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L RECENT CHANGES IN U.S. FAMILY 
FINANCES: RESULTS FROM THE 1998 
SURVEY OF CONSUMER FINANCES 

Using data from the Federal Reserve Board's two 
most recent Surveys of Consumer Finances, this 
article provides a detailed picture of changes in 
the financial condition of U.S. families between 
1995 and 1998. 

The financial situation of families changed no-
tably in the three-year period. While income con-
tinued a moderate upward trend, net worth grew 
strongly, and the increase in net worth was 
broadly shared by different demographic groups. 
A booming stock market accounts for a substan-
tial part of the rise in net worth, but the data also 
suggest that improvements in financial circum-
stances extended to many families that did not 
own stocks. 

The indebtedness of families grew, but less 
rapidly than their assets. Nonetheless, compared 
with 1995, debt repayments in 1998 accounted 
for a larger share of the income of the typical 
family with debt, and the proportion of debtors 
who were late with their payments by sixty days 
or more in the year preceding the survey was also 
higher. 

30 STAFF STUDY SUMMARY 

A growing number of observers have proposed 
using subordinated notes and debentures (SND) 
as a way of increasing market discipline on banks 
and banking organizations. Although policy pro-
posals vary, all would mandate that banks subject 
to the policy must issue and maintain a minimum 
amount of SND. In recent years, the perceived 
need for more market discipline has derived pri-
marily from the realization that the increasing 
size and complexity of the major banking organi-
zations has made the supervisor's job of protect-
ing bank safety and soundness ever more diffi-
cult. A second important motivation is the desire 
to find market-based ways of better insulating the 
banking system from systemic risk. A Federal 
Reserve staff study of these issues, Using Subor-
dinated Debt as an Instrument of Market Disci-
pline, begins by carefully defining market disci-

pline, discusses the motivation for and theory 
behind a subordinated debt policy, and presents 
an extensive summary of existing policy propos-
als. It then reviews the economic literature on the 
potential for SND to exert market discipline on 
banks and presents a wide range of new evidence 
acquired by the study group. The third major 
section of the study analyzes many characteristics 
that an SND policy could have, in terms of both 
their contribution to market discipline and their 
operational feasibility. 

32 INDUSTRIAL PRODUCTION AND CAPACITY 
UTILIZATION FOR NOVEMBER 1999 

Industrial production advanced 0.3 percent in 
November, to 139.5 percent of its 1992 average, 
after a 0.8 percent increase in October. The rate 
of capacity utilization for total industry was 
unchanged at 81.0 percent, a level 1 percentage 
point below its 1967-98 average. 

35 STATEMENT TO THE CONGRESS 

Richard A. Small, Assistant Director, Division of 
Banking Supervision and Regulation, discusses 
the Federal Reserve's role in the government's 
efforts to detect and deter money laundering and 
other financial crimes, particularly as these issues 
relate to the private banking operations of finan-
cial institutions; he states that the Board will 
continue its cooperative efforts with other bank 
supervisors and the law enforcement commu-
nity to develop and implement effective anti-
money-laundering programs addressing the ever-
changing strategies of criminals who attempt to 
launder their illicit funds through private banking 
organizations, as well as through other compo-
nents of banking organizations in the United 
States and abroad (Testimony before the Perma-
nent Subcommittee on Investigations of the Sen-
ate Committee on Governmental Affairs, Novem-
ber 10, 1999). 

40 ANNOUNCEMENTS 

Action by the Federal Open Market Committee 
and an increase in the discount rate. 
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Modifications to the settlement finality for auto-
mated clearinghouse credit transactions processed 
by Federal Reserve Banks. 

Adjustment of the dollar amount that triggers 
certain disclosure requirements under the Truth in 
Lending Act. 

Proposed revisions to the official staff commen-
tary that applies and interprets the requirements 
of Regulation Z. 

Review of publications activities of the Federal 
Reserve Board. 

Survey results on consumer confidence in banks' 
Y2K preparations. 

Release of a report on a survey of web site 
privacy policies of banking and thrift institutions. 

Increase in adversely classified syndicated bank 
loans. 

