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L CHANGES IN LOAN PRICING AND 
BUSINESS LENDING AT COMMERCIAL 
BANKS 

A number of important changes have affect-
ed the competitive environment of U.S. 
commercial banks as suppliers of business 
credit in the past half dozen years. 

14 U.S. MONETARY POLICYIN RECENT 
YEARS: AN OVERVIEW 

The basic thrust of U.S. monetary policy in 
recent years has been to curb inflation and 
to set the stage for sustainable economic 
growth. 

25 STAFF STUDIES 

"Mergers and Acquisitions by Commercial 
Banks, 1960-83" presents data based on 
the documentation of 4,805 bank mergers 
and acquisitions by state, year, type of 
merger, approving federal regulator, type of 
market, type of acquiring organization, and 
size of the acquired and acquiring firms. 

26 INDUSTRIAL PRODUCTION 

Output for October 1984 was unchanged 
from that for September. 

28 ANNOUNCEMENTS 

Change in the discount rate. 

Letter from Chairman Volcker regarding 
conditional approval of applications to ac-
quire nonbank banks. 

Changes in the fees for wire transfers of 
funds and automated clearinghouse ser-
vices. 

Approval of 1985 schedules of fees for 
check collection services of the Federal 
Reserve Banks. 

Policy statement regarding surpluses or 
shortfalls that arise from the fees for ser-
vices to depository institutions. 

Approval of private sector adjustment fac-
tor. 

Technical modification of extended credit 
program. 

Amendment to Regulation D. 

Amendment to Regulation Z. 

Availability of bank holding company list. 

Request for comments on application to 
expand scope of activities of BT Futures 
Corp.; proposal for two-tier fee schedule 
for the collection of certain checks; propos-
al to amend Regulation AA; requests for 
comments on proposed changes to staff 
commentaries on Regulations E and Z. 

Admission of one state bank to membership 
in the Federal Reserve System. 

33 RECORD OF POLICY ACTIONS OF THE 
FEDERAL OPEN MARKET COMMITTEE 

At the conclusion of the meeting on Octo-
ber 2, 1984, a majority of the members 
indicated that they favored or could accept 
a directive that called for maintaining the 
lesser degree of restraint on reserve posi-
tions that had been attained over recent 
weeks. The members expected that such an 
approach to policy implementation would 
be consistent with growth of M l , M2, and 
M3 at annual rates of about 6, IVi, and 9 
percent respectively for the period from 
September to December. Somewhat lesser 
restraint would be acceptable if growth of 
the monetary aggregates should fall signifi-
cantly short of expectations, with any ad-
justment in operations to be evaluated in 
the context of the strength of the business 
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expansion and inflationary pressures, con-
ditions in domestic and international finan-
cial markets, and the rate of credit growth. 
Conversely, greater restraint might be ac-
ceptable in the event of substantially more 
rapid growth in the monetary aggregates 
than was currently expected, provided such 
growth was associated with evidence that 
economic activity and inflationary pres-
sures were strengthening significantly. It 
was agreed that the intermeeting range for 
the federal funds rate, which provides a 
mechanism for initiating consultation of the 
Committee, should be left unchanged at 8 to 
12 percent. 

39 LEGAL DEVELOPMENTS 

Amendments to Regulations D and Z; vari-
ous bank holding company, bank service 
corporation, and bank merger orders; and 
pending cases. 
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75 REGULATORY RESPONSES TO CHANGES 
IN THE CONSUMER FINANCIAL 
SERVICES INDUSTR Y 

The Board's actions to remove require-
ments that might hinder the financial ser-
vices industry's implementation of a prod-
uct or service and regulatory revisions to 
maintain the consumer protections intended 
by the Congress are discussed. 

82 TREASURY AND FEDERAL RESERVE 
FOREIGN EXCHANGE OPERATIONS.-
INTERIM REPORT 

During the three-month period from August 
through October, the dollar continued to 
advance from the levels reached in midsum-
mer. 

85 INDUSTRIAL PRODUCTION 

O u t p u t r o s e 0 .4 p e r c e n t in N o v e m b e r . 

87 ANNOUNCEMENTS 

Change in the discount rate. 

Appointment of new members to the Con-
sumer Advisory Council. 

Financial results of priced services. 

Schedule for final Board action on place-
ment of third-party commercial paper. 

Extension of registration period for certain 
bank holding companies. 

Proposed action. 

Erratum in text of BULLETIN article. 

Publication of the seventh edition of The 
Federal Reserve System—Purposes and 
Functions. 

Changes in Board staff. 

Admission of eight state banks to member-
ship in the Federal Reserve System. 

92 RECORD OF POLICY ACTIONS OF THE 
FEDERAL OPEN MARKET COMMITTEE 

At its meeting on November 7, 1984, the 
Committee adopted a directive that called 
for a somewhat reduced degree of restraint 
on reserve positions. The members expect-
ed such an approach to policy implementa-
tion to continue to be consistent with 
growth of M2 and M3 at annual rates of 
about IVi and 9 percent respectively as 
established at the early October meeting for 
the period from September to December. 
Given the appreciable decline in Ml during 
October, its growth over the three-month 
period was now expected to be at an annual 
rate of around 3 percent, down from the 6 
percent rate anticipated at the October 
meeting. The members recognized the vola-
tility of this monetary measure and indicat-
ed that more rapid growth would be accept-
able for the quarter. Lesser restraint on 
reserve conditions would be sought if the 
monetary aggregates grew significantly be-
low expectations, evaluated in the context 
of the strength of the business expansion 
and inflationary pressures, conditions in 
domestic and international financial mar-
kets, and the rate of growth in domestic 
nonfinancial debt. Conversely, greater re-
straint might be acceptable in the event of 
substantially more rapid growth in the mon-
etary aggregates than was currently expect-
ed, provided such growth was associated 
with evidence that economic activity and 
inflationary pressures were strengthening 
significantly. It was agreed that the inter-
meeting range for the federal funds rate 
should be reduced by 1 percentage point to 
7 to 11 percent. 
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137 THE THRIFT INDUSTRY IN TRANSITION 

The economic climate of the 1980s has 
generated substantial changes in the struc-
ture of the thrift industry. 

157 INDUSTRIAL PRODUCTION 

Output rose 0.6 percent in December. 

159 ANNOUNCEMENTS 

Publication of "Consumer Handbook on 
Adjustable Rate Mortgages." 

Preliminary figures available for income of 
Federal Reserve Banks. 

Revision of list of OTC stocks subject to 
margin regulations. 

Revisions to statistical tables in the BULLE-
TIN. 

Deletion of two tables from the statistical 
section of the BULLETIN. 

Price increase for the Call and Income 
Subscription Tapes. 

Proposed actions on the lifting of some 
restrictions on the nonbank bank affiliates 
of bank holding companies, and on estab-
lishing the framework for bank holding 
companies to engage in real estate invest-
ment activities. 

Changes in Board staff. 

Admission of six state banks to membership 
in the Federal Reserve System. 

163 LEGAL DEVELOPMENTS 

Various bank holding company, bank ser-
vice corporation, and bank merger orders; 
and pending cases. 
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187 MONETAR Y POLIC Y REPOR T 
TO THE CONGRESS 

Nineteen eighty-four was another year of 
substantial economic growth, and the ex-
pansion of the past two years has been the 
strongest cyclical upswing since the early 
1950s. 

200 STAFF STUDIES 

In "Compliance Costs and Consumer Bene-
fits of the Electronic Fund Transfer Act: 
Recent Survey Evidence," the author ex-
amines the compliance costs and consumer 
benefits of Regulation E (Electronic Fund 
Transfers), through the findings of a survey 
of financial institutions conducted by the 
Board's staff in 1981 and 1982. 

202 INDUSTRIAL PRODUCTION 

Output rose 0.4 percent in January. 

204 STATEMENTS TO CONGRESS 

Paul A. Volcker, Chairman, Board of Gov-
ernors, gives a broad view of the current 
economic setting, with some emphasis on 
the interrelationships between domestic 
and international developments, before the 
Joint Economic Committee, February 5, 
1985. 

209 Chairman Volcker discusses the economic 
situation, and in that context some implica-
tions of the budgetary choices that must be 
made for the economy, for financial mar-
kets, and for the international position of 
the United States, before the Senate Budget 
Committee, February 8, 1985. 

211 Chairman Volcker presents the Federal Re-
serve's monetary policy objectives for 1985 
and discusses the decisions of the Federal 
Open Market Committee and the outlook 

for the economy in the context of some 
important unfinished business facing those 
responsible for economic policy, before the 
Senate Committee on Banking, Housing, 
and Urban Affairs, February 20, 1985. The 
Chairman presented similar testimony be-
fore the House Committee on Banking, 
Finance and Urban Affairs on February 26, 
1985. 

221 Chairman Volcker discusses the role of the 
United States in the global economy—spe-
cifically the overall relationships between 
U.S. expansion and growth in the rest of the 
world, trade and exchange rate policy, and 
debt of the developing countries, before the 
Senate Foreign Relations Committee, Feb-
ruary 27, 1985. 

225 ANNOUNCEMENTS 

Meeting of the Consumer Advisory Coun-
cil. 

Withdrawal of application by Citicorp. 

Amendment to Regulation J. 

Proposal to amend Regulation T. 

Publication of Trust Examination Manual. 

Changes in Board staff. 

Revisions to data on the money stock. 

Admission of one state bank to membership 
in the Federal Reserve System. 

231 RECORD OF POLICY ACTIONS OF THE 
FEDERAL OPEN MARKET COMMITTEE 

At its meeting on December 17-18, 1984, 
the Committee adopted a directive that 
called for some further reduction in the 
degree of restraint on reserve positions. 
The members expected that such an ap-
proach to policy implementation would be 
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consistent with growth of M1 at an annual 
rate of around 7 percent during the four-
month period from November to March and 
with expansion of both M2 and M3 at an 
annual rate of about 9 percent during the 
same period. Because of the currently esti-
mated shortfall in Ml growth in the fourth 
quarter compared with the members ' ex-
pectations at the beginning of the quarter, 
the Committee decided that somewhat 
more rapid growth of Ml would be accept-
able for the period ahead, particularly if the 
faster growth occurred in the context of 
sluggish expansion in economic activity and 
continued strength of the dollar in foreign 
exchange markets. The Committee also in-
dicated that greater restraint on reserve 
positions might be acceptable in the event 
of substantially more rapid growth in the 
monetary aggregates than was currently ex-
pected and indications that economic activi-
ty and inflationary pressures were strength-
ening significantly. It was agreed that the 
intermeeting range for the federal funds 
rate, which provides a mechanism for initi-
ating consultation of the Committee when 
its boundaries are persistently exceeded, 
should be reduced by one percentage point 
to 6 to 10 percent. 

239 LEGAL DEVELOPMENTS 

Various bank holding company, bank ser-
vice corporation, and bank merger orders; 
and pending cases. 

Ai FINANCIAL AND BUSINESS STATISTICS 

A3 Domestic Financial Statistics 
A44 Domestic Nonfinancial Statistics 
A53 International Statistics 

A69 GUIDE TO TABULAR PRESENTATION, 
STATISTICAL RELEASES, AND SPECIAL 
TABLES 

A78 BOARD OF GOVERNORS AND STAFF 

A80 FEDERAL OPEN MARKET COMMITTEE 
AND STAFF; ADVISORY COUNCILS 

A82 FEDERAL RESERVE BOARD 
PUBLICATIONS 

A85 INDEX TO STATISTICAL TABLES 

A87 FEDERAL RESERVE BANKS, BRANCHES, 
AND OFFICES 

A88 MAP OF FEDERAL RESERVE SYSTEM 
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277 U.S. INTERNATIONAL TRANSACTIONS 
IN 1984 

The key feature of the U.S. external ac-
counts in 1984 was the unprecedented size 
of the current account deficit and the ac-
companying capital account surplus. 

287 TREASURY AND FEDERAL RESERVE 
FOREIGN EXCHANGE OPERATIONS 

During the six months ended in January 
1985, the dollar rose to its highest levels of 
the floating-rate period against the German 
mark and to record levels against the British 
pound and most other European currencies. 

300 STAFF STUDIES 

"Scale Economies in Compliance Costs for 
Consumer Protection Regulations: The 
Truth in Lending and Equal Credit Oppor-
tunity Laws" investigates economies of 
scale in compliance costs for Regulations Z 
(Truth in Lending) and B (Equal Credit 
Opportunity) at commercial banks based on 
data from a 1981 survey of financial institu-
tions conducted by the Federal Reserve 
Board. 

302 INDUSTRIAL PRODUCTION 

Output declined an estimated 0.5 percent in 
February. 

304 STATEMENTS TO CONGRESS 

Paul A. Volcker, Chairman, Board of Gov-
ernors, discusses the economic situation 
and its relationship to budgetary choices in 
the context of a huge deficit, before the 
House Committee on the Budget, March 6, 
1985. 

306 Emanuel Melichar, Senior Economist in the 
Division of Research and Statistics, looks at 
agricultural banking experience in 1984 and 
says that the farm sector is in the sixth year 
of a period of lower and relatively stagnant 
income, with poor prospects for near-term 
improvement, before the Senate Committee 
on Agriculture, Nutrition, and Forestry, 
March 20, 1985. [The published statement is 
a revised version issued March 22, 1985.] 

308 Henry C. Wallich, Member, Board of Gov-
ernors, examines the important issues re-
lating to U.S. trade and current account 
deficits, before the Subcommittee on Inter-
national Economic Policy and Trade of the 
House Committee on Foreign Affairs, 
March 22, 1985. 

312 Chairman Volcker reviews recommenda-
tions to reform the federal regulatory struc-
ture for financial institutions contained in 
the Task Group on Regulation of Financial 
Services, chaired by Vice President Bush, 
before the Subcommittee on Commerce, 
Consumer and Monetary Affairs of the 
House Committee on Government Opera-
tions, March 27, 1985. 

322 ANNOUNCEMENTS 

Modification of seasonal credit program. 

Suspension of processing of applications to 
acquire nonbank banks. 

Elimination of fractional availability credit-
ing option. 

Amendment to Regulations G and U. 

Changes in official staff commentaries on 
Regulations E and Z. 
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Proposed revisions to Regulation B; pro-
posed amendments to Regulations G and J. 

Changes in Board staff. 

Publication of final staff study in series on 
intervention in exchange markets. 

Admission of three state banks to member-
ship in the Federal Reserve System. 

326 RECORD OF POLICY ACTIONS OF THE 
FEDERAL OPEN MARKET COMMITTEE 

At its meeting on February 12-13, 1985, the 
Committee agreed to establish ranges for 
monetary growth of 4 to 7 percent for Ml, 6 
to 9 percent for M2, and 6 to 9V2 percent for 
M3 for the period from the fourth quarter of 
1984 to the fourth quarter of 1985. The 
associated range for total domestic nonfi-
nancial debt was set at 9 to 12 percent for 
the year 1985. The Committee agreed that 
growth in the monetary aggregates in the 
upper part of their ranges for 1985 may be 
appropriate, depending on developments 
with respect to velocity and provided that 
inflationary pressures remain subdued. 

At the conclusion of the Committee's 
discussion of policy implementation for the 
weeks immediately ahead, all of the mem-
bers indicated their acceptance of a direc-
tive that called for maintaining the degree of 
reserve pressure that had prevailed in re-
cent weeks. The members agreed that mod-
est increases in reserve restraint would be 
sought if growth in Ml appeared to be 
exceeding an annual rate of about 8 percent 
and M2 and M3 a rate of around 10 to 11 
percent during the period from December to 
March, particularly if such monetary ex-
pansion was associated with satisfactory 
growth in business activity and diminishing 
pressures in exchange markets. The mem-
bers also agreed that lesser restraint on 
reserve positions would be acceptable in 
the event of substantially slower growth in 
the monetary aggregates, especially against 
the background of sluggish growth in eco-
nomic activity and continued strength of the 

dollar in foreign exchange markets. It was 
agreed that the intermeeting range for the 
federal funds rate, which provides a mecha-
nism for initiating consultation of the Com-
mittee when its boundaries are persistently 
exceeded, should be left unchanged at 6 to 
10 percent. 

335 LEGAL DEVELOPMENTS 

Amendments to Regulations B, E, M, and 
Z, and amendments to Regulations G, T, 
and U; various bank holding company, 
bank service corporation, and bank merger 
orders; and pending cases. 

357 DIRECTORS OF THE FEDERAL RESERVE 
BANKS AND BRANCHES 

List of directors by Federal Reserve Dis-
trict. 

A I FINANCIAL AND BUSINESS STATISTICS 

A3 Domestic Financial Statistics 
A44 Domestic Nonfinancial Statistics 
A53 International Statistics 

A 6 9 GUIDE TO TABULAR PRESENTATION, 
STATISTICAL RELEASES, AND SPECIAL 
TABLES 

A 7 0 BOARD OF GOVERNORS AND STAFF 

All FEDERAL OPEN MARKET COMMITTEE 
AND STAFF; ADVISORY COUNCILS 

A 7 4 FEDERAL RESERVE BOARD 
PUBLICATIONS 

All INDEX TO STATISTICAL TABLES 

A19 FEDERAL RESERVE BANKS, BRANCHES, 
AND OFFICES 

A 8 0 MAP OF FEDERAL RESERVE SYSTEM 
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373 THE FEDERALLY SPONSORED CREDIT 
AGENCIES: AN OVERVIEW 

This article examines the impact of the five 
privately owned financial intermediaries 
that were established by the federal govern-
ment to channel funds to particular sectors 
of the economy that are deemed worthy of 
special support. 

389 THE GROWTH OF CONSUMER DEBT 

The surge in consumer installment credit 
during the 1983-84 economic upswing has 
raised concerns that household indebted-
ness could inhibit future spending. 

403 INDUSTRIAL PRODUCTION 

Output rose an estimated 0.3 percent in 
March. 

405 STATEMENTS TO CONGRESS 

E. Gerald Corrigan, President, Federal Re-
serve Bank of New York, discusses efforts 
aimed at improving standards of capital 
adequacy for dealers in U.S. government 
securities, before the Subcommittee on Do-
mestic Monetary Policy of the House Com-
mittee on Banking, Finance and Urban Af-
fairs, April 1, 1985. 

409 J. Charles Partee, Member, Board of Gov-
ernors, reviews some of the concerns of the 
Federal Reserve Board with respect to 
evolving changes in the financial structure 
that serve to link depository institutions and 
other financial entities, before the Subcom-
mittee on Telecommunications, Consumer 
Protection, and Finance of the House Com-
mittee on Energy and Commerce, April 2, 
1985. 

412 Preston Martin, Vice Chairman, Board of 
Governors, discusses the Federal Reserve's 

contribution to efforts to ameliorate the 
problems of the state-chartered, privately 
insured thrift institutions in Ohio, before 
the Subcommittee on Commerce, Consum-
er and Monetary Affairs of the House Com-
mittee on Government Operations, April 3, 
1985. 

415 Karen N. Horn, President, Federal Reserve 
Bank of Cleveland, examines the Federal 
Reserve's response to the recent problems 
experienced by thrift institutions insured by 
the Ohio Deposit Guarantee Fund, before 
the Subcommittee on Commerce, Consum-
er and Monetary Affairs of the House Com-
mittee on Government Operations, April 3, 
1985. 

418 Vice Chairman Martin discusses the recent 
surge in merger and takeover activity, be-
fore the Subcommittee on Securities of the 
Senate Committee on Banking, Housing, 
and Urban Affairs, April 4, 1985. [Vice 
Chairman Martin presented similar testimo-
ny before the Subcommittees on Oversight 
and Select Revenue Measures of the House 
Committee on Ways and Means, April 16, 
1985.] 

422 Theodore E. Allison, Staff Director for Fed-
eral Reserve Bank Activities, Board of 
Governors, outlines the Federal Reserve's 
role in supplying cash to and accepting cash 
from depository institutions and also ad-
dresses the Federal Reserve's record of 
commitment in supporting government 
agencies that are using currency data to 
investigate criminal activity, before the 
Subcommittee on Financial Institutions Su-
pervision, Regulation and Insurance of the 
House Committee on Banking, Finance and 
Urban Affairs, April 4, 1985. 

424 Chairman Volcker reviews some of the is-
sues involved in proposed banking legisla-
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tion and focuses particularly on the long-
and short-term effects of chartering so-
called nonbank banks and on the provisions 
of the "Bank Definition Act," before the 
Subcommittee on Financial Institutions Su-
pervision, Regulation and Insurance of the 
House Committee on Banking, Finance and 
Urban Affairs, April 17, 1985. 

428 Vice Chairman Martin underscores the im-
portance of assessing the implications of the 
recent surge in merger and takeover activi-
ty, before the Subcommittee on Telecom-
munications, Consumer Protection, and Fi-
nance of the House Committee on Energy 
and Commerce, April 23, 1985. 

430 Chairman Volcker reviews the issues in-
volved in interstate and regional banking 
and says that the Federal Reserve Board 
believes the time has come for the Congress 
to authorize some interstate banking, be-
fore the Subcommittee on Financial Institu-
tions Supervision, Regulation and Insur-
ance of the House Committee on Banking, 
Finance and Urban Affairs, April 24, 1985. 

435 Governor Partee discusses the current diffi-
culties being experienced by banks in agri-
cultural communities and says that these 
problems have been intensifying lately as 
more farmers have been finding it difficult 
to meet fully their loan obligations, before 
the Subcommittee on Financial Institutions 
of the Senate Committee on Banking, 
Housing, and Urban Affairs, April 26, 1985. 

440 ANNOUNCEMENTS 

Revisions to guidelines for capital adequa-
cy. 

Publication of bank holding company per-
formance report. 

Guidelines for purchase and sale of govern-
ment-guaranteed loans. 

Publication of report on priced services in 
1984. 

Amendment to Regulation AA. 

Revised List of OTC Margin Stocks. 

Revised Rules Regarding Equal Opportuni-
ty. 

Proposal for a joint venture to deal in for-
eign currency options traded on a stock 
exchange. 

Changes in Board staff. 

Admission of seven state banks to member-
ship in the Federal Reserve System. 

445 LEGAL DEVELOPMENTS 

Amendments to Regulations H and Y and 
Rules of Procedure; amendments to Regula-
tion AA; amendments to Rules Regarding 
Delegation of Authority; various bank hold-
ing company, bank service corporation, and 
bank merger orders; and pending cases. 
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A44 Domestic Nonfinancial Statistics 
A53 International Statistics 

A69 GUIDE TO TABULAR PRESENTATION, 
STATISTICAL RELEASES, AND SPECIAL 
TABLES 

A76 BOARD OF GOVERNORS AND STAFF 
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AND STAFF; ADVISORY COUNCILS 

A80 FEDERAL RESERVE BOARD 
PUBLICATIONS 

A85 INDEX TO STATISTICAL TABLES 

A87 FEDERAL RESERVE BANKS, BRANCHES, 
AND OFFICES 

A88 MAP OF FEDERAL RESERVE SYSTEM 
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487 A REVISION OF THE INDEX OF 
INDUSTRIAL PRODUCTION 

This article describes the first general revi-
sion of the Federal Reserve's monthly in-
dex of industrial production since 1976 and 
reviews developments in the industrial sec-
tor during the past decade in light of the 
revised data. 

502 INDUSTRIAL PRODUCTION 

Output declined an estimated 0.2 percent in 
April. 

504 STATEMENTS TO CONGRESS 

Marvin Duncan, Vice President, Federal 
Reserve Bank of Kansas City, discusses 
agricultural legislation being considered by 
the Congress and says that appropriate na-
tional policy choices must be made if agri-
cultural markets in the long term are to 
brighten materially, before the Senate Com-
mittee on Agriculture, Nutrition, and For-
estry, May 1, 1985. 

508 Preston Martin, Vice Chairman, Board of 
Governors, discusses the trend toward 
greater internationalization of capital mar-
kets, the further growth of "securitized" 
credit, and the continued development of 
futures and options markets based on finan-
cial instruments, before the Subcommittee 
on Telecommunications, Consumer Protec-
tion, and Finance of the House Committee 
on Energy and Finance, May 2, 1985. 

514 Vice Chairman Martin examines the impact 
of recent merger and buyout activity on 
domestic credit flows and the safety and 
soundness of financial markets, before the 
Subcommittee on Domestic Monetary Poli-
cy of the House Committee on Banking, 
Finance and Urban Affairs, May 3, 1985. 

517 Paul A. Volcker, Chairman, Board of Gov-
ernors, reviews the banking bill, S. 2851, 
and says that the basic framework for the 
conduct of depository institution business 
that would have been established by S. 2851 
is sorely missed and is urgently needed, 
before the Senate Committee on Banking, 
Housing, and Urban Affairs, May 8, 1985. 

520 E. Gerald Corrigan, President, Federal Re-
serve Bank of New York, offers his views 
concerning recent problems in the U.S. 
government securities market and says that 
the market as a whole continues to function 
effectively although the cumulative weight 
of recent disturbances raises some impor-
tant questions about the structure and func-
tioning of the markets, before the Subcom-
mittee on Securities of the Senate 
Committee on Banking, Housing, and Ur-
ban Affairs, May 9, 1985. 

524 President Corrigan discusses the impact of 
recent developments in the government se-
curities market and says that these events 
have not materially affected the functioning 
of the market as a whole, the conduct of 
monetary policy, or Treasury financing ac-
tivities, before the Subcommittee on Com-
merce, Consumer, and Monetary Affairs of 
the House Committee on Government Op-
erations, May 15, 1985. 

528 William Taylor, Director of the Board's 
Division of Banking Supervision and Regu-
lation, reviews the Federal Reserve's su-
pervisory oversight of certain transactions 
between banks and government securities 
dealers that involve the transfer of, or a 
security interest in, U.S. government secu-
rities, before the Subcommittee on Com-
merce, Consumer, and Monetary Affairs of 
the House Committee on Government Op-
erations, May 15, 1985. 
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533 ANNOUNCEMENTS 

Change in the discount rate. 

Meeting of Consumer Advisory Council. 

Policy statement on large-dollar wire trans-
fer systems. 

Policy on securities lending. 
Proposed actions. 

Admission of four state banks to member-
ship in the Federal Reserve System. 

536 RECORD OF POLICY ACTIONS OF THE 
FEDERAL OPEN MARKET COMMITTEE 

At its meeting on March 26, 1985, the 
Committee adopted a directive that called 
for no change in reserve conditions. The 
members anticipated that that action would 
be consistent with growth of Ml, M2, and 
M3 at annual rates of around 6, 7, and 8 
percent respectively for the period from 
March to June. The members agreed that 
somewhat lesser restraint might be accept-
able in the context of substantially slower 
growth in the monetary aggregates, while 
somewhat greater restraint might be accept-
able if monetary growth were substantially 
faster. In either event, the need for greater 
or lesser restraint would also be appraised 
against the background of developments 
relating to the strength of the business ex-
pansion, progress against inflation, and 
conditions in domestic credit and foreign 
exchange markets. It was agreed that the 

intermeeting range for the federal funds 
rate, which provides a mechanism for initi-
ating consultation of the Committee when 
its boundaries are persistently exceeded, 
would be left unchanged at 6 to 10 percent. 

543 LEGAL DEVELOPMENTS 

Amendment to Rules Regarding Equal Op-
portunity; various bank holding company, 
bank service corporation, and bank merger 
orders; and pending cases. 

Ai FINANCIAL AND BUSINESS STATISTICS 

A3 Domestic Financial Statistics 
A44 Domestic Nonfinancial Statistics 
A53 International Statistics 

A69 GUIDE TO TABULAR PRESENTATION, 
STATISTICAL RELEASES, AND SPECIAL 
TABLES 

A70 BOARD OF GOVERNORS AND STAFF 

A72 FEDERAL OPEN MARKET COMMITTEE 
AND STAFF, ADVISORY COUNCILS 

A74 FEDERAL RESERVE BOARD 
PUBLICATIONS 

All INDEX TO STATISTICAL TABLES 

A79 FEDERAL RESERVE BANKS, BRANCHES, 
AND OFFICES 

A80 MAP OF FEDERAL RESERVE SYSTEM 
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601 ECONOMICS IN POLICY AND PRACTICE: 
OPPORTUNITY OUT OF ADVERSITY 

In an address, Paul A. Volcker, Chairman, 
Board of Governors, says that the lessons 
of economic history suggest that our suc-
cess or failure in meeting problems is de-
pendent on the degree we respect some 
broad, guiding principles—a sense of price 
stability, recognition that our destiny must 
be found in the context of an open world 
economy, and stability and continuity of 
our financial markets. 

607 FOREIGN EXCHANGE OPERATIONS: 
INTERIM REPORT 

During the period from February to the end 
of April, the exchange value of the dollar 
fell on balance against most major curren-
cies about 2 percent from levels at the end 
of January. 

609 STAFF STUDIES 

"Service Charges as a Source of Bank 
Income and Their Impact on Consumers" 
provides important insights into changes in 
service charges and their effect on bank 
income and consumers during the 1979-83 
period. 

611 INDUSTRIAL PRODUCTION 

Output declined an estimated 0.1 percent in 
May. 

613 STATEMENTS TO CONGRESS 

Theodore E. Allison, Staff Director for Fed-
eral Reserve Bank Activities, Board of 
Governors of the Federal Reserve System, 
discusses the views of the Board on the 
proposed "Currency Design Act," and says 
that one of the primary concerns of those 
who share the responsibility of maintaining 

a strong currency system should be its 
protection against counterfeiting, before the 
Subcommittee on Consumer Affairs and 
Coinage of the House Committee on Bank-
ing, Finance and Urban Affairs, June 18, 
1985. 

614 J. Charles Partee, Member, Board of Gov-
ernors, discusses the current difficulties 
that are being experienced by banks in our 
agricultural communities, before the Sub-
committee on Agriculture and Transporta-
tion of the Joint Economic Committee, June 
19, 1985. 

618 Emmett J. Rice, Member, Board of Gover-
nors, focuses on aggregate trends in the 
small business sector, and says that public 
policies oriented toward sustained growth, 
with no sacrifice of price stability, will 
create an environment in which small busi-
nesses can flourish, before the Subcommit-
tee on Oversight and the Economy of the 
House Committee on Small Business, June 
25, 1985. 

