiefland, Florida...................... . 81
Farmers & Merchants Bank of Trenton, Trenton, Florida........ 37
Branford State Bank, Branford, Florida............................ . 30
F&M Bank—Fennimore, Fennimore, Wisconsin.................... . 47 9-4-97
Merger
F&M Bank—Potosi, Potosi, Wisconsin............ccoovvvvinin... .. 33
F&M Bank—Lancaster, Lancaster, Wisconsin..................... . 43
Mercantile Bank, Overland, Kansas...............ccovvvvieeinn... .. 3,172 9-11-97
Merger
Roosevelt Bank, Chesterfield, Missouri...................cuun. . 679
Johnstown Bank & Trust Company, Johnstown, Pennsylvania .. 949 9-17-97
Merger
Laurel Bank, Ebensburg, Pennsylvania........................... . 233
Fayette Bank, Uniontown, Pennsylvania.......................... . 355
First Virginia Bank—Clinch Valley, Richlands, Virginia............ 80 9-23-97
Merger
Premier Bank, National Association, Tazewell, Virginia.......... 199
First Virginia Bank—Mountain Empire, Damascus, Virginia......| 115 9-23-97
Merger
Premier Bank—Central, N.A., Honaker, Virginia................... . 307
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Assets
Institutiont (millions fatr%\?;l
of dollars) PP

First Bank, Creve Coeur, MiSSOU ........uvvviieeiieiineninennnns . 873 10-16-97
Merger
First Bank, O’Fallon, llliN0IS. ........c.ccovviiiii i . 824
Omni Bank, Macomb, IlliN0iS............ccooiiiiiiii i .. 100 10-23-97
Merger
Farmers State Bank of Ferris, Ferris, lllinais...................... . 47
First Interstate Bank, Billings, Montana............................ . 1,449 10-29-97
Merger
First Interstate Bank, fsb, Hamilton, Montana.................... . 4
Alabama Exchange Bank, Tuskegee, Alabama..................| . 47 11-12-97
Merger
First National Bank of Ashland, Ashland, Alabama............... . 56
Southern California Bank, Anaheim, California.................... . 508 11-13-97
Merger
National Bank of Southern California, Newport Beach, California .. 452

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 Non-Operating  of 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 (orthe® 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 indi_effects and_that the flnanual_ factors and consider-
cates that the transaction will merely combine arftions relating to the convenience and needs of the
existing bank with a non-operating institution; jn COMMUunity were consistent with approval.
consequence, and without regard to the acquisition

Assets
Institution® (millions aDat'%\(l);
of dollars)? pp

Blue Ridge Bank, Sparta, North Carolina.......................... . 106 3-12-97
Merger
Blue Ridge Acquisition Bank, Inc., Sparta, North Carolina........
Guaranty Bank, Charlottesville, Virginia.................vunn. . e 4-15-97
Merger
Guaranty Savings & Loan, F.A., Charlottesville, Virginia........... 115
Quad City Bank and Trust Company, Bettendorf, lowa........... 140 5-29-97
Merger
Quad City Bank and Trust Company-lllinois, Moline, lowa........
New North Shore Bank, Duluth, Minnesota........................ . C 7-17-97
Merger
North Shore Bank of Commerce, Duluth, Minnesota.............. . 119
Bank of Mecklenburg, Charlotte, North Carolina................... . 273 8-6-97
Merger
Triangle—Mecklenburg Interim Bank, Charlotte, North Carolina. ..
Premier Bank, Doylestown, Pennsylvania......................... . 185 10-30-97
Merger
Premier Interim Bank, Doylestown, Pennsylvania................. .
Bank of Greenville, Greenville, West Virginia...................... . 18 12-11-97
Merger
Greenville Interim Bank, Greenville, West Virginia................. .

1. Each proposed transaction was to be effected under 2. Where no assets are listed, the bank is newly organ-
the charter of the first-named bank. The entries are imzed and not in operation.
chronological order of approval.
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Board of Governors of the Federal Reserve System
December 31, 1997

Members Term expires January 31,
ALAN GREENSPAN, of New York, Chairmant ................ .. .ccoiviv.... 2006
ALICE M. RIVLIN, of Pennsylvaniayice Chairll ............................... 2010
SUSAN M. PHILLIPS, Of lOWa ... .. . i 1998
ROGER W. FERGUSON, JR., of Massachusetts................ccoiiiiirennn... 2000
LAURENCE H. MEYER, Of MiSSOUIL . . ..ot i et e e 2002
EDWARD W. KELLEY, JR.,, Of T@XaAS. ... .ot 2004
EDWARD M. GRAMLICH, of Virginia ..............oiiiiiiiiiiiiaan.. 2008
Officers

OFFICE OF BOARD MEMBERS OFFICE OF THE SECRETARY

Joseph R. CoynéAssistant to the Board William W. Wiles, Secretary
Donald J. Winn Assistant to the Board Jennifer J. Johnsomeputy Secretary
Theodore E. AllisonAssistant to the Board Barbara R. LowreyAssociate Secretary

for Federal Reserve System Affairs and Ombudsman
Lynn Fox, Deputy Congressional Liaison
Bob Stahly Moore Special Assistant DIVISION OF INTERNATIONAL FINANCE

to the Board

: . . Edwin M. T ,Staff Di
Winthrop P. HambleySpecial Assistant demJ P “”.“aln St"’? Al;jegtor
to the Board arry J. PromiselSenior Adviser

Diane E. WernekeSpecial Assistant Charles J. Siegmargenior Adviser

to the Board L.S. AlexanderAssociate Director
Portia W. ThompsonEqual Employment Dale W. Hendersorm\ssociate Director
Opportunity Programs Adviser Peter Hooper Il Associate Director
Karen H. JohnsonAssociate Director
LEGAL DIVISION David H. Howard,Senior Adviser
J. Virgil Mattingly, Jr., General Counsel ~ Donald B. AdamsAssistant Director
Scott G. Alvarez Associate General Thomas A. ConnorsAssistant Director
Counsel
Richard M. AshtonAssociate DIVISION OF MONETARY AFFAIRS

General Counsel

) . Donald L. Kohn,Director
Oliver Ireland,Associate General

David E. LindseyDeputy Director

Counsel . . g .
Kathleen M. O'Day,Associate General Brian F. Madigan Associate Director
Counsel ’ Richard D. PorterDeputy Associate
. . Director
Robert deV. Friersonissistant General . . . .
Counsel ' Vincent R. ReinhartAssistant Director
Katherine H. WheatleyAssistant General ~ Normand R.V. BernardSpecial Assistant
Counsel 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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Di1vISION OF RESEARCH

AND STATISTICS

Michael J. Prell Director

Edward C. EttinDeputy Director
David J. StocktonPeputy 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 D. OlinerAssistant Director
Stephen A. Rhoadegssistant Director
Janice Shack-MarqueAssistant Director
Charles S. Struckmeyefssistant Director
Alice Patricia White Assistant Director
Joyce K. Zickler,Assistant Director
Glenn B. CannerSenior Adviser

John J. Mingo Senior Adviser

Di1vISION OF BANKING SUPERVISION
AND REGULATION

Richard SpillenkothenDirector
Stephen C. SchemerinBeputy Director
Herbert A. Biern,Associate Director
Roger T. Cole Associate Director
William A. Ryback, Associate Director