Enforcement actions. 

44 MINUTES OF THE MEETING OF THE 
FEDERAL OPEN MARKET COMMITTEE 
HELD ON OCTOBER 5, 1999 

At this meeting, the Committee adopted a direc-
tive that called for maintaining the federal funds 
rate at an average of around 5XA percent and that 
contained a bias toward a possible firming of 
policy during the intermeeting period. 

51 LEGAL DEVELOPMENTS 

Various bank holding company, bank service 
corporation, and bank merger orders; and pend-
ing cases. 
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These tables reflect data available as of 
November 26, 1999. 
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81 U.S. BANK EXPOSURE TO EMERGING-
MARKET COUNTRIES DURING RECENT 
FINANCIAL CRISES 

Global financial markets have experienced sig-
nificant volatility in recent years, including 
financial crises in Asia in 1997 and in Russia in 
1998. Emerging-market countries, in particular, 
were subject to sharp downward market moves. 
U.S. banking supervisors monitored these events 
carefully to determine the potential effect on 
U.S. banking organizations and paid particular 
attention to U.S. bank claims on emerging-
market counterparties. Monitoring claims on 
emerging-market counterparties allows super-
visors to identify any developing concentrations 
of risk that might warrant supervisory action 
and, if necessary, to assess the effect that a 
potential emerging-market crisis might have on 
U.S. banks. 

This article focuses on the claims U.S. banks 
held on emerging-market counterparties during 
the two-year period from June 1997 to June 
1999 and discusses the different ways that 
emerging-market claims can be analyzed. In 
addition, the article provides a short analysis of 
the claims held by other developed country 
banks on emerging-market countries to show the 
relative size of U.S. bank claims. Finally, the 
data from the 1997-99 period are discussed in 
the broader historical context of U.S. banks' 
country exposure dating back to 1982. 

97 INDUSTRIAL PRODUCTION AND CAPACITY 
UTILIZATION FOR DECEMBER 1999 

Industrial production increased 0.4 percent in 
December, the same rate as in November, to 
140.5 percent of its 1992 average. The rate of 
capacity utilization for total industry edged up in 
December, to 81.3 percent, a level 0.8 percent-
age point below its 1967-98 average. 

i o i ANNOUNCEMENTS 

Directive of the Federal Open Market 
Committee. 

Appointments of new members and a new presi-
dent and vice president of the Thrift Institutions 
Advisory Council. 

Increase in the exemption threshold for deposi-
tory institutions reporting under HMDA. 

Extension of the comment period on proposals 
to allow electronic delivery of federally man-
dated disclosures. 

Changes for 2000 in the fee schedules for priced 
services of the Federal Reserve Banks. 

Issuance of joint guidance on asset securitiza-
tion activities. 

Normal operations reported for financial institu-
tions after the century date change. 

Survey of consumer confidence in Y2K prepara-
tions of banks. 

Publication of the December 1999 update to the 
Bank Holding Company Supervision Manual. 

Enforcement actions and terminations of actions. 

106 MINUTES OF THE MEETING OF THE 
FEDERAL OPEN MARKET COMMITTEE 
HELD ON NOVEMBER 16, 1999 
At this meeting, the Committee adopted a direc-
tive that called for increasing the federal funds 
rate by 25 basis points, to 5Vi percent, and that 
was symmetrical with regard to the outlook for 
policy over the near term. 

113 LEGAL DEVELOPMENTS 

Various bank holding company, bank service 
corporation, and bank merger orders; and pend-
ing cases. 
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161 MONETARY POLICY REPORT TO THE 
CONGRESS 

The U.S. economy posted another exceptional 
performance in 1999. The ongoing expansion 
appears to have maintained strength into early 
2000 as it set a record for longevity, and—aside 
from the direct effects of higher crude oil 
prices—inflation has remained subdued, in 
marked contrast to the typical experience during 
previous expansions. The past year brought 
additional evidence that productivity growth has 
improved substantially since the mid-1990s, 
boosting living standards while helping to hold 
down increases in costs and prices despite very 
tight labor markets. 