621 Chairman Volcker presents the views of the 
Federal Reserve on regulation of the market 
for Treasury and federally sponsored agen-
cy securities, before the Subcommittee on 
Telecommunications, Consumer Protection 
and Finance of the House Committee on 
Energy and Commerce, June 26, 1985. 

624 Chairman Volcker discusses issues in-
volved in the budgetary treatment and pro-
cedures of the Federal Reserve System, 
before the Subcommittee on Economic 
Goals and Intergovernmental Policy of the 
Joint Economic Committee, June 27, 1985. 

629 ANNOUNCEMENTS 

Request for nominations to the Consumer 
Advisory Council. 

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis

August 1985



Statement on activities of Bankers Trust 
Company. 

Financial results of priced service opera-
tions. 

Amendment to Regulation G. 

Amendments to Regulation T. 

Proposed action. 

Admission of five state banks to member-
ship in the Federal Reserve System. 

631 LEGAL DEVELOPMENTS 

Various bank holding company, bank ser-
vice corporation, and bank merger orders; 
and pending cases. 

AI FINANCIAL AND BUSINESS STATISTICS 

A3 Domestic Financial Statistics 
A44 Domestic Nonfinancial Statistics 
A53 International Statistics 

A69 GUIDE TO TABULAR PRESENTATION, 
STATISTICAL RELEASES, AND SPECIAL 
TABLES 

A80 BOARD OF GOVERNORS AND STAFF 

A82 FEDERAL OPEN MARKET COMMITTEE 
AND STAFF, ADVISORY COUNCILS 

A84 FEDERAL RESERVE BOARD 
PUBLICATIONS 

A87 INDEX TO STATISTICAL TABLES 

A89 FEDERAL RESERVE BANKS, BRANCHES, 
AND OFFICES 

A90 MAP OF FEDERAL RESERVE SYSTEM 
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671 MONETARV POLICY REPORT 
TO THE CONGRESS 

In working toward the goal of sustained 
growth of the economy that is consistent 
with progress toward price stability, devel-
opments with respect to the dollar and the 
external position of the United States have 
necessarily assumed greater prominance. 

685 INDUSTRIAL PRODUCTION 

Output rose an estimated 0.1 percent in 
June. 

687 STATEMENTS TO CONGRESS 

Paul A. Volcker, Chairman, Board of Gov-
ernors, presents the views of the Federal 
Reserve on regulation of the market for 
Treasury and federally sponsored agency 
securities, before the Subcommittee on Do-
mestic Monetary Policy of the House Com-
mittee on Banking, Finance and Urban Af-
fairs, July 9, 1985. 

690 Chairman Volcker reviews monetary policy 
in the context of recent and prospective 
economic and financial developments and 
amplifies some of the decisions of the Fed-
eral Open Market Committee set out in the 
semiannual "Monetary Policy Report to the 
Congress," before the House Committee 
on Banking, Finance and Urban Affairs, 
July 17, 1985. [Chairman Volcker presented 
identical testimony before the Senate Com-
mittee on Banking, Housing, and Urban 
Affairs on July 18, 1985.] 

697 Preston Martin, Vice Chairman, Board of 
Governors, discusses developments in the 
external position of the United States and 
related policies here and abroad, and says 
that one of the most significant economic 
developments for the United States in re-

cent years has been the dramatic apprecia-
tion of the dollar, before the Subcommittee 
on Economic Stabilization of the House 
Committee on Banking, Finance and Urban 
Affairs, July 18, 1985. 

701 Chairman Volcker discusses the multilater-
al development institutions and their role 
with respect to the debt and growth prob-
lems in the developing countries and says 
that the International Monetary Fund and 
the World Bank, and to a lesser degree, the 
international development banks, have im-
portant roles to play in safeguarding inter-
national stability and in promoting sound 
growth in the world economy, before the 
Subcommittee on International Develop-
ment Institutions and Finance of the House 
Committee on Banking, Finance and Urban 
Affairs, July 30, 1985. 

706 ANNOUNCEMENTS 

Resignation of Lyle E. Gramley as a mem-
ber of the Board of Governors. 

Appointment of advisory panel to assist in 
development of a program to reduce risk on 
large-dollar transfer systems. 

Publication of revised list of OTC stocks 
subject to margin regulations. 

Extension of comment period on proposed 
amendment to Regulation Z. 

Admission of eight state banks to member-
ship in the Federal Reserve System. 

708 RECORD OF POLICY ACTIONS OF THE 
FEDERAL OPEN MARKET COMMITTEE 

At its meeting on May 21, 1985, the Com-
mittee adopted a directive that, against the 
background of the recent reduction in the 
discount rate, called for maintaining the 
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current degree of reserve restraint, ab-
stracting from special situation borrowing 
by thrift institutions. The members expect-
ed such an approach to policy implementa-
tion to be consistent with growth of Ml at 
an annual rate of about 6 percent or a little 
higher for the period from March to June. 
Given the weakness in M2 and M3 in April, 
growth in these broader aggregates over the 
three-month period was now expected to be 
slower than had been anticipated at the time 
of the previous meeting. The members 
agreed that somewhat lesser restraint on 
reserve conditions would be acceptable in 
the context of substantially slower growth 
in the monetary aggregates, while some-
what greater restraint might be appropriate 
if monetary growth were substantially fast-
er. It was understood that the need for 
lesser or greater restraint would be consid-
ered against the background of develop-
ments relating to the strength of the busi-
ness expansion, inflationary pressures, and 
conditions in domestic credit and foreign 
exchange markets. The members agreed 
that the intermeeting range for the federal 
funds rate, which provides a mechanism for 
initiating consultation of the Committee 
when its boundaries are persistently ex-
ceeded, should be left unchanged at 6 to 10 
percent. 

715 LEGAL DEVELOPMENTS 

Various bank holding company, bank ser-
vice corporation, and bank merger orders; 
and pending cases. 

Ai FINANCIAL AND BUSINESS STATISTICS 

A3 Domestic Financial Statistics 
A44 Domestic Nonfinancial Statistics 
A53 International Statistics 

A69 GUIDE TO TABULAR PRESENTATION, 
STATISTICAL RELEASES, AND SPECIAL 
TABLES 

A70 BOARD OF GOVERNORS AND STAFF 

A72 FEDERAL OPEN MARKET COMMITTEE 
AND STAFF; ADVISORY COUNCILS 

A74 FEDERAL RESERVE BOARD 
PUBLICATIONS 

A77 INDEX TO STATISTICAL TABLES 

A79 FEDERAL RESERVE BANKS, BRANCHES, 
AND OFFICES 

A80 MAP OF FEDERAL RESERVE SYSTEM 
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743 FINANCIAL INNOVATION AND 
DEREGULATION IN FOREIGN 
INDUSTRIAL COUNTRIES 

Recent changes in foreign financial markets 
include the introduction of new financial 
assets and markets, a greater reliance on 
market-determined interest rates and in-
creased competition among financial insti-
tutions. 

754 REVISED FEDERAL RESERVE RATES OF 
CAPACITY UTILIZATION 

Revised estimates of industrial capacity and 
capacity utilization for the period since 
1967, prepared in conjunction with the re-
cent revision of the index of industrial pro-
duction, show relatively slow growth of 
capacity and relatively low rates of utiliza-
tion. 

767 SURVEY OF HOME-SELLER FINANCE, 
1983 

This article highlights the main findings of a 
special survey of financing by home sellers 
taken in late 1983. 

776 INDUSTRIAL PRODUCTION 

Output increased an estimated 0.2 percent 
in July. 

778 ANNOUNCEMENTS 

Meeting of Consumer Advisory Council. 

Interpretation of policy statement on large-
dollar wire transfer systems. 

Information required from automated clear-
inghouses before they may receive net set-
tlement services. 

Results of priced service operations avail-
able. 

Comments requested on proposed change 
in Regulation K; extension of comment 
period on proposed revision of bank holding 
company reporting requirements. 

Changes in Board staff. 

Admission of two state banks to member-
ship in the Federal Reserve System. 

780 RECORD OF POLICY ACTIONS OF THE 
FEDERAL OPEN MARKET COMMITTEE 

At its meeting on July 9-10, 1985, the 
Committee reaffirmed ranges for the year of 
6 to 9 percent for M2 and 6 to 9V2 percent 
for M3. The associated range for total do-
mestic nonfinancial debt was reaffirmed at 9 
to 12 percent. With respect to Ml , the base 
was moved forward to the second quarter of 
1985 and a range was established at an 
annual growth rate of 3 to 8 percent. 

For 1986 the Committee agreed on tenta-
tive ranges of monetary growth, measured 
from the fourth quarter of 1985 to the fourth 
quarter of 1986, of 4 to 7 percent for Ml , 6 
to 9 percent for M2, and 6 to 9 percent for 
M3. The associated range for growth in 
total domestic nonfinancial debt was provi-
sionally set at 8 to 11 percent for 1986. 

With respect to the implementation of 
policy for the immediate future, the Com-
mittee adopted a directive that called for 
maintaining the existing degree of pressure 
on reserve positions. That action was ex-
pected to be consistent with growth in M2 
and M3 at an annual rate of around IVi 
percent during the period from June to 
September, and with a substantial slowing 
of Ml growth to an annual rate of 5 to 6 
percent. It was agreed that somewhat lesser 
reserve restraint might be acceptable in the 
event of substantially slower growth of the 
monetary aggregates while somewhat great-
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er restraint would be acceptable in the 
event of substantially higher growth. In 
either case such a change would be consid-
ered in the context of appraisals of the 
strength of the business expansion, pro-
gress against inflation, and conditions in 
domestic credit and foreign exchange mar-
kets. The intermeeting range for the federal 
funds rate was retained at 6 to 10 percent. 

789 LEGAL DEVELOPMENTS 

Various bank holding company, bank ser-
vice corporation, and bank merger orders; 
and pending cases. 

Al FINANCIAL AND BUSINESS STATISTICS 

A3 Domestic Financial Statistics 
A44 Domestic Nonfinancial Statistics 
A53 International Statistics 

A69 GUIDE TO TABULAR PRESENTATION, 
STATISTICAL RELEASES, AND SPECIAL 
TABLES 

A70 BOARD OF GOVERNORS AND STAFF 

A72 FEDERAL OPEN MARKET COMMITTEE 
AND STAFF; ADVISORY COUNCILS 

A74 FEDERAL RESERVE BOARD 
PUBLICATIONS 

All INDEX TO STATISTICAL TABLES 

A79 FEDERAL RESERVE BANKS, BRANCHES, 
AND OFFICES 

A80 MAP OF FEDERAL RESERVE SYSTEM 
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823 ADJUSTABLE-RATE FINANCING IN 
MORTGAGE AND CONSUMER CREDIT 
MARKETS 

This article investigates the forces underly-
ing the development of adjustable-rate lend-
ing in mortgage and consumer credit mar-
kets and discusses the similarities and 
differences between typical lending prac-
tices in the two markets. 

836 PROFITABILITY OF INSURED 
COMMERCIAL BANKS IN 1984 

The profitability of insured commercial 
banks declined again in 1984. 

850 TREASURY AND FEDERAL RESERVE 
FOREIGN EXCHANGE OPERATIONS 

During the six months from February 
through July, the dollar briefly continued its 
climb of four and one-half years to reach 
record levels for the floating-rate period; 
thereafter it declined to close the period 
much lower. 

862 STAFF STUDIES 

"The Role of the Prime Rate in the Pricing 
of Business Loans by Commercial Banks, 
1977-84" examines the shift by commercial 
banks in the late 1970s away from the prime 
rate—traditionally considered the rate of-
fered by banks to their most creditworthy 
customers—toward measures of the cost of 
funds as the basis for pricing large business 
loans. 

864 INDUSTRIAL PRODUCTION 

Output rose an estimated 0.3 percent in 
August. 

866 STATEMENTS TO CONGRESS 

Paul A. Volcker, Chairman, Board of Gov-
ernors, comments on proposals for reform-
ing the federal deposit insurance system 
and reviews some other elements of the 
appropriate federal approach toward depos-
itory institutions, before the Senate Com-
mittee on Banking, Housing, and Urban 
Affairs, September 11, 1985. 

874 J. Charles Partee, Member, Board of Gov-
ernors, presents the Board's views on a 
recent South Dakota law that authorizes 
out-of-state bank holding companies to ac-
quire state-chartered banks in South Dako-
ta and to engage through these banks in all 
facets of the insurance business, the so-
called South Dakota loophole, in conflict 
with federal law and regulation, before the 
Subcommittee on Financial Institutions Su-
pervision, Regulation and Insurance, of the 
House Committee on Banking, Finance and 
Urban Affairs, September 11, 1985. 

877 William Taylor, Director of the Board's 
Division of Banking Supervision and Regu-
lation, discusses the financial condition of 
the institutions under the supervision of the 
Federal Reserve, before the Subcommittee 
on Financial Institutions Supervision, Reg-
ulation and Insurance of the House Com-
mittee on Banking, Finance and Urban Af-
fairs, September 11, 1985. 

882 ANNOUNCEMENTS 

Revisions to Regulation K. 

Publication of Annual Statistical Digest, 
1984. 

Admission of four state banks to member-
ship in the Federal Reserve System. 
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884 LEGAL DEVELOPMENTS 

Various bank holding company, bank ser-
vice corporation, and bank merger orders; 
and pending cases. 

A i FINANCIAL AND BUSINESS STATISTICS 

A3 Domestic Financial Statistics 
A44 Domestic Nonfinancial Statistics 
A53 International Statistics 

A69 GUIDE TO TABULAR PRESENTATION, 
STATISTICAL RELEASES, AND SPECIAL 
TABLES 

A80 BOARD OF GOVERNORS AND STAFF 

A82 FEDERAL OPEN MARKET COMMITTEE 
AND STAFF; ADVISORY COUNCILS 

A84 FEDERAL RESERVE BOARD 
PUBLICATIONS 

A87 INDEX TO STATISTICAL TABLES 

A89 FEDERAL RESERVE BANKS, BRANCHES, 
AND OFFICES 

A90 MAP OF FEDERAL RESERVE SYSTEM 
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913 REVISION OF THE BOARD'S EQUAL 
CREDIT REGULATION: AN OVERVIEW 

The Federal Reserve Board recently com-
pleted its first comprehensive review of 
Regulation B, which comprises the rules to 
implement the Equal Credit Opportunity 
Act; this article presents a synopsis of Reg-
ulation B and a discussion of the major 
issues involved in the revision. 

924 FINANCIAL DEVELOPMENTS OF BANK 
HOLDING COMPANIES IN 1984 

High loan losses negatively affected earn-
ings and profitability at bank holding com-
panies in 1984, although capital ratios con-
tinued to improve. 

933 STAFF STUDIES 

"Revisions in the Monetary Services (Divi-
sia) Indexes of the Monetary Aggregates," 
by Helen T. Farr and Deborah Johnson, 
explains a recent revision of the Board's 
indexes of the monetary aggregates by cata-
loging both the data used to calculate the 
indexes and the changes made to those 
data. 

934 "The Macroeconomic and Sectoral Effects 
of the Economic Recovery Tax Act: Some 
Simulation Results," by Flint Bray ton and 
Peter B. Clark, uses the Federal Reserve 
Board's MPS quarterly econometric model 
of the U.S. economy to investigate the 
longer-term consequences of the Economic 
Recovery Tax Act of 1981 and the Tax 
Equity and Fiscal Responsibility Act of 
1982. 

935 INDUSTRIAL PRODUCTION 

Output declined an estimated 0.1 percent in 
September. 

937 STATEMENTS TO CONGRESS 

Preston Martin, Vice Chairman, Board of 
Governors, discusses the views of the 
Board on delayed availability—the placing 
by banks of holds ranging from several days 
to two or more weeks on funds that their 
customers deposit by check—before the 
Subcommittee on Financial Institutions Su-
pervision, Regulation and Insurance of the 
House Committee on Banking, Finance and 
Urban Affairs, October 10, 1985. 

941 Emanuel Melichar, Senior Economist, Di-
vision of Research and Statistics, reviews 
the experience of the aggregate farm sector 
to show how present conditions evolved 
and to provide insight into the diversity of 
financial experience among individual farm-
ers, before the Subcommittee on Economic 
Stabilization of the House Committee on 
Banking, Finance and Urban Affairs, Octo-
ber 23, 1985. 

944 Martha R. Seger, Member, Board of Gover-
nors, presents the views of the Board on 
two legislative proposals that would estab-
lish nationwide ceilings on interest rates for 
credit cards, before the Subcommittee on 
Consumer Affairs of the House Committee 
on Banking, Finance and Urban Affairs, 
October 29, 1985. 

949 RECORD OF POLICY ACTIONS OF THE 
FEDERAL OPEN MARKET COMMITTEE 

At its meeting on August 20, 1985, the 
Committee adopted a directive that called 
for maintaining the slightly firmer degree of 
reserve restraint that had been sought in 
recent weeks. The members expected such 
an approach to policy implementation to be 
consistent with growth of M2 and M3 at 
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annual rates of around 8V2 and 6V2 percent 
respectively for the period from June to 
September, not much changed from expec-
tations at the time of the July meeting. 
Growth in Ml was now anticipated to grow 
at an annual rate of about 8 to 9 percent 
over the three-month period, considerably 
above earlier expectations. 

The members agreed that somewhat 
greater restraint on reserve positions would 
be acceptable if growth in the monetary 
aggregates were substantially faster than 
expected, while somewhat lesser restraint 
would be acceptable if monetary growth 
were substantially slower. As in the past, 
any such adjustment should not be made 
automatically in response to the behavior of 
the monetary aggregates alone, but should 
take broader economic and financial devel-
opments into account, including conditions 
in domestic and international financial mar-
kets. For the period ahead, several mem-
bers believed that policy implementation 
should be especially alert to developments 
in the foreign exchange markets. The mem-
bers agreed that the intermeeting range for 
the federal funds rate, which provides a 
mechanism for initiating consultation of the 
Committee when its boundaries are persis-
tently exceeded, should be left unchanged 
at 6 to 10 percent. 

955 ANNOUNCEMENTS 

Policy on supervision of state member 
banks and bank holding companies. 

Revised list of OTC stocks subject to mar-
gin regulations now available. 

Bank holding company application. 

Change in Board staff. 

Admission of six state banks to membership 
in the Federal Reserve System. 

957 LEGAL DEVELOPMENTS 

Various bank holding company and bank 
merger orders and pending cases; amend-
ment to Rules Regarding Delegation of Au-
thority. 

AI FINANCIAL AND BUSINESS STATISTICS 

A3 Domestic Financial Statistics 
A44 Domestic Nonfinancial Statistics 
\53 International Statistics 

A69 GUIDE TO TABULAR PRESENTATION, 
STATISTICAL RELEASES, AND SPECIAL 
TABLES 

A70 BOARD OF GOVERNORS AND STAFF 

A72 FEDERAL OPEN MARKET COMMITTEE 
AND STAFF; ADVISORY COUNCILS 

A74 FEDERAL RESERVE BOARD 
PUBLICATIONS 

A79 INDEX TO STATISTICAL TABLES 

A81 INDEX TO VOLUME 71 

A97 FEDERAL RESERVE BANKS, BRANCHES, 
AND OFFICES 

A98 MAP OF FEDERAL RESERVE SYSTEM 

Temporary amendment to Regulation J. 
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L RECENT DEVELOPMENTS IN THE 
BANKERS ACCEPTANCE MARKET 

This article analyzes the rapid expansion of 
the bankers acceptance market throughout 
the 1970s and into the early 1980s and its 
subsequent contraction of nearly 20 percent 
since June 1984. 

13 INDUSTRIAL PRODUCTION 

Total industrial production for October 
1985 was unchanged from that for Sep-
tember. 

15 STATEMENTS TO CONGRESS 

Stephen H. Axilrod, Staff Director for Mon-
etary and Financial Policy, Board of Gover-
nors of the Federal Reserve System, dis-
cusses the exchange markets for the dollar 
in the aftermath of the G-5 meeting on 
September 22 and also the relationship 
among exchange market conditions and do-
mestic economic and credit developments, 
before the Subcommittee on Domestic 
Monetary Policy of the House Committee 
on Banking, Finance and Urban Affairs, 
November 7, 1985. 

18 Mr. Axilrod clarifies the technical aspects 
of possible discount window lending to the 
Farm Credit System as well as to agricultur-
al banks, before the Subcommittee on Eco-
nomic Stabilization of the House Commit-
tee on Banking, Finance and Urban Affairs, 
November 21, 1985. 

20 RECORD OF POLICY ACTIONS OF THE 
FEDERAL OPEN MARKET COMMITTEE 

At its meeting on October 1, 1985, the 
Committee adopted a directive that called 
for maintaining the degree of reserve pres-
sure that had been sought in previous 

weeks. Most members expected such an 
approach to policy implementation to be 
consistent with growth of both M2 and M3 
at annual rates of around 6 to 7 percent for 
the period from September to December. 
Over the same period, growth in Ml was 
expected to slow markedly—also to an an-
nual rate of 6 to 7 percent—and even slower 
growth would be acceptable in the context 
of satisfactory economic performance, giv-
en the very rapid expansion experienced in 
previous months. The members agreed that 
somewhat greater or lesser reserve restraint 
would be acceptable over the intermeeting 
period, depending on the behavior of the 
monetary aggregates and taking account of 
appraisals of the strength of the business 
expansion, the performance of the dollar in 
foreign exchange markets, progress against 
inflation, and conditions in domestic and 
international credit markets. It was also 
understood that policy might be implement-
ed with somewhat more flexibility than usu-
al over the relatively short intermeeting 
period, given the uncertainties associated 
with particularly sensitive conditions in the 
foreign exchange and other markets. The 
members agreed that the intermeeting range 
for the federal funds rate, which provides a 
mechanism for initiating consultation of the 
Committee when its boundaries are persis-
tently exceeded, should be left unchanged 
at 6 to 10 percent. 

26 ANNOUNCEMENTS 

Final revisions to Regulation B. 

Issuance of staff guidelines for compliance 
with the Credit Practices Rule. 

Policy statement on payment of cash divi-
dends. 

Policy statement on repurchase agreement 
transactions. 
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Quarterly report on financial results of 
priced services. 

New fee schedules for priced services. 

Changes to the operating schedule for Fed-
wire. 

Proposal to amend Regulation J; proposal 
to define perpetual debt securities as pri-
mary capital. 

Admission of four state banks to member-
ship in the Federal Reserve System. 

31 LEGAL DEVELOPMENTS 

Revisions to Regulation B; various bank 
holding company, bank service corpora-
tion, and bank merger orders; and pending 
cases. 

A i FINANCIAL AND BUSINESS STATISTICS 

A3 Domestic Financial Statistics 
A44 Domestic Nonfinancial Statistics 
A53 International Statistics 

A69 GUIDE TO TABULAR PRESENTATION, 
STATISTICAL RELEASES, AND SPECIAL 
TABLES 

A74 BOARD OF GOVERNORS AND STAFF 

A76 FEDERAL OPEN MARKET COMMITTEE 
AND STAFF; ADVISORY COUNCILS 

A78 FEDERAL RESERVE BOARD 
PUBLICATIONS 

A81 INDEX TO STATISTICAL TABLES 

A83 FEDERAL RESERVE BANKS, BRANCHES, 
AND OFFICES 

A84 MAP OF FEDERAL RESERVE SYSTEM 
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87 THE USE OF CASH AND TRANSACTION 
ACCOUNTS BY AMERICAN FAMILIES 

This article describes the Survey of Curren-
cy and Transaction Account Usage and 
presents preliminary findings on the distri-
bution of payment methods by selected 
demographic groups and of total payments 
by the means of payment used; it also 
discusses survey evidence bearing on cash 
use, its rate of circulation, and demographic 
determinants of cash holdings. 

109 TREASURY AND FEDERAL RESERVE 
FOREIGN EXCHANGE OPERATIONS.-
INTERIM REPORT 

For the period from August through Octo-
ber 1985, the dollar continued the decline 
that had begun in early 1985, against a 
background of spreading perceptions that 
U.S. economic activity was slowing while 
activity abroad was picking up. 

113 INDUSTRIAL PRODUCTION 

Industrial production rose an estimated 0.4 
percent in November 1985. 

115 STATEMENTS TO CONGRESS 

Paul A. Volcker, Chairman, Board of Gov-
ernors, discusses the operational problems 
experienced by the Bank of New York on 
November 21, 1985, resulting from a failure 
of computer system software, and the re-
sponse of the Federal Reserve Bank of New 
York and says that the effects of the prob-
lem were well contained in terms of market 
performance and risk, before the Subcom-
mittee on Domestic Monetary Policy of the 
House Committee on Banking, Finance and 
Urban Affairs, December 12, 1985. 

117 E. Gerald Corrigan, President, Federal Re-
serve Bank of New York, testifies on the 

circumstances surrounding the problem at 
Bank of New York on November 21, dis-
cusses several steps that can provide assur-
ance that similar episodes do not recur, and 
says that, in the long term, opportunities 
must be found to alter market practices and 
incentives in ways that can strengthen reli-
ability and reduce risk while preserving the 
liquidity and efficiency of the market, be-
fore the Subcommittee on Domestic Mone-
tary Policy of the House Committee on 
Banking, Finance and Urban Affairs, De-
cember 12, 1985. 

125 William Taylor, Director of the Board's 
Division of Banking Supervision and Regu-
lation, discusses the possible impact of 
faulty and fraudulent real estate appraisals 
on federally insured depository institutions 
and says that the federal banking agencies 
have developed guidelines that will aid in 
formalizing and promoting uniformity in the 
procedures for classifying problem real es-
tate loans, including Federal Reserve plans 
to intensify its scrutiny of loan portfolios, 
before the Subcommittee on Commerce, 
Consumer and Monetary Affairs of the 
House Committee on Government Opera-
tions, December 12, 1985. 

128 RECORD OF POLICY ACTIONS OF THE 
FEDERAL OPEN MARKET COMMITTEE 

At its meeting on November 4-5, 1985, the 
Committee adopted a directive that called 
for maintaining about the current degree of 
reserve restraint. Given the sensitivity of 
economic and financial conditions and ex-
change market developments, it was under-
stood that policy would be implemented 
with some added degree of day-to-day flexi-
bility. The members expected such an ap-
proach to policy implementation to be con-
sistent with growth of both M2 and M3 at an 
annual rate of about 6 percent for the period 
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from September to December. Over the 
same period, Ml was also expected to ex-
pand at an annual rate of around 6 percent, 
but in light of its very rapid growth in the 
third quarter, slower growth in this aggre-
gate would be acceptable. Somewhat great-
er reserve restraint might, and somewhat 
lesser restraint would, be acceptable de-
pending on the behavior of the monetary 
aggregates over the intermeeting period and 
taking account of appraisals of the strength 
of the business expansion, the performance 
of the dollar on foreign exchange markets, 
progress against inflation, and conditions in 
domestic and international credit markets. 
The members agreed that the intermeeting 
range for the federal funds rate, which 
provides a mechanism for initiating consul-
tation of the Committee when its bound-
aries are persistently exceeded, should be 
left unchanged at 6 to 10 percent. 

134 ANNOUNCEMENTS 

Amendment to Regulation D involving 
changes in reserve requirements. 

Proposed amendments to Regulations D 
and Q to preserve the current treatment of 
MMDAs and to maintain penalties, in cer-
tain circumstances, for early withdrawal of 
time deposits. 

Proposed interpretation of Regulation G 
with regard to debt securities issued by a 
shell corporation that is used as an acquisi-
tion vehicle. 

Proposed changes to the official staff com-
mentary on Regulations E (Electronic Fund 
Transfers) and Z (Truth in Lending). 

Changes in Board staff. 

Admission of five state banks to member-
ship in the Federal Reserve System. 

137 LEGAL DEVELOPMENTS 

Various bank holding company, bank ser-
vice corporation, and bank merger orders; 
and pending cases. 

AI FINANCIAL AND BUSINESS STATISTICS 

A3 Domestic Financial Statistics 
A44 Domestic Nonfinancial Statistics 
A53 International Statistics 

A69 GUIDE TO TABULAR PRESENTATION, 
STATISTICAL RELEASES, AND SPECIAL 
TABLES 

A70 BOARD OF GOVERNORS AND STAFF 

A72 FEDERAL OPEN MARKET COMMITTEE 
AND STAFF; ADVISORY COUNCILS 

A74 FEDERAL RESERVE BOARD 
PUBLICATIONS 

All INDEX TO STATISTICAL TABLES 

A19 FEDERAL RESERVE BANKS, BRANCHES, 
AND OFFICES 

A80 MAP OF FEDERAL RESERVE SYSTEM 
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163 FINANCIAL CHARACTERISTICS OF 
HIGH-INCOME FAMILIES 

This article based on the 1983 Survey of 
Consumer Finances (1) describes the demo-
graphic characteristics of families in the 
highest income decile and presents statis-
tics on the size and composition of their 
wealth; (2) examines the attitudes and be-
havior of high-income families with regard 
to savings and asset portfolio composition; 
and (3) compares the estimates of aggregate 
household wealth made from the survey 
data used in this article with those made 
from flow of funds account data. 

178 INDUSTRIAL PRODUCTION 

Industrial production rose an estimated 0.7 
percent in December 1985. 

180 STATEMENTS TO CONGRESS 

Emmett J. Rice, Member, Board of Gover-
nors, presents the views of the Board on 
two legislative proposals that would estab-
lish nationwide ceilings on credit card inter-
est rates and says that a federal ceiling on 
credit card rates would be inappropriate, 
before the Subcommittee on Financial Insti-
tutions and Consumer Affairs of the Senate 
Committee on Banking, Housing, and Ur-
ban Affairs, January 28, 1986. 

184 Paul A. Volcker, Chairman, Board of Gov-
ernors, discusses the issues involved in the 
budgetary treatment and procedures of the 
Federal Reserve System and says that the 
Federal Reserve wants to operate with 
maximum efficiency and welcomes con-
gressional oversight, before the Subcom-
mittee on Domestic Monetary Policy of the 
House Committee on Banking, Finance and 
Urban Affairs, January 29, 1986. 