Gerald A. Edwards, JrDeputy
Associate Director

Stephen M. Hoffman, JrDeputy
Associate Director

James V. Houpt, JrDeputy
Associate Director

Jack P. Jenning®eputy
Associate Director

Michael G. MartinsonDeputy
Associate Director

Sidney M. SussarDeputy
Associate Director

Molly S. Wassom Deputy
Associate Director

Howard A. Amer,Assistant Director

Norah M. BargerAssistant Director
Betsy Cross Jacowskissistant Director
Richard A. Small 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 oF FEDERAL RESERVE BANK
OPERATIONS AND PAYMENT SYSTEMS
Clyde H. Farnsworth, JrDirector

David L. RobinsonDeputy Director
(Finance and Control)

Louise L. RosemanAssociate Director
Paul W. Bettge Assistant Director
Jack Dennis, JrAssistant Director
Earl G. Hamilton,Assistant Director
Jeffrey C. MarquardtAssistant 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, J\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. Emersorssistant 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, 1997

Members

ALAN GREENSPAN, Chairman,Board of Governors

WiLLIAM J. McDoONOUGH, Vice ChairmanPresident, Federal Reserve Bank of New York
J. ALFRED BROADDUS, JR., President, Federal Reserve Bank of Richmond
ROGER W. FERGUSON, Jr., Board of Governors

EpwARD M. GRAMLICH, Board of Governors

Jack GUYNN, President, Federal Reserve Bank of Atlanta

EpwaArD W. KELLY, JRr., Board of Governors

LAURENCE H. MEYER, Board of Governors

MicHAEL H. Moskow, President, Federal Reserve Bank of Chicago
ROBERT T. PARRY, President, Federal Reserve Bank of San Francisco
SUSAN M. PHILLIPS, Board of Governors

ALICE M. RIVLIN, Board of Governors

Alternate Members

CaTHY E. MINEHAN, President, Federal Reserve Bank of Boston

JERRY L. JORDAN, President, Federal Reserve Bank of Cleveland

THomAs C. MELZER, President, Federal Reserve Bank of St. Louis

THOMAS M. HOENIG, President, Federal Reserve Bank of Kansas City
ERNEST T. PATRIKIS, First Vice President, Federal Reserve Bank of New York

Officers

DoNALD L. KoHN, J. VIRGIL MATTINGLY, JR.,
Secretary and Economist General Counsel

NORMAND R.V. BERNARD, THoMmAS 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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Federal Open Market Committee—Continued

JoHN H. BEEBE,
Associate Economist
ROBERT A. EISENBEIS,
Associate Economist
MARVIN S. GOODFRIEND,
Associate Economist
WIiLLIAM C. HUNTER,
Associate Economist
DaviDp E. LINDSEY,
Associate Economist

STEPHEN G. CECCHETTI,
Associate Economist
LARRY J. PROMISEL,
Associate Economist
CHARLES J. SIEGMAN,
Associate Economist
LAWRENCE SLIFMAN,
Associate Economist
DAvID J. STOCKTON,
Associate Economist

PETER R. FISHER, Manager, System Open Market Account

During 1997 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, 1997

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—RoBERT W. GILLESPIE, Chairman and Chief Executive Offiger
KeyCorp, Cleveland, Ohio
District 5—KeNNETH D. LEwIs, President,
NationsBank Corporation, Charlotte, North Carolina
District 6—STEPHEN A. HANSEL, President and Chief Executive Officer
Hibernia National Bank, New Orleans, Louisiana
District 7—RoGER L. Firzsimonps, Chairman and Chief Executive Offiger
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 and Chief Executive Offiger
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 Officer
Texas First Bank — Texas City, Texas City, Texas
District 12—VAcANCY

Officers

WALTER V. SHIPLEY, President CHARLES E. NELSoN, Vice President
HERBERT V. PROCHNOW, Secretary Emeritus
JAaMES E. ANNABLE, Co—Secretary
WiLLiam J. Korsvik, Co—Secretary
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Federal Advisory Council—Continued

Directors
WILLIAM M. CROZIER, JR. CHARLES T. DOYLE

The Federal Advisory Council met on Feb-industry from each of the twelve Federal
ruary 6-7, May 1-2, September 4-5, andReserve Districts, is required by law to meet
October 30-31, 1997. The Board of Gov-in Washington at least four times each year
ernors met with the council on Febru-and is authorized by the Federal Reserve Act
ary 7, May 2, September 5, and Octo-to consult with, and advise, the Board on all
ber 31, 1997. The council, which is com-matters within the jurisdiction of the Board.
posed of one representative of the banking

Consumer Advisory Council
December 31, 1997

Members
RICHARD S. AMADOR, President and Chief Executive Offic@€HARO Community
Development Corporation, Los Angeles, California

WaYNE-KENT A. BrapsHaw, President and Chief Executive OfficBamily Savings
Bank, FSB, Los Angeles, California

THomAs R. BUTLER, President and Chief Operating OfficédOVUS Services, Inc.,
Riverwoods, lllinois

RoBERT A. Cook, Partner,Hudson Cook, LLP, Crofton, Maryland

HeriBErRTO 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 Presidenf\ational City Bank,Regulatory Risk Manager,
National City Corporation, Cleveland, Ohio

RoBERT G. GREER, Chairman of the BoardBank of Tanglewood, Houston, Texas

KenNNETH 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

TerRRY 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

JANET C. KOEHLER, Senior Manager of Electronic Commerd®T&T Universal Card
Services, Jacksonville, Florida

EuGeNE I. LEHRMANN, Immediate Past Presidemymerican Association of Retired
Persons, Madison, Wisconsin

ErroL T. Louis, Central Brooklyn Federal Credit Union, Brooklyn, New York

PauL E. MuLLINGs, President and Chief Executive Officktprtgage Electronic
Registration Systems, Inc., McLean, Virginia

CaroL PaRrrY, Executive Vice PresidenEhase Manhattan Bank, New York, New York
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Consumer Advisory Council—Continued

PHILIP PRICE, JR., Executive DirectorThe Philadelphia Plan, Philadelphia, Pennsylvania

RonALD A. PriLL, Vice President, CreditDayton Hudson Corporation, Minneapolis,
Minnesota

Lisa Rice, Executive Directorfair Housing Center, Toledo, Ohio
Joun R. RINEs, President,General Motors Acceptance Corporation, Detroit, Michigan
MARILYN Ross, Executive DirectorHoly Name Housing Corporation, Omaha, Nebraska

MARGOT SAUNDERS, Managing AttorneyNational Consumer Law Center,
Washington, D.C.