To maintain the low inflation environment 
that has been so important to the sustained health 
of the current expansion, the Federal Open Mar-
ket Committee has implemented four quarter-
point increases in the intended federal funds rate 
since mid-1999; the most recent of these came at 
the beginning of February 2000. In total, the 
federal funds rate has been raised 1 percentage 
point, although, at 53A percent, it stands only 
LA point above its level just before the autumn 
1998 financial market turmoil. At its most recent 
meeting, the FOMC indicated that risks appear 
to remain on the side of heightened inflation 
pressures, so it will need to remain especially 
attentive to developments in this regard. 

188 INDUSTRIAL PRODUCTION AND CAPACITY 
UTILIZATION: RECENT DEVELOPMENTS 
AND THE 1999 REVISION 

In late 1999, the Federal Reserve published 
revised measures of industrial production, 
capacity, and capacity utilization for the period 
January 1992 through October 1999. The 
updated measures reflect both the incorporation 
of newly available, more comprehensive source 
data typical of annual revisions and the intro-
duction of improved methods for compiling a 
few series, including computer and office equip-
ment and motor vehicles. The new source data 
are for recent years, primarily from 1997 on, 

and the modified methods affect data beginning 
in 1992. 

The production index for the third quarter of 
1999 is at 137.7 percent of output in 1992, 
compared with 135.2 percent reported before 
the annual revision, and the capacity index is 
170.7 percent of output in 1992, compared with 
167.9 percent reported previously. As a result, 
the rate of industrial capacity utilization was 
revised up 0.1 percentage point, to 80.7 percent 
for the third quarter of 1999. 

206 TREASURY AND FEDERAL RESERVE 
FOREIGN EXCHANGE OPERATIONS 

During the fourth quarter of 1999, the dollar 
depreciated 3.7 percent against the yen and 
appreciated 6.2 percent against the euro. On an 
effective trade-weighted basis, the dollar appre-
ciated 0.8 percent. The U.S. monetary authori-
ties did not intervene in the foreign exchange 
markets during the quarter. 

212 INDUSTRIAL PRODUCTION AND CAPACITY 
UTILIZATION FOR JANUARY 2000 

Industrial production increased 1.0 percent in 
January, to 141.5 percent of its 1992 average, 
after advances of 0.3 percent in November and 
0.4 percent in December. The rate of capacity 
utilization for total industry rose 0.5 percentage 
point, to 81.6 percent, more than 1 percentage 
point above its level in January 1999. 

215 STATEMENT TO THE CONGRESS 

Alan Greenspan, Chairman, Board of Governors 
of the Federal Reserve System, testifies in the 
hearing on his renomi nation as Chairman that 
the Federal Reserve faces considerable chal-
lenges in carrying out its responsibilities for 
both the financial system and the overall econ-
omy and that what success it has had in carrying 
out its legislated responsibilities in recent 
decades derives from many sources. He further 
testifies that the Federal Reserve's ability to 
meet the legislative mandates of the Congress 
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rests ultimately on the strength of the institu-
tions of the Federal Reserve and the people who 
inhabit them (Testimony before the Senate Com-
mittee on Banking, Housing, and Urban Affairs, 
January 26, 2000). 

217 ANNOUNCEMENTS 

Action by the Federal Open Market Committee 
and an increase in the discount rate. 
Modifications to the disclosure procedures of 
the Federal Open Market Committee. 
Appointments of new members to the Consumer 
Advisory Council and designation of a new chair 
and vice chair for 2000. 
Adoption of an interim rule for procedures for 
electing to become a financial holding company. 
Proposed regulation implementing the privacy 
provisions of the Gramm-Leach-Bliley Act. 
Approval of fee schedules for priced services of 
the Federal Reserve Banks. 
Preliminary figures available on operating 
income of the Federal Reserve Banks. 
Enforcement actions. 
Change in Board staff. 

223 LEGAL DEVELOPMENTS 

Various bank holding company, bank service 
corporation, and bank merger orders; and pend-
ing cases. 