191 ANNOUNCEMENTS 

Appointment of new members to the Con-
sumer Advisory Council. 

Issuance of interpretation of margin re-
quirements involving a shell corporation 
used to finance the acquisition of margin 
stock of a target company. 

Release of preliminary figures on income 
and expenses of the Federal Reserve 
Banks. 

Availability of revised list of OTC stocks 
subject to margin regulations. 

Proposed revisions to Regulation Q; exten-
sion of comment period on proposals con-
cerning Federal Reserve float; proposal for 
Supplemental Adjusted Capital measure. 

Changes in Board staff. 

Admission of six state banks to membership 
in the Federal Reserve System. 

195 LEGAL DEVELOPMENTS 

Various bank holding company, bank ser-
vice corporation, and bank merger orders; 
and pending cases. 

A i FINANCIAL AND BUSINESS STATISTICS 

A3 Domestic Financial Statistics 
A44 Domestic Nonfinancial Statistics 
A53 International Statistics 

A69 GUIDE TO TABULAR PRESENTATION, 
STATISTICAL RELEASES, AND SPECIAL 
TABLES 

A76 BOARD OF GOVERNORS AND STAFF 
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A78 FEDERAL OPEN MARKET COMMITTEE A85 FEDERAL RESERVE BANKS, BRANCHES, 
AND STAFF; ADVISORY COUNCILS AND OFFICES 
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A83 INDEX TO STATISTICAL TABLES 

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis

March 1986



Table of Contents 

213 MONETARY POLICY REPORT TO THE 
CONGRESS 

Although there are unusual uncertainties 
surrounding prospects for prices and eco-
nomic activity in 1986, the overall economic 
outlook for the year appears generally fa-
vorable. 

229 STAFF STUDIES 

In "The Operating Performance of Ac-
quired Firms in Banking Before and After 
Acquisition," the author presents results of 
an empirical investigation of whether ac-
quired firms are poor performers and 
whether mergers generally improve the op-
erating performance of acquired firms. 

230 INDUSTRIAL PRODUCTION 

Industrial production increased an estimat-
ed 0.3 percent in January. 

233 STATEMENTS TO CONGRESS 

Chairman Volcker, in discussing the ap-
proach of Federal Reserve policy within the 
larger economic setting at home and abroad 
says that the continuing expansion has been 
achieved while inflation has remained at the 
lowest rate in more than a decade, before 
the House Committee on Banking, Finance 
and Urban Affairs, February 19, 1986. 
[Chairman Volcker presented identical tes-
timony before the Senate Committee on 
Banking, Housing, and Urban Affairs, Feb-
ruary 20, 1986.] 

241 Chairman Volcker discusses general con-
siderations of domestic and international 
policies within the context of recent devel-
opments and says that maintaining sustain-
able growth of economic activity in a con-
text of greater price stability is the common 

goal of the Federal Reserve, the Congress, 
and the administration, before the House 
Committee on the Budget, February 26, 
1986. 

244 ANNOUNCEMENTS 

Appointment of Wayne D. Angell and Man-
uel H. Johnson as members of the Board of 
Governors. 

Meeting of Consumer Advisory Council. 

Appointment of five new members to the 
Thrift Institutions Advisory Council. 

Renewal of temporary simplified seasonal 
credit program for 1986. 

Changes in Board staff. 

Admission of eleven state banks to mem-
bership in the Federal Reserve System. 

246 RECORD OF POLICY ACTIONS OF THE 
FEDERAL OPEN MARKET COMMITTEE 

At its meeting on December 16-17, 1985, 
the Committee adopted a directive that 
called for some limited decrease in the 
degree of pressure on reserve positions. 
The members expected such an approach to 
policy implementation to be consistent with 
growth of M2 and M3 at annual rates of 6 to 
8 percent for the four-month period from 
November to March. Over the same period 
they expected the expansion of Ml to slow 
to an annual rate of 7 to 9 percent, though 
the outlook for Ml growth continued to be 
subject to unusual uncertainty. Somewhat 
greater reserve restraint might, and some-
what lesser restraint would, be acceptable 
over the intermeeting period depending on 
the growth of the monetary aggregates, the 
strength of the business expansion, the per-
formance of the dollar on foreign exchange 
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markets, progress against inflation, and 
conditions in domestic and international 
credit markets. The members agreed that 
the intermeeting range for the federal funds 
rate, which provides a mechanism for initi-
ating consultation of the Committee when 
its boundaries are persistently exceeded, 
should be left unchanged at 6 to 10 percent. 

253 LEGAL DEVELOPMENTS 

Various bank holding company, bank ser-
vice corporation, and bank merger orders; 
and pending cases. 

285 MEMBERSHIP OF THE 
BOARD OF GOVERNORS OF THE 
FEDERAL RESERVE SYSTEM, 1913-86 

List of appointive and ex officio members. 

A i FINANCIAL AND BUSINESS STATISTICS 

A3 Domestic Financial Statistics 
A44 Domestic Nonfinancial Statistics 
A53 International Statistics 

A69 GUIDE TO TABULAR PRESENTATION, 
STATISTICAL RELEASES, AND SPECIAL 
TABLES 

A70 BOARD OF GOVERNORS AND STAFF 

A72 FEDERAL OPEN MARKET COMMITTEE 
AND STAFF; ADVISORY COUNCILS 

A74 FEDERAL RESERVE BOARD 
PUBLICATIONS 

All INDEX TO STATISTICAL TABLES 

A79 FEDERAL RESERVE BANKS, BRANCHES, 
AND OFFICES 

A80 MAP OF FEDERAL RESERVE SYSTEM 

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis

April 1986



Table of Contents 

287 U.S. INTERNATIONAL TRANSACTIONS 
IN 1985 

The U.S. current account deficit reached a 
record level in 1985, attributable largely to 
the continuing deterioration in the interna-
tional price competitiveness of U.S. indus-
try that has marked the past five years. 

298 TREASURY AND FEDERAL RESERVE 
FOREIGN EXCHANGE OPERATIONS 

The dollar declined substantially against 
most currencies during the three months 
ended January 1986, falling 9 percent 
against both the German mark and the 
Japanese yen. 

303 STAFF STUDIES 

"Statistical Cost Accounting Models in 
Banking: A Reexamination and an Applica-
tion" reexamines the statistical cost ac-
counting model, evaluates previous studies 
that have used the model, and applies the 
correctly specified model to a sample of 
commercial banks. 

305 INDUSTRIAL PRODUCTION 

Industrial production declined an estimated 
0.6 percent in February. 

307 STATEMENTS TO CONGRESS 

Frederick R. Dahl, Associate Director, Di-
vision of Banking Supervision and Regula-
tion, Board of Governors, discusses the 
role of the Federal Reserve in implementing 
the Bank Export Services Act and says that 
the Board wishes to optimize the use of 
export trading companies in promoting the 
export of goods and services from the Unit-
ed States, before the Subcommittee on 
Commerce, Consumer, and Monetary Af-

fairs of the House Committee on Govern-
ment Operations, March 4, 1986. 

312 Preston Martin, Vice Chairman, Board of 
Governors, reviews the problems being ex-
perienced by banks in agricultural commu-
nities and discusses some of the main points 
of a study made by Board staff of farm 
credit conditions and their effect on farm 
banks, before the Senate Committee on 
Banking, Housing, and Urban Affairs, 
March 11, 1986. 

315 Frank E. Morris, President, Federal Re-
serve Bank of Boston, comments on the 
Bank's view of the outlook for the national 
economy and for New England and says 
that 1986 is expected to be a strong year, 
before the Subcommittee on Domestic 
Monetary Policy of the House Committee 
on Banking, Finance and Urban Affairs, 
March 19, 1986. 

316 Robert H. Boykin, President, Federal Re-
serve Bank of Dallas, discusses the sharp 
rise in the unemployment rate in Texas in 
February and says that economic condi-
tions are not worsening as rapidly as an 
increase of 2 percentage points in unem-
ployment would indicate although the Tex-
as economy is weakening because of the 
decline in oil prices, before the Subcommit-
tee on Domestic Monetary Policy of the 
House Committee on Banking, Finance and 
Urban Affairs, March 19, 1986. 

318 Robert T. Parry, President, Federal Re-
serve Bank of San Francisco, speaks on the 
employment picture in California and says 
that the sharp jump in the unemployment 
rate in California in February belies the 
underlying strength of the state's economy, 
before the Subcommittee on Domestic 
Monetary Policy of the House Committee 
on Banking, Finance and Urban Affairs, 
March 19, 1986. 
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322 ANNOUNCEMENTS 

Resignation of Vice Chairman Preston Mar-
tin as a member of the Board of Governors. 

Change in the discount rate. 

Amendments to Regulations D and Q. 

Changes in Board staff. 

325 

AI FINANCIAL AND BUSINESS STATISTICS 

A3 Domestic Financial Statistics 
A44 Domestic Nonfinancial Statistics 
A53 International Statistics 

A69 GUIDE TO TABULAR PRESENTATION, 
STATISTICAL RELEASES, AND SPECIAL 
TABLES 

A80 BOARD OF GOVERNORS AND STAFF 

A82 FEDERAL OPEN MARKET COMMITTEE 
AND STAFF; ADVISORY COUNCILS 

A89 FEDERAL RESERVE BANKS, BRANCHES, 
AND OFFICES 

A90 MAP OF FEDERAL RESERVE SYSTEM 

LEGAL DEVELOPMENTS 

Various bank holding company, bank ser-
vice corporation, and bank merger orders; 
and pending cases. 

A84 FEDERAL RESERVE BOARD 
PUBLICATIONS 

A87 INDEX TO STATISTICAL TABLES 
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355 RECENT DEVELOPMENTS IN 
AUTOMOBILE FINANCE 

This article describes the patterns of growth 
in auto credit during the 1980s, identifies 
the major forces underlying those patterns, 
and discusses some recent developments in 
the auto credit market. 

366 PRICES, PROFIT MARGINS, AND 
EXCHANGE RATES 

This article reviews both aggregate macro-
economic evidence on how changes in the 
value of the dollar affect overall U.S. export 
and import prices, and disaggregated eco-
nomic evidence, including the behavior of 
prices and profit margins for a number of 
individual industries. 

380 INDUSTRIAL PRODUCTION 

Industrial production declined an estimated 
0.5 percent in March. 

382 STATEMENTS TO CONGRESS 

Preston Martin, Vice Chairman, Board of 
Governors of the Federal Reserve System, 
discusses the difficulties that some banks 
are facing as a result of farm, energy, and 
developing country loans, and offers a few 
remarks on the commercial real estate situ-
ation, before the Subcommittee on Finan-
cial Institutions Supervision, Regulation 
and Insurance of the House Committee on 
Banking, Finance and Urban Affairs, April 
9, 1986. 

389 William Taylor, Director of the Board's 
Division of Banking Supervision and Regu-
lation, reviews the problems that are being 

experienced by banks in agricultural com-
munities and discusses various proposals to 
ease the strains resulting from these prob-
lems, including the Farm Credit Partnership 
Act and the Emergency Farm Income and 
Credit Act of 1986, before the Subcommit-
tee on Conservation, Credit, and Rural De-
velopment of the House Committee on Ag-
riculture, April 9, 1986. 

393 Frederick R. Dahl, Associate Director of 
the Board's Division of Banking Supervi-
sion and Regulation, discusses the role of 
the Federal Reserve in implementing the 
Bank Export Services Act, before the Sub-
comittee on International Economic Policy 
and Trade of the House Committee on 
Foreign Affairs, April 22, 1986. 

398 Paul A. Volcker, Chairman, Board of Gov-
ernors, discusses the rapid growth of debt 
in the United States and its possible impli-
cations for our financial markets and econo-
my, before the Subcommittee on Telecom-
munications, Consumer Protection, and 
Finance of the House Committee on Energy 
and Commerce, April 23, 1986. 

404 ANNOUNCEMENTS 

Change in the discount rate. 

Publication of final changes to official staff 
commentaries on Regulations E and Z. 

Report on priced service operations for 
1985. 

Publication of revised list of OTC stocks 
subject to margin regulations. 

Proposed action. 

Changes in Board staff. 

Admission of eight state banks to member-
ship in the Federal Reserve System. 
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406 RECORD OF POLICY ACTIONS OF THE 
FEDERAL OPEN MARKET COMMITTEE 

At its meeting on February 11-12, 1986, the 
FOMC established monetary growth ranges 
for 1986 of 3 to 8 percent for Ml and 6 to 9 
percent for both M2 and M3. A monitoring 
range of 8 to 11 percent was also accepted 
for total domestic nonfinancial debt. In 
keeping with the Committee's usual proce-
dures under the Humphrey-Hawkins Act, 
the ranges would be reviewed at midyear, 
or sooner if deemed necessary, in the light 
of their behavior in relation to economic 
and financial developments. 

With regard to the implementation of 
policy for the immediate future, the Com-
mittee adopted a directive that called for 
maintaining unchanged conditions of re-
serve availability. The members expected 
such an approach to policy implementation 
to be consistent with growth in M2 and M3 
at annual rates of about 6 percent and 7 
percent, although the behavior of Ml was 
seen as still subject to unusual uncertainty. 
The Committee indicated that it might find 
somewhat greater or somewhat lesser re-
serve restraint acceptable over the inter-
meeting period depending on the growth of 
the monetary aggregates, the strength of the 
business expansion, the performance of the 
dollar on foreign exchange markets, pro-
gress against inflation, and conditions in 
domestic and international credit markets. 
The members agreed that the intermeeting 
range for the federal funds rate, which 
provides a mechanism for initiating consul-
tation of the Committee when its bound-

aries are persistently exceeded, should be 
left unchanged at 6 to 10 percent. 

415 LEGAL DEVELOPMENTS 

Various bank holding company, bank ser-
vice corporation, and bank merger orders; 
and pending cases. 

434 MEMBERSHIP OF THE 
BOARD OF GOVERNORS OF THE 
FEDERAL RESERVE SYSTEM, 1913-86 

List of appointive and ex officio members. 

A i FINANCIAL AND BUSINESS STATISTICS 

A3 Domestic Financial Statistics 
A44 Domestic Nonfinancial Statistics 
A53 International Statistics 

A 6 9 GUIDE TO TABULAR PRESENTATION, 
STATISTICAL RELEASES, AND SPECIAL 
TABLES 

A 7 0 BOARD OF GOVERNORS AND STAFF 

A 7 2 FEDERAL OPEN MARKET COMMITTEE 
AND STAFF, ADVISORY COUNCILS 

A 7 4 FEDERAL RESERVE BOARD 
PUBLICATIONS 

A 7 9 INDEX TO STATISTICAL TABLES 

A 8 1 FEDERAL RESERVE BANKS, BRANCHES, 
AND OFFICES 

A 8 2 MAP OF FEDERAL RESERVE SYSTEM 
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437 AGRICULTURAL BANKS UNDER STRESS 

This article discusses the recent failures of 
agricultural banks, the deteriorating quality 
of farm loans that contributed to such fail-
ures, and the nature of the process that has 
produced financial distress for many farm 
borrowers; it also looks at the trends in 
components of income and expenses of 
agricultural banks and the pricing of farm 
loans. 

449 LIFE INSURANCE COMPANIES IN A 
CHANGING ENVIRONMENT 

The role and activities of life insurance 
companies have changed over the past two 
decades as high and volatile interest rates, 
combined with rigidities in the regulatory 
structure and tax laws affecting life insur-
ance companies, have diverted household 
saving flows from traditional life insurance 
products. 

461 INDUSTRIAL PRODUCTION 

Industrial production increased an estimat-
ed 0.2 percent in April. 

463 STATEMENTS TO CONGRESS 

Paul A. Volcker, Chairman, Board of Gov-
ernors, reviews the Financial Institutions 
Emergency Acquisition Amendments of 
1986, legislation that would make some 
important changes to the emergency provi-
sions of the Garn-St Germain Depository 
Institutions Deregulation Act of 1982, be-
fore the Subcommittee on Financial Institu-
tions Supervision, Regulation and Insur-
ance of the House Committee on Banking, 
Finance and Urban Affairs, May 7, 1986. 
[Chairman Volcker presented identical tes-
timony before the Senate Committee on 
Banking, Housing, and Urban Affairs, May 
13, 1986.] 

467 Martha R. Seger, Member, Board of Gover-
nors, discusses whether laws to protect 
financial institutions from becoming havens 
for tax evaders, drug traffickers, and other 
money launderers can be strengthened and 
whether new laws should be enacted, be-
fore the Subcommittee on Financial Institu-
tions Supervision, Regulation and Insur-
ance of the House Committee on Banking, 
Finance and Urban Affairs, May 14, 1986. 

472 Emmett J. Rice, Member, Board of Gover-
nors, reviews the disclosure requirements 
of three bills dealing with credit card appli-
cations and solicitations, all three of which 
would add an early disclosure requirement 
to the Truth in Lending Act for open-end 
credit card plans, before the Subcommittee 
on Financial Institutions and Consumer Af-
fairs of the Senate Committee on Banking, 
Housing, and Urban Affairs, May 21, 1986. 

476 ANNOUNCEMENTS 

Meeting of Consumer Advisory Council. 

New policy on large borrowings from the 
discount window. 

Report on financial results of priced service 
operations. 

Proposal to amend the definition of "depos-
it" in Regulation D; comment requested on 
proposed conditions to be imposed on the 
acquisition of thrift institutions by bank 
holding companies. 

Change in Board staff. 

Admission of seven state banks to member-
ship in the Federal Reserve System. 

478 RECORD OF POLICY ACTIONS OF THE 
FEDERAL OPEN MARKET COMMITTEE 

At its meeting on April 1, 1986, the Commit-
tee adopted a directive that called for main-
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taining about the existing degree of pressure 
on reserve positions. The members expect-
ed such an approach to policy implementa-
tion to be consistent with growth of both 
M2 and M3 at an annual rate of about 7 
percent for the period from March to June. 
Over the same period, they expected Ml to 
expand at an annual rate of about 7 to 8 
percent, but they recognized that the be-
havior of Ml remained subject to unusual 
uncertainty. The Committee indicated that 
it might find somewhat lesser or somewhat 
greater reserve availability acceptable over 
the intermeeting period depending on the 
growth of the monetary aggregates, the 
strength of the business expansion, the per-
formance of the dollar on foreign exchange 
markets, progress against inflation, and 
conditions in domestic and international 
credit markets. The Committee agreed that 
the current intermeeting range of 6 to 10 
percent for the federal funds rate should be 
retained. 

485 LEGAL DEVELOPMENTS 

Various bank holding company, bank ser-
vice corporation, and bank merger orders; 
and pending cases. 

AI FINANCIAL AND BUSINESS STATISTICS 

A3 Domestic Financial Statistics 
A44 Domestic Nonfinancial Statistics 
A53 International Statistics 

A69 GUIDE TO TABULAR PRESENTATION, 
STATISTICAL RELEASES, AND SPECIAL 
TABLES 

A70 BOARD OF GOVERNORS AND STAFF 

All FEDERAL OPEN MARKET COMMITTEE 
AND STAFF, ADVISORY COUNCILS 

A74 FEDERAL RESERVE BOARD 
PUBLICATIONS 

MI INDEX TO STATISTICAL TABLES 

A79 FEDERAL RESERVE BANKS, BRANCHES, 
AND OFFICES 

A80 MAP OF FEDERAL RESERVE SYSTEM 

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis

July 1986



Table of Contents 

511 MAJOR BORROWING AND LENDING 
TRENDS IN THE U.S. ECONOMY, 
1981-85 

This article provides an overview of bor-
rowing trends in the domestic nonfinancial 
economy—federal, state, and local govern-
ment, nonfinancial business, and house-
holds—in which net debt rose $3 trillion 
during the five years under review; it also 
examines major domestic and foreign 
sources of funds to credit markets and the 
asset and liability positions of nonfinancial 
corporations and households. 

525 TREASURY AND FEDERAL RESERVE 
FOREIGN EXCHANGE OPERATIONS 

The dollar moved substantially lower 
against all major currencies during the three 
months ending in April, declining more than 
8 percent against most European currencies 
and almost 12 percent against the Japanese 
yen. 

529 INDUSTRIAL PRODUCTION 

Industrial production decreased an estimat-
ed 0.6 percent in May. 

531 STATEMENTS TO CONGRESS 

Manuel H. Johnson, Member, Board of 
Governors, discusses the Depository Insti-
tutions Examination Improvement Act and 
the Truth in Savings Act and says that the 
Board is in general agreement with the basic 
objectives of the proposed legislation and 
has already taken steps to achieve many of 
those objectives, before the Subcommittee 
on Financial Institutions Supervision, Reg-
ulation and Insurance of the House Com-
mittee on Banking, Finance and Urban Af-
fairs, June 4, 1986. 

534 Paul A. Volcker, Chairman, Board of Gov-
ernors, reviews the expenses and budget of 
the Federal Reserve System, concentrating 
on the record of the System's expense and 
budget performance over time and pros-
pects for 1986, before the Subcommittee on 
Domestic Monetary Policy of the House 
Committee on Banking, Finance and Urban 
Affairs, June 5, 1986. 

541 Chairman Volcker places the issues arising 
from a review of the basic legislative ap-
proach toward banking and bank holding 
company legislation in broad perspective 
and says that he has repeatedly expressed 
the conviction that the Congress should 
move with a sense of urgency to reform the 
existing statutes governing banking organi-
zations, before the Subcommittee on Com-
merce, Consumer, and Monetary Affairs of 
the House Committee on Government Op-
erations, June 11, 1986. 

554 Governor Johnson presents the views of the 
Board on the bill to amend the Export 
Trading Company Act of 1982 and says 
that, in the view of the Board, amending the 
Bank Export Services Act is not necessary 
at this time and that its effectiveness should 
be evaluated in the future, before the Sub-
committee on International Finance and 
Monetary Policy of the Senate Committee 
on Banking, Housing, and Urban Affairs, 
June 17, 1986. 

560 Chairman Volcker reviews the debt situa-
tion of developing countries and says that 
substantial progress has been made over the 
past four years although some serious prob-
lems remain that have been aggravated by 
the sharp decline in oil prices, before the 
House Committee on Foreign Affairs, June 
18, 1986. 
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565 William Taylor, Director of the Board's 
Division of Banking Supervision and Regu-
lation, discusses the impact of the Interna-
tional Lending and Supervision Act of 1983 
on international lending practices and says 
that progress in the debt situation over the 
past four years has been made but that 
regulatory agencies will need to continue to 
work with all interested parties to arrive at 
constructive solutions to the remaining 
problems, before the Subcommittee on In-
ternational Finance of the Senate Commit-
tee on Banking, Housing, and Urban Af-
fairs, June 25, 1986. 

569 ANNOUNCEMENTS 
Nominations requested for appointments to 
Consumer Advisory Council. 

Amendments to Regulation J. 

Proposed action. 

Revisions to money stock data. 

Changes in Board staff. 

Admission of four state banks to member-
ship in the Federal Reserve System. 

573 LEGAL DEVELOPMENTS 

Various bank holding company, bank ser-
vice corporation, and bank merger orders; 
and pending cases. 

Ai FINANCIAL AND BUSINESS STATISTICS 

A3 Domestic Financial Statistics 
A44 Domestic Nonfinancial Statistics 
A53 International Statistics 

A69 GUIDE TO TABULAR PRESENTATION, 
STATISTICAL RELEASES, AND SPECIAL 
TABLES 

A76 BOARD OF GOVERNORS AND STAFF 

A78 FEDERAL OPEN MARKET COMMITTEE 
AND STAFF; ADVISORY COUNCILS 

A80 FEDERAL RESERVE BOARD 
PUBLICATIONS 

A83 INDEX TO STATISTICAL TABLES 

A85 FEDERAL RESERVE BANKS, BRANCHES, 
AND OFFICES 

A86 MAP OF FEDERAL RESERVE SYSTEM 
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603 MONETAR Y POLICY REPORT 
TO THE CONGRESS 

Sharp contrasts among sectors and regions 
of the economy characterized economic de-
velopments during the first half of 1986; on 
balance, real gross national product re-
mained on a rather sluggish growth path. 

618 PROFITABILITY OF U.S.-CHARTERED 
INSURED COMMERCIAL BANKS IN 1985 

After a five-year decline, the aggregate 
profitability of insured commercial banks 
turned up somewhat in 1985; notwithstand-
ing the improvement in the overall profit 
picture, however, a record 118 insured 
commercial banks failed last year. 

633 INDUSTRIAL PRODUCTION 

Industrial production decreased an estimat-
ed 0.5 percent in June after having declined 
0.4 percent in May. 

635 STATEMENT TO CONGRESS 

Paul A. Volcker, Chairman, Board of Gov-
ernors, reports on the conduct of monetary 
policy in the larger context of the perform-
ance of the U.S. and the world economy, 
before the Senate Committee on Banking, 
Housing, and Urban Affairs, July 23, 1986. 
[Chairman Volcker presented identical tes-
timony before the House Committee on 
Banking, Finance and Urban Affairs on July 
29, 1986.] 

643 ANNOUNCEMENTS 

Change in the discount rate. 

Change in reporting of yields on certain 
Treasury securities. 

Publication of new pamphlet, "A Guide to 
Business Credit and the Equal Credit Op-
portunity Act." 

Data from Call Report to be available from 
NTIS. 

Issuance of revised list of OTC stocks sub-
ject to margin regulations. 

Extension of comment period on amend-
ments to Regulation D; comment requested 
on proposal to allow the head offices of the 
Federal Reserve Banks of Minneapolis and 
Kansas City to continue a tiered-pricing 
structure for check collection services. 

Admission of six state banks to membership 
in the Federal Reserve System. 

646 RECORD OF POLICY ACTIONS OF THE 
FEDERAL OPEN MARKET COMMITTEE 

At its meeting on May 20, 1986, the Com-
mittee adopted a directive that called for no 
change in the existing degree of pressure on 
reserve positions. The members expected 
such an action to be associated with a 
deceleration in monetary growth over the 
balance of the second quarter. Because 
such growth had been rapid thus far in the 
quarter, the members anticipated faster 
growth of the monetary aggregates, espe-
cially Ml , than was expected at the time of 
the April 1 meeting. The members recog-
nized that the behavior of Ml remained 
subject to unusual uncertainty, but they 
agreed that its growth might be in the area 
of 12 to 14 percent for the period from 
March to June, assuming some decline over 
the balance of the quarter. For the same 
period, M2 and M3 were now expected to 
expand at annual rates of around 8 to 10 
percent. The members agreed that if the 
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anticipated slowing in monetary growth did 
not occur, somewhat greater reserve pres-
sure would be acceptable in the context of a 
pickup in the expansion of economic activi-
ty with account being taken of conditions in 
domestic and international financial mar-
kets and the behavior of the dollar on 
foreign exchange markets. On the other 
hand, somewhat lesser reserve restraint 
might be acceptable in the event of pro-
nounced sluggishness in the performance of 
the economy in association with a marked 
slowing in monetary growth. 

The Committee agreed that the current 
intermeeting range for the federal funds rate 
should be reduced by 1 percentage point to 
5 to 9 percent. The reduction was intended 
as a purely technical adjustment in the 
context of an unchanged degree of reserve 
availability and its purpose was to provide a 
more symmetrical range around the lower 
federal funds rate that had prevailed for 
some time. The members regard the federal 
funds range as a mechanism for initiating 
Committee consultation when its bound-
aries are persistently exceeded. 

653 LEGAL DEVELOPMENTS 

Various bank holding company, bank ser-
vice corporation, and bank merger orders; 
and pending cases. 

A I FINANCIAL AND BUSINESS STATISTICS 

A3 Domestic Financial Statistics 
A44 Domestic Nonfinancial Statistics 
A53 International Statistics 

A69 GUIDE TO TABULAR PRESENTATION, 
STATISTICAL RELEASES, AND SPECIAL 
TABLES 

A74 BOARD OF GOVERNORS AND STAFF 

A76 FEDERAL OPEN MARKET COMMITTEE 
AND STAFF; ADVISORY COUNCILS 

A78 FEDERAL RESERVE BOARD 
PUBLICATIONS 

A8I INDEX TO STATISTICAL TABLES 

A83 FEDERAL RESERVE BANKS, BRANCHES, 
AND OFFICES 

A84 MAP OF FEDERAL RESERVE SYSTEM 
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683 FOREIGN LENDING BY BANKS.- A 
GUIDE TO INTERNATIONAL AND 
U.S. STATISTICS 

This article looks at the principal sources of 
data on foreign (cross-border) lending by all 
banks, both by banks chartered in the Unit-
ed States alone and by banks around the 
world taken together; the distinctions be-
tween certain series and the particular 
needs that led to their introduction are 
emphasized. 

695 INDUSTRIAL PRODUCTION 

Industrial production decreased an estimat-
ed 0.1 percent in July. 

697 STATEMENT TO CONGRESS 

Martha R. Seger, Member, Board of Gover-
nors, discusses H.R. 1575, a bill to amend 
the Equal Credit Opportunity Act (ECOA) 
relative to business credit transactions and 
says that the Board believes that the ECOA 
and its implementing Regulation B provide 
an adequate basis for protection against 
credit discrimination and that the excep-
tions established are sufficiently narrow in 
scope, carefully written, and directly re-
sponsive to the distinctions between con-
sumer and business credit, before the Sub-
committee on Consumer Affairs and 
Coinage of the House Committee on Bank-
ing, Finance and Urban Affairs, August 12, 
1986. 

701 ANNOUNCEMENTS 

Appointment of Manuel H. Johnson as Vice 
Chairman of the Board of Governors. 

Appointment of H. Robert Heller as a mem-
ber of the Board of Governors. 

Change in the discount rate. 

Participation by the Federal Reserve and 
the Treasury in near-term contingency sup-
port for Mexico's reserves. 

Financial results available for priced ser-
vice operations. 

Proposals to amend Regulations E and Z. 

Changes in Board staff. 

Admission of two state banks to member-
ship in the Federal Reserve System. 