GaIiL SMALL, Executive DirectorNative Action, Lame Deer, Montana

YVONNE S. Sparks, Vice PresidentCommunity Investment Department, NationsBank
Community Investment Group, St. Louis, Missouri

GrEGORY D. SQUIRES, Professor of Sociologyniversity of Wisconsin-Milwaukee,
Milwaukee, Wisconsin

GEORGE P. SURGEON, Chief Financial Officer and Executive Vice Preside®horebank
Corporation, Chicago, Illinois
THEODORE J. Wysockl, Jr., Executive DirectorCANDO, Chicago, lllinois

Officers

JurLia W. SEwarD, Chair WiLLiaMm N. Lunp, Vice Chair

Vice President and Corporate Director, Office of Consumer Credit
Community Reinvestment Officer, Regulation,
Signet Banking Corporation, State of Maine,
Richmond, Virginia Augusta, Maine

The Consumer Advisory Council met with consumer and community interests. It was
members of the Board of Governors onestablished pursuant to the 1976 amend-
April 17, July 17, and October 30, 1997. Thements to the Equal Credit Opportunity Act
council is composed of academics, state an advise the Board on consumer financial
local government officials, representatives oservices.

the financial industry, and representatives of

Thrift Institutions Advisory Council

December 31, 1997

Members

Barry C. BURKHOLDER, President and Chief Executive Officd&ank United of Texas
FSB, Houston, Texas

Davip E.A. Carson, Chairman, President, and Chief Executive Offide@eople’s Bank,
Bridgeport, Connecticut

MicHAEL T. CROWLEY, JRr., President and Chief Executive Officdiutual Savings Bank,
Milwaukee, Wisconsin

DoucLAs A. FERRARO, President and Chief Executive Offic&ellco First Federal Credit
Union, Englewood, Colorado

WiLLiaM A. FitzGeraLD, Chairman and Chief Executive Officgeommercial Federal
Bank, Omaha, Nebraska

STeEPHEN D. HAILER, President and Chief Executive Officé&orth Akron Savings Bank,
Akron, Ohio
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Thrift Institutions Advisory Council—Continued

Davip F. HoLLaND, Chairman, President, and Chief Executive Offjd@oston Federal
Savings Bank, Burlington, Massachusetts

EpwaARD J. MOLNAR, President and Chief Executive Officétarleysville Savings Bank,
Harleysville, Pennsylvania

Guy C. PinkeRTON, Chairman, President, and Chief Executive Offjdfashington
Federal Savings and Loan Association, Seattle, Washington

CHARLES R. RINEHART, Chairman and Chief Executive Officdiome Savings of
America, FSB, Irwindale, California

TerrY R. WEsT, President and Chief Executive Officdiax Navy Federal Credit Union,
Jacksonville, Florida

FrepeErICK WILLETTS III, President and Chief Executive Offic€ooperative Bank for
Savings, Inc., SSB, Wilmington, North Carolina

Officers
Davip F. HoLLAND, President CHARLES R. RINEHART, 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 14, June 13, Octo-advises, the Board on issues pertaining to the
ber 10, and December 5, 1997. 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, 1997

Chairmart President Vice President

BANK or Branch Deputy Chairman First Vice President| in charge of Branch
BOSTON? ............. William C. Brainard Cathy E. Minehan

Frederick J. Paul M. Connolly

Mancheski

NEW YORK2..........| John C. Whitehead William J. McDonough

Thomas W. Jones Ernest T. Patrikis
Buffalo .................L BaDixit Carl W. Turnipseed

Donald J. Kennedy
Joan Carter

Edward G. Boehne
William H. Stone, Jr.

CLEVELAND?Z2 ........, G. Watts Jerry L. Jordan
Humphrey, Jr. Sandra Pianalto
David H. Hoag
Cincinnati .............. George C. Juilfs Charles A. Cerifo
Pittsburgh.............. John T. Ryan IlI Robert B. Schaub
RICHMOND? ........., Claudine B. Malone  J. Alfred Broaddus, Jr.
Robert L. Strickland ~ Walter A. Varvel
Baltimore .............. Rebecca Hahn William J. Tignanell@
Windsor
Charlotte ............... Dennis D. Lowery Dan M. Bechtér
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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
David R. Jones Patrick K. Barron
Birmingham............ DBruce Carr Fred R. Hefr
Jacksonville............ Atrick C. Kelly James D. Hawkir’s
Miami.......ooooeiinnn. . Kaaren Johnson-Street James T. Curry llI
Nashville ............... James E. Dalton Melvyn K. Purcell
New Orleans........... Jo Anrslaydon Robert J. Musso
CHICAGO?............. Lester H. Michael H. Moskow
McKeever, Jr. William C. Conrad
Arthur C. Martinez
Detroit.................. . Florine Mark David R. Allardicé
ST.LOUIS.............. John F. McDonnell Thomas C. Melzer
Susan S. Elliott W. Legrande Rives
Little Rock.............. Robert D. Nabholtz, Jr. Robert A. Hopkins
Louisville............... John A. Williams Thomas A. Boone
Memphis............... John V. Myers Martha L. Perine
MINNEAPOLIS......... Jean D. Kinsey Gary H. Stern
David A. Koch Colleen K. Strand
Helena.................. . Matthew J. Quinn 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................. . Arthur L. Shoener Steven D. Evans
DALLAS ............... Roger R. Robert D. McTeer, Jr.
Hemminghaus Helen E. Holcomb
Cece Smith
ElPaso................. . Alvin T. Johnson Sammie C. Clay
Houston................ . Isaac H. Kempner lll Robert Smith RI
San Antonio............ H. BZachry, Jr. James L. Stadll
SAN FRANCISQ..... . Judith M. Runstad Robert T. Parry
Gary G. Michael John F. Moore
Los Angeles............ Anne L. Evans Mark L. Mullinix@
Portland ................ . Carol A. Whipple Raymond H. Laurenge
Salt Lake City........... Gerald R. Sherratt Andrea P. Wolcott
Seattle.................. . Richard R. Sonstelie Gordon R.G.
Werkemét

Note. A current list of these officers appears eachYork; East Rutherford, New Jersey; Columbus, Ohio;
month in theFederal Reserve Bulletin Charleston, West Virginia; Columbia, South Carolina;

1. The Chairman of a Federal Reserve Bank serves, biyndianapolis, Indiana; Milwaukee, Wisconsin; Des
statute, as Federal Reserve Agent. Moines, lowa; and Peoria, lllinois.

2. Additional offices of these Banks are located at 3. Senior Vice President.
Windsor Locks, Connecticut; Utica at Oriskany, New 4. Executive Vice President.
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Conference of Chairmen On November 10, 1997, the conference
) elected Colleen Strand as its chair for 1998—
The chairmen of the Federal Reserve Bank§g and Richard Rasdall, First Vice President

are organized into the Conference of Chairps the Federal Reserve Bank of Kansas City
men, which meets to consider matters ofs its vice chair.

common interest and to consult with, and
advise, the Board of Governors. Such meetDirectors
ings, attended also by the deputy chairmenT

were held in Washington on May 28 and 29,Rhe follo'\évinglg( list do;dire(;]tors r?f Fe;:ieral h
and on December 3 and 4, 1997. eserve Banks and Branches shows for eac

director the class of directorship, the direc-
or’s principal organizational affiliation, and
he date the director’'s term expires. Each
Federal Reserve Bank has a nine-member
board: three Class A and three Class B direc-
Kennedy, member. ]
On Dyecember 4 1997 the conferencdo’s: who are elected by the stockholding
elected its Executive Committee for 1998;Member banks, and three Class C directors,
it named John F. McDonnell as chair,WhO are appointed by the Board of Gover-

G. Watts Humphrey as vice chair, and Jd'°rs of the Federal Reserve System.
Marie Dancik as the third member. Class A directors represent the member

banks in each Federal Reserve District.