A1 FINANCIAL AND BUSINESS STATISTICS 

These tables reflect data available as of 
January 26, 2000. 
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A63 GUIDE TO STATISTICAL RELEASES AND 
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AND OFFICES 
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251 THE FEDERAL RESERVE BANKS AS FISCAL 
AGENTS AND DEPOSITORIES OF THE 
UNITED STATES 

The Federal Reserve, the nation's central bank, 
is also the U.S. government's bank. As fiscal 
agents of the United States, the Federal Reserve 
Banks provide the Department of the Treasury 
with services related to the federal debt— 
receiving bids for auction of Treasury secur-
ities and processing securities transactions. 
As depositories, the Federal Reserve Banks pro-
vide payment-related services to the Treasury 
and other government agencies—handling the 
government's account by accepting deposits and 
clearing payments. This article describes the 
nature of the primary fiscal agency and deposi-
tory services required by the United States, 
explains how the Reserve Banks meet those 
requirements, and discusses the reimbursement 
for these services. 

260 STAFF STUDIES 

The use of market discipline as a complement to 
bank supervision and regulation has gained 
greater acceptance in the United States and 
abroad. It is also widely recognized that effec-
tive market discipline depends on market par-
ticipants' having information about the risks 
and financial condition of banking organi-
zations. Therefore, attention is being focused 
increasingly on ways to improve transparency in 
banking. 

Staff of the Federal Reserve System under-
took a staff study, Improving Public Disclosure 
in Banking, to consider initiatives that promote 
better disclosure in banking. The purpose of the 
study is to present a set of initiatives that would 
reinforce the current process shaping disclosure 
while avoiding additional regulatory require-
ments. The study lays the foundation for the 
initiatives by considering how market discipline 
could supplement supervision in principle and 
by reviewing the empirical evidence on market 
oversight and discipline in banking. Key sec-
tions of the study discuss the factors shap-

ing public disclosure in banking and identify 
the strengths and weaknesses of the process. 
Regarding the potential for market discipline, 
the study suggests that greater reliance on 
private-sector oversight in banking can be con-
sistent with the supervisory goals of limiting 
moral hazard and systemic risk and that the 
oversight can be effective. 

262 INDUSTRIAL PRODUCTION AND CAPACITY 
UTILIZATION FOR FEBRUARY 2000 

Industrial production increased 0.3 percent in 
February, to 142.1 percent of its 1992 average, 
after having posted advances of 1.1 percent in 
January and 0.5 percent in December. The rate 
of capacity utilization for total industry held 
steady at 81.7 percent, about 14 percentage point 
below its long-term average. 

265 STATEMENTS TO THE CONGRESS 

Laurence H. Meyer, member, Board of Gover-
nors, discusses issues regarding recent bank fail-
ures as well as steps being taken to minimize 
unnecessary costs to the bank insurance fund 
and disruption to the financial system and the 
public that failures could pose; he testifies that 
the recent fraud-related bank failures have 
caused the regulators to challenge their 
assumptions regarding the reliability of some 
of the information bank supervisors come to 
depend on during examinations and that when 
cracks appear in the veneer of what otherwise 
seems to be a well-run operation, they will be 
met with a greater dose of skepticism and a 
higher level of testing and verification (Testi-
mony before the House Committee on Banking 
and Financial Services, February 8, 2000). 

269 Alan Greenspan, Chairman, Board of Gover-
nors, underscores the importance of efforts 
in the Congress to modernize the Commodity 
Exchange Act (CEA) and testifies that it is 
essential that the legal uncertainties created by 
the possibility that the courts could construe 
over-the-counter (OTC) derivatives to be futures 
contracts subject to the CEA be addressed; he 
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testifies further that with respect to fraud and 
other unfair practices, the professional counter-
parties that use OTC derivatives simply do not 
require the protections that the CEA provides 
for retail investors (Testimony before the Senate 
Committee on Agriculture, Nutrition, and For-
estry, February 10, 2000). 