704 RECORD OF POLICY ACTIONS OF THE 
FEDERAL OPEN MARKET COMMITTEE 

At its meeting on July 8-9, 1986, the Com-
mittee reaffirmed the ranges established in 
February for growth of 6 to 9 percent in 
both M2 and M3 for the year 1986. Because 
of the substantial uncertainties surrounding 
the behavior of Ml in relation to economic 
activity and prices and the substantial de-
cline in its velocity in the first half of the 
year, the Committee decided that Ml 
growth in excess of the previously estab-
lished 3 to 8 percent range would be accept-
able for the year. The behavior of all of the 
monetary aggregates would continue to be 
judged against the background of develop-
ments in the economy and financial markets 
and potential price pressures. Growth of 
Ml would also be evaluated in the light of 
the behavior of the broader aggregates. The 
Committee recognized that expansion in 
total debt might exceed its monitoring range 
of 8 to 11 percent for the year. 

With respect to the tentative ranges for 
1987, the Committee reduced the ranges for 
growth in M2 and M3 by Vi percentage 
point. In the case of Ml the Committee 
expressed the preliminary view that reten-
tion of the 1986 range of 3 to 8 percent for 
growth in this aggregate appeared appropri-
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ate in the light of most historical experi-
ence. The Committee also set a range of 8 to 
11 percent for growth in total domestic 
nonfinancial debt in 1987. It was under-
stood that all the ranges were provisional 
and that, notably in the case of Ml , they 
would be reviewed in early 1987 in the light 
of intervening developments. 

With regard to operating instructions for 
the short run, the Committee adopted a 
directive that called for some decrease in 
the existing degree of reserve pressure, 
recognizing that the relaxation could be 
accomplished in the first instance by a 
reduction in the discount rate. The mem-
bers expected such an approach to policy 
implementation to be consistent with 
growth in M2 and M3 at annual rates of 
about 7 to 9 percent over the three-month 
period from June to September. Over the 
same period growth in Ml was expected to 
moderate from the exceptionally large in-
crease during the second quarter. The spe-
cific rate of Ml growth remained subject to 
unusual uncertainty and the Committee 
agreed that this aggregate should continue 
to be judged in the light of the behavior of 
the broader aggregates and other factors. 
The Committee indicated that it might find 
somewhat greater or somewhat lesser re-
serve restraint acceptable over the inter-
meeting period depending on the growth of 
the monetary aggregates, the strength of the 
business expansion, the performance of the 
dollar on foreign exchange markets, pro-
gress against inflation, and conditions in 
domestic and international credit markets. 

713 LEGAL DEVELOPMENTS 

Various bank holding company, bank ser-
vice corporation, and bank merger orders; 
and pending cases. 

742 MEMBERSHIP OF THE BOARD OF 
GOVERNORS OF THE FEDERAL 
RESERVE SYSTEM, 1913-86 

List of appointive and ex officio members. 

AI FINANCIAL AND BUSINESS STATISTICS 

A3 Domestic Financial Statistics 
A44 Domestic Nonfinancial Statistics 
A53 International Statistics 

A69 GUIDE TO TABULAR PRESENTATION, 
STATISTICAL RELEASES, AND SPECIAL 
TABLES 

A70 BOARD OF GOVERNORS AND STAFF 

A72 FEDERAL OPEN MARKET COMMITTEE 
AND STAFF, ADVISORY COUNCILS 

A74 FEDERAL RESERVE BOARD 
PUBLICATIONS 

All INDEX TO STATISTICAL TABLES 

A79 FEDERAL RESERVE BANKS, BRANCHES, 
AND OFFICES 

A80 MAP OF FEDERAL RESERVE SYSTEM 

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis

October 1986



Table of Contents 

745 RECENT DEVELOPMENTS 
IN CORPORATE FINANCE 

This article surveys recent trends in the 
balance sheets of nonfinancial firms, con-
siders the contribution of new markets and 
products to these trends, and assesses the 
implications of these markets and products 
for the future. 

757 THE CONSUMER ADVISORY COUNCIL 
IN ITS FIRST DECADE: A PROFILE 

This article presents a brief profile of the 
Council's operations, describes the differ-
ent ways in which the group fulfills its 
statutory mandate, and indicates also how 
the Council continues to explore new ways 
of providing effective assistance to the Fed-
eral Reserve Board and its staff. 

766 TREASURY AND FEDERAL RESERVE 
FOREIGN EXCHANGE OPERATIONS 

The dollar declined against most major cur-
rencies during the three months from May 
through the end of July. 

770 INDUSTRIAL PRODUCTION 

Industrial production edged up an estimated 
0.1 percent in August. 

773 STATEMENT TO CONGRESS 

Paul A. Volcker, Chairman, Board of Gov-
ernors, discusses the state of the world 
economy, particularly the U.S. trade posi-
tion and our increasing international indebt-
edness, and says that the policies of the 
United States and other countries must 
recognize the interdependencies of national 
economies in the world today, before the 
Subcommittee on Trade of the House Com-
mittee on Ways and Means, September 24, 
1986. 

780 ANNOUNCEMENTS 

Meeting of Consumer Advisory Council. 

Informal hearing held on proposed invest-
ment in Goldman, Sachs & Company. 

Proposal to modify the method of recover-
ing the cost of automated clearinghouse 
float and to establish a night-cycle sur-
charge to compensate for the higher operat-
ing costs. 

Admission of four state banks to member-
ship in the Federal Reserve System. 

781 RECORD OF POLICY ACTIONS OF THE 
FEDERAL OPEN MARKET COMMITTEE 

At its meeting on August 19, 1986, the 
Committee adopted a directive that called 
for some slight easing in the degree of 
reserve pressure, taking account of the pos-
sibility that such easing might be accom-
plished through a reduction in the discount 
rate. The members expected this approach 
to policy implementation to be consistent 
with growth in M2 and M3 at annual rates of 
about 7 to 9 percent over the June-to-
September period. Over the same interval, 
growth in Ml was expected to moderate 
from the exceptionally large increase during 
the second quarter. With the prospective 
behavior of Ml remaining subject to unusu-
al uncertainty, the Committee again decid-
ed not to specify a rate of expected growth 
in the operational paragraph of the directive 
but to continue to evaluate this aggregate in 
the light of the performance of the broader 
aggregates and other factors. The Commit-
tee indicated that it might find somewhat 
greater or somewhat lesser reserve restraint 
acceptable over the intermeeting period de-
pending on the decision with respect to the 
discount rate and on such other factors as 
the behavior of the monetary aggregates, 
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the strength of the business expansion, the 
performance of the dollar in foreign ex-
change markets, progress against inflation, 
and conditions in domestic and internation-
al credit markets. The members agreed that 
the intermeeting range for the federal funds 
rate, which provides a mechanism for initi-
ating consultation of the Committee when 
its boundaries are persistently exceeded, 
should be left unchanged at 4 to 8 percent. 

787 LEGAL DEVELOPMENTS 

Various bank holding company, bank ser-
vice corporation, and bank merger orders; 
and pending cases. 

Ai FINANCIAL AND BUSINESS STATISTICS 

A3 Domestic Financial Statistics 
A44 Domestic Nonfinancial Statistics 
A53 International Statistics 

A69 GUIDE TO TABULAR PRESENTATION, 
STATISTICAL RELEASES, AND SPECIAL 
TABLES 

A74 BOARD OF GOVERNORS AND STAFF 

A76 FEDERAL OPEN MARKET COMMITTEE 
AND STAFF; ADVISORY COUNCILS 

A78 FEDERAL RESERVE BOARD 
PUBLICATIONS 

A8i INDEX TO STATISTICAL TABLES 

A83 FEDERAL RESERVE BANKS, BRANCHES, 
AND OFFICES 

A84 MAP OF FEDERAL RESERVE SYSTEM 
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815 ECONOMIC IMPLICATIONS OF 
CHANGING POPULATION TRENDS 

This article reviews the major postwar 
changes in the population and describes 
some of their effects, particularly on labor 
market conditions, on consumer expendi-
tures and saving, and on the housing mar-
ket. It also draws some implications for 
future developments in these areas in the 
context of projected demographic trends. 

827 INDUSTRIAL PRODUCTION 

Industrial production edged up an estimated 
0.1 percent in September. 

829 ANNOUNCEMENTS 

Resignation of Emmett J. Rice as a Member 
of the Board of Governors. 

Update of the guidelines to the Credit Prac-
tices Rule. 

Revision to Regulation Y. 

New activities permissible under Regula-
tion Y. 

Extension of comment period on proposal 
to amend Regulation E. 

Revised rates for Federal Reserve Board 
publications. 

Publication of Annual Statistical Digest, 
1985. 

Discontinuance of quarterly Federal Re-
serve Chart Book. 

Publication of revised List of OTC Stocks 
Subject to Margin Regulations. 

Change in Board staff. 

Admission of one state bank to membership 
in the Federal Reserve System. 

833 LEGAL DEVELOPMENTS 

Various bank holding company, bank ser-
vice corporation, and bank merger orders; 
and pending cases. 

AI FINANCIAL AND BUSINESS STATISTICS 

A3 Domestic Financial Statistics 
A44 Domestic Nonfinancial Statistics 
A53 International Statistics 

A69 GUIDE TO TABULAR PRESENTATION, 
STATISTICAL RELEASES, AND SPECIAL 
TABLES 

A80 BOARD OF GOVERNORS AND STAFF 

A82 FEDERAL OPEN MARKET COMMITTEE 
AND STAFF; ADVISORY COUNCILS 

A84 FEDERAL RESERVE BOARD 
PUBLICATIONS 

A87 SCHEDULE OF RELEASE DATES FOR 
PERIODIC RELEASES 

A89 INDEX TO STATISTICAL TABLES 

A91 INDEX TO VOLUME 72 

A105 FEDERAL RESERVE BANKS, 
BRANCHES, AND OFFICES 

A106 MAP OF FEDERAL RESERVE SYSTEM 
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L THE ECONOMIC EFFECTS OF 
PROPOSED CEILINGS ON CREDIT 
CARD INTEREST RATES 

This article focuses on issues raised by the 
proposed federal limits on credit card rates, 
including the likely effects of such ceilings 
on the availability of credit card services to 
different groups of consumers. 

14 TREAS UR Y AND FEDERAL RESER VE 
FOREIGN EXCHANGE OPERATIONS 

After declining without interruption for 
nearly a year and a half, the dollar steadied 
during the period from August through Oc-
tober 1986. 

20 STAFF STUDIES 

In "Responses to Deregulation: Retail De-
posit Pricing from 1983 through 1985," the 
authors examine pricing by commercial 
banks and thrift institutions after the re-
moval in October 1983 of interest rate ceil-
ings on small time accounts. 

22 INDUSTRIAL PRODUCTION 

Industrial production was unchanged over-
all in October. 

24 ANNOUNCEMENTS 

Proposed investment by Sumitomo Bank 
deemed consistent with Bank Holding 
Company Act. 

Changes in amounts subject to reserve re-
quirements. 

Revisions to capital adequacy guidelines. 

Fee schedules for 1987 announced for ser-
vices provided by the Reserve Banks. 

Tiered pricing structure approved for check 
collection services. 

New members appointed to Pricing Policy 
Committee. 

Standard format approved for Fedwire in-
formation. 

Quarterly financial results available for 
priced service operations. 

Proposal to provide a redeposit service for 
small checks that are returned for insuffi-
cient funds; proposal to charge fees for the 
processing of applications and for supervi-
sion and general oversight of Edge Corpora-
tions; proposal to amend Regulation Z; 
proposed revisions to official staff 
commentaries on Regulations B, E, and Z; 
proposed list of factors to be considered in 
consolidations of priced services across 
state lines. 

Publication of Industrial Production—1986 
Revision. 

Errata in B U L L E T I N table. 

Publication of Financial Futures and Op-
tions in the U.S. Economy. 

Changes in Board staff. 

Admission of two state banks to member-
ship in the Federal Reserve System. 

31 RECORD OF POLICY ACTIONS OF THE 
FEDERAL OPEN MARKET COMMITTEE 

At its meeting on September 23, 1986, the 
Committee adopted a directive that called 
for no change in the current degree of 
pressure on reserve positions. The mem-
bers expected this approach to policy im-
plementation to be consistent with some 
reduction in the growth of M2 and M3 to 
annual rates of 7 to 9 percent over the four-
month period from August to December. 
Over the same interval, growth in Ml was 
expected to moderate f rom the exception-
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ally large increase during the past several 
months. Because the prospective behavior 
of Ml remained subject to unusual uncer-
tainty, the Committee again decided not to 
specify a rate of expected growth for this 
aggregate in the operational paragraph of 
the directive but to continue to evaluate Ml 
in the light of the performance of the broad-
er aggregates and other factors. The mem-
bers indicated that slightly greater reserve 
restraint would, or slightly lesser restraint 
might, be acceptable over the intermeeting 
period depending on the behavior of the 
monetary aggregates, taking into account 
the strength of the business expansion, the 
performance of the dollar in foreign ex-
change markets, progress against inflation, 
and conditions in domestic and internation-
al credit markets. The members agreed that 
the intermeeting range for the federal funds 
rate, which provides a mechanism for initi-
ating consultation of the Committee when 
its boundaries are persistently exceeded, 
should be left unchanged at 4 to 8 percent. 

A l FINANCIAL AND B USIN ESS S TA TIS TICS 

A3 Domestic Financial Statistics 
A44 Domestic Nonfinancial Statistics 
A53 International Statistics 

A69 GUIDE TO TABULAR PRESENTATION, 
STATISTICAL RELEASES, AND SPECIAL 
TABLES 

A76 BOARD OF GOVERNORS AND STAFF 

A78 FEDERAL OPEN MARKET COMMITTEE 
AND STAFF; ADVISORY COUNCILS 

A80 FEDERAL RESERVE BOARD 
PUBLICATIONS 

A83 INDEX TO STATISTICAL TABLES 

A85 FEDERAL RESERVE BANKS, BRANCHES, 
AND OFFICES 

A86 MAP OF FEDERAL RESERVE SYSTEM 

37 LEGAL DEVELOPMENTS 

Various bank holding company, bank ser-
vice corporation, and bank merger orders; 
and pending cases. 
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79 INTERSTATE BANKING DEVELOPMENTS 

This article offers data on interstate banking 
and discusses the continuing deregulation 
of geographic expansion by banking organi-
zations. 

93 STRUCTURE AND USES OF THE MPS 
QUARTERLY ECONOMETRIC MODEL 
OF THE UNITED STATES 

This article describes the components of a 
quarterly model of the U.S. economy and 
presents simulations to demonstrate the 
model's properties, particularly in the short 
run. It also discusses the model as a fore-
casting and an analytic tool. 

110 INDUSTRIAL PRODUCTION 

Industrial production increased an estimat-
ed 0.6 percent in November. 

112 ANNOUNCEMENTS 

Resignation of Governor Henry C. Wallich 
as a member of the Board of Governors. 

New members appointed to Consumer Ad-
visory Council. 

Change in Regulation Z. 

Proposals to reduce and control the pay-
ments system risk involved in large-dollar 
wire transfer networks, book-entry transfer 
systems, and automated clearinghouses; is-
suance of a series of questions and answers 
relating to an earlier proposal involving 
automated clearinghouse transactions; pro-
posed rulemaking to permit bank holding 
companies to engage in certain real estate 
investment activities. 

Changes in Board staff. 

Admission of one state bank to membership 
in the Federal Reserve System. 

117 RECORD OF POLICY ACTIONS OF THE 
FEDERAL OPEN MARKET COMMITTEE 

At its meeting on November 5, 1986, all of 
the members of the Committee indicated 
that they favored a directive that called for 
no change in the current degree of pressure 
on reserve positions. The members expect-
ed this approach to policy implementation 
to be consistent with growth of M2 and M3 
at annual rates of 7 to 9 percent over the 
fourth quarter from a September base. Over 
the same period, growth in Ml was expect-
ed to moderate from its exceptional pace 
during most of the period since early spring. 
Because the behavior of Ml remained sub-
ject to unusual uncertainty, the Committee 
decided to continue its recent practice of 
not specifying a rate of expected growth for 
purposes of short-run policy implementa-
tion but to evaluate this aggregate in the 
light of the performance of the broader 
monetary aggregates and other factors. The 
members indicated that slightly greater or 
slightly lesser reserve pressures might be 
acceptable over the intermeeting period de-
pending on the behavior of the monetary 
aggregates, taking into account the strength 
of the business expansion, the performance 
of the dollar in foreign exchange markets, 
progress against inflation, and conditions in 
domestic and international credit markets. 
The members agreed that the intermeeting 
range for the federal funds rate, which 
provides a mechanism for initiating consul-
tation of the Committee when its bound-
aries are persistently exceeded, should be 
left unchanged at 4 to 8 percent. 

123 LEGAL DEVELOPMENTS 

Various bank holding company, bank ser-
vice corporation, and bank merger orders; 
and pending cases. 
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177 MEMBERSHIP OF THE BOARD OF 
GOVERNORS OF THE FEDERAL 
RESERVE SYSTEM, 1913-87 

List of a p p o i n t i v e and ex officio m e m b e r s . 

A i FINANCIAL AND BUSINESS STATISTICS 

A3 D o m e s t i c F inanc ia l S ta t i s t ics 
A44 D o m e s t i c Nonf inanc i a l S ta t i s t ics 
A53 In t e rna t i ona l S ta t i s t i cs 

A69 GUIDE TO TABULAR PRESENTATION, 
STATISTICAL RELEASES, AND SPECIAL 
TABLES 

A76 BOARD OF GOVERNORS AND STAFF 

A78 FEDERAL OPEN MARKET COMMITTEE 
AND STAFF, ADVISORY COUNCILS 

A80 FEDERAL RESERVE BOARD 
PUBLICATIONS 

A83 INDEX TO STATISTICAL TABLES 

A85 FEDERAL RESERVE BANKS, BRANCHES, 
AND OFFICES 

A86 MAP OF FEDERAL RESERVE SYSTEM 
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179 CHANGES IN THE USE OF 
TRANSACTION ACCOUNTS AND CASH 
FROM 1984 TO 1986 

A comparison of surveys taken in 1984 and 
1986 shows changes in the use of transac-
tion media, including checking and savings 
accounts, credit cards, electronic pay-
ments, and cash. 

197 INDUSTRIAL PRODUCTION 

Industrial production increased an estimat-
ed 0.5 percent in December. 

199 STATEMENTS TO CONGRESS 

Paul A. Volcker, Chairman, Board of Gov-
ernors, provides the views of the Board on 
important legislative issues, including the 
"emergency" need for measures to bolster 
the ability of the insuring agencies to deal 
with failed or failing bank and thrift institu-
tions, the need for clarifying and expanding 
certain securities powers of bank holding 
companies, the need for improving the 
process of check collection, and the need to 
halt the process of erosion of the basic 
separation of commerce and banking and 
the basic unity between state and federal 
banking authorities; Chairman Volcker says 
that action in all these areas is consistent 
with the desirable longer-run evolution of 
the financial system and need not be de-
layed awaiting more comprehensive legisla-
tion, before the Senate Committee on Bank-
ing, Housing, and Urban Affairs, January 
21, 1987. 

205 Wayne D. Angell, Member, Board of Gov-
ernors, provides the views of the Board on 
the issue of delayed availability, specifically 
the Expedited Funds Availability Act, and 
says that any legislation that addresses this 
issue should require disclosure to consum-

ers of policies regarding availability of de-
posited funds, additional regulatory author-
ity to the Federal Reserve to improve the 
process of check collection and returns, and 
authority to the Federal Reserve to estab-
lish mandatory availability schedules, be-
fore the House Committee on Banking, 
Finance and Urban Affairs, January 27, 
1987. 

209 ANNOUNCEMENTS 

New members appointed to Thrift Institu-
tions Advisory Council. 

Preliminary figures available on income of 
Federal Reserve Banks. 

Issuance of revised list of OTC stocks sub-
ject to margin regulations. 

Hearing set for bank holding company ap-
plications to underwrite and deal in certain 
securities. 

Extension of temporary seasonal adjust-
ment program. 

Comment period extended on proposals to 
reduce the risks on large-dollar payment 
systems; comments sought on concept of 
charging a fee for daylight overdrafts sub-
ject to the net debit cap and on daylight 
overdrafts made on Fedwire; comment re-
quested on a proposed amendment to Regu-
lation Y implementing amendments to the 
Change in Bank Control Act. 

Change in Board staff. 

Admission of five state banks to member-
ship in the Federal Reserve System. 

213 LEGAL DEVELOPMENTS 

Various bank holding company, bank ser-
vice corporation, and bank merger orders; 
and pending cases. 
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239 MONETARY POLICY REPORT 
TO THE CONGRESS 

The current economic expansion has en-
tered its fifth year, ranking it among the 
longest of the postwar period; monetary 
expansion, while adequate to support or-
derly economic growth, needs to be consis-
tent with continuing progress over time in 
reducing the underlying rate of inflation. 

255 BASIC BANKING 

On October 2, 1986, the Federal Financial 
Institutions Examination Council approved 
a policy statement that endorses and en-
courages private sector efforts to offer basic 
banking services. This article focuses on 
the basic banking issue, its origins, and 
recent developments. 

270 STAFF STUDIES 

"Determinants of Corporate Merger Activi-
ty: A Review of the Literature" reviews the 
relevant theoretical literature regarding the 
major determinants of corporate merger ac-
tivity and examines the empirical evidence 
bearing on the aptness of the suggested 
explanations. 

272 INDUSTRIAL PRODUCTION 

Industrial production increased an estimat-
ed 0.4 percent in January. 

275 STATEMENTS TO CONGRESS 

Paul A. Volcker, Chairman, Board of Gov-
ernors, discusses domestic and internation-
al economic policies and says that although 
much more remains to be done, there is 
some evidence that the needed economic 
adjustments are beginning, before the Joint 

Economic Committee of the U.S. Con-
gress, February 2, 1987. 

279 Wayne D. Angell, Member, Board of Gov-
ernors, provides the views of the Board on 
the issue of delayed availability, and specif-
ically on S. 344, the Fair Deposit Availabil-
ity Act of 1987, before the Senate Commit-
tee on Banking, Housing, and Urban 
Affairs, February 5, 1987. 

282 Chairman Volcker reviews the conduct of 
monetary policy against the background of 
economic and financial developments here 
and abroad, concentrating on more general 
considerations underlying the policy ap-
proaches of the Federal Reserve, and says 
that these approaches must fit into a broad-
er pattern of complementary action both in 
the United States and in other countries if 
the common objective of sustained econom-
ic expansion and price stability is to be 
reached, before the Senate Committee on 
Banking, Housing, and Urban Affairs, Feb-
ruary 19, 1987. [Chairman Volcker present-
ed identical testimony before the House 
Committee on Banking, Finance and Urban 
Affairs, February 26, 1987.] 

290 Chairman Volcker discusses recent and 
prospective developments in domestic and 
international economic policies and says 
that what is required in dealing with the 
distortions and imbalances within our econ-
omy and internationally is complementary 
actions, here and abroad, on budgets, on 
monetary policies, and on maintaining ap-
propriate exchange rates and an open trad-
ing order, before the Senate Committee on 
the Budget, February 24, 1987. 

296 ANNOUNCEMENTS 

Meeting of Consumer Advisory Council. 
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New edition of Bank Holding Company 
Supervision Manual available. 

Comments requested on proposed risk-
based capital framework for banks and 
bank holding companies; comment request-
ed on two notices to be used by financial 
institutions to notify federal regulators of 
their status under the Government Securi-
ties Act of 1986; comment period extended 
on proposals to reduce the risks on large-
dollar payment systems and on proposed 
rulemaking to permit bank holding compa-
nies to engage in limited real estate invest-
ment activities. 

299 RECORD OF POLICY ACTIONS OF THE 
FEDERAL OPEN MARKET COMMITTEE 

At its meeting on December 15-16, 1986, all 
of the members of the Committee indicated 
that they favored a directive that called for 
no change in the degree of pressure on 
reserve positions. The members expected 
this approach to policy implementation to 
be consistent with growth of both M2 and 
M3 at an annual rate of about 7 percent over 
the four-month period from November to 
March. Because the behavior of Ml re-
mained subject to unusual uncertainty, the 
members decided they would continue to 
evaluate this aggregate in the light of the 
performance of the broader monetary ag-
gregates and other factors. The members 
indicated that slightly greater reserve re-
straint or somewhat lesser reserve restraint 
would be acceptable over the intermeeting 
period depending on the behavior of the 
monetary aggregates, taking into account 
the strength of the business expansion, the 
performance of the dollar in foreign ex-

change markets, progress against inflation, 
and conditions in domestic and internation-
al credit markets. The members agreed that 
the intermeeting range for the federal funds 
rate, which provides a mechanism for initi-
ating consultation of the Committee when 
its boundaries are persistently exceeded, 
should be left unchanged at 4 to 8 percent. 

305 LEGAL DEVELOPMENTS 

Various bank holding company, bank ser-
vice corporation, and bank merger orders; 
and pending cases. 

AI FINANCIAL AND BUSINESS STATISTICS 

A3 Domestic Financial Statistics 
A44 Domestic Nonfinancial Statistics 
A53 International Statistics 

A69 GUIDE TO TABULAR PRESENTATION, 
STATISTICAL RELEASES, AND SPECIAL 
TABLES 

A70 BOARD OF GOVERNORS AND STAFF 

All FEDERAL OPEN MARKET COMMITTEE 
AND STAFF; ADVISORY COUNCILS 

A74 FEDERAL RESERVE BOARD 
PUBLICATIONS 

AH INDEX TO STATISTICAL TABLES 

A19 FEDERAL RESERVE BANKS, BRANCHES, 
AND OFFICES 

A80 MAP OF FEDERAL RESERVE SYSTEM 
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321 U.S. INTERNATIONAL TRANSACTIONS 
IN 1986 

The external deficit of the United States 
widened to a record level in 1986, despite 
the further decline in the foreign exchange 
value of the dollar. 

330 TREASURY AND FEDERAL RESERVE 
FOREIGN EXCHANGE OPERATIONS 

After trading fairly steadily throughout No-
vember and the first half of December, the 
dollar moved sharply lower until the end of 
January. 

336 INDUSTRIAL PRODUCTION 

Industrial production increased an estimat-
ed 0.5 percent in February. 

338 STATEMENTS TO CONGRESS 

Martha R. Seger, Member, Board of Gover-
nors, discusses legislation that has been 
introduced to require disclosures of prices 
and terms in credit card applications and to 
establish a nationwide ceiling on credit card 
interest rates, in a statement submitted to 
the Subcommittee on Consumer Affairs and 
Coinage of the House Committee on Bank-
ing, Finance and Urban Affairs, March 18, 
1987. 

341 Manuel H. Johnson, Jr., Vice Chairman, 
Board of Governors of the Federal Reserve 
System, provides an overview of bank-
affiliated export trading companies and says 
that the Board opposes any proposals that 
would increase the risk to the bank from the 
affiliated export trading company, before 
the Subcommittee on Financial Institutions, 
Supervision, and Regulation of the House 
Committee on Banking, Finance and Urban 

Affairs, March 24, 1987. [Vice Chairman 
Johnson presented identical testimony be-
fore the Subcommittee on International Fi-
nance and Monetary Policy of the Senate 
Committee on Banking, Housing, and Ur-
ban Affairs, March 25, 1987.] 

347 ANNOUNCEMENTS 

Redeposit service approved for Federal Re-
serve Banks. 

Reductions approved in the fee structure 
for book-entry securities. 

Money stock data revised to include 
changes in benchmarks and seasonal fac-
tors. 

Changes in official staff commentaries on 
Regulations B, E, and Z. 

Proposal to incorporate credit risks on off-
balance-sheet interest rate and exchange 
rate contracts into a proposed risk-based 
capital measure. 

Admission of five state banks to member-
ship in the Federal Reserve System. 

351 LEGAL DEVELOPMENTS 

Various bank holding company, bank ser-
vice corporation, and bank merger orders; 
and pending cases. 

393 DIRECTORS OF THE FEDERAL RESERVE 
BANKS AND BRANCHES 

List of directors by Federal Reserve Dis-
trict. 

AI FINANCIAL AND BUSINESS STATISTICS 

A3 Domestic Financial Statistics 
A44 Domestic Nonfinancial Statistics 
A53 International Statistics 
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A69 GUIDE TO TABULAR PRESENTATION, 
STATISTICAL RELEASES, AND SPECIAL 
TABLES 

A80 BOARD OF GOVERNORS AND STAFF 

A82 FEDERAL OPEN MARKET COMMITTEE 
AND STAFF; ADVISORY COUNCILS 

A84 FEDERAL RESERVE BOARD 
PUBLICATIONS 

A87 INDEX TO STATISTICAL TABLES 

A89 FEDERAL RESERVE BANKS, BRANCHES, 
AND OFFICES 

A90 MAP OF FEDERAL RESERVE SYSTEM 

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis

May 1987



Table of Contents 

411 MEASURING THE FOREIGN-EXCHANGE 
VALUE OF THE DOLLAR 

This article first describes the uses of 
weighted average exchange-rate indexes; it 
then focuses on measures of exchange rates 
suitable for analyzing trade flows and com-
pares their performance in the context of 
the equations used by the staff of the Feder-
al Reserve Board to forecast trade compo-
nents and priced deflators for exports and 
imports. 

423 INDUSTRIAL PRODUCTION 

Industrial production declined 0.3 percent 
in March. 

425 STATEMENTS TO CONGRESS 

Paul A. Volcker, Chairman, Board of Gov-
ernors, reviews some aspects of the world 
economic situation, particularly exchange 
market developments and international 
debt, before the Subcommittee on Interna-
tional Finance and Monetary Policy of the 
Senate Committee on Banking, Housing, 
and Urban Affairs, April 7, 1987. 