. Class B and Class C directors represent the
Conference of Presidents public and are chosen with due, but not

The presidents of the Federal Reserve Bankgxclusive, consideration to the interests of
are organized into the Conference of Presiagriculture, commerce, industry, services,
dents, which meets periodically to considefabor, and consumers; they may not be offi-
matters of common interest and to consul€ers, directors, or employees of any bank or
with, and advise, the Board of Governors. bank holding company. In addition, Class C
Thomas M. Hoenig, President of the Feddirectors may not be stockholders of any
eral Reserve Bank of Kansas City, served agank or bank holding company.
chair of the conference in 1997, and Jerry L. For the election of Class A and Class B
Jordan, President of the Federal Reservéirectors, the Board of Governors classifies
Bank of Cleveland, served as its vice chairthe member banks of each Federal Reserve
Esther L. George, of the Federal Reserv®istrict into three groups. Each group, which
Bank of Kansas City, served as its secretangomprises banks with similar capitalization,
and Stephen J. Ong, of the Federal Resenglects one Class A director and one Class B
Bank of Cleveland, served as its assistarfilirector. Annually, the Board of Governors

The members of the Executive Commit-
tee of the Conference of Chairmen durin
1997 were Judith M. Runstad, chair; John
McDonnell, vice chair; and Donald J.

secretary. designates one of the Class C directors as
chair of the board and Federal Reserve Agent
Conference of Eirst of each District Bank, and it designates

: ; another Class C director as deputy chair.
Vice Presidents Federal Reserve Branches have either five
The Conference of First Vice Presidents obr seven directors, a majority of whom are
the Federal Reserve Banks was organized mppointed by the parent Federal Reserve
1969 to meet periodically for the consider-Bank; the others are appointed by the Board
ation of operations and other matters. of Governors. One of the directors appointed
Sandra Pianalto, First Vice President oby the Board is designated annually as chair
the Federal Reserve Bank of Clevelandof the board of that Branch in a manner
served as chair of the conference in 1997prescribed by the parent Federal Reserve
and Colleen K. Strand, First Vice PresidenBank.
of the Federal Reserve Bank of Minneapolis, For the name of the chair and deputy chair
served as its vice chair. Martha Maher, of theof the board of directors of each Reserve
Federal Reserve Bank of Cleveland, serveBank and of the chair of each Branch, see
as its secretary, and Niel D. Willardson, ofthe preceding table, “Officers of Federal
the Federal Reserve Bank of MinneapolisReserve Banks and Branches.”
served as its assistant secretary.
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Term expires

DISTRICT 1—BOSTON

Class A
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

G. Kenneth Perine.......... President and Chief Executive Officer, National
Bank of Middlebury, Middlebury, Vermont

Class B
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

Stephen L. Brown........... Chairman and Chief Executive Officer, John
Hancock Mutual Life Insurance Company,
Boston, Massachusetts

Class C
Frederick J. Mancheski.... Chairman Emeritus, Echlin Inc.,
Branford, Connecticut

William C. Brainard......... Professor of Economics, Yale University,
New Haven, Connecticut
William O. Taylor,........... Chairman and Chief Executive Officer,

Globe Newspaper Company,
Boston, Massachusetts

DISTRICT 2—NEW YORK

Class A
J. Carter Bacot............... Chairman and Chief Executive Officer,

The Bank of New York, New York, New York
Robert G. Wilmers.......... Chairman and Chief Executive Officer,

Manufacturers and Traders Trust Company,
Buffalo, New York

George W. Hamlin IV ...... President and Chief Executive Officer,
The Canandaigua National Bank and Trust
Company, Canandaigua, New York

Class B

Eugene R. McGrath......... Chairman, President, and Chief Executive
Officer, Consolidated Edison Company of
New York, Inc., New York, New York

Vacancy .......ccovevviiinnnnn.

Ann M. Fudge................ Executive Vice President, Kraft Foods, Inc.,

and President, Coffee and Cereals Division,
Tarrytown, New York

Dec. 31

1997

1998

1999

1997

1998

1999

1997

1998

1999

1997

1998

1999

1997

1998
1999
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Term expires

Dec. 31

DISTRICT 2,NEwW YORK—Continued

Class C

Thomas W. Jones........... Vice Chairman, Travelers Group, and Chairman 1997
and Chief Executive Officer, Smith Barney
Asset Management, New York, New York

Peter G. Peterson........... Chairman, The Blackstone Group, 1998
New York, New York

John C. Whitehead......... Former Chairman, Goldman Sachs and Company, 1999
Inc., New York, New York

BUFFALO BRANCH

Appointed by the Federal Reserve Bank

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, Marine Midland Bank, 1998
Rochester, New York

Louise Woerner.............. Chairman and Chief Executive Officer, HCR, 1999
Rochester, New York

Appointed by the Board of Governors

Louis J. Thomas............. Director, District 4, United Steelworkers of 1997
America, Cheektowaga, New York

Bal Dixit ...........ooovvenn President and Chief Executive Officer, 1998
Newtex Industries, Inc., Victor, New York

Patrick P. Lee................. Chairman and Chief Executive Officer, 1999
International Motion Control, Inc.,
Orchard Park, New York

DISTRICT 3—PHILADELPHIA

Class A

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
David B. Lee ................. President and Chief Executive Officer, 1999
Omega Bank, N.A,,
State College, Pennsylvania

Class B

Robert D. Burris............. President and Chief Executive Officer, 1997
Burris Foods, Inc., Milford, Delaware

Howard E. Cosgrove....... Chairman and Chief Executive Officer, 1998

Conectiv (Delmarva Power and Light
Company), Wilmington, Delaware
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Term expires

Dec. 31

DISTRICT 3, Class B—Continued

J. Richard Jones............. President and Chief Executive Officer, 1999
Jackson-Cross Company,
Philadelphia, Pennsylvania

Class C

Donald J. Kennedy......... .Legislative Director, International Brotherhood 1997
of Electrical Workers, Local Union No. 269,
Trenton, New Jersey

Charisse R. Lillie............. Rrtner, Ballard, Spahr, Andrews & Ingersoll, 1998
Philadelphia, Pennsylvania

Joan Carter.................. President and Chief Operating Officer, 1999
UM Holdings Ltd., Haddonfield, New Jersey

DISTRICT 4—CLEVELAND

Class A

David S. Dahlmann......... President and Chief Executive Officer, 1997
Southwest National Corporation,
Greensburg, Pennsylvania

David A. Daberko........... Chairman and Chief Executive Officer, 1998
National City Corporation, Cleveland, Ohio

Tiney M. McComb........... Chairman and President, Heartland BancCorp, 1999
Gahanna, Ohio

Class B

Michele Tolela Myers....... President, Denison University, Granville, Ohio 1997

I.N. Rendall Harper, Jr..... President and Chief Executive Officer, 1998

American Micrographics Company, Inc.,
Monroeville, Pennsylvania

David L. Nichols............. Chairman and Chief Executive Officer, 1999
Mercantile Stores Inc., Fairfield, Ohio

Class C

G. Watts Humphrey, Jr..... President, GWH Holdings, Inc., 1997
Pittsburgh, Pennsylvania

David H. Hoag............... Chairman and Chief Executive Officer, 1998
The LTV Corporation, Cleveland, Ohio

Robert Y. Farrington........ Former Executive Secretary—Treasurer, 1999

Ohio State Building and Construction Trades
Council, Columbus, Ohio

CINCINNATI BRANCH

Appointed by the Federal Reserve Bank

Jerry A. Grundhofer......... Chairman, President, and Chief Executive 1997
Officer, Star Banc Corporation,
Cincinnati, Ohio

Jean R. Hale................. President and Chief Executive Officer, Community 1998
Trust Bank N.A., Pikeville, Kentucky
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Term expires

Dec. 31

DISTRICT 4, CINCINNATI BRANCH

Appointed by the Federal Reserve Bankontinued

Judith G. Clabes............. President and Chief Executive Officer, 1999
Scripps Howard Foundation, Cincinnati, Ohio

Phillip R. Cox ................ President, Cox Financial Corporation, 1999
Cincinnati, Ohio

Appointed by the Board of Governors

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

George C. Juilfs............. President and Chief Executive Officer, 1999

SENCORP, Newport, Kentucky

PITTSBURGH BRANCH

Appointed by the Federal Reserve Bank

Thomas J. O'Shane......... Chairman, President, and Chief Executive 1997
Officer, First Western Bancorp, Inc.,
New Castle, Pennsylvania

Edward V. Randall, Jr......Chairman, PNC Bank Foundation, 1998
Pittsburgh, Pennsylvania

Vacancy ......ocovvvviiiinnnnn. 1999

Peter N. Stephans.......... Chairman and Chief Executive Officer, Trigon 1999

Incorporated, McMurray, Pennsylvania

Appointed by the Board of Governors

John T. Ryan Il ............. 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

Charles E. Bunch............ Senior Vice President, Strategic Planning and 1999
Corporate Services, PPG Industries, Inc.,
Pittsburgh, Pennsylvania

DISTRICT 5—RICHMOND

Class A

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.