271 Chairman Greenspan, in his testimony present-
ing the Board's report on the economy and 
monetary policy, states that underlying the per-
formance of the U.S. economy, unprecedented in 
his half-century of observing it, is a continuing 
acceleration in productivity; he testifies further 
that competitive and open markets, the rule of 
law, fiscal discipline, and a culture of enterprise 
and entrepreneurship should continue to under-
gird rapid innovation and enhanced productivity 
that in turn should foster a sustained further rise 
in living standards (Testimony before the House 
Committee on Banking and Financial Services, 
February 17, 2000. Chairman Greenspan pre-
sented identical testimony before the Senate 
Committee on Banking, Housing, and Urban 
Affairs on February 23, 2000). 

276 ANNOUNCEMENTS 

Meeting of the Consumer Advisory Council. 

Proposal for a new regulation, Regulation P 
(Privacy of Consumer Financial Information), 
implementing the privacy provisions of the 
Gramm-Leach-Bliley Act. 

Joint proposal for revisions of the risk-based 
capital requirements for certain obligations 
related to securitized transactions. 

Release of a joint Treasury-Federal Reserve 
report on counterfeiting. 

Program for direct shipment of Golden Dollars 
to small financial institutions. 

Enforcement actions. 

Changes in Board staff. 

Revisions to the money stock data. 

283 MINUTES OF THE FEDERAL OPEN 
MARKET COMMITTEE MEETING HELD ON 
DECEMBER 21, 1999 

At this meeting, the Committee adopted a direc-
tive that called for maintaining the federal funds 
rate at an average of around 5Vi percent and 
that was symmetrical with regard to the outlook 
for policy over the near term. 

289 LEGAL DEVELOPMENTS 

Various bank holding company, bank service 
corporation, and bank merger orders; and pend-
ing cases. 

AI FINANCIAL AND BUSINESS STATISTICS 

These tables reflect data available as of 
February 25, 2000. 
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AND OFFICES 
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301 U.S. INTERNATIONAL TRANSACTIONS 
IN 1999 

The U.S. current account deficit increased sub-
stantially in 1999 as the balances on goods and 
services, investment income, and unilateral 
transfers all became more negative. The remark-
able strength of the U.S. economy contributed 
significantly to a marked decrease in the balance 
on goods and services; to a lesser extent, previ-
ous declines in U.S. price competitiveness also 
played a role. The balance on investment income 
decreased because of the additional net income 
payments on the growing U.S. external indebted-
ness. In 2000, domestic spending may well 
continue to outstrip domestic production and 
increase the current account deficit. But adjust-
ments that should slow the process are also at 
work. 

315 INDUSTRIAL PRODUCTION AND CAPACITY 
UTILIZATION FOR MARCH 2000 

Industrial production increased 0.3 percent in 
March, to 142.0 percent of its 1992 average, 
after having increased an average of xh percent 
in the previous three months. The rate of capac-
ity utilization for total industry edged down in 
March to 81.4 percent, a level about Vi percent-
age point below its 1967-99 average. 

318 STATEMENTS TO THE CONGRESS 

Alan Greenspan, Chairman, Board of Gover-
nors, discusses the options available for placing 
social security and Medicare on a firmer fiscal 
footing and states that increasing our national 
saving is essential to any successful reform of 
social security or Medicare; he testifies further 
that the most important decision facing policy-
makers today is not about the distribution of 
future resources but about the level of future 
resources available for future workers and retir-
ees and that the most effective means of rais-
ing the level of future resources is to allow the 
budget surpluses projected in the coming years 

to be used to pay down the nation's debt (Testi-
mony before the Senate Special Committee on 
Aging, March 27, 2000). 

320 Louise L. Roseman, Director, Division of 
Reserve Bank Operations and Payment Systems, 
comments on a variety of issues that affect our 
nation's coins and currency, in particular the 
advantages and disadvantages of issuing U.S. 
bank notes in denominations higher than $100; 
she testifies that the law enforcement commu-
nity has expressed concern about the dispropor-
tionate use of large-denomination bank notes for 
illicit activity, including money laundering, drug 
trafficking, and tax evasion, and that in weigh-
ing the marginal benefits of introducing a 
high-denomination U.S. bank note against law 
enforcement concerns