430 Martha R. Seger, Member, Board of Gover-
nors, discusses proposed legislation to re-
quire disclosures of prices and terms in 
credit card applications and solicitations 
and to establish a nationwide ceiling on 
credit card interest rates; Governor Seger 
says that the Board believes it is important 
for consumers to have adequate informa-
tion to shop for credit and that the Board 
does not believe the imposition of a federal 
ceiling on credit card rates is appropriate, 
before the Subcommittee on Consumer Af-
fairs of the Senate Committee on Banking, 
Housing, and Urban Affairs, April 21, 1987. 

435 Chairman Volcker discusses the joint pro-
posal of the U.S. federal banking agencies 

and the Bank of England for the establish-
ment of a risk-based capital framework and 
says that he believes that adoption by U.S. 
regulators of a framework along the lines of 
the U.S.-U.K. proposal represents a rea-
sonable step toward a more rational frame-
work for relating the analysis of capital 
needs to risk considerations, before the 
Subcommittee on General Oversight and 
Investigations of the House Committee on 
Banking, Finance and Urban Affairs, April 
30, 1987. 

441 ANNOUNCEMENTS 

Adoption of policy statement on responsi-
bilities of bank holding companies to their 
subsidiary banks. 

Report available on priced service opera-
tions in 1986. 

Issuance of revised List of Stocks Subject 
to OTC Margin Regulations. 

Proposal to amend Regulation T. 

Admission of four state banks to member-
ship in the Federal Reserve System. 

443 RECORD OF POLICY ACTIONS OF THE 
FEDERAL OPEN MARKET COMMITTEE 

At its meeting on February 10-11, 1987, the 
Committee established monetary growth 
ranges for 1987 of 5Vi to 8V2 percent for both 
M2 and M3. The associated range for 
growth in total domestic nonfinancial debt 
was set at 8 to 11 percent. The Committee 
anticipated that growth in Ml would slow in 
1987 from its very rapid pace in 1986, but 
the members decided not to establish a 
precise target for the year; instead, the 
appropriateness of Ml changes would be 
evaluated during the year in the light of the 
behavior of Ml velocity, developments in 
the economy and financial markets, and the 
nature of emerging price pressures. 
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With regard to the implementation of 
policy for the period immediately ahead, 
the Committee adopted a directive that 
called for no change in the current degree of 
pressure on reserve positions. The mem-
bers expected this approach to policy im-
plementation to be consistent with some 
reduction in the growth of M2 and M3 to 
annual rates of about 6 to 7 percent over the 
two-month period from January to March. 
Over the same interval, growth in Ml was 
expected to moderate substantially from an 
extraordinarily high rate in the closing 
months of 1986. The members indicated 
that somewhat greater reserve restraint 
might be acceptable, over the intermeeting 
period depending on the behavior of the 
monetary aggregates, taking into account 
the strength of the business expansion, the 
performance of the dollar in foreign ex-
change markets, progress against inflation, 
and conditions in domestic and internation-
al credit markets. The members agreed that 
the intermeeting range for the federal funds 
rate, which provides a mechanism for initi-
ating consultation of the Committee when 
its boundaries are persistently exceeded, 
should be left unchanged at 4 to 8 percent. 

453 LEGAL DEVELOPMENTS 

Various bank holding company, bank ser-
vice corporation, and bank merger orders; 
and pending cases. 

A i FINANCIAL AND BUSINESS STATISTICS 

A3 Domestic Financial Statistics 
A44 Domestic Nonfinancial Statistics 
A53 International Statistics 

A 6 9 GUIDE TO TABULAR PRESENTATION, 
STATISTICAL RELEASES, AND SPECIAL 
TABLES 

A 8 2 BOARD OF GOVERNORS AND STAFF 

A 8 4 FEDERAL OPEN MARKET COMMITTEE 
AND STAFF, ADVISORY COUNCILS 

A 8 6 FEDERAL RESERVE BOARD 
PUBLICATIONS 

A 8 9 INDEX TO STATISTICAL TABLES 

A91 SCHEDULE OF RELEASE DATES FOR 
PERIODIC RELEASES 

A 9 3 FEDERAL RESERVE BANKS, BRANCHES, 
AND OFFICES 

A 9 4 MAP OF FEDERAL RESERVE SYSTEM 
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523 TURNING THE CORNER 
ON TROUBLED FARM DEBT 

Farmland values probably are near the end 
of their adjustment to this decade's less 
exuberant expectations for farm income; if 
so, financial stress in the farm sector has 
entered the final stages, and the remaining 
troubled debt incurred during the boom of 
the 1970s will be worked out. 

537 THE PROFITABILITY OF 
U.S.-CHARTERED INSURED 
COMMERCIAL BANKS IN 1986 

Asset-quality problems continued to dog 
U.S.-chartered commercial banks in 1986, 
and escalating loan losses cut into profits. 

552 TREASURY AND FEDERAL RESERVE 
FOREIGN EXCHANGE OPERATIONS 

The dollar traded rather steadily in Febru-
ary and early March and then moved lower 
through the end of April. 

558 INDUSTRIAL PRODUCTION 

Industrial production declined an estimated 
0.4 percent in April. 

560 STATEMENTS TO CONGRESS 

Martha R. Seger, Member, Board of Gover-
nors, discusses the efforts being taken to 
enlist the cooperation of foreign authorities 
in eliminating the use of the international 
banking system by criminal elements, be-
fore the Subcommittee on Financial Institu-
tions Supervision, Regulation, and Insur-
ance of the House Committee on Banking, 
Finance and Urban Affairs, May 6, 1987. 

563 Wayne D. Angell, Member, Board of Gov-
ernors, reviews the expenses and budget of 
the Federal Reserve System, with emphasis 

on budget developments in 1987, and says 
that the Board believes the Federal Re-
serve's budget processes have worked well 
in controlling expenses, before the Subcom-
mittee on Domestic Monetary Policy of the 
House Committee on Banking, Finance and 
Urban Affairs, May 6, 1987. 

569 E. Gerald Corrigan, President, Federal Re-
serve Bank of New York, discusses recent 
and prospective developments regarding 
the globalization of financial markets and 
institutions, with particular emphasis on 
developments in New York, London, and 
Tokyo; and says that if we are to restore 
balanced growth here at home and in the 
world more generally, we must avoid any 
renewed outburst of inflation, which would 
undermine prospects on all fronts, before 
the Senate Committee on the Budget, 
May 6, 1987. 

577 Manuel H. Johnson, Vice Chairman, Board 
of Governors, presents the views of the 
Board on conditions in the banking system 
and what supervisory steps should be taken 
to address these conditions, before the Sen-
ate Committee on Banking, Housing, and 
Urban Affairs, May 21, 1987. 

588 ANNOUNCEMENTS 

Retirement of Paul A. Volcker as Chairman 
of the Board of Governors and nomination 
of Alan Greenspan to succeed him. 

Appointment of Edward W. Kelley, Jr. as a 
member of the Board of Governors. 

Adoption of forms for use by government 
securities brokers and dealers. 

First-quarter financial results available for 
priced service operations. 

Publication of the Seventy-Third Annual 
Report of the Board of Governors. 
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Comment period extended on proposal to 
amend Capital Guidelines. 

Errata in B U L L E T I N table. 

Change in Board staff. 

Admission of one state bank to membership 
in the Federal Reserve System. 

590 RECORD OF POLICY ACTIONS OF THE 
FEDERAL OPEN MARKET COMMITTEE 

At its meeting on March 31, 1987, all of the 
members of the Committee indicated that 
they favored or could accept a directive that 
called for no change in the degree of pres-
sure on reserve positions in the immediate 
future. There was a consensus in favor of 
allowing for possible limited adjustments 
during the intermeeting period toward some 
firming of reserve conditions, with exces-
sive weakness in the dollar recognized as 
the potential development most likely to 
make such an adjustment appropriate. In 
particular, the members agreed that some-
what greater reserve restraint might be ac-
ceptable depending on the performance of 
the dollar in foreign exchange markets, but 
also taking into account the behavior of the 
monetary aggregates, the strength of the 
business expansion, progress against infla-
tion, and conditions in credit markets. This 
approach to policy implementation was ex-
pected to be consistent with growth in M2 
and M3 at annual rates of around 6 percent 
or less over the three-month period from 
March to June. Over the same period, 
growth in Ml was expected to remain sub-
stantially below its pace in 1986. Because 
the behavior of Ml remained subject to 
unusual uncertainty, the Committee decid-
ed to continue its practice of not specifying 
a numerical expectation for its growth. The 

members agreed that the intermeeting range 
for the federal funds rate, which provides a 
mechanism for initiating consultation of the 
Committee when its boundaries are persis-
tently exceeded, should be left unchanged 
at 4 to 8 percent. 

597 LEGAL DEVELOPMENTS 

Various bank holding company, bank ser-
vice corporation, and bank merger orders; 
and pending cases. 

631 MEMBERSHIP OF THE BOARD OF 
GOVERNORS OF THE FEDERAL 
RESERVE SYSTEM, 1913-87 

List of appointive and ex officio members. 

AI FINANCIAL AND BUSINESS STATISTICS 

A3 Domestic Financial Statistics 
A44 Domestic Nonfinancial Statistics 
A53 International Statistics 

A69 GUIDE TO TABULAR PRESENTATION, 
STATISTICAL RELEASES, AND SPECIAL 
TABLES 

A82 BOARD OF GOVERNORS AND STAFF 

A84 FEDERAL OPEN MARKET COMMITTEE 
AND STAFF, ADVISORY COUNCILS 

A86 FEDERAL RESERVE BOARD 
PUBLICATIONS 

A89 INDEX TO STATISTICAL TABLES 

A9i FEDERAL RESERVE BANKS, BRANCHES, 
AND OFFICES 

A92 MAP OF FEDERAL RESERVE SYSTEM 
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633 MONETARY POLICY REPORT TO THE 
CONGRESS 

The economy expanded at a somewhat ac-
celerated pace in the first half of 1987, and 
the civilian unemployment rate declined 
over the period to 6.1 percent in June, the 
lowest level in this decade. 

647 INDUSTRIAL PRODUCTION 

Industrial production increased an estimat-
ed 0.5 percent in May. 

649 STATEMENT TO CONGRESS 

Manuel H. Johnson, Vice Chairman, Board 
of Governors, offers testimony on the issue 
of money laundering, including efforts to 
press for greater international cooperation 
by bank supervisors in addressing the use of 
banking organizations to launder money, 
before the Subcommittee on Financial Insti-
tutions Supervision, Regulation and Insur-
ance of the House Committee on Banking, 
Finance and Urban Affairs, June 9, 1987. 

655 ANNOUNCEMENTS 

Statement by Chairman Volcker on the 
death of Arthur F. Burns. 

Meeting of Consumer Advisory Council. 

Nominations sought for appointments to 
Consumer Advisory Council. 

Direct deposit of social security payments 
in the United Kingdom. 

Amendment to Regulation Y. 

Comments requested on revised proposal to 
charge assessments and fees for certain 
supervisory activities. 

Changes in Board staff. 

Admission of two state banks to member-
ship in the Federal Reserve System. 

659 LEGAL DEVELOPMENTS 

Various bank holding company, bank ser-
vice corporation, and bank merger orders; 
and pending cases. 

AI FINANCIAL AND BUSINESS STATISTICS 

A3 Domestic Financial Statistics 
A44 Domestic Nonfinancial Statistics 
A53 International Statistics 

A69 GUIDE TO TABULAR PRESENTATION, 
STATISTICAL RELEASES, AND SPECIAL 
TABLES 

A74 BOARD OF GOVERNORS AND STAFF 

A76 FEDERAL OPEN MARKET COMMITTEE 
AND STAFF; ADVISORY COUNCILS 

A78 FEDERAL RESERVE BOARD 
PUBLICATIONS 

A 8 i INDEX TO STATISTICAL TABLES 

A83 FEDERAL RESERVE BANKS, BRANCHES, 
AND OFFICES 

A84 MAP OF FEDERAL RESERVE SYSTEM 
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687 THE ANGUISH OF CENTRAL BANKING 
by Arthur F. Burns 

Arthur F. Burns, Chairman of the Board of 
Governors from 1970 to 1978, gave this 
address as the Per Jacobsson Lecture on 
September 30, 1979. It is reprinted in mem-
ory of Dr. Burns, who died on June 26, 
1987. 

699 STAFF STUDIES 

In "Stock Market Volatility," the authors 
examine whether innovations in trading 
strategies—arbitrage trading, program trad-
ing, and portfolio insurance—affect volatili-
ty in the prices of stock. 

701 INDUSTRIAL PRODUCTION 

Industrial production increased an estimat-
ed 0.2 percent in June. 

703 STATEMENT TO CONGRESS 

Paul A. Volcker, Chairman, Board of Gov-
ernors, touches on some of the main points 
in the "Monetary Policy Report to the 
Congress," and says that we will need to 
work to correct the large imbalances in our 
internal and external economic positions, 
before the House Committee on Banking, 
Finance, and Urban Affairs, July 21, 1987. 
[Chairman Volcker presented identical tes-
timony before the Senate Committee on 
Banking, Housing, and Urban Affairs on 
July 23, 1987.] 

706 ANNOUNCEMENTS 

Alan Greenspan sworn in as Chairman of 
the Board of Governors. 

Restructuring of interest rate charges on 
discount window borrowings. 

Interim statement on reducing risks on 
large-dollar transfer systems. 

N e w members appointed to Large Dollar 
Payments System Advisory Group. 

Establishment of Office of Inspector Gener-
al and appointment of the first Inspector 
General. 

Proposed actions. 

Availability of revised list of OTC stocks 
subject to margin regulations. 

711 RECORD OF POLICY ACTIONS OF THE 
FEDERAL OPEN MARKET COMMITTEE 

At its meeting on May 19, 1987, all but one 
of the members of the Committee indicated 
that they favored or could accept a directive 
that called for some increase in the degree 
of reserve pressure beyond that sought in 
recent weeks, taking account of the possi-
bility that such firming might be accom-
plished through an increase in the discount 
rate. Subsequent to some initial firming in 
reserve conditions, the members indicated 
that somewhat greater reserve restraint 
would be acceptable, and somewhat lesser 
reserve restraint might be acceptable, later 
in the intermeeting period depending on 
developments relating to inflation and the 
performance of the dollar in foreign ex-
change markets, while also giving consider-
ation to the behavior of the monetary aggre-
gates and the strength of the business 
expansion. This approach to policy imple-
mentation was expected to be consistent 
with growth in M2 and M3 at annual rates of 
around 6 percent or less for the three-month 
period from March to June. Over the same 
period growth in M l was expected to re-
main well below its pace in 1986; the mem-
bers would continue to evaluate this aggre-
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gate in the light of the performance of the 
broader monetary aggregates and other fac-
tors. The members agreed that the inter-
meeting range for the federal funds rate, 
which provides a mechanism for initiating 
consultation of the Committee when its 
boundaries are persistently exceeded, 
should be left unchanged at 4 to 8 percent. 

717 LEGAL DEVELOPMENTS 

Various bank holding company, bank ser-
vice corporation, and bank merger orders; 
and pending cases. 

759 MEMBERSHIP OF THE BOARD OF 
GOVERNORS OF THE FEDERAL 
RESERVE SYSTEM, 1913-87 

List of appointive and ex officio members. 

A i FINANCIAL AND BUSINESS STATISTICS 

A3 Domestic Financial Statistics 
A44 Domestic Nonfinancial Statistics 
A53 International Statistics 

A69 GUIDE TO TABULAR PRESENTATION, 
STATISTICAL RELEASES, AND SPECIAL 
TABLES 

A76 BOARD OF GOVERNORS AND STAFF 

A78 FEDERAL OPEN MARKET COMMITTEE 
AND STAFF; ADVISORY COUNCILS 

A80 FEDERAL RESERVE BOARD 
PUBLICATIONS 

A83 INDEX TO STATISTICAL TABLES 

A85 FEDERAL RESERVE BANKS, BRANCHES, 
AND OFFICES 

A86 MAP OF FEDERAL RESERVE SYSTEM 
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761 CHANGES IN CONSUMER INSTALLMENT 
DEBT. EVIDENCE FROM 
THE 1983 AND 1986 SURVEYS 
OF CONSUMER FINANCES 

This article uses survey data to examine 
recent changes in consumer installment 
debt, making particular use of the fact that 
the 1983 and 1986 surveys interviewed the 
same families. 

779 TREASURY AND FEDERAL RESERVE 
FOREIGN EXCHANGE OPERATIONS 

During the three-month period ending in 
July, the dollar first stabilized and then 
advanced modestly to close up 6V2 percent 
against the Japanese yen and roughly 4 
percent against the German mark and other 
European currencies. 

783 STAFF STUDIES 

In "The Effects on Consumers and Credi-
tors of Proposed Ceilings on Credit Card 
Interest Rates," the authors focus on the 
likely effects of restrictive rate ceilings on 
the availability of credit cards and on possi-
ble creditor responses to lowered revenue. 

785 INDUSTRIAL PRODUCTION 

Industrial production increased an estimat-
ed 0.8 percent in July. 

787 ANNOUNCEMENTS 

Change in the discount rate. 

Amendments to Regulation E. 

Amendment to Regulation K. 

Amendment to Regulation T. 

Statement of Guidance for reporting activi-
ties of nonbank banks. 

Proposed amendment to Regulation T con-
cerning the exercise of employee-owned 
stock options. 

Admission of two state banks to member-
ship in the Federal Reserve System. 

789 RECORD OF POLICY ACTIONS OF THE 
FEDERAL OPEN MARKET COMMITTEE 

At its meeting on July 7, 1987, the Commit-
tee reviewed its objectives established in 
February for growth of the monetary and 
debt aggregates in 1987 and set tentative 
objectives for growth in 1988. For the peri-
od from the fourth quarter of 1986 to the 
fourth quarter of 1987, the Committee de-
cided not to change the ranges set in Febru-
ary for growth of 51/2 to 8V2 percent for both 
M2 and M3. The Committee agreed that 
growth in these aggregates around the lower 
ends of their ranges might be appropriate, 
depending on the circumstances. The moni-
toring range for expansion in total domestic 
nonfinancial debt also was left unchanged at 
8 to 11 percent for 1987. For 1988 the 
Committee agreed on tentative reductions 
of V2 percentage point to ranges of 5 to 8 
percent for both M2 and M3. The Commit-
tee also reduced the associated range for 
growth in total domestic nonfinancial debt 
by V2 percentage point to IV2 to IOV2 percent 
for 1988. With respect to Ml , the Commit-
tee decided not to set a specific target for 
growth over the remainder of 1987 or to 
establish a tentative range for 1988. It was 
understood that all the ranges for 1988 were 
provisional and that they would be re-
viewed in early 1988 in the light of interven-
ing developments. The issues involved with 
establishing a target for Ml would be care-
fully reappraised at the beginning of 1988. 

With regard to the implementation of 
policy for the period immediately ahead, 
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the Committee agreed on the desirability of 
a directive that called for no change in the 
degree of pressure on reserve positions. 
Some firming or some easing of reserve 
conditions would be acceptable depending 
especially on developments relating to infla-
tion and the performance of the dollar in 
foreign exchange markets, while also taking 
account of the behavior of the monetary 
aggregates and the strength of the business 
expansion. This approach to policy imple-
mentation was expected to be consistent 
with growth of M2 and M3 at annual rates of 
around 5 percent and IV2 percent respec-
tively, over the three-month period from 
June to September. Over the same period, 
growth in Ml was expected to resume after 
declining on balance in May and June but to 
remain well below its pace in 1986. The 
members agreed that the intermeeting range 
for the federal funds rate, which provides a 
mechanism for initiating consultation of the 
Committee when its boundaries are persis-
tently exceeded, should be left unchanged 
at 4 to 8 percent. 

799 LEGAL DEVELOPMENTS 

Various bank holding company, bank ser-
vice corporation, and bank merger orders; 
and pending cases. 

AI FINANCIAL AND BUSINESS STATISTICS 

A3 Domestic Financial Statistics 
A44 Domestic Nonfinancial Statistics 
A53 International Statistics 

A69 GUIDE TO TABULAR PRESENTATION, 
STATISTICAL RELEASES, AND SPECIAL 
TABLES 

A76 BOARD OF GOVERNORS AND STAFF 

A78 FEDERAL OPEN MARKET COMMITTEE 
AND STAFF; ADVISORY COUNCILS 

A80 FEDERAL RESERVE BOARD 
PUBLICATIONS 

A83 INDEX TO STATISTICAL TABLES 

A84 FEDERAL RESERVE BANKS, BRANCHES, 
AND OFFICES 

A86 MAP OF FEDERAL RESERVE SYSTEM 
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839 DAYLIGHT OVERDRAFTS AND 
PAYMENTS SYSTEM RISK 

This article reviews the operation of large-
dollar payments systems and the public 
policy concerns associated with daylight 
overdrafts, summarizes the main compo-
nents of the Federal Reserve's policy on 
payments system risk, and describes the 
initial experience with that policy. 

853 STAFF STUDIES 

In "The Funding of Private Pension Plans," 
the author briefly reviews the regulatory, 
institutional, and economic factors relevant 
to pension plan obligations; surveys the 
literature on the appropriate conceptual 
framework for measuring pension obliga-
tions; and describes, on reported and 
adjusted bases, the recent funded status 
(measured by the ratio of assets to liabil-
ities) of a large sample of private pension 
plans. 

855 INDUSTRIAL PRODUCTION 

Industrial production increased an estimat-
ed 0.3 percent in August. 

857 STATEMENT TO CONGRESS 

Wayne D. Angell, Member, Board of Gov-
ernors, comments on proposals to estab-
lish, for farm mortgage loans, a secondary 
market backed by a government guarantee, 
before the House Committee on Banking, 
Finance and Urban Affairs, September 30, 
1987. 

860 ANNOUNCEMENTS 

Meeting of the Consumer Advisory Coun-
cil. 

Amendment to Regulation U. 

Changes in Board staff, including the cre-
ation of a new organizational unit, the Divi-
sion of Monetary Affairs. 

Proposal to amend Regulation Z to imple-
ment a provision of the Competitive Equali-
ty Banking Act of 1987 regarding adjust-
able-rate mortgages; proposal to permit 
bank holding companies to acquire healthy 
thrift institutions. 

Admission of five state banks to member-
ship in the Federal Reserve System. 

862 RECORD OF POLICY ACTIONS OF THE 
FEDERAL OPEN MARKET COMMITTEE 

At the conclusion of its meeting on August 
18, 1987, the Committee approved a direc-
tive that called for no change, at least 
initially, in the degree of pressure on re-
serve positions. With regard to possible 
adjustments during the intermeeting period, 
the members indicated that somewhat 
greater reserve restraint would be accept-
able, while slightly lesser reserve restraint 
might be acceptable, depending on develop-
ments relating to inflation, the strength of 
the business expansion, the performance of 
the dollar in foreign exchange markets, 
while also taking account of the behavior of 
the monetary aggregates. Unchanged con-
ditions of reserve availability were expect-
ed to be consistent with growth in M2 and 
M3 at annual rates of around 5 percent for 
the three-month period from June to Sep-
tember; given its performance in July, ex-
pansion in M3 was expected to be some-
what less than had been anticipated at the 
time of the July meeting. Because the be-
havior of Ml was still subject to unusual 
uncertainty, the Committee decided to con-
tinue the practice of not specifying a numer-
ical expectation for its short-run growth. 
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The members agreed that the intermeeting 
range for the federal funds rate, which 
provides a mechanism for initiating consul-
tation of the Committee when its bound-
aries are persistently exceeded, should be 
left unchanged at 4 to 8 percent. 

869 LEGAL DEVELOPMENTS 

Various bank holding company, bank ser-
vice corporation, and bank merger orders; 
and pending cases. 
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A69 GUIDE TO TABULAR PRESENTATION, 
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A76 BOARD OF GOVERNORS AND STAFF 
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AND STAFF; ADVISORY COUNCILS 

A80 FEDERAL RESERVE BOARD 
PUBLICATIONS 
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AND OFFICES 
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893 HOUSING AND MORTGAGE MARKETS.-
THE POST-1982 EXPANSION 

This article examines factors behind the 
boom in housing construction that followed 
the 1980-82 recession and considers the 
near-term outlook for the housing market. 

904 INDUSTRIAL PRODUCTION 

Industrial production increased an estimat-
ed 0.2 percent in September. 

907 STATEMENTS TO CONGRESS 

Alan Greenspan, Chairman, Board of Gov-
ernors, explores the structure of the finan-
cial services industry, with an emphasis on 
the regulatory framework that applies to 
banking and securities activities, and says 
that the Board hopes to be in a position to 
advise the Congress on how best to imple-
ment the changes that are urgently needed 
to assure that the financial system contin-
ues to serve public policy goals, before the 
Subcommittee on Telecommunications and 
Finance of the House Committee on Energy 
and Commerce, October 5, 1987. 

910 Martha R. Seger, Member, Board of Gover-
nors, discusses home equity lines of credit 
and H.R. 3011, a proposed bill to amend the 
Truth in Lending Act to require creditors to 
provide consumers with more information 
about home equity programs in advertise-
ments and in initial account disclosure 
statements, before the Subcommittee on 
Consumer Affairs and Coinage of the House 
Committee on Banking, Finance and Urban 
Affairs, October 6, 1987. 

913 Wayne D. Angell, Member, Board of Gov-
ernors, reviews the functioning and effec-
tiveness of the small business and agricul-
tural Advisory Councils to the Federal 

Reserve Banks and says that the Advisory 
Councils have become a valuable part of the 
informal structure of the Federal Reserve 
System, before the Subcommittee on 
Domestic Monetary Policy of the House 
Committee on Banking, Finance and Urban 
Affairs and the Subcommittee on Procure-
ment, Innovation, and Minority Enterprise 
Development of the House Committee on 
Small Business, October 30, 1987. 

914 ANNOUNCEMENTS 

Announcement by Chairman Greenspan on 
the availability of liquidity to the financial 
system. 

Revised list of OTC stocks subject to mar-
gin regulations now available. 

Publication of Annual Statistical Digest, 
1986. 

List of "Bank Holding Companies and Sub-
sidiary Banks as of December 31, 1986," 
now available. 

Changes in Board staff. 

Admission of six state banks to membership 
in the Federal Reserve System. 

919 LEGAL DEVELOPMENTS 

Various bank holding company, bank ser-
vice corporation, and bank merger orders; 
and pending cases. 

AI FINANCIAL AND BUSINESS STATISTICS 

A3 Domestic Financial Statistics 
A44 Domestic Nonfinancial Statistics 
A53 International Statistics 

A69 GUIDE TO TABULAR PRESENTATION, 
STATISTICAL RELEASES, AND SPECIAL 
TABLES 
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AND STAFF; ADVISORY COUNCILS 
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PUBLICATIONS 

All SCHEDULE OF RELEASE DATES FOR 
PERIODIC RELEASES 

A81 INDEX TO VOLUME 73 
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L DEVELOPMENTS IN THE U.S. 
FINANCIAL SYSTEM SINCE THE 
MID-1970S 

Some of the most profound financial 
changes in U.S. history have occurred since 
the end of 1976, including new kinds of 
investment and credit arrangements that 
have been accompanied by derivative in-
struments such as financial futures, options, 
and swaps. 

14 TREASURY AND FEDERAL RESERVE 
FOREIGN EXCHANGE OPERATIONS 

The dollar came under heavy downward 
pressure in mid-August and again in Octo-
ber to close the three-month period under 
review down 7 to 8 percent on balance 
against major foreign currencies. 

18 INDUSTRIAL PRODUCTION 

Industrial production increased an esti-
mated 0.6 percent in October. 

20 STATEMENTS TO CONGRESS 

Alan Greenspan, Chairman, Board of Gov-
ernors, presents the views of the Board on 
modernizing our financial system to adapt it 
to the important changes in technology and 
competition that have already transformed 
financial markets here and abroad, before 
the Subcommittee on Financial Institutions 
Supervision, Regulation and Insurance of 
the House Committee on Banking, Finance 
and Urban Affairs, November 18, 1987. 

27 Martha R. Seger, Member, Board of Gov-
ernors, discusses the rapid expansion of 
home equity lines of credit and says that the 
Board shares with the Congress the goal 
that consumers receive adequate informa-
tion when they contract for home equity 

loans, before the Subcommittee on Con-
sumer Affairs of the Senate Committee on 
Banking, Housing, and Urban Affairs, No-
vember 18, 1987. 

31 H. Robert Heller, Member, Board of Gov-
ernors, discusses criminal misconduct and 
insider abuse in our nation's financial insti-
tutions and says that significant progress 
has been made in dealing with these prob-
lems, before the Subcommittee ori Com-
merce, Consumer and Monetary Affairs of 
the House Committee on Government Op-
erations, November 19, 1987. 

38 ANNOUNCEMENTS 

Announcement of 1988 fee schedules for 
services provided by the Federal Reserve 
Banks. 

Amendment to Regulation Z. 

Proposals affecting real estate investment 
and development activites in a holding com-
pany framework. 

Contract awarded for automated currency-
processing equipment. 

40 RECORD OF FOLIC Y ACTIONS OF THE 
FEDERAL OPEN MARKET COMMITTEE 

At its meeting on September 22, 1987, all of 
the members of the Committee indicated 
that they preferred or could accept a direc-
tive that called for maintaining the slightly 
firmer degree of reserve pressure that had 
been sought in recent weeks. With regard to 
possible adjustments during the intermeet-
ing period, the members indicated that 
somewhat greater reserve restraint or 
somewhat lesser reserve restraint would be 
acceptable depending on developments re-
lating to inflation, the strength of the busi-
ness expansion, and the performance of the 
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dollar in foreign exchange markets, while 
also taking account of the behavior of the 
monetary aggregates. The contemplated 
provision of reserves was expected to be 
consistent with growth in M2 and M3 at 
annual rates of around 4 percent and around 
6 percent respectively, for the four-month 
period from August to December. Growth 
in Ml was expected to remain relatively 
slow over the same period. Because of the 
unusual uncertainty relating to the behavior 
of Ml and in keeping with the decision not 
to set a longer-run target for this aggregate, 
the Committee decided to continue the 
practice of not specifying a numerical ex-
pectation for its short-run growth. The 
members agreed that the intermeeting range 
for the federal funds rate should be raised 
from 4 to 8 percent to 5 to 9 percent. 