J. Walter McDowell......... President—North Carolina Banking, Wachovia 1999
Bank, N.A., Winston-Salem, North Carolina
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Term expires

DISTRICT 5, RICHMOND—Continued

Class B

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

Wesley S. Williams, Jr....... Rartner, Covington & Burling, Washington, D.C.

Class C

Claudine B. Malone......... President, Financial & Management
Consulting, Inc., McLean, Virginia

Robert L. Strickland......... Chairman of the Board, Lowe’s Companies, Inc.,
Winston-Salem, North Carolina

Jeremiah J. Sheehan....... Chairman and Chief Executive Officer,

Reynolds Metals Company,
Richmond, Virginia

BALTIMORE BRANCH

Appointed by the Federal Reserve Bank

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

Morton I. Rapoport, M.D. ...President and Chief Executive Officer,
University of Maryland Medical System,
Baltimore, Maryland

Appointed by the Board of Governors
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
George L. Russell, Jr........ Rartner, Piper & Marbury L.L.P.,
Baltimore, Maryland

CHARLOTTE BRANCH

Appointed by the Federal Reserve Bank

Dorothy H. Aranda.......... President, Dohara Associates, Inc.,
Hilton Head Island, South Carolina
Cecil W. Sewell, Jr.......... Chairman and Chief Executive Officer, Centura

Banks, Inc., Rocky Mount, North Carolina

Dec. 31

1997

1998

1999

1997

1998

1999

1997

1997

1998

1999

1997

1998

1999

1997

1997
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Term expires

Dec. 31

DISTRICT 5, CHARLOTTE BRANCH

Appointed by the Federal Reserve Bankontinued

William G. Stevens.......... Chief Executive Officer, Greenwood Bank & Trust, 1998
Greenwood, South Carolina

Laura M. Fleming........... President and Chief Executive Officer, 1999
Founders Federal Credit Union,
Lancaster, South Carolina

Appointed by the Board of Governors

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
Dennis D. Lowery........... Chief Executive Officer and Chairman, 1999
Continental Industrial Chemicals, Inc.,
Charlotte, North Carolina

DISTRICT 6—ATLANTA

Class A

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
Howard L. McMillan, Jr. ... President and Chief Operating Officer, 1999
Deposit Guaranty National Bank,
Jackson, Mississippi

Class B

Maria Camila Leiva......... Executive Vice President, Miami Free Zone 1997
Corporation, Miami, Florida

VacanCy ......ocovvvvviiinnnnn. 1998

Juanita P. Baranco.......... Executive Vice President, Baranco Automotive 1999
Group, Lilburn, Georgia

Class C

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

John F. Wieland.............. President, John Wieland Homes, Inc., 1999

Atlanta, Georgia
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Term expires

DISTRICT 6, ATLANTA—Continued
BIRMINGHAM BRANCH

Appointed by the Federal Reserve Bank

Marlin D. Moore, Jr.......... Chairman, Pritchett-Moore, Inc.,
Tuscaloosa, Alabama

Columbus Sanders.......... President, Consolidated Industries, Inc.,
Huntsville, Alabama

J. Stephen Nelson.......... Chairman and Chief Executive Officer,

First National Bank of Brewton,
Brewton, Alabama

W. Charles Mayer Il ....... Senior Executive Vice President, Alabama
Banking Group Head, AmSouth Bank of
Alabama, Birmingham, Alabama

Appointed by the Board of Governors

D.Bruce Carr................ International Representative, Laborers’
International Union of North America,
Gadsden, Alabama

Patricia B. Compton........ President, Patco, Inc., Georgiana, Alabama

V. Larkin Martin ............. Managing Partner, Martin Farm,
Courtland, Alabama

JACKSONVILLE BRANCH

Appointed by the Federal Reserve Bank

Terry R.West ................ President and Chief Executive Officer, Jax Navy
Federal Credit Union, Jacksonville, Florida
Arnold A. Heggestad....... Professor of Finance and Associate Vice

President of Research and Technology,
College of Business Administration,
University of Florida, Gainesville, Florida

Royce B. Walden............ Vice President, SouthTrust Securities,
Orlando, Florida
William G. Smith, Jr. ....... President, Capital City Bank Group,

Tallahassee, Florida

Appointed by the Board of Governors

Patrick C. Kelly .............. Chairman and Chief Executive Officer,
PSS/World Medical, Inc.,
Jacksonville, Florida

Judy Jones............ooen President, J. R. Jones and Associates,
Tallahassee, Florida

Marsha G. Rydberg.......... Rirtner, Foley & Lardner, Tampa, Florida

Dec. 31

1997

1997

1998

1999

1997

1998
1999

1997

1997

1998

1999

1997

1998

1999
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Term expires

Dec. 31
DISTRICT 6, ATLANTA—Continued
Miami BRANCH
Appointed by the Federal Reserve Bank
Carlos A. Migoya............ President, Dade/Monroe Counties, First Union 1997
National Bank of Florida, Miami, Florida
E. Anthony Newton......... Former President and Chief Executive Officer, 1998

Island National Bank and Trust Company,
West Palm Beach, Florida

D. Keith Cobb................ Former Vice Chairman and Chief Executive 1999
Officer, Alamo Rent-A-Car, Inc.,
Ft. Lauderdale, Florida

James W. Moore............. President, Gulf Utility Company, 1999
Fort Myers, Florida

Appointed by the Board of Governors

Kaaren Johnson-Street....Vice President of Minority Business 1997
Development and Urban Initiatives,
Enterprise Florida, Coral Gables, Florida

R. Kirk Landon .............. Chairman, American Bankers Insurance Group, 1998
Miami, Florida
Mark T. Sodders............. President, Lakeview Farms, Inc., 1999

Pahokee, Florida

NASHVILLE BRANCH

Appointed by the Federal Reserve Bank

Vacancy ........coeeeviiinnnnn. 1997

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

Leonard A. Walker, Jr......Chairman and Chief Executive Officer, First 1999

National Bank and Trust Company,
Athens, Tennessee

Appointed by the Board of Governors

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

Paula Lovell ................. President, Lovell Communications, Inc., 1999

Nashville, Tennessee
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Dec. 31

DISTRICT 6, ATLANTA—Continued

NEwW ORLEANS BRANCH

Appointed by the Federal Reserve Bank

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

Howard C. Gaines.......... Chairman, First National Bank of Commerce, 1999

New Orleans, Louisiana

Appointed by the Board of Governors

Jo Ann Slaydon.............. President, Slaydon Consultants and Insight 1997
Productions and Advertising,
Baton Rouge, Louisiana