LEGAL DEVELOPMENTS 

Various bank holding company, bank ser-
vice corporation, and bank merger orders; 
and pending cases. 

Ai FINANCIAL AND BUSINESS STATISTICS 
A3 Domestic Financial Statistics 

A44 Domestic Nonfinancial Statistics 
A53 International Statistics 

A69 GUIDE TO TABULAR PRESENTATION, 
STATISTICAL RELEASES, AND SPECIAL 
TABLES 

A76 BOARD OF GOVERNORS AND STAFF 

A78 FEDERAL OPEN MARKET COMMITTEE 
AND STAFF, ADVISORY COUNCILS 

A80 FEDERAL RESERVE BOARD 
PUBLICATIONS 

A83 INDEX TO STATISTICAL TABLES 

A85 FEDERAL RESERVE BANKS, BRANCHES, 
AND OFFICES 

A86 MAP OF FEDERAL RESERVE SYSTEM 
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79 STATE AND LOCAL GOVERNMENT 
FINANCE IN THE CURRENT EXPANSION 

The aggregate fiscal position of the state 
and local government sector has deterio-
rated markedly during the current expan-
sion, moving from a large surplus in the 
operating and capital account in 1983 to 
deficits in 1987. 

89 INDUSTRIAL PRODUCTION 

Industrial production increased an esti-
mated 0.4 percent in November. 

91 STATEMENTS TO CONGRESS 

Alan Greenspan, Chairman, Board of Gov-
ernors, presents the views of the Board on 
modernizing the U.S. financial system to 
adapt it to the important changes in tech-
nology and competition that have already 
transformed financial markets here and 
abroad and suggests that the Glass-Steagall 
Act be repealed insofar as it prevents bank 
holding companies from being affiliated 
with firms engaged in securities underwrit-
ing and dealing activities, before the Senate 
Committee on Banking, Housing, and Ur-
ban Affairs, December 1, 1987. 

103 Chairman Greenspan discusses the role of 
commodity prices in the international coor-
dination of economic policy and says that 
he believes the Federal Reserve should not 
be required to report to the Congress a 
projected range for the movement of an 
index of commodity prices, before the Sub-
committees on Domestic Monetary Policy 
and on International Finance, Trade and 
Monetary Policy of the House Committee 
on Banking, Finance and Urban Affairs, 
December 18, 1987. 

106 ANNOUNCEMENTS 

New members named to Consumer Advis-
ory Council. 

Appointment of new chairman of the Pric-
ing Policy Committee. 

Increase in net transaction accounts to 
which 3 percent reserve requirement will 
apply. 

Operational changes to automated clearing-
house mechanism. 

Amendment to Regulation T. 

Amendment to Regulation Z. 

Approval of bank holding company applica-
tion. 

Extension of comment period on a program 
to permit state member banks to amortize 
losses on qualified agricultural loans. 

Proposal for new regulation to carry out 
provisions of the Expedited Funds Avail-
ability Act; proposal to amend Regulation Z 
to require increased disclosures about home 
equity lines of credit much earlier in the 
credit-granting process. 

Proposed revisions to official staff commen-
taries on Regulations B, E, and Z. 

Admission of seven state banks to member-
ship in the Federal Reserve System. 

112 RECORD OF POLICY ACTIONS OF THE 
FEDERAL OPEN MARKET COMMITTEE 

-A 
At the FOMC meeting on November 3, 
1987, all of the members indicated their 
support of a directive that called for main-
taining the degree of reserve pressure that 
had been sought in recent days. The mem-
bers recognized that the volatile conditions 
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in financial markets and related uncertain-
ties in the business outlook might continue 
to indicate the need for special flexibility in 
the conduct of open market operations. 
Such an approach to policy implementation 
would depend in particular on the strength 
of demands for liquidity stemming from 
recent and prospective developments in fi-
nancial markets. To the extent that the 
functioning of those markets permitted a 
return to more normal open market opera-
tions, the members indicated that some-
what lesser reserve restraint would be ac-
ceptable, while slightly greater reserve 
restraint might be acceptable, depending on 
the strength of the business expansion, in-
dications of inflation, the performance of 
the dollar in foreign exchange markets, with 
account also taken of the behavior of the 
monetary aggregates. The members be-
lieved that the outlook for monetary growth 
over the months ahead was subject to un-
usual uncertainty, but the contemplated re-
serve conditions were thought likely to be 
consistent with somewhat faster growth in 
M2 and M3 than had been expected earlier; 
such growth might center on annual rates of 
around 6 to 7 percent for the period from 
September through December. Largely re-
flecting the bulge in October, growth in Ml 
in the fourth quarter as a whole was ex-
pected to be well above its average pace in 
the previous several months. However, be-
cause of the very substantial uncertainty 
that still surrounded the outlook for Ml, the 
Committee decided to continue its practice 
of not specifying a numerical expectation 
for its growth. The members agreed that the 

intermeeting range for the federal funds 
rate, which provides a mechanism for initi-
ating consultation of the Committee when 
its boundaries are persistently exceeded, 
should be reduced from 5 to 9 percent to 4 
to 8 percent. 

121 LEGAL DEVELOPMENTS 

Various bank holding company, bank ser-
vice corporation, and bank merger orders; 
and pending cases. 

A l FINANCIAL AND BUSINESS STATISTICS 

A3 Domestic Financial Statistics 
A44 Domestic Nonfinancial Statistics 
A53 International Statistics 

A69 GUIDE TO TABULAR PRESENTATION, 
STATISTICAL RELEASES, AND SPECIAL 
TABLES 

A82 BOARD OF GOVERNORS AND STAFF 

A84 FEDERAL OPEN MARKET COMMITTEE 
AND STAFF; ADVISORY COUNCILS 

A86 FEDERAL RESERVE BOARD 
PUBLICATIONS 

A89 INDEX TO STATISTICAL TABLES 

A91 FEDERAL RESERVE BANKS, BRANCHES, 
AND OFFICES 

A92 MAP OF FEDERAL RESERVE SYSTEM 
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151 MONETAR Y POLICY REPORT TO THE 
CONGRESS 

Growth of real gross national product at 33A 
percent over the four quarters of 1987 out-
stripped most expectations, and the unem-
ployment rate dropped below 6 percent for 
the first time in this decade. 

165 INDUSTRIAL PRODUCTION 

Industrial production increased an esti-
mated 0.2 percent in December. 

167 ANNOUNCEMENTS 

Statement by Chairman Greenspan regard-
ing Task Force on Market Mechanisms. 

Appointment of new members to the Thrift 
Institutions Advisory Council. 

Preliminary figures released on income of 
Federal Reserve Banks. 

Revised List of Marginable OTC Stocks 
now available. 

Changes in Board staff. 

Admission of one state bank to membership 
in the Federal Reserve System. 

171 LEGAL DEVELOPMENTS 

Various bank holding company, bank ser-
vice corporation, and bank merger orders; 
and pending cases. 

AI FINANCIAL AND BUSINESS STATISTICS 

A3 Domestic Financial Statistics 
A44 Domestic Nonfinancial Statistics 
A53 International Statistics 

A69 GUIDE TO TABULAR PRESENTATION, 
STATISTICAL RELEASES, AND SPECIAL 
TABLES 

A70 BOARD OF GOVERNORS AND STAFF 

All FEDERAL OPEN MARKET COMMITTEE 
AND STAFF; ADVISORY COUNCILS 

A74 FEDERAL RESERVE BOARD 
PUBLICATIONS 

All INDEX TO STATISTICAL TABLES 

A79 FEDERAL RESERVE BANKS, BRANCHES, 
AND OFFICES 

A80 MAP OF FEDERAL RESERVE SYSTEM 
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195 THE RECENT BEHAVIOR 
OF DEMAND DEPOSITS 

Demand deposits have become somewhat 
more volatile month to month, and, more 
important from a policy perspective, their 
longer-run relationship to income and to 
interest rates appears to be changing. 

209 TREASURY AND FEDERAL RESERVE 
FOREIGN EXCHANGE OPERATIONS 

The dollar experienced recurrent periods of 
downward pressure throughout November 
and December and then firmed in early 
January. 

215 INDUSTRIAL PRODUCTION 

Industrial production increased an esti-
mated 0.4 percent in January. 

217 STATEMENTS TO CONGRESS 

Alan Greenspan, Chairman, Board of Gov-
ernors, addresses questions about the Fed-
eral Reserve's response to the turbulence in 
financial markets last October, the function-
ing of our financial markets during that 
period, and proposals for structural and 
regulatory reforms, before the Senate Com-
mittee on Banking, Housing, and Urban 
Affairs, February 2, 1988. 

225 Chairman Greenspan discusses the conduct 
of monetary policy and the economic and 
financial situation, as detailed in the 
Board's semiannual Monetary Policy Re-
port to the Congress, and says that the 
setting for monetary policy for the year 
1988 and beyond is more than normally 
complex, before the House Committee on 
Banking, Finance and Urban Affairs, Feb-
ruary 23, 1988. (Chairman Greenspan pre-
sented identical testimony before the Sen-

ate Committee on Banking, Housing, and 
Urban Affairs on February 24, 1988.) 

232 ANNOUNCEMENTS 

Meeting of Consumer Advisory Council. 

Amendment to Regulation K. 

Admission of three state banks to member-

ship in the Federal Reserve System. 

234 RECORD OF POLICY ACTIONS OF THE 
FEDERAL OPEN MARKET COMMITTEE 

At its meeting on December 15-16, 1987, 
the Committee approved a directive that 
called for maintaining the existing degree of 
pressure on reserve positions and for phas-
ing open market operations into a more 
normal approach to policy implementation 
keyed increasingly to a desired degree of 
reserve pressure while giving less emphasis 
than recently to money market conditions. 
The members recognized that the conduct 
of open market operations might continue 
to require a special degree of flexibility, 
given still quite sensitive conditions in fi-
nancial markets and the uncertainties in the 
business outlook. Taking account of condi-
tions in financial markets, the members 
indicated that somewhat less or somewhat 
more reserve restraint would be acceptable, 
depending on the strength of the business 
expansion, indications of inflation, the per-
formance of the dollar in foreign exchange 
markets, with consideration also taken of 
the behavior of the monetary aggregates. If 
current reserve conditions were main-
tained, the members expected growth in M2 
and M3 to pick up from the pace in recent 
months to annual rates of about 5 percent 
and 6 percent respectively over the four-
month period from November to March. 
Growth of Ml was expected to remain 

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis

April 1988



relatively limited over the same period; 
because of the substantial uncertainty that 
continued to surround the outlook for Ml , 
the Committee continued its practice of not 
specifying a numerical expectation for its 
growth. The members agreed that the inter-
meeting range for the federal funds rate, 
which provides a mechanism for initiating 
consultation of the Committee when its 
boundaries are persistently exceeded, 
should be left unchanged at 4 to 8 percent. 

At a telephone meeting on January 5, 
1988, the Committee agreed that with the 
further passage of time since the October 
disturbances in financial markets and with 
year-end pressures in the money market in 
the process of unwinding, further progress 
could be made toward restoring a normal 
approach to open market operations. Some 
flexibility might continue to be needed in 
the conduct of operations, given the still 
somewhat unsettled conditions in financial 
markets and the uncertainties in the eco-
nomic outlook. 

243 LEGAL DEVELOPMENTS 

Various bank holding company, bank ser-
vice corporation, and bank merger orders; 
and pending cases. 

AI FINANCIAL AND BUSINESS STATISTICS 

A3 Domestic Financial Statistics 
A44 Domestic Nonfinancial Statistics 
A53 International Statistics 

A69 GUIDE TO TABULAR PRESENTATION, 
STATISTICAL RELEASES, AND SPECIAL 
TABLES 

A76 BOARD OF GOVERNORS AND STAFF 

A78 FEDERAL OPEN MARKET COMMITTEE 
AND STAFF; ADVISORY COUNCILS 

A80 FEDERAL RESERVE BOARD 
PUBLICATIONS 

A83 INDEX TO STATISTICAL TABLES 

A85 FEDERAL RESERVE BANKS, BRANCHES, 
AND OFFICES 

A86 MAP OF FEDERAL RESERVE SYSTEM 
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279 U.S. INTERNATIONAL 
TRANSACTIONS IN 1987 

For 1987 as a whole, the U.S. external deficit 
widened further, although exports advanced 
rapidly and the trade deficit showed signs of 
having leveled off during the year. 

289 STAFF STUDIES 

In "International Banking Trends for U.S. 
Banks and Banking Markets," the author 
discusses the ways in which banks conduct 
their international banking activities, the 
nature and size of their business, and the 
extent to which they have penetrated key 
markets. The study provides much data not 
easily obtained from other sources. 

291 INDUSTRIAL PRODUCTION 

Industrial production increased an esti-
mated 0.2 percent in February. 

293 STATEMENTS TO CONGRESS 

Alan Greenspan, Chairman, Board of Gov-
ernors, discusses further actions in support 
of a long-term policy of reducing budget 
deficits and the associated claims on the 
nation's supply of saving and says that the 
benefit from taking credible actions to curb 
federal outlays and related demands will be 
enormous, before the Senate Committee on 
the Budget, March 2, 1988. (Chairman 
Greenspan presented identical testimony 
before the House Budget Committee on 
March 3, 1988.) 

297 Manuel H. Johnson, Vice Chairman, Board 
of Governors, assesses the international 
debt situation in light of recent develop-
ments and says that he sees no alternative 
to the case-by-case approach of dealing 
with international debt problems in the 

framework put forward by Secretary of the 
Treasury Baker in Seoul, before the Sub-
committees on International Development 
Institutions and Finance and on Interna-
tional Finance, Trade and Monetary Policy 
of the House Committee on Banking, Fi-
nance and Urban Affairs, March 9, 1988. 

301 Chairman Greenspan discusses the current 
economic situation and the outlook for 1988 

including, In particular, the process of ex-
ternal-adjustment that is aow under way 
and the challenge that it poses to our econ-
omy, before the Joint Economic Committee 
of the CONGRESSMAN 15, 1988. 

304 William Taylor, Staff Director of the 
Board's Division of Banking Supervision 
and Regulation, discusses the Real Estate 
Reform Act of 1987, an act that would 
establish a federal interagency council 
charged with the mission of promoting 
throughout the United States real estate 
appraisals formulated by qualified apprais-
ers in accordance with high industry stan-
dards, before the Subcommittee on Com-
merce, Consumer and Monetary Affairs of 
the House Committee on Government Op-
erations, March 15, 1988. 

307 Martha R. Seger, Member, Board of Gov-
ernors, discusses the Community Reinvest-
ment Act and the role that the Federal 
Reserve has played in administering it, be-
fore the Senate Committee on Banking, 
Housing, and Urban Affairs, March 23, 
1988. 

312 Chairman Greenspan reviews initiatives to 
strengthen financial markets in response to 
the events of last October and says that it is 
essential to have as clear an understanding 
as possible of what happened last October 
and why before taking action, before the 
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Senate Committee on Banking, Housing, 
and Urban Affairs, March 31, 1988. 

317 ANNOUNCEMENTS 

Issuance of staff commentaries on Regula-
tions B, E, and Z. 

Proposal regarding risk-based capital guide-
lines for U.S. banking organizations. 

Admission of one state bank to membership 
in the Federal Reserve System. 

318 RECORD OF POLICY ACTIONS OF THE 
FEDERAL OPEN MARKET COMMITTEE 

At its meeting on February 9-10, 1988, the 
Committee established ranges of 4 to 8 
percent for growth in both M2 and M3 for 
the year. No range was set for Ml , while 
the monitoring range for growth in total 
domestic nonfinancial debt was set at 7 to 
11 percent for the year. In carrying out 
policy the Committee would continue to 
judge the behavior of the monetary aggre-
gates against the background of develop-
ments in the economy and financial mar-
kets, including attention to the sources and 
extent of price pressures in the economy, 
the performance of the dollar in foreign 
exchange markets, and other indicators of 
the impact of monetary policy. 

With regard to the implementation of pol-
icy for the period immediately ahead, the 
Committee adopted a directive that called for 
maintaining the slightly easier degree of re-
serve pressure that had been sought recently. 
It was understood that some flexibility might 
continue to be needed in the conduct of open 
market operations. Taking account of condi-
tions in financial markets, somewhat less or 
somewhat more reserve restraint would be 
acceptable, depending on the strength of the 
business expansion, indications of inflation, 
the performance of the dollar in foreign ex-
change markets, with consideration also 
given to the behavior of the monetary aggre-

gates. The reserve conditions contemplated 
by the Committee were expected to be con-
sistent with growth in both M2 and M3 over 
the period from November through March at 
annual rates of about 6 to 7 percent. The 
Committee decided not to indicate any expec-
tation regarding the growth of Ml over the 
months ahead. The members agreed that the 
intermeeting range for the federal funds rate 
should be left unchanged at 4 to 8 percent. 

327 LEGAL DEVELOPMENTS 

Various bank holding company, bank ser-
vice corporation, and bank merger orders; 
and pending cases. 

345 DIRECTORS OF FEDERAL RESERVE 
BANKS AND BRANCHES 

List of directors by Federal Reserve Dis-
trict. 

Ai FINANCIAL AND BUSINESS STATISTICS 

A3 Domestic Financial Statistics 
A44 Domestic Nonfinancial Statistics 
A53 International Statistics 

A69 GUIDE TO TABULAR PRESENTATION, 
STATISTICAL RELEASES, AND SPECIAL 
TABLES 

A76 BOARD OF GOVERNORS AND STAFF 

A78 FEDERAL OPEN MARKET COMMITTEE 
AND STAFF; ADVISORY COUNCILS 

A80 FEDERAL RESERVE BOARD 
PUBLICATIONS 

A83 INDEX TO STATISTICAL TABLES 

A85 FEDERAL RESERVE BANKS, BRANCHES, 
AND OFFICES 

A86 MAP OF FEDERAL RESERVE SYSTEM 
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361 HOME EQUITY LINES OF CREDIT 

Homeowners have been acquiring and bor-
rowing against home equity lines of credit 
rapidly during the past two years, and lend-
ers have been marketing the accounts with 
increasing vigor. This article describes the 
market for these accounts and discusses 
their risks and benefits for creditors and 
consumers. 

Proposed concept of same-day payment for 
checks presented to paying banks by pri-
vate-sector collecting banks; proposed 
amendment to Regulation T. 

Revised List of OTC Stocks Subject to 
Margin Regulations now available. 

Admission of four state banks to member-
ship in the Federal Reserve System. 

374 INDUSTRIAL PRODUCTION 

Industrial production increased an esti-
mated 0.1 percent in March. 

376 STATEMENT TO CONGRESS 

William Taylor, Staff Director, Division of 
Banking Supervision and Regulation, Board 
of Governors of the Federal Reserve Sys-
tem, discusses ongoing supervisory efforts 
to develop a risk-based framework for as-
sessing the capital adequacy of commercial 
banking organizations and says that bank-
ing organizations will be stronger and more 
competitive, and the international banking 
system more resistant to financial strains, if 
bank supervisory authorities from the major 
countries cooperate in the establishment of 
consistent and credible standards for the 
assessment of bank capital adequacy, be-
fore the House Committee on Banking, 
Finance and Urban Affairs, April 21, 1988. 

381 ANNOUNCEMENTS 

Supervisory policy statement issued. 

Annual report on priced service operations 
issued. 

Supplement 1 of the Bank Holding Com-
pany Supervision Manual now available. 

Appendix approved for proposed Regula-
tion CC. 

383 LEGAL DEVELOPMENTS 

Various bank holding company, bank ser-
vice corporation, and bank merger orders; 
and pending cases. 

A i FINANCIAL AND BUSINESS STATISTICS 

A3 Domestic Financial Statistics 
A44 Domestic Nonfinancial Statistics 
A53 International Statistics 

A 6 9 GUIDE TO TABULAR PRESENTATION, 
STATISTICAL RELEASES, AND SPECIAL 
TABLES 

A 8 0 BOARD OF GOVERNORS AND STAFF 

A 8 2 FEDERAL OPEN MARKET COMMITTEE 
AND STAFF; ADVISORY COUNCILS 

A 8 4 FEDERAL RESERVE BOARD 
PUBLICATIONS 

A 8 7 SCHEDULE OF RELEASE DATES FOR 
PERIODIC RELEASES 

A 8 9 INDEX TO STATISTICAL TABLES 

A91 FEDERAL RESERVE BANKS, BRANCHES, 
AND OFFICES 

A92 MAP OF FEDERAL RESERVE SYSTEM 
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403 THE PROFITABILITY OF INSURED 
COMMERCIAL BANKS IN 1987 

Huge provisions made by large banks for 
possijjte loanjosse^ were the key to an 
unpreeeu&nfed in the profitability of 
U.S.-chartered insured commercial banks 
in 1987. 

419 IMPLEMENTING MONETARY POLICY 

The Federal Reserve's policy goals and 
operating procedures have drawn increas-
ing attention in recent yiars. This article 

... examines the-formulation and implementa-
tion of policy in some detail. 

430 TREASURY AND FEDERAL RESERVE 
FOREIGN EXCHANGE OPERATIONS 

On balance, from the end of January to the 
end of April, the dollar declined l!/2 percent 
on a trade-weighted basis in terms of the 
other Group of Ten currencies, as measured 
by the index developed by the staff of the 
Federal Reserve Board. 

435 INDUSTRIAL PRODUCTION 

Industrial production increased an esti-
mated 0.7 percent in April. 

437 STATEMENTS TO CONGRESS 

Wayne D. Angell and Edward W. Kelley, 
Jr., Members, Board of Governors of the 
Federal Reserve System, discuss and re-
view the Federal Reserve System's 1988 
expenses and budget and say that the exist-
ing budget processes are working well in 
controlling costs, while at the same time 
encouraging improvements in the quality of 
services, before the Subcommittee on Do-
mestic Monetary Policy of the House Com-

mittee on Banking, Finance and Urban Af-
fairs, May 3, 1988. 

445 Alan Greenspan, Chairman, Board of Gov-
ernors, discusses the Working Group report 
to the President on financial markets and 
their points of vulnerability ;he says that in 
the end, we must be prepared to accept a 
different pattern of behavior in our equity 
markets, and our objective must be to en-
hance their ability to change and withstand 
bouts of volatility, before the Subcommit-
tee on Telecommunications and Finance of 
the Committee on Energy and Commerce, 
U.S. House of Representatives, May 19, 

$ M ' t C l m i i l l ^ A l s p a n presented iden-
tical testimony before the Senate Commit-
tee on Banking, Housing, and Urban Af-
fairs, May 24, 1988, and before the House 
Committee on Agriculture, June 14, 1988.) 

450 Michael Bradfield, General Counsel, Board 
of Governors, reviews the banking law as-
pects of the U.S.-Canada Free Trade 
Agreement (FTA), which aims to allow fi-
nancial institutions of both countries to op-
erate freely in each other's markets with 
equality of competitive opportunity, before 
the House Committee on Banking, Finance 
and Urban Affairs, May 24, 1988. 

453 Governor Angell presents the views of the 
Board on the application of federal margin 
regulations to equities and equity-related 
futures and options and says that the Fed-
eral Reserve fully endorses a consistent 
approach to setting margin requirements in 
the cash, futures, and options markets for 
equities, before the Subcommittee on Do-
mestic Monetary Policy of the House Com-
mittee on Banking, Finance and Urban Af-
fairs, May 25, 1988. 

458 H. Robert Heller, Member, Board of Gov-
ernors, reviews the general conditions and 
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trends affecting the health of our nation's 
banking organizations and then discusses 
some financial and supervisory issues and 
some of the the supervisory steps taken by 
the Federal Reserve to improve conditions 
in the banking system, before the Senate 
Committee on Banking, Housing, and Ur-
ban Affairs, May 25, 1988. 

466 ANNOUNCEMENTS 

New Regulation CC issued. 

Nominations sought for appointments to 
the Consumer Advisory Council. 

Proposed amendment to Regulation C is-
sued. 

Publication of the Board's 74th Annual Re-
port, 1987. 

Three state banks admitted to the Federal 
Reserve System. 

468 RECORD OF POLICY ACTIONS OF THE 
FEDERAL OPEN MARKET COMMITTEE 

At its meeting on March 29, 1988, the 
Committee adopted a directive that called 
for a slight increase in the degree of pres-
sure on reserve positions. With regard to 
operating procedures, the Committee 
agreed that some flexibility might continue 
to be needed in the day-to-day conduct of 
open market operations. Taking account of 
conditions in financial markets, somewhat 
greater or somewhat lesser reserve restraint 
would be acceptable depending on the 
strength of the business expansion, indica-
tions of inflation, the performance of the 
dollar in foreign exchange markets, and the 
behavior of the monetary aggregates. The 

reserve conditions contemplated by the 
Committee were expected to be consistent 
with growth in both M2 and M3 over the 
period from March through June at annual 
rates of about 6 to 7 percent. The members 
agreed that the intermeeting range for the 
federal funds rate should be left unchanged 
at 4 to 8 percent. 

475 LEGAL DEVELOPMENTS 

Various bank holding company, bank ser-
vice corporation, and bank merger orders; 
and pending cases. 

AI FINANCIAL AND BUSINESS STATISTICS 

A3 Domestic Financial Statistics 
A44 Domestic Nonfinancial Statistics 
A53 International Statistics 

A69 GUIDE TO TABULAR PRESENTATION, 
STATISTICAL RELEASES, AND SPECIAL 
TABLES 

A70 BOARD OF GOVERNORS AND STAFF 

All FEDERAL OPEN MARKET COMMITTEE 
AND STAFF; ADVISORY COUNCILS 

A74 FEDERAL RESERVE BOARD 
PUBLICATIONS 

A77 SCHEDULE OF RELEASE DATES FOR 
PERIODIC RELEASES 

A79 INDEX TO STATISTICAL TABLES 

A81 FEDERAL RESERVE BANKS, 
BRANCHES, AND OFFICES 

A82 MAP OF FEDERAL RESERVE SYSTEM 

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis

July 1988



Table of Contents 

517 MONETARY POLICY REPORT 
TO THE CONGRESS 

The economy continued to expand rapidly 
in the first half of 1988 and displayed im-
pressive resilience in the wake of last fall's 
stock market break. 

534 INDUSTRIAL PRODUCTION 

Industrial production increased an esti-
mated 0.4 percent in May. 

536 ANNOUNCEMENTS 

Meeting of Consumer Advisory Council. 

N e w prices and deadlines approved for ser-
vices for returned checks and forward col-
lection. 

N e w consumer credit publications now 
available. 

Proposed amendment to Regulation H to 
facilitate public access to financial informa-
tion regarding state member banks; pro-
posed amendments to Regulation Y to im-
plement limitations placed on grandfathered 
nonbank banks by the Competitive Equality 
Banking Act of 1987; proposed amendment 
to Regulation CC to restrict certain delayed 
disbursement practices. 

Four state banks admitted to membership in 
the Federal Reserve System. 

538 RECORD OF POLICY ACTIONS OF THE 
FEDERAL OPEN MARKET COMMITTEE 

At its meeting on May 17, 1988, the Com-
mittee adopted a directive that called ini-
tially for maintaining the current degree of 
pressure on reserve positions. Some slight 
firming would be implemented after a short 
interval following the meeting, assuming 

that economic and financial conditions re-
mained reasonably consistent with current 
expectations. In particular, and in keeping 
with the Committee's usual approach to 
policy, the conduct of open market opera-
tions would take account of conditions in 
financial markets, the strength of the busi-
ness expansion, indications of inflation, the 
performance of the dollar in foreign ex-
change markets, and the behavior of the 
monetary aggregates. Later in the inter-
meeting period, some added reserve re-
straint would be acceptable, or some slight 
lessening of reserve pressure might be ac-
ceptable, depending on ongoing economic 
and financial developments. The contem-
plated reserve conditions were likely to be 
associated with slower monetary growth, 
but given their relatively rapid expansion in 
April, M2 and M3 were still expected to 
grow at the rates of 6 to 7 percent estab-
lished in late March for the period from 
March to June. The members agreed that 
the intermeeting range for the federal funds 
rate should be raised by 1 percentage point 
to 5 to 9 percent. 

545 LEGAL DEVELOPMENTS 

Various bank holding company, bank ser-
vice corporation, and bank merger orders; 
and pending cases. 

AI FINANCIAL AND BUSINESS STATISTICS 

These tables reflect data available as of 
June 28, 1988. 

A3 Domestic Financial Statistics 
A44 Domestic Nonfinancial Statistics 
A53 International Statistics 
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A69 GUIDE TO TABULAR PRESENTATION, 
STATISTICAL RELEASES, AND SPECIAL 
TABLES 

AH BOARD OF GOVERNORS AND STAFF 

A74 FEDERAL OPEN MARKET COMMITTEE 
AND STAFF; ADVISORY COUNCILS 

A76 FEDERAL RESERVE BOARD 
PUBLICATIONS 

A79 INDEX TO STATISTICAL TABLES 

A81 FEDERAL RESERVE BANKS, 
BRANCHES, AND OFFICES 

A82 MAP OF FEDERAL RESERVE SYSTEM 
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591 PERSONAL BANKRUPTCIES 

This article describes the evolution of bank-
ruptcy law, discusses the causes and effects 
of personal bankruptcy, and examines the 
historical trends in bankruptcy filings, par-
ticularly since 1984, which marked the be-
ginning of a countercyclical upswing in the 
number of bankruptcy filings. 

604 INDUSTRIAL PRODUCTION 

Industrial production increased an esti-
mated 0.4 percent in June. 

y, 
607 STATEMENT TO CONGRESS 

Alan Greenspan, Chairman, Board of Gov-
ernors, reviews the recent and prospective 
monetary policy and the economic outlook, 
including our nation's longer-term eco-
nomic objectives, the overall strategy for 
fiscal and monetary policies needed to 
reach those objectives, and the appropriate 
tactics for implementing monetary policy 
within that strategic framework, before the 
Senate Committee on Banking, Housing, 
and Urban Affairs, July 13, 1988. 

614 ANNOUNCEMENTS 

Appointment of John P. La Ware as a mem-
- ber of the Board of Governors. 

Publication of a new handbook for the Reg-
ulatory Service. 

Two studies on managing risk in the pay-
ments system now available. 

Update to staff guidelines under Regulation 
AA. 

Revised List of OTC Stocks Subject to 
Margin Regulations now available. 

Extension of comment period on same-day 
payment of checks. 

Informal hearing held on proposed rule to 
implement the limitations placed on grand-
fathered nonbank banks by the Competitive 
Equality Banking Act of 1987. 

Change in Board staff. 

617 LEGAL DEVELOPMENTS 

Various bank holding company, bank ser-
vice corporation, and bank merger orders; 
and pending cases. 

630 MEMBERSHIP OF THE BOARD OF 
GOVERNORS OF THE FEDERAL 
RESERVE SYSTEM, 1913-88. 

List of appointive and ex officio members. 

AI FINANCIAL AND BUSINESS STATISTICS 
These tables reflect data available as of 
July 28, 1988. 

A3 Domestic Financial Statistics 
A4 Domestic Nonfinancial Statistics 
A5 International Statistics 

A69 GUIDE TO TABULAR PRESENTATION, 
STATISTICAL RELEASES, AND SPECIAL 
TABLES 

A86 BOARD OF GOVERNORS AND STAFF 

A88 FEDERAL OPEN MARKET COMMITTEE 
AND STAFF; ADVISORY COUNCILS 

A90 FEDERAL RESERVE BOARD 
PUBLICATIONS 

A93 INDEX TO STATISTICAL TABLES 

A95 FEDERAL RESERVE BANKS, 
BRANCHES, AND OFFICES 

A96 MAP OF FEDERAL RESERVE SYSTEM 
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633 EXCHANGE RATES, ADJUSTMENT, 
AND THE J-CURVE 

Commentary on the monthly trade statistics 
often implies that it is the negative effects of 
a depreciation reflected in the J-curve that 
have been responsible for the continuation 
of the nominal trade deficit. The analysis in 
this article suggests that though these ef-
fects may in fact be evident in a temporary 
phase before the deficit improves, they are 
relatively small and are not a major cause of 
the persistence of the U.S. trade deficit. 

645 TREASURY AND FEDERAL RESERVE 
FOREIGN EXCHANGE OPERATIONS 

Market sentiment toward the dollar turned 
strongly positive during the three months 
ending in July, and the dollar moved higher 
for most of the period. 

650 INDUSTRIAL PRODUCTION 

Industrial production increased an esti-
mated 0.8 percent in July. 

652 ANNOUNCEMENTS 

Change in the discount rate. 

Survey on the uses of financial services by 
small businesses. 

Revisions to Regulation C. 

Amendment to Regulation T. 

Update to staff guidelines on Regulation 
AA. 

Proposed amendment to Regulation CC. 

Changes in Board staff. 

Admission of two state banks to member-
ship in the Federal Reserve System. 

654 RECORD OF POLICY ACTIONS OF THE 
FEDERAL OPEN MARKET COMMITTEE 

At its meeting on June 29-30, 1988, the 
Committee reviewed the ranges for growth 
in the monetary and debt aggregates that it 
had established in February for 1988 and 
decided on tentative ranges for growth in 
those measures in 1989. For 1988, the Com-
mittee decided not to change the ranges that 
it had set earlier. These included growth of 
4 to 8 percent for both M2 and M3 for the 
period from the fourth quarter of 1987 to the 
fourth quarter of 1988. The monitoring 
range of 7 to 11 percent for growth in total 
domestic nonfinancial debt also was re-
tained for 1988. With regard to the tentative 
ranges in 1989, the Committee agreed to 
reduce the range for M2 by a full percentage 
point and that for M3 by Vi percentage 
point. The monitoring range for expansion 
in total domestic nonfinancial debt also was 
lowered by Vi percentage point. It was 
understood that all the ranges for next year 
were provisional and that they would be 
reviewed in early 1989 in the light of inter-
vening developments. 

The Committee again decided not to set a 
specific range for Ml for 1988 or 1989, but 
to continue to appraise the behavior of this 
monetary measure in terms of its velocity 
and against the background of develop-
ments in the economy and financial markets 
and the nature of emerging price pressures. 

With regard to the implementation of 
policy for the period immediately ahead, 
the Committee adopted a directive that 
called for a slight increase in the degree of 
pressure on reserve positions. The mem-
bers indicated that somewhat greater re-
serve restraint would be acceptable, or 
slightly lesser reserve restraint might be 
acceptable, depending on indications of in-
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flationary pressures, the strength of the 
business expansion, developments in for-
eign exchange and domestic financial mar-
kets, and the behavior of the monetary 
aggregates. The reserve conditions contem-
plated by the Committee were expected to 
be consistent with growth in M2 and M3 at 
annual rates of about 5l/2 and 7 percent 
respectively over the three-month period 
from June through September. The inter-
meeting range for the federal funds rate, 
which provides one mechanism for initiat-
ing consultation of the Committee when its 
boundaries are persistently exceeded, was 
left unchanged at 5 to 9 percent. 

663 LEGAL DEVELOPMENTS 

Various bank holding company, bank ser-
vice corporation, and bank merger orders; 
and pending cases. 

AI FINANCIAL AND BUSINESS STATISTICS 

These tables reflect data available as of 
August 29, 1988. 

A3 Domestic Financial Statistics 
A44 Domestic Nonfinancial Statistics 
A53 International Statistics 

A69 GUIDE TO TABULAR PRESENTATION, 
STATISTICAL RELEASES, AND SPECIAL 
TABLES 

A70 BOARD OF GOVERNORS AND STAFF 

AH FEDERAL OPEN MARKET COMMITTEE 
AND STAFF; ADVISORY COUNCILS 

A74 FEDERAL RESERVE BOARD 
PUBLICATIONS 

AH INDEX TO STATISTICAL TABLES 

A79 FEDERAL RESERVE BANKS, 
BRANCHES, AND OFFICES 

A80 MAP OF FEDERAL RESERVE SYSTEM 
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717 PENSION PLANS: FUNDING, ASSETS, 
AND REGULATORY ENVIRONMENT 

Large increases in the market value of as-
sets, combined with healthy investment in-
come, have improved the financial condi-
tion of pension plans in the 1980s. Assets 
now exceed liabilities in most plans spon-
sored by private employers. Corporate con-
tributions to pension plans fell dramatically 
in the 1980s, partly because of regulations 
that limit contributions to fully funded 
plans; this reduction helped lower labor 
expenses and improve corporate profits. 

731 INDUSTRIAL PRODUCTION 

Industrial production increased an esti-
mated 0.2 percent in August. 

733 STATEMENTS TO CONGRESS 

Manuel H. Johnson, Vice Chairman, Board 
of Governors, discusses the various con-
sumer provisions of Title IV of H.R. 5094, 
and places special emphasis on the Commu-
nity Reinvestment Act of 1977, including 
how it has been implemented and how the 
Board can improve its administration, be-
fore the Senate Committee on Banking, 
Housing, and Urban Affairs, September 8, 
1988. 

743 H. Robert Heller, Member, Board of Gov-
ernors, presents the views of the Board on 
the insurance provisions of H.R. 5094, the 
Depository Institutions Act of 1988, and 
says that the Board recommended deletion 
of the insurance provisions because they 
were unnecessarily restrictive of competi-
tion to the detriment of consumers and that 
the Board maintains that view, except that 
it supports the bill's intent to authorize 
bank holding companies to offer financial 

guaranty insurance, before the Subcommit-
tee on Commerce, Consumer Protection, 
and Competitiveness of the House Commit-
tee on Energy and Commerce, September 
9, 1988. 

746 Alan Greenspan, Chairman, Board of Gov-
ernors, gives the Board's views on the 
implications for competition and concentra-
tion of the Depository Institutions Act of 
1988, and says that the Board generally 
supports the provisions of the bill aimed at 
maintaining competition and regards the 
reform of the Glass-Steagall Act and the 
implementation of a new framework allow-
ing the affiliation of banking organizations 
and securities firms as having the highest 
priority, before the Subcommittee on Mo-
nopolies and Commercial Law of the House 
Committee on the Judiciary, September 14, 
1988. 

752 ANNOUNCEMENTS 

Meeting of Consumer Advisory Council. 

Amendments to Regulation Y. 

Proposed revisions to official staff commen-
tary on Regulation Z. 

New pamphlet published on schedule of 
availability of funds under the Expedited 
Funds Availability Act. 

Changes in Board staff. 

Admission of two state banks to member-
ship in the Federal Reserve System. 

754 RECORD OF POLICY ACTIONS OF THE 
FEDERAL OPEN MARKET COMMITTEE 

At its meeting on August 16, 1988, the 
Committee agreed on a directive that called 
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for maintaining the current degree of pres-
sure on reserve positions. The members 
decided that somewhat greater reserve re-
straint would be acceptable, or slightly 
lesser reserve restraint might be acceptable, 
over the intermeeting period depending on 
indications of inflationary pressures, the 
strength of the business expansion, the 
behavior of the monetary aggregates, and 
developments in foreign exchange and 
domestic financial markets. The reserve 
conditions contemplated by the Committee 
were expected to be consistent with growth 
of M2 and M3 at annual rates of around 3!/2 
percent and 5'/2 percent respectively over 
the three-month period from June through 
September. The intermeeting range for the 
federal funds rate was raised by 1 percent-
age point to a range of 6 to 10 percent. 

AI FINANCIAL AND BUSINESS STATISTICS 

These tables reflect data available as of 
September 28, 1988. 

A3 Domestic Financial Statistics 
A44 Domestic Nonfinancial Statistics 
A53 International Statistics 

A 6 9 GUIDE TO TABULAR PRESENTATION, 
STATISTICAL RELEASES, AND SPECIAL 
TABLES 

A 7 0 BOARD OF GOVERNORS AND STAFF 

A 7 2 FEDERAL OPEN MARKET COMMITTEE 
AND STAFF; ADVISORY COUNCILS 

A 7 4 FEDERAL RESERVE BOARD 
PUBLICATIONS 

760 LEGAL DEVELOPMENTS 

Various bank holding company, bank ser-
vice corporation, and bank merger orders; 
and pending cases. 

ALL INDEX TO STATISTICAL TABLES 

A 7 9 FEDERAL RESERVE BANKS, 
BRANCHES, AND OFFICES 

A 8 0 MAP OF FEDERAL RESERVE SYSTEM 
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783 INNOVATION AND REGULATION OF 
BANKS IN THE 1990S 

Alan Greenspan, Chairman, Board of Gov-
ernors, outlines the goals of regulatory pol-
icy for depository institutions: to avoid the 
risk of systemic failure of the insured de-
pository system, to promote competitive 
and efficient capital markets, to protect im-
partiality in the granting of credit, and to 
prevent extension of the safety net to non-
banking activities. Chairman Greenspan 
says that change is inevitable and, if prop-
erly managed, can bring improvements in 
economic welfare. Therefore, the regula-
tor's job is to adapt to change in ways that 
preserve its benefits while maintaining the 
stability of the financial system. 

788 INDUSTRIAL PRODUCTION 

Industrial production was unchanged in 
September. 

790 ANNOUNCEMENTS 

New economic measures announced by the 
government of Mexico. 

Final ruling on "payable through" checks 
issued under Expedited Funds Availability 
Act. 

Fee schedules for 1989 available for priced 
services of the Federal Reserve District 
Banks. 

Revised List of Marginable OTC Stocks 
now available. 

Publication of Annual Statistical Digest, 
1987. 

Changes in Board staff. 

Admission of six state banks to membership 
in the Federal Reserve System. 

793 LEGAL DEVELOPMENTS 

Various bank holding company, bank ser-
vice corporation, and bank merger orders; 
and pending cases. 

A i FINANCIAL AND BUSINESS STATISTICS 

These tables reflect data available as of 
October 28, 1988. 

A3 Domestic Financial Statistics 
A44 Domestic Nonfinancial Statistics 
A53 International Statistics 

A69 GUIDE TO TABULAR PRESENTATION, 
STATISTICAL RELEASES, AND SPECIAL 
TABLES 

A70 BOARD OF GOVERNORS AND STAFF 

A72 FEDERAL OPEN MARKET COMMITTEE 
AND STAFF; ADVISORY COUNCILS 

A74 FEDERAL RESERVE BOARD 
PUBLICATIONS 

AH SCHEDULE OF RELEASE DATES FOR 
PERIODIC RELEASES 

A79 INDEX TO STATISTICAL TABLES 

A8i INDEX TO VOLUME 74 

A92 FEDERAL RESERVE BANKS, 
BRANCHES, AND OFFICES 

A93 MAP OF FEDERAL RESERVE SYSTEM 
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L DROUGHT, AGRICULTURE, AND THE 
ECONOMY 

In 1988, for the fourth time in the past 
fifteen years, drought and its repercussions 
dominated agricultural developments. The 
losses to drought reduced the growth of 
gross national product, boosted consumer 
food prices, and altered the financial pros-
pects of farmers in diverse ways. Previous 
episodes of drought suggest, however, that 
both farmers and the economy can adjust 
fairly readily to drought's adversities. 

13 INDUSTRIAL PRODUCTION 

Industrial production increased an esti-
mated 0.4 percent in October. 

15 STATEMENT TO THE DEFICIT 
COMMISSION 

Alan Greenspan, Chairman, Board of Gov-
ernors, discusses the federal government 
deficit in terms of its long-term corrosive 
impact and the compelling case for acting 
promptly to bring it down, before the Na-
tional Economic Commission, November 
16, 1988. 

19 ANNOUNCEMENTS 

Change in reporting requirements under the 
Home Mortgage Disclosure Act. 

Proposal to rescind an existing rule in Reg-
ulation Y permitting bank holding compa-
nies to acquire operations subsidiaries; pro-
posal to permit bank holding companies 
that have established operations subsidiar-

ies to retain them without further approval; 
proposed revisions to the official staff com-
mentaries for Regulations E and Z. 

Change in Board staff. 

Admission of five state banks to member-
ship in the Federal Reserve System. 

20 RECORD OF POLICY ACTIONS OF THE 
FEDERAL OPEN MARKET COMMITTEE 

At its meeting on September 20, 1988, the 
Committee approved a directive that called 
for maintaining the current degree of pres-
sure on reserve positions. The members 
decided that somewhat greater reserve re-
straint would be acceptable, or slightly 
lesser reserve restraint might be acceptable, 
over the intermeeting period, depending on 
indications of inflationary pressures, the 
strength of the business expansion, the be-
havior of the monetary aggregates, and de-
velopments in foreign exchange and domes-
tic financial markets. The reserve 
conditions contemplated by the Committee 
were expected to be consistent with growth 
of M2 and M3 at annual rates of about 3 
percent and 5 percent respectively over the 
four-month period from August to Decem-
ber. The members agreed that the inter-
meeting range for the federal funds rate 
should be left unchanged at 6 to 10 percent. 

25 LEGAL DEVELOPMENTS 

Various bank holding company, bank ser-
vice corporation, and bank merger orders; 
and pending cases. 
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A i FINANCIAL AND BUSINESS STATISTICS 

These tables reflect data available as of 
November 28, 1988. 
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53 MONETARY POLICY IN AN ERA 
OF CHANGE 

To the ongoing process of adaptation and 
innovation in a dynamic market economy 
has been added the dismantling of regula-
tions in several areas, all of which has been 
reflected in the rapid pace of change in the 
economy and in financial markets over the 
past decade or so. This article discusses the 
developments that have been most impor-
tant f rom the perspective of monetary pol-
icy. 

58 TREASURY AND FEDERAL RESERVE 
FOREIGN EXCHANGE OPERATIONS 

On balance over the three-month period 
f rom August through October 1988, the 
dollar ended the period about 5V2 percent 
lower against the Japanese yen and 5 per-
cent lower against the German mark f rom 
levels at the end of July. 

63 INDUSTRIAL PRODUCTION 

Industrial production increased an esti-
mated 0.5 percent in November . 

65 ANNOUNCEMENTS 

Increase in the net transaction accounts to 
which a 3 percent reserve requirement will 
apply in 1989. 

Proposal to amend Regulation Z. 

Hearing scheduled on proposal to rescind 
rule. 

Changes in Board staff. 

Admission of one state bank to membership 
in the Federal Reserve System. 

66 RECORD OF POLICY ACTIONS OF THE 
FEDERAL OPEN MARKET COMMITTEE 

At its meeting on November 1, 1988, the 
Committee agreed on a directive that called 
for maintaining the current degree of pres-
sure on reserve conditions and that pro-
vided for remaining especially alert to po-
tential developments that might require 
some firming during the intermeeting pe-
riod. Accordingly, somewhat greater re-
serve restraint would be acceptable, or 
slightly lesser reserve restraint might be 
acceptable, over the intermeeting period 
depending on indications of inflationary 
pressures, the strength of the business ex-
pansion, the behavior of the monetary ag-
gregates, and developments in foreign ex-
change and domestic financial markets . The 
reserve conditions contemplated by the 
Committee were expected to be consistent 
with growth of M2 and M3 at annual rates of 
around 2Vi percent and 6 percent respec-
tively over the three-month period f rom 
September to December . The intermeeting 
range for the federal funds rate was left 
unchanged at 6 to 10 percent . 

73 LEGAL DEVELOPMENTS 

Various bank holding company, bank ser-
vice corporation, and bank merger orders; 
and pending cases. 

AI FINANCIAL AND BUSINESS STATISTICS 

These tables reflect data available as of 
December 28, 1988. 

A3 Domestic Financial Statistics 
A46 Domestic Nonfinancial Statistics 
A55 International Statistics 

A71 GUIDE TO TABULAR PRESENTATION, 
STATISTICAL RELEASES, AND SPECIAL 
TABLES 
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107 MONETARY POLICY REPORT 
TO THE CONGRESS 

Overall, 1988 was another year of progress 
for the U.S. economy, marked by further 
substantial increases in output and employ-
ment and by a significant improvement in 
the balance of trade. 

120 TRENDS IN BANKING STRUCTURE 
SINCE THE MID-1970S 

Over the period from 1977 to 1987, the 
number of banking organizations declined 
considerably, while the share of banking 
assets controlled by the largest organiza-
tions increased sharply. At the same time, 
banks have expanded beyond their tradi-
tional geographic borders; differences be-
tween commercial banks and nonbank fi-
nancial institutions have diminished; and 
the number of bank mergers and acquisi-
tions has soared. 

134 INDUSTRIAL PRODUCTION 

Industrial production increased an esti-
mated 0.3 percent in December. 

136 STATEMENTS TO CONGRESS 

Manuel H. Johnson, Vice Chairman, Board 
of Governors, discusses how the debt-ser-
vicing difficulties of some of the developing 
countries have affected the U.S. banking 
system and says that the potential effects of 
these difficulties on the banking system 
have been managed with some degree of 
success, before the House Committee on 
Banking, Finance and Urban Affairs, Janu-
ary 5, 1989. 

139 Alan Greenspan, Chairman, Board of Gov-
ernors, reviews the current economic situ-
ation and the outlook for 1989, and says that 

1988 was another year of progress for the 
economy and that there are few impedi-
ments to continued expansion as the econ-
omy enters 1989, before the House Com-
mittee on Banking, Finance and Urban 
Affairs, January 24, 1989. [Chairman 
Greenspan presented substantially identical 
testimony before the Joint Economic Com-
mittee of the Congress on January 31, 
1989.] 

142 Chairman Greenspan addresses issues 
raised by recent trends in corporate restruc-
turing activity and says that while the re-
structurings of the 1980s probably are im-
proving, on balance, the efficiency of the 
American economy, the worrisome, and 
possibly excessive, degree of leveraging 
associated with this process could create a 
set of new problems for the financial sys-
tem, before the Senate Committee on Fi-
nance, January 26, 1989. 

147 ANNOUNCEMENTS 

Final guidelines issued on risk-based capital 
requirements. 

New members appointed to Thrift Institu-
tions Advisory Council. 

New members appointed to Consumer Ad-
visory Council. 

Preliminary figures available on operating 
income of Federal Reserve Banks. 

Proposal to amend Regulation Z to imple-
ment the Home Equity Loan Consumer 
Protection Act; extension of public com-
ment period on proposal to rescind a provi-
sion of Regulation Y; announcement that 
proposed amendment to Regulation CC 
would not be effective April 1, 1989, as 
previously reported; request for public 
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comment on whether U.S. companies oper-
ating in the government debt markets of 
certain foreign countries have the same 
competitive opportunities as domestic com-
panies in those markets. 

Revised List of Marginable OTC Stocks 
now available. 

Revisions to table 1.24 in the FEDERAL 
RESERVE BULLETIN. 

Changes in Board staff. 

Admission of three state banks to member-
ship in the Federal Reserve System. 

153 LEGAL DEVELOPMENTS 

Various bank holding company, bank ser-
vice corporation, and bank merger orders; 
and pending cases. 

A i FINANCIAL AND BUSINESS STATISTICS 

These tables reflect data available as of 
January 27, 1989. 

A3 Domestic Financial Statistics 

A46 Domestic Nonfinancial Statistics 

A55 International Statistics 

A7i GUIDE TO TABULAR PRESENTATION, 
STATISTICAL RELEASES, AND SPECIAL 
TABLES 

A72 BOARD OF GOVERNORS AND STAFF 

A74 FEDERAL OPEN MARKET COMMITTEE 
AND STAFF; ADVISORY COUNCILS 

A76 FEDERAL RESERVE BOARD 
PUBLICATIONS 

A79 INDEX TO STATISTICAL TABLES 

A81 FEDERAL RESERVE BANKS, 
BRANCHES, AND OFFICES 

A82 MAP OF FEDERAL RESERVE SYSTEM 
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227 THE ESTABLISHMENT AND 
EVOLUTION OF THE 
FEDERAL RESERVE BOARD: 1913-23 

In the first decade after the passage of the 
Federal Reserve Act, the Board evolved 
under the pressure of circumstances in 
ways not foreseen by the framers of the act. 

244 UNDERSTANDING THE BEHAVIOR 
OF M2 AND V2 

This article examines the properties of the 
M2 aggregate and of its velocity, V2, the 
ratio of gross national product to M2— 
particularly over the one- to two-year inter-
vals that are associated with monetary tar-
geting and over which V2 has fluctuated by 
substantial amounts. 

255 TRANSFER RISK IN U.S. BANKS 

The expansion of international lending has 
made an analysis of country risk an essen-
tial element in the overall evaluation of the 
financial condition of the largest U.S. 
banks. 

259 TREASURY AND FEDERAL RESERVE 
FOREIGN EXCHANGE OPERATIONS 

The dollar, which had moved lower in No-
vember, found support at the end of No-
vember and recovered through most of De-
cember and January to return to levels that 
had prevailed in the autumn. 

263 STAFF STUDIES 

In "M2 per Unit of Potential GNP as an 
Anchor for the Price Level," the authors 
develop a measure for a long-run equilib-
rium price level that is proportional to the 
stock of M2 per unit of potential GNP. 
Deviations of the actual price level from the 

equilibrium price level provide a good fore-
cast of changes in the inflation rate over 
periods of one year or more. 

265 INDUSTRIAL PRODUCTION 

Industrial production increased an esti-
mated 0.3 percent in January. 

267 STATEMENTS TO CONGRESS 

Alan Greenspan, Chairman, Board of Gov-
ernors, discusses corporate restructuring 
and the need for reducing the federal budget 
deficit, and says that it would be unwise to 
restrict arbitrarily corporate restructuring 
and that the budget deficit must be brought 
down, before the House Committee on 
Ways and Means, February 2, 1989. 

272 Chairman Greenspan discusses recent mon-
etary policy and plans for the future within 
the framework of the Board's Monetary 
Policy Report to the Congress, before the 
Senate Committee on Banking, Housing, 
and Urban Affairs, February 21, 1989. 
[Chairman Greenspan presented identical 
testimony before the House Committee on 
Banking, Finance and Urban Affairs, Feb-
ruary 22, 1989.] 

278 Chairman Greenspan outlines the views of 
the Board on the legislation for the reform 
and recovery of the thrift industry and says 
that the Board supports this comprehensive 
package of proposals to strengthen the thrift 
industry and depository institutions in gen-
eral, before the Senate Committee on Bank-
ing, Housing, and Urban Affairs, February 
23, 1989. 

282 Chairman Greenspan reviews briefly where 
the economy has been over the past year 
and where it appears to be going to bring 
into focus the challenges that face monetary 
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and fiscal policymakers, before the Senate 
Committee on the Budget, February 28, 
1989. [Chairman Greenspan presented iden-
tical testimony before the House Commit-
tee on the Budget, March 2, 1989.] 

287 ANNOUNCEMENTS 

Change in the discount rate. 

Expression of support for the reform and 
recovery program for the thrift industry 
announced by President Bush. 

Amendment to Regulation H (Membership 
of State Banking Institutions in the Federal 
Reserve System). 

Interpretation to Regulation H. 

Comment requested on a series of revised 
proposals regarding the finality accorded 
ACH credit and debit transactions pro-
cessed by Federal Reserve Banks. 

Changes in Board staff. 

Availability of some Federal Reserve statis-
tical releases through the computerized bul-
letin board of the Department of Commerce. 

Change in the database used in compiling 
the statistical appendix to the BULLETIN. 

290 RECORD OF POLICY ACTIONS OF THE 
FEDERAL OPEN MARKET COMMITTEE 

At its meeting on December 13-14, 1988, 
the Committee approved a directive that 
called for some immediate firming of re-
serve conditions, with some further tighten-
ing to be implemented at the start of 1989, 
assuming that economic and financial con-
ditions remained reasonably consistent with 
current expectations. In keeping with the 
Committee's usual approach to policy, the 
conduct of open market operations would 
be subject to further adjustment during the 
intermeeting period based on indications of 
inflationary pressures, the strength of the 
business expansion, the behavior of the 

monetary aggregates, and developments in 
foreign exchange and domestic financial 
markets. Depending on such developments, 
some added reserve restraint would be ac-
ceptable, or some slight lessening of reserve 
pressure might be acceptable. The reserve 
conditions contemplated at this meeting 
were expected to be consistent with growth 
of M2 and M3 at annual rates of around 3 
percent and 6V2 percent respectively over 
the four-month period from November 1988 
to March 1989. The intermeeting range for 
the federal funds rate was raised by 1 per-
centage point to 7 to 11 percent. 

297 LEGAL DEVELOPMENTS 

Various bank holding company, bank ser-
vice corporation, and bank merger orders; 
and pending cases. 

AI FINANCIAL AND BUSINESS STATISTICS 

These tables reflect data available as 
of February 24, 1989. 

A3 Domestic Financial Statistics 
A46 Domestic Nonfinancial Statistics 
A55 International Statistics 

A71 GUIDE TO TABULAR PRESENTATION, 
STATISTICAL RELEASES, AND SPECIAL 
TABLES 

A76 BOARD OF GOVERNORS AND STAFF 

A78 FEDERAL OPEN MARKET COMMITTEE 
AND STAFF; ADVISORY COUNCILS 

A80 FEDERAL RESERVE BOARD 
PUBLICATIONS 

A83 INDEX TO STATISTICAL TABLES 

A85 FEDERAL RESERVE BANKS, 
BRANCHES, AND OFFICES 

A86 MAP OF FEDERAL RESERVE SYSTEM 
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321 U.S. INTERNATIONAL TRANSACTIONS 
IN 1988 

The U.S. merchandise trade and current 
account deficits narrowed substantially in 
1988, marking the first year of improvement 
in either balance since 1981. 

333 HOME EQUITY LENDING 

This article uses the results of surveys con-
ducted in 1988 to report on the market for 
consumer credit secured by home equity, 
especially trends in traditional home equity 
loans compared with those for home equity 
lines of credit. 

345 INDUSTRIAL PRODUCTION 

Industrial production was unchanged in 
February after having risen 0.4 percent in 
January. 

347 STATEMENT TO CONGRESS 

Alan Greenspan, Chairman, Board of Gov-
ernors, outlines the views of the Board on 
the legislation proposed by President Bush 
for the reform and recovery of the thrift 
industry and says that it is vitally important 
for Congress to move promptly to consider 
and enact the President's proposals because 
prompt action is essential to maintaining 
public confidence in thrift institutions and 
their insurance fund, before the Subcom-
mittee on Financial Institutions Supervi-
sion, Regulation and Insurance of the 
House Committee on Banking, Finance and 
Urban Affairs, March 22, 1989. 

351 ANNOUNCEMENTS 

Statement by Chairman Greenspan on pol-
icy on debt of developing countries. 

Joint Statement on Community Reinvest-
ment Act. 

Revised prices for Federal Reserve re-
turned check services. 

Revisions to official staff commentaries on 
Regulations B, E, and Z. 

Meeting of Consumer Advisory Council. 

Extension of comment period on a series of 
revised proposals regarding ACH credit and 
debit transactions processed by Federal Re-
serve Banks. 

Change in Board staff. 

353 RECORD OF POLICY ACTIONS OF THE 
FEDERAL OPEN MARKET COMMITTEE 

At its meeting on February 7-8, 1989, the 
Committee established ranges of growth for 
the year of 3 to 7 percent for M2 and 3V2 to 
IVi percent for M3; no range was set for 
Ml . A monitoring range for growth of total 
domestic nonfinancial debt was set at 6V2 to 
IOV2 percent. In carrying out policy, the 
Committee indicated that it would continue 
to evaluate money growth in light of the 
behavior of other indicators, including infla-
tionary pressures, the strength of the busi-
ness expansion, and developments in do-
mestic financial and foreign exchange 
markets. 