Lucimarian Roberts......... Community Advocate and Former President, 1998
Mississippi Coast Coliseum Commission,
Biloxi, Mississippi

Glenn Pumpelly.............. President and Chief Executive Officer, 1999
Pumpelly Oil Inc., Westlake, Louisiana

DISTRICT 7—CHICAGO

Class A

Stefan S. Anderson......... Chairman, President, and Chief Executive Officer, 1997
First Merchants Corporation, Muncie, Indiana

Arnold C. Schultz ........... Chairman and Chief Executive Officer, 1998
Grundy National Bank, Grundy Center, lowa

Verne G. Istock.............. Chairman, President, and Chief Executive Officer, 1999
First Chicago NBD Corporation, Chicago, lllinois

Class B

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

Migdalia Rivera.............. Executive Director, Latino Institute, 1999
Chicago, lllinois

Class C

Lester H. McKeever, Jr...... Managing Partner, Washington, Pittman & 1997
McKeever, Chicago, lllinois

Arthur C. Martinez .......... Chairman and Chief Executive Officer, Sears 1998
Roebuck and Co., Hoffman Estates, lllinois

Robert J. Darnall............ Chairman, President, and Chief Executive Officer, 1999

Inland Steel Industries, Inc., Chicago, lllinois
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Term expires

Dec. 31

DISTRICT 7, CHICAGO—Continued

DETROIT BRANCH

Appointed by the Federal Reserve Bank

Charles R. Weeks........... Chairman, Citizens Banking Corporation, 1997
Flint, Michigan

Richard M. Bell.............. President and Chief Executive Officer, 1998
The First National Bank of Three Rivers,
Three Rivers, Michigan

Denise llitch Lites........... Vice Chair, Little Caesars Enterprises, and President, 1999
Olympia Development, Inc., Detroit, Michigan

Irma B. Elder................. President, Troy Motors, Troy, Michigan 1999

Appointed by the Board of Governors

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

Florine Mark................. President and Chief Executive Officer, 1999
The WW Group, Inc., Farmington Hills,
Michigan

DISTRICT 8—ST. Louis

Class A

Michael A. Alexander....... Chairman and President, The First National 1997
Bank of Mount Vernon, Mount Vernon, lllinois

Douglas M. Lester........... President and Chief Executive Officer, 1998
Sea Change Corp., Bowling Green, Kentucky

W.D. Glover .................. Chairman and Chief Executive Officer, 1999
First National Bank of Eastern Arkansas,
Forrest City, Arkansas

Class B

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

Joseph E. Gliessner, Jr.... Executive Director, New Directions Housing 1999
Corp., Louisville, Kentucky

Class C

Susan S. Elliott.............. President and Chief Executive Officer, Systems 1997
Service Enterprises, Inc., St. Louis, Missouri

John F. McDonnell.......... Former Chairman, McDonnell Douglas 1998

Corporation, St. Louis, Missouri
Veo Peoples, Jr............... Rrtner, Peoples & Hale, St. Louis, Missouri 1999
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Term expires

DISTRICT 8, St. Louis—Continued

LiTTLE ROCK BRANCH

Appointed by the Federal Reserve Bank

Lunsford W. Bridges........ President and Chief Executive Officer,
Metropolitan National Bank,
Little Rock, Arkansas

Mark A. Shelton Il ......... President, M.A. Shelton Farming Company,
Wabbaseka, Arkansas

Mark Simmons............... Chairman, Simmons Foods, Inc.,
Siloam Springs, Arkansas

Ross M. Whipple............ Chairman and Chief Executive Officer,
Horizon Bancorp, Inc., Arkadelphia, Arkansas

Appointed by the Board of Governors

Robert D. Nabholz, Jr...... Chief Executive Officer, Nabholz Construction
Corporation, Conway, Arkansas

Betta M. Carney............. Chief Executive Officer and Chairman, World
Wide Travel Service, Inc., Little Rock, Arkansas

Janet M. Jones............... President, The Janet Jones Company,
Little Rock, Arkansas

LOUISVILLE BRANCH

Appointed by the Federal Reserve Bank

Thomas E. Spragens, Jr... President, Farmers National Bank,
Lebanon, Kentucky

Orson Oliver................. President, Mid-America Bank of Louisville
Louisville, Kentucky

Larry E. Dunigan............ Chairman and Chief Executive Officer, Holiday
Management Corp., Evansville, Indiana

Ronald R. Cyrus............. Executive Secretary and Treasurer, Kentucky
State AFL—CIO, Frankfort, Kentucky

Appointed by the Board of Governors

Debbie Scoppechio......... Chairman and Chief Executive Officer,
Creative Alliance, Inc.,
Louisville, Kentucky

Roger Reynolds.............. President and Chief Executive Officer, The
Reynolds Group, Inc., Louisville, Kentucky

John A. Williams ............ Chairman and Chief Executive Officer,

Computer Services, Inc., Paducah, Kentucky

Dec. 31

1997

1998

1999

1999

1997

1998

1999

1997

1998

1999

1999

1997

1998

1999
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Term expires

Dec. 31
DISTRICT 8, ST. Louis—Continued
MEMPHIS BRANCH
Appointed by the Federal Reserve Bank
Lewis F. Mallory, Jr. ........ Chairman, President, and Chief Executive Officer, 1997
NBC Capital Corporation, Starkville, Mississippi
Anthony M. Rampley....... President and Chief Executive Officer, 1998

Arkansas Glass Container Corporation,
Jonesboro, Arkansas

Katie S. Winchester......... President and Chief Executive Officer, 1999
First Citizens National Bank,
Dyershurg, Tennessee

John C. Kelley, Jr............ President, Memphis Banking Group, First 1999
Tennessee Bank, Memphis, Tennessee

Appointed by the Board of Governors

Carol G. Crawley............ President, Mid-South Minority Business 1997
Council, Memphis, Tennessee

John V. Myers................ President, Better Business Bureau, 1998
Memphis, Tennessee

Mike P. Sturdivant, Jr........ Rartner, Due West Plantation, Glendora, Mississippi 1999

DISTRICT 9—MINNEAPOLIS

Class A

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

Lynn M. Hoghaug........... President, Ramsey National Bank and Trust Co., 1999
Devils Lake, North Dakota

Class B

Kathryn L. Ogren............ Owner, Bitterroot Motors, Missoula, Montana 1997

Dennis W. Johnson........ .President, TMI Systems Design Corporation, 1998
Dickinson, North Dakota

Rob L. Wheeler.............. Vice President, Wheeler Manufacturing Co., Inc., 1999
Lemmon, South Dakota

Class C

Jean D. Kinsey............... Professor, Consumption Economics, Director, 1997

Retail Food Industry Center, University of
Minnesota, St. Paul, Minnesota
James J. Howard............ Chairman, President, and Chief Executive 1998
Officer, Northern States Power Company,
Minneapolis, Minnesota
David A. Koch ............... Chairman, Graco, Inc., Minneapolis, Minnesota 1999
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Term expires

DISTRICT 9, MINNEAPOLIS—Continued
HELENA BRANCH

Appointed by the Federal Reserve Bank

Ronald D. Scott.............. President and Chief Executive Officer,
The First State Bank of Malta, Malta, Montana
Emil W. Erhardt.............. Chairman and President, Citizens State Bank,

Hamilton, Montana

Sandra M. Stash, P.E...... Vice President, Environmental Services, ARCO
Environmental Remediation L.L.C.,
Anaconda, Montana

Appointed by the Board of Governors

Matthew J. Quinn............ President, Carroll College, Helena, Montana

William P. Underriner....... General Manager, Selover Buick, Inc.,
Billings, Montana

DISTRICT 10—KANsAs CiTy

Class A

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

Dennis E. Barrett............ President, FirstBank Holding Company of
Colorado, Lakewood, Colorado

Class B

Hans Helmerich.............. President and Chief Executive Officer,
Helmerich & Payne, Inc., Tulsa, Oklahoma

Frank A. Potenziani.......... M&T Trust, Albuquerque, New Mexico

Charles W. Nichols.......... Managing Partner, Davison & Sons Cattle
Company, Arnett, Oklahoma

Class C

A. Drue Jennings............ Chairman, President, and Chief Executive Officer,

Kansas City Power & Light Company,
Kansas City, Missouri

Jo Marie Dancik.............. OfficeManaging Partner, Ernst & Young LLP,
Denver, Colorado

Colleen D. Hernandez..... Executive Director, Kansas City Neighborhood
Alliance, Kansas City, Missouri

DENVER BRANCH

Appointed by the Federal Reserve Bank

Richard I. Ledbetter......... President and Chief Executive Officer,
First National Bank of Farmington,
Farmington, New Mexico

Dec. 31

1997

1998

1998

1997
1998

1997

1998

1999

1997

1998
1999

1997

1998

1999

1997
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Term expires

Dec. 31

DISTRICT 10,DENVER BRANCH

Appointed by the Federal Reserve Bankontinued

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

C. G. Mammel............... President and Chief Executive Officer, 1999
The Bank of Cherry Creek, N.A.,
Denver, Colorado

Appointed by the Board of Governors

Kathryn A. Paul.............. Division President, Kaiser Permanente, 1997
Denver Colorado

Peter . Wold .................. Brtner, Wold Oil & Gas Company, 1998
Casper, Wyoming

Teresa N. McBride.......... President and Chief Executive Officer, McBride 1999

and Associates, Inc., Albuguerque, New Mexico

OkLAHOMA CITY BRANCH

Appointed by the Federal Reserve Bank

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

William H. Braum ........... President, Braum Ice Cream Co., 1999

Oklahoma City, Oklahoma
Appointed by the Board of Governors

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

Larry W. Brummett.......... Chairman, President, and Chief Executive 1999

Officer, ONEOK, Inc., Tulsa, Oklahoma

OMAHA BRANCH

Appointed by the Federal Reserve Bank

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

Bruce R. Lauritzen.......... President, First National Bank of Omaha, 1999

Omaha, Nebraska
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Term expires

DISTRICT 10,0MAHA BrRaANCH—Continued

Appointed by the Board of Governors

Arthur L. Shoener........... Management Consultant, Omaha, Nebraska

Gladys Styles Johnston.... Chancellor, University of Nebraska at Kearney,
Kearney, Nebraska

Bob L. Gottsch............... Vice President, Gottsch Feeding Corporation,
Hastings, Nebraska

DISTRICT 11—DALLAS

Class A

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

Gayle M. Earls............... President and Chief Executive Officer,
Texas Independent Bank, Dallas, Texas

Class B

Robert C. McNair............ Chairman and Chief Executive Officer, Cogen
Technologies Energy Group, Houston, Texas

Julie S. England............. Vice President, Semiconductor Group, Texas
Instruments, Incorporated, Dallas, Texas

Dan Angel ................... President, Stephen F. Austin State University,
Nacogdoches, Texas

Class C

Cece Smith................... General Partner, Phillips—Smith Specialty Retail

Group, Dallas, Texas
Roger R. Hemminghaus... Chairman and Chief Executive Officer, Ultramar
Diamond Shamrock Corp., San Antonio, Texas
James A. Martin............. Second General Vice President, International
Association of Bridge, Structural &
Ornamental Iron Workers, Austin, Texas

EL PAso BRANCH

Appointed by the Federal Reserve Bank

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
James D. Renfrow.......... President and Chief Executive Officer,

The Carlsbad National Bank,
Carlsbad, New Mexico
Melissa W. O’'Rourke....... President, Charlotte’s Inc., El Paso, Texas

Dec. 31

1997
1998

1999

1997

1998

1999

1997

1998

1999

1997

1998

1999

1997

1998

1999

1999
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Term expires

Dec. 31

DISTRICT 11,EL Paso BRancH—Continued

Appointed by the Board of Governors

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

Patricia Z. Holland-Branch ..President and Chief Executive Officer, PZH 1999
Contract Design, Inc., El Paso, Texas

HoustoN BRANCH

Appointed by the Federal Reserve Bank

Tieman H. Dippel, Jr........ Chairman and President, Brenham 1997
Bancshares, Inc., Brenham, Texas

J. Michael Solar.............. Principal Attorney, Solar & Fernandes, L.L.P., 1998
Houston, Texas

Judith B. Craven............. President, United Way of the Texas Gulf Coast, 1999
Houston, Texas

Ray B. Nesbitt................ President, Exxon Chemical Company, 1999
Houston, Texas

Appointed by the Board of Governors

Isaac H. Kempner IIL....... Chairman, Imperial Holly Corporation, 1997
Sugar Land, Texas

Edward O. Gaylord......... Chairman, EOTT Energy Corp., and General 1998

Partner, EOTT Energy Partners, L.P.,
Houston, Texas

Peggy Pearce Caskey..... Chief Executive Officer, Laboratories for 1999
Genetic Services, Inc., Houston, Texas

SAN ANTONIO BRANCH

Appointed by the Federal Reserve Bank

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

Juliet V. Garcia............... President, The University of Texas at Brownsuville, 1999
Brownsville, Texas

Douglas G. Macdonald.... President, South Texas National Bank, 1999

Laredo, Texas

Appointed by the Board of Governors

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
Patty P. Mueller.............. Vice President/Finance, Mueller Engineering 1999

Corp., Corpus Christi, Texas
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DISTRICT 12—SAN FRrRANcCISCO

Class A
Gerry B. Cameron........... Chairman, U.S. Bancorp, Portland, Oregon
Warren K.K. Luke........... Vice Chairman, President, and Chief Executive

Officer, Hawaii National Bank,
Honolulu, Hawaii

E. Lynn Caswell............. Chairman and Chief Executive Officer,
Pacific Community Banking Group,
Laguna Hills, California

Class B
Krestine Corbin.............. President and Chief Executive Officer,
Sierra Machinery, Inc., Sparks, Nevada
Stanley T. Skinner........... Chairman, Pacific Gas and Electric Co.,
San Francisco, California
Robert S. Attiyeh............ Senior Vice President and Chief Financial
Officer, Amgen, Inc., Thousand Oaks, California
Class C
Judith M. Runstad............ Rrtner, Foster Pepper & Shefelman,
Seattle, Washington
Cynthia A. Parker........... Executive Director, Anchorage Neighborhood
Housing Services, Inc., Anchorage, Alaska
Gary G. Michael............. Chairman and Chief Executive Officer

Albertson’s, Inc., Boise, ldaho

Los ANGELES BRANCH

Appointed by the Federal Reserve Bank

Liam E. McGee.............. Group Executive Vice President, Bank of
America, Los Angeles, California
Antonia Hernandez......... President and General Counsel, Mexican

American Legal Defense and Educational
Fund (MALDEF), Los Angeles, California
Stephen G. Carpenter...... Chairman and Chief Executive Officer,
California United Bank, Encino, California
John H. Gleason............. Senior Vice President, Del Webb Corporation,
Phoenix, Arizona