With regard to the implementation of 
policy for the period immediately ahead, 
the Committee adopted a directive that 
called for maintaining the current degree of 
pressure on reserve conditions and for re-
maining alert to potential developments that 
might require some firming during the inter-
meeting period. Somewhat greater reserve 
restraint would be acceptable, or slightly 
lesser reserve restraint might be acceptable, 
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over the intermeeting period, depending on 
indications of inflationary pressures, the 
strength of the business expansion, the be-
havior of the monetary aggregates, and de-
velopments in foreign exchange and domes-
tic financial markets. The reserve 
conditions contemplated by the Committee 
were expected to be consistent with growth 
of M2 and M3 at annual rates of around 2 
percent and 3Vz percent respectively over 
the three-month period from December to 
March. It was understood that operations 
would continue to be conducted with some 
flexibility in light of the persisting uncer-
tainty in the relationship between the de-
mand for borrowed reserves and the federal 
funds rate. The intermeeting range for the 
federal funds rate, which provides one 
mechanism for initiating consultation of the 
Committee when its boundaries are persis-
tently exceeded, was left unchanged at 7 to 
11 percent. 

361 LEGAL DEVELOPMENTS 

Various bank holding company, bank ser-
vice corporation, and bank merger orders; 
and pending cases. 

407 DIRECTORS OF FEDERAL RESERVE 
BANKS AND BRANCHES 

List of Directors by Federal Reserve Dis-
trict. 

Ai FINANCIAL AND BUSINESS STATISTICS 

These tables reflect data available as of 
March 29, 1989. 

A3 Domestic Financial Statistics 
A46 Domestic Nonfinancial Statistics 
A55 International Statistics 

ALL GUIDE TO TABULAR PRESENTATION, 
STATISTICAL RELEASES, AND SPECIAL 
TABLES 

A76 BOARD OF GOVERNORS AND STAFF 

A78 FEDERAL OPEN MARKET COMMITTEE 
AND STAFF; ADVISORY COUNCILS 

A80 FEDERAL RESERVE BOARD 
PUBLICATIONS 

A83 INDEX TO STATISTICAL TABLES 

A85 FEDERAL RESERVE BANKS, 
BRANCHES, AND OFFICES 

A86 MAP OF FEDERAL RESERVE SYSTEM 
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423 THE INTERNATIONAL GOLD 
STANDARD AND U.S. MONETARY 
POLICY FROM WORLD WAR I 
TO THE NEW DEAL 

From 1914 to 1934, amid upheaval in inter-
national and domestic financial markets, 
the United States honored its commitment 
to redeem dollars for gold. Throughout the 
1920s, however, Federal Reserve policy 
alternated between management of the in-
ternational gold standard and management 
of the domestic economy. U.S. monetary 
policy during the Depression shifted 
toward domestic objectives and culmi-
nated in the 1934 Gold Reserve Act, which 
greatly diminished the influence of the gold 
standard. 

Admission of two state banks to member-
ship in the Federal Reserve System. 

447 LEGAL DEVELOPMENTS 

Various bank holding company, bank ser-
vice corporation, and bank merger orders; 
and pending cases. 

A i FINANCIAL AND BUSINESS 
STATISTICS 

These tables reflect data available as of 
April 26, 1989. 

A3 Domestic Financial Statistics 
A46 Domestic Nonfinancial Statistics 
A55 International Statistics 

441 INDUSTRIAL PRODUCTION 

Industrial production was again un-
changed in March. 

443 ANNOUNCEMENTS 

Policy statement on delayed disbursement 
of teller's checks and cashier 's checks. 

Final amendments to Regulation CC. 

Final amendments to Regulation Z. 

Comment requested on proposal regarding 
" tandom operations restrictions." 

Revised List of Marginable OTC Stocks 
now available. 

Publication of 75th Annual Report, 1988. 

Changes in prices of some Federal Re-
serve Board publications. 

Revised edition of the Federal Reserve 
Act now available. 

A71 GUIDE TO TABULAR PRESENTATION, 
STATISTICAL RELEASES, AND 
SPECIAL TABLES 

A94 BOARD OF GOVERNORS AND STAFF 

A96 FEDERAL OPEN MARKET COMMITTEE 
AND STAFF; ADVISORY COUNCILS 

A99 FEDERAL RESERVE BOARD 
PUBLICATIONS 

AIOI SCHEDULE OF RELEASE DATES FOR 
PERIODIC RELEASES 

A 103 INDEX TO STATISTICAL TABLES 

A 105 FEDERAL RESERVE BANKS, 
BRANCHES, AND OFFICES 

A 106 MAP OF FEDERAL RESERVE SYSTEM 
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461 RECENT DEVELOPMENTS IN THE 
PROFITABILITY AND LENDING 
PRACTICES OF COMMERCIAL BANKS 

Provisions for possible loan losses dropped 
sharply last year, and commercial bank 
profitability rebounded. Domestic loan de-
mand was strong; but in the context of 
tighter monetary policy and impending cap-
ital guidelines, overall asset growth re-
mained moderate. 

485 TREASURY AND FEDERAL RESERVE 
FOREIGN EXCHANGE OPERATIONS 

On balance over the three-month period 
from February through April 1989, the dol-
lar rose lA percent against the German mark 
and Canadian dollar, 2VA percent against the 
Japanese yen, 4 percent against the British 
pound, and 5 percent against the Swiss 
franc. The dollar ended the period 1 percent 
higher on a trade-weighted basis as mea-
sured by the staff of the Board of Gover-
nors. 

491 INDUSTRIAL PRODUCTION 

Industrial production increased 0.4 percent 
in April after having been unchanged in 
March. 

493 STATEMENTS TO CONGRESS 

Martha R. Seger, member, Board of Gov-
ernors, offers the comments of the Board on 
H.R. 736, the "Truth in Savings Act," and 
says that although the legislation is consis-
tent with the Board's objectives, the com-
plex rules that the act requires will increase 
an already heavy regulatory burden, before 
the Subcommittee on Consumer Affairs and 
Coinage of the House Committee on Bank-

ing, Finance and Urban Affairs, May 16, 
1989. 

495 H. Robert Heller, member, Board of Gov-
ernors, presents the views of the Board on 
legislative proposals to limit the use of 
brokered deposits by troubled federally in-
sured financial institutions and says that 
although the Board supports reasonable ef-
forts to limit the use of brokered deposits, it 
also supports preserving their benefits, be-
fore the Subcommittee on General Over-
sight and Investigations of the House Com-
mittee on Banking, Finance and Urban 
Affairs, May 17, 1989. 

498 Glenn E. Loney, Assistant Director, Divi-
sion of Consumer and Community Affairs, 
discusses the Federal Reserve System's en-
forcement of the mandatory flood insurance 
purchase requirements for mortgages se-
cured by improved real estate and for man-
ufactured homes located in designated flood 
hazard areas; he says that the System over 
the years has stressed the importance of 
complying with the flood insurance require-
ments and few violations have been noted 
during examinations, before the Subcom-
mittee on Policy Research and Insurance of 
the House Committee on Banking, Finance 
and Urban Affairs, May 31, 1989. 

502 RECORD OF POLICY ACTIONS OF THE 
FEDERAL OPEN MARKET COMMITTEE 

At its meeting on March 28, 1989, the 
Committee adopted a directive that called 
for maintaining the current degree of pres-
sure on reserve positions and that provided 
for giving particular weight to potential de-
velopments that might require some firming 
during the intermeeting period. Accord-
ingly, some added reserve restraint would 
be acceptable, or some slight lessening of 
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reserve pressure might be acceptable, over 
the intermeeting period, depending on indi-
cations of inflationary pressures, the 
strength of the business expansion, the 
behavior of the monetary aggregates, and 
developments in foreign exchange and 
domestic financial markets. The reserve 
conditions contemplated by the Committee 
were expected to be consistent with growth 
of M2 and M3 at annual rates of around 3 
percent and 5 percent respectively over the 
three-month period from March to June. It 
was understood that operations would con-
tinue to be conducted with some flexibility 
in light of the persisting uncertainty in the 
relationship between the demand for bor-
rowed reserves and the federal funds rate. 

508 ANNOUNCEMENTS 

Revisions to money stock data. 

Hearing scheduled on application by a bank 
holding company to engage in armored car 
activities. 

513 LEGAL DEVELOPMENTS 

Various bank holding company, bank ser-
vice corporation, and bank merger orders; 
and pending cases. 

Ai FINANCIAL AND BUSINESS STATISTICS 

These tables reflect data available as of 
May 26, 1989. 

A3 Domestic Financial Statistics 
A46 Domestic Nonfinancial Statistics 
A55 International Statistics 

A71 GUIDE TO TABULAR PRESENTATION, 
STATISTICAL RELEASES, AND SPECIAL 
TABLES 

A72 BOARD OF GOVERNORS AND STAFF 

A74 FEDERAL OPEN MARKET COMMITTEE 
AND STAFF; ADVISORY COUNCILS 

A76 FEDERAL RESERVE BOARD 
PUBLICATIONS 

A78 INDEX TO STATISTICAL TABLES 

A80 FEDERAL RESERVE BANKS, 
BRANCHES, AND OFFICES 

A8i MAP OF FEDERAL RESERVE SYSTEM 
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527 MONETARY POLICY REPORT 
TO THE CONGRESS 

In response to policy actions by the Federal 
Reserve and to expectations that additional 
tightening moves might be needed, market 
interest rates climbed throughout the first 
quarter, and money growth was subdued. 
Over the course of the second quarter, 
several indicators suggested the emergence 
of conditions that were more conducive to a 
future easing of inflationary pressures. In 
this environment, interest rates turned 
down during the spring. The System began 
to provide reserves slightly more gener-
ously through open market operations at 
the beginning of June and took an additional 
small easing step in July. By mid-July, most 
short-term interest rates were down about 
Vz percentage point from their December 
levels, while long-term rates had fallen as 
much as 1 percentage point on balance. 

540 PRICED SERVICES, 1988 AND 1989 

Since 1981, under the mandate of the Mon-
etary Control Act of 1980, the Federal 
Reserve has been charging fees for the 
services it provides to depository institu-
tions—fees that must, over the long run, 
cover the full costs of those services. In 
1988, the Federal Reserve System re-
ceived $801.7 million in fees for its priced 
services and incurred $796.6 million in 
costs for a recovery rate of 100.6 percent. 

548 INDUSTRIAL PRODUCTION 

Industrial production was unchanged in 
May after having increased a revised 0.6 
percent in April. 

550 STATEMENTS TO CONGRESS 

Martha R. Seger, member, Board of Gov-
ernors, discusses the Community Reinvest-
ment Act, the Government Check Cashing 
Act of 1989, and the Basic Banking Services 
Access Act of 1989, and says that the Board 
opposes the basic banking and check-
cashing bills because it believes that volun-
tary efforts by financial institutions will con-
tinue to be successful in meeting many of 
the concerns that have been expressed 
without the burden and cost that rules and 
regulations inevitably impose, before the 
Subcommittee on Consumer and Regula-
tory Affairs of the Senate Committee on 
Banking, Housing, and Urban Affairs, June 
7, 1989. 

557 Alan Greenspan, Chairman, Board of Gov-
ernors, in discussing the internationaliza-
tion of securities markets, says that the 
stability of our financial markets rests on 
the performance of the world economy; and 
although we can improve the safety and 
soundness of our financial market systems, 
we cannot eliminate all risks to those sys-
tems, before the Subcommittee on Securi-
ties of the Senate Committee on Banking, 
Housing, and Urban Affairs, June 14, 1989. 

563 William Taylor, Director, Division of Bank-
ing Supervision and Regulation, Board of 
Governors, reviews bank supervisory poli-
cies regarding U.S. bank lending to devel-
oping countries and says that without fur-
ther cooperation between borrowers and 
lenders, credit quality will continue to de-
teriorate as more countries become unable 
or unwilling to service their bank debts, and 
banks with large exposures probably will 
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further strengthen their capital and reserve 
levels, before the Subcommittee on Inter-
national Development, Finance, Trade and 
Monetary Policy of the House Committee 
on Banking, Finance and Urban Affairs, 
June 27, 1989. 

566 ANNOUNCEMENTS 
Resignation of H. Robert Heller as a mem-
ber of the Board of Governors. 
Amendments to Regulation Z. 
Meeting of Consumer Advisory Council. 

Policy statements on reduction of risk in the 
payment system. 
Revisions to the methodology for comput-
ing the private sector adjustment factor. 

Proposed changes to the Board's policy on 
large dollar payment system risk; proposal 
to modify a restriction on underwriting of 
asset-based securities of affiliates; proposal 
to increase the revenue limit established by 
the Board in its orders authorizing bank 
holding company subsidiaries to underwrite 
and deal in bank-ineligible securities. 

569 LEGAL DEVELOPMENTS 
Various bank holding company, bank ser-
vice corporation, and bank merger orders; 
and pending cases. 

AI FINANCIAL AND BUSINESS STATISTICS 

These tables reflect data available as of 
June 28, 1989. 
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A46 Domestic Nonfinancial Statistics 
A55 International Statistics 

A7i GUIDE TO TABULAR PRESENTATION, 
STATISTICAL RELEASES, AND SPECIAL 
TABLES 

A88 BOARD OF GOVERNORS AND STAFF 

A90 FEDERAL OPEN MARKET COMMITTEE 
AND STAFF; ADVISORY COUNCILS 

A92 FEDERAL RESERVE BOARD 
PUBLICATIONS 

A94 INDEX TO STATISTICAL TABLES 

A96 FEDERAL RESERVE BANKS, 
BRANCHES, AND OFFICES 

A97 MAP OF FEDERAL RESERVE SYSTEM 
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591 MUTUAL RECOGNITION: INTEGRATION 
OF THE FINANCIAL SECTOR IN THE 
EUROPEAN COMMUNITY 

In the financial sector, as in other areas, the 
European Community is using the approach 
of mutual recognition to achieve a single, 
unified market by year-end 1992. This ap-
proach goes well beyond national treatment 
and is of interest not only for its direct effect 
within the Community but also in relation to 
issues regarding international trade in finan-
cial services. 

610 STAFF STUDIES 

"The Adequacy and Consistency of Margin 
Requirements in the Markets for Stocks and 
Derivative Products" is the first study to 
combine a broad institutional description of 
margin arrangements with an analysis of 
margins and prices before and after the 
October 1987 market crash to assess the 
adequacy and consistency of margin re-
quirements in the cash, futures, and options 
segments of the equities market. 

612 INDUSTRIAL PRODUCTION 

Industrial production declined 0.2 percent 
in June after a revised decrease of 0.1 
percent in May. 

614 STATEMENTS TO CONGRESS 

Alan Greenspan, Chairman, Board of Gov-
ernors, discusses monetary policy and the 
state of the nation's economy and says that 
the fundamental objective of monetary pol-
icy remains to maximize sustainable eco-
nomic growth, which requires the achieve-
ment of price stability over time, before the 
Senate Committee on Banking, Housing, 
and Urban Affairs, August 1, 1989. (Chair-
man Greenspan presented similar testimony 

to the House Committee on Banking, Hous-
ing, and Urban Affairs, July 20, 1989.) 

619 Griffith L. Garwood, Director, Division of 
Consumer and Community Affairs, ad-
dresses issues regarding the Community 
Reinvestment Act (CRA) and its enforce-
ment by the Federal Reserve and says that 
CRA enforcement poses a significant super-
visory challenge because it requires looking 
beyond the bank itself and focusing on the 
role the bank plays in its community, before 
the Subcommittee on Consumer and Regu-
latory Affairs of the Senate Committee on 
Banking, Housing, and Urban Affairs, July 
31, 1989. 

625 RECORD OF POLICY ACTIONS OF THE 
FEDERAL OPEN MARKET COMMITTEE 
At its meeting on May 16, 1989, the Com-
mittee adopted a directive that called ini-
tially for no change in the degree of pres-
sure on reserve positions. Some firming or 
some easing of reserve conditions would be 
acceptable during the intermeeting period 
depending on indications of inflationary 
pressures, the strength of the business ex-
pansion, the behavior of the monetary ag-
gregates, and developments in foreign ex-
change and domestic financial markets. The 
reserve conditions contemplated by the 
Committee were expected to be consistent 
with growth of M2 and M3 at annual rates of 
around IV2 and 4 percent respectively over 
the three-month period from March to June. 

631 ANNOUNCEMENTS 

Nominations sought for appointees to Con-
sumer Advisory Council. 

Amendments to Regulation CC. 

Proposed amendments to Regulation B to 
implement provisions of the Women's Bus-
iness Ownership Act. 
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Revised List of Marginable OTC Stocks 
now available. 
Settlement of enforcement proceedings. 
Admission of eight state banks to member-
ship in the Federal Reserve System. 

633 LEGAL DEVELOPMENTS 
Various bank holding company, bank ser-
vice corporation, and bank merger orders; 
and pending cases. 

656 MEMBERSHIP OF THE BOARD OF 
GOVERNORS OF THE FEDERAL 
RESERVE SYSTEM; 1913-1989 
List of appointive and ex officio members. 

AI FINANCIAL AND BUSINESS STATISTICS 
These tables reflect data available as of 
August 1, 1989. 

A3 Domestic Financial Statistics 
A46 Domestic Nonfinancial Statistics 
A55 International Statistics 

A71 GUIDE TO TABULAR PRESENTATION, 
STATISTICAL RELEASES, AND SPECIAL 
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AND STAFF; ADVISORY COUNCILS 

A78 FEDERAL RESERVE BOARD 
PUBLICATIONS 

A80 INDEX TO STATISTICAL TABLES 

A82 FEDERAL RESERVE BANKS, 
BRANCHES, AND OFFICES 
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659 ASSET SECURITIZATION: 
A SUPERVISORY PERSPECTIVE 

This article describes the mechanics of the 
securitization process, the structures of 
asset-backed securities, and the involve-
ment of banking organizations in this pro-
cess; it also discusses the incentives for 
issuing and acquiring asset-backed securi-
ties. Asset securitization is examined from 
a supervisory perspective by outlining the 
supervisory issues associated with issuance 
or ownership of asset-backed securities and 
the supervisory policies and procedures 
used by the Federal Reserve in this area. 

670 TREASURY AND FEDERAL RESERVE 
FOREIGN EXCHANGE OPERATIONS 

The dollar ended the three-month period 
from May through July VA percent lower on 
a trade-weighted basis as measured by the 
staff of the Board of Governors. The dol-
lar's net movements against individual cur-
rencies varied considerably: It was 3 per-
cent higher against the Japanese yen; V/A 
percent higher against the British pound; VA 
percent lower against the German mark; 
and VA percent lower against the Canadian 
dollar. 

675 INDUSTRIAL PRODUCTION 

Industrial production rose 0.2 percent in 
July after a decline of 0.1 percent (revised) 
in June. 

677 STATEMENTS TO CONGRESS 

Wayne D. Angell and Edward W. Kelley, 
Jr., members, Board of Governors of the 
Federal Reserve System, discuss the Fed-
eral Reserve Board's budget and major ini-
tiatives for 1989 and the Reserve Banks' 

budgets and major System initiatives, be-
fore the Subcommittee on Domestic Mone-
tary Policy of the House Committee on 
Banking, Finance and Urban Affairs, Au-
gust 3, 1989. 

684 Brent L. Bowen, Inspector General of the 
Board of Governors, discusses the estab-
lishment, organization, and operation of the 
Office of Inspector General and says that 
the Inspector General has the independence 
and the authority to carry out his statutory 
responsibilities, before the Subcommittee 
on Domestic Monetary Policy of the House 
Committee on Banking, Finance and Urban 
Affairs, August 3, 1989. 

689 RECORD OF POLICY ACTIONS OF THE 
FEDERAL OPEN MARKET COMMITTEE 

At its meeting on July 5 - 6 , 1989, the Com-
mittee reviewed the ranges of growth of the 
monetary and debt aggregates that it had 
established in February for 1989 and de-
cided on tentative ranges for growth of 
these aggregates in 1990. For 1989, the 
Committee agreed to reaffirm the ranges set 
in February of 3 to 7 percent and 3Vi to IVi 
percent for M2 and M3 respectively. The 
monitoring range for growth of total domes-
tic nonfinancial debt also was maintained at 
6V2 to IOI/2 percent for 1989. On a tentative 
basis, the Committee decided to use for 
1990 the same ranges as in 1989 for growth 
in each of the monetary aggregates and in 
total domestic nonfinancial debt. It was 
agreed that these ranges would be reviewed 
in early 1990 in the light of economic and 
financial conditions prevailing then. 

With regard to the implementation of 
policy for the period immediately ahead, 
the Committee adopted a directive that 
called for some slight easing in the degree of 
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pressure on reserve positions. Some firming 
or some easing of reserve conditions would 
be acceptable during the intermeeting pe-
riod depending on indications of inflation-
ary pressures, the strength of the business 
expansion, the behavior of the monetary 
aggregates, and developments in foreign 
exchange and domestic financial markets. 
The contemplated reserve conditions were 
expected to be consistent with growth of 
M2 and M3 over the period from June 
through September at annual rates of about 
7 percent. The intermeeting range for the 
federal funds rate was lowered by 1 per-
centage point to 7 to 11 percent. 

698 ANNOUNCEMENTS 

Continuation of the designation of primary 
dealers controlled by firms from the United 
Kingdom and Japan. 

Publication of a brochure on home equity 
lines of credit. 

Change in Board staff. 

Admission of two state banks to member-
ship in the Federal Reserve System. 

AI FINANCIAL AND BUSINESS STATISTICS 

These tables reflect data available as of 
August 30, 1989. 

A3 Domestic Financial Statistics 
A46 Domestic Nonfinancial Statistics 
A55 International Statistics 

A71 GUIDE TO TABULAR PRESENTATION, 
STATISTICAL RELEASES, AND SPECIAL 
TABLES 

A74 BOARD OF GOVERNORS AND STAFF 

A76 FEDERAL OPEN MARKET COMMITTEE 
AND STAFF; ADVISORY COUNCILS 

A78 FEDERAL RESERVE BOARD 
PUBLICATIONS 

A80 INDEX TO STATISTICAL TABLES 

A82 FEDERAL RESERVE BANKS, 
BRANCHES, AND OFFICES 

A83 MAP OF FEDERAL RESERVE SYSTEM 

701 LEGAL DEVELOPMENTS 

Various bank holding company, bank ser-
vice corporation, and bank merger orders; 
and pending cases. 
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727 U.S. POLICY ON THE PROBLEMS OF 
INTERNATIONAL DEBT 

The international debt problems of develop-
ing countries in the 1980s have been serious 
and complex. This article offers a perspec-
tive on U.S. policy on the problems of 
international debt over the past seven 
years. 

736 INDUSTRIAL PRODUCTION 

Industrial production rose 0.3 percent in 
August. 

738 STATEMENTS TO CONGRESS 

Manuel H. Johnson, Vice Chairman, Board 
of Governors, discusses the state of the 
bank insurance fund and the adequacy of 
the supervisory framework for banking in-
stitutions, before the House Committee on 
Banking, Finance and Urban Affairs, Sep-
tember 19, 1989. 

744 Vice Chairman Johnson reviews the impli-
cations for U.S. financial institutions of 
plans by the European Community to com-
plete its internal market by the end of 1992 
and says that a stronger European economy 
should benefit the United States and other 
nations that trade with Europe, before the 
Subcommittee on Financial Institutions Su-
pervision, Regulation and Insurance of the 
House Committee on Banking, Finance and 
Urban Affairs, September 26, 1989. 

751 ANNOUNCEMENTS 

Amendment to Regulation Y. 

Modifications in the Board's orders autho-
rizing bank holding company subsidiaries to 
underwrite and deal in bank-eligible securi-
ties consistent with section 20 of the Glass-
Steagall Act. 

Change in Board staff. 

753 LEGAL DEVELOPMENTS 

Various bank holding company, bank ser-
vice corporation, and bank merger orders; 
and pending cases. 

AI FINANCIAL AND BUSINESS STATISTICS 

These tables reflect data available as of 
September 27, 1989. 

A3 Domestic Financial Statistics 
A46 Domestic Nonfinancial Statistics 
A55 International Statistics 

A71 GUIDE TO TABULAR PRESENTATION, 
STATISTICAL RELEASES, AND SPECIAL 
TABLES 

A82 BOARD OF GOVERNORS AND STAFF 

A84 FEDERAL OPEN MARKET COMMITTEE 
AND STAFF; ADVISORY COUNCILS 

A86 FEDERAL RESERVE BOARD 
PUBLICATIONS 

A88 INDEX TO STATISTICAL TABLES 

A90 FEDERAL RESERVE BANKS, 
BRANCHES, AND OFFICES 

A9i MAP OF FEDERAL RESERVE SYSTEM 
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771 THE FORMATION OF PRIVATE 
BUSINESS CAPITAL: TRENDS, RECENT 
DEVELOPMENTS, AND MEASUREMENT 
ISSUES 

Although various estimates of the value of 
the U.S. capital stock have long been pub-
lished, a widely available series that gauges 
the productiveness of the stock had been 
unavailable until 1983, when the Bureau of 
Labor Statistics unveiled a new statistical 
series called capital input. This article dis-
cusses some basic concepts of capital mea-
surement, examines the accumulation of 
private business capital in the United States 
after World War II in light of the BLS 
measure, and uses that measure to assess a 
current controversy over the strength of 
investment and capital growth in the 1980s. 

784 INDUSTRIAL PRODUCTION 

Industrial production decreased 0.1 percent 
in September. 

786 STATEMENTS TO CONGRESS 

Martha R. Seger, Member, Board of Gov-
ernors, gives the views of the Board on the 
Government Check Cashing Act of 1989 
and the Basic Banking Services Access Act 
of 1989 and says that the Board believes 
that voluntary efforts by financial institu-
tions and further development of electronic 
benefits transfer will meet many of the goals 
of the bills, without the burden and cost that 
rules and regulations inevitably impose, be-
fore the Subcommittee on Consumer Af-
fairs and Coinage of the House Committee 
on Banking, Finance and Urban Affairs, 
October 17, 1989. (This statement was de-
livered by Governor LaWare.) 

790 John P. LaWare, Member, Board of Gov-
ernors, presents the views of the Board on 

the extent of state member banks' compli-
ance with federal laws that prohibit discrim-
ination in mortgage lending and says that 
the Board is committed to vigorously en-
forcing the antidiscrimination laws for 
which it has responsibility, before the Sub-
committee on Consumer and Regulatory 
Affairs of the Senate Committee on Bank-
ing, Housing, and Urban Affairs, October 
24, 1989. 

795 Alan Greenspan, Chairman, Board of Gov-
ernors, testifies in connection with the Ze-
ro-Inflation Resolution and the Federal Re-
serve Reform Act of 1989 and says that the 
Zero-Inflation Resolution is an example of 
appropriate guidance for the central bank if 
the Congress chooses to go in that direc-
tion; however, the provisions of the Federal 
Reserve Reform Act could well prove det-
rimental to the implementation of effective 
monetary policy, before the Subcommittee 
on Domestic Monetary Policy of the House 
Committee on Banking, Finance and Urban 
Affairs, October 25, 1989. 

803 Manuel H. Johnson, Vice Chairman, Board 
of Governors, presents the views of the 
Board on the condition of the nation's bank-
ing system and says that the performance of 
most institutions during 1988 and for the 
first part of 1989 suggests that progress has 
been made in meeting the problems of the 
industry, before the Senate Committee on 
Banking, Housing, and Urban Affairs, Oc-
tober 25, 1989. 

810 Vice Chairman Johnson comments on the 
Treasury Department's report on U.S. in-
ternational economic and exchange rate 
policy and says that what underlies the 
policy dialogue with the Group of Seven 
countries and with the newly industrializing 
countries is a recognition that balanced and 
mutually consistent economic policies 
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among major countries are essential for a 
healthy and stable world economy, before 
the Subcommittee on International Devel-
opment, Finance, Trade and Monetary 
Policy of the House Committee on Bank-
ing, Finance and Urban Affairs, October 
31, 1989. 

812 RECORD OF POLICY ACTIONS OF THE 
FEDERAL OPEN MARKET COMMITTEE 

At its meeting on August 22, 1989, the 
Committee adopted a directive that called 
for maintaining the current degree of pres-
sure on reserve positions and that pro-
vided for giving special weight to potential 
developments that might require some 
slight easing during the intermeeting pe-
riod. With regard to the factors that were 
important in considering any intermeeting 
changes in reserve conditions, the Com-
mittee continued to give primary weight to 
the inflation outlook. Accordingly, slightly 
greater reserve restraint might be accept-
able during the intermeeting period, while 
some slight lessening of reserve pressure 
would be acceptable, depending on prog-
ress toward price stability, the strength of 
the business expansion, the behavior of 
the monetary aggregates, and develop-
ments in foreign exchange and domestic 
financial markets. The reserve conditions 
contemplated by the Committee were ex-
pected to be consistent with growth of M2 
and M3 at annual rates of around 9 percent 
and around 7 percent respectively over the 
three-month period from June to Septem-
ber. The intermeeting range for the federal 
funds rate was left unchanged at 7 to 11 
percent. 

820 ANNOUNCEMENTS 

Meeting of Consumer Advisory Council. 

Revised List of Marginable OTC Stocks 
now available. 

Proposed amendments to Regulation T; 
proposed revisions to Regulation C; 
changes to the operating schedule for Fed-
wire funds transfers and book-entry securi-
ties transfers. 

Publication of Annual Statistical Digest, 1988. 

Discontinuance of publication of the Histor-
ical Chart Book. 

823 LEGAL DEVELOPMENTS 

Various bank holding company, bank ser-
vice corporation, and bank merger orders; 
and pending cases. 

AI FINANCIAL AND BUSINESS STATISTICS 

These tables reflect data available as of 
October 27, 1989. 

A3 Domestic Financial Statistics 
A46 Domestic Nonfinancial Statistics 
A55 International Statistics 

A71 GUIDE TO TABULAR PRESENTATION, 
STATISTICAL RELEASES, AND SPECIAL 
TABLES 

A78 BOARD OF GOVERNORS AND STAFF 

A80 FEDERAL OPEN MARKET COMMITTEE 
AND STAFF; ADVISORY COUNCILS 

A82 FEDERAL RESERVE BOARD 
PUBLICATIONS 

A84 SCHEDULE OF RELEASE DATES FOR 
PERIODIC RELEASES 

A86 INDEX TO STATISTICAL TABLES 

A88 INDEX TO VOLUME 75 

A99 FEDERAL RESERVE BANKS, 
BRANCHES, AND OFFICES 

AIOOMAP OF FEDERAL RESERVE SYSTEM 
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