Appointed by the Board of Governors

David L. Moore.............. President, Western Growers Association,
Irvine, California

Anne L. Evans............... Chairman, Evans Hotels, San Diego, California

LoriR. Gay .....oovvvvennin President, Los Angeles Neighborhood Housing,

Los Angeles, California

Dec. 31

1997
1998

1999

1997

1998

1999

1997

1998

1999

1997

1997

1998

1999

1997

1998
1999
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Term expires
Dec. 31

DISTRICT 12,SAN FraNcIscO—Continued
PORTLAND BRANCH

Appointed by the Federal Reserve Bank

Thomas C. Young........... President, Chairman, and Chief Executive 1997
Officer, Northwest National Bank,
Vancouver, Washington

John D. Eskildsen........... Retired President and Chief Executive Officer, 1998
U.S. Bank, Portland, Oregon

Phyllis A. Bell ................ President, Oregon Coast Aquarium, 1999
Newport, Oregon

Martin Brantley .............. President and General Manager, KPTV-12, Oregon 1999

Television, Inc., Portland, Oregon

Appointed by the Board of Governors

Patrick Borunda.............. Executive Director, Oregon Native American 1997
Business Network, Portland, Oregon

Carol A. Whipple............ Proprietor, Rocking C Ranch, Elkton, Oregon 1998

Nancy Wilgenbusch......... President, Marylhurst College, Marylhurst, Oregon 1999

SALT LAKE CiTy BRANCH

Appointed by the Federal Reserve Bank

R.D.Cash.........ccovvennn Chairman, President, and Chief Executive Officer, 1997
Questar Corporation, Salt Lake City, Utah

Roy C. Nelson................ President, Bank of Utah, Ogden, Utah 1998

J. Pat McMurray............. President, First Security Bank, N.A., Boise, Idaho 1999

Maria Garciaz................ Executive Director, Salt Lake Neighborhood 1999

Housing Services, Salt Lake City, Utah

Appointed by the Board of Governors

Gerald R. Sherratt.......... Retired 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

Nancy S. Mortensen........ Vice President, Marketing Services, ZCMI, 1999
Salt Lake City, Utah

SEATTLE BRANCH

Appointed by the Federal Reserve Bank

Betsy Lawer.................Vice Chair and Chief Operating Officer, First 1997
National Bank of Anchorage,
Anchorage, Alaska

Constance L. Proctor........ Rartner, Alston, Courtnage, Proctor, & 1998
Bassetti, LLP, Seattle, Washington
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Term expires

Dec. 31
DISTRICT 12,SEATTLE BRANCH
Appointed by the Federal Reserve Bankontinued
Tomio Moriguchi ............ Chairman and Chief Executive Officer, 1999
Uwajimaya, Inc., Seattle, Washington
John V. Rindlauh............. Group Executive Vice President, Bank of 1999

America, Northwest Group, Seattle, Washington

Appointed by the Board of Governors

Richard R. Sonstelie........ Chairman and Chief Executive Officer, Puget 1997
Sound Energy, Inc., Bellevue, Washington

Helen M. Rockey............ President and Chief Executive Officer, 1998
Brooks Sports, Inc., Bothell, Washington

Boyd E. Givan................ Senior Vice President and Chief Financial 1999

Officer, The Boeing Company,
Seattle, Washington
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The Federal Reserve System
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Index

Aggregate Loan Quality Analysis Report
221

Agriculture, Department of, 258
Appraisal regulation, 226
Architect of the Capitol, 213
Assets and liabilities

Banks, insured commercial, by class,

299

Board of Governors, 268

Federal Reserve Banks, 278-81
ATM services, 187, 189

Bank supervision and regulation
Derivatives activities, 228
Enforcement actions, 218, 239
International activities, 222-24
National Information Center, 229
Staff training, 230-32

Banking offices, number of, 306

Banking organizations, U.S., overseas

investments, 238
Basle Committee on Banking Regulation
and Supervisory Practices, 224

Automated clearinghouse fees and serviceBasle Committee on Banking Supervision,

89, 252
Automated teller machines (ATMs), 189
Automobile leasing, 86, 178, 193
Automobile loans, 47
Availability of Funds and Collection of
Checks, Reg. CC, 88, 195

Balance sheet, Board of Governors268
Banc One Corporation, acquisition, 196
Bank holding companies
Applications, 195-97, 234-37
Banks affiliated with, number of, 306
Inspections by Federal Reserve Banks,
217
Number of, 217
Regulation Y, amendment, 87
Risk-based capital guidelines, 85,
224-27
Stock repurchases, 238
Supervision and regulation of, 217-24
Bank Holding Companies and Change in
Bank Control, Reg. Y, 85, 87, 244
Bank Holding Company Act of 1956, 234
Bank Holding Company Performance
Reports (BHCPRs), 221
Bank Merger Act
Applications and regulation, 234
Bank mergers, consolidations, and
acquisitions, list, 307-23
Bank of Credit and Commerce
International, 218
Bank Protection Act of 1968, 245
Bank Secrecy Act, 239
Bank Secrecy Act Advisory Group, 239

228
Board of GovernorsSee alsd-ederal
Reserve System)
Bank mergers, consolidations, and
acquisitions, list, 307-23
Decisions, public notice, 236
Expenses, 269
Financial statements, 267-73
Interest rates, procedure for setting, 91
Interpretations, 244
Litigation, 205-9
Members and officers, 326—28
Record of policy actions, 81-91
Regulatory simplification, 241-46
Testimony and legislative
recommendations, 203
Brokers and dealers, loans to, 241-43
Business spending, investment, and finance,
10-12, 39, 48, 62-64
Buy Direct program, 256

CAESAR, 199

Call Reports, revisions, 233

Capital accounts, Federal Reserve Banks,
83, 277, 278-81, 294

Capital flows, 67

Cash flows, Board of Governors, statement,
270

Cash services, 253

Cash Track, Department of the Treasury,
257

Change in Bank Control Act, 235

Check collection, 85, 250, 295

Civil money penalties, 218

Commemorative coins, 212
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Commercial banks, number of, 306
Committee of Sponsoring Organizations
(COS0), 259
Community Affairs programs, 186—88
Community development lending, 18688
Community Reinvestment Act, 190, 191,
202
Compensation, 15
Complaint Analysis Evaluation System and
Reports (CAESAR), 199
Compliance examinations, state member
banks and foreign banking
organizations, 189-91
Compliance with
Consumer Leasing Act, 193
Electronic Fund Transfer Act, 193
Equal Credit Opportunity Act, 192
Expedited Funds Availability Act, 195
Truth in Lending Act, 194
Unfair and Deceptive Acts or Practices,
195
Construction, nonresidential, 10
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FEDNET, 259 Margin stocks, 243
Fedwire, funds transfer services, 85, 251, . .
256 Garn-St Germain Depository
Fees, Federal Reserve services to Institutions Act of 1982, 82
depository institutions Gold certificate accounts of Reserve Banks

Automated clearinghouse services, 252 and gold stock, 278-81, 300-305
Book-entry securities transfer services, CGovernment spending, 12-14, 64-66
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Regulation of the U.S. banking structure
Bank Holding Company Act, 234
Banking and nonbanking proposals, 237
Bank Merger Act, 234
Change in Bank Control Act, 235
Federal Reserve decisions, public notice,
236
Regulations
B, Equal Credit Opportunity, 81, 180,
192
C, Home Mortgage Disclosure, 81, 180
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300-305
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282, 284, 300-305
Treasury, U.S. Department of the, 211, 213,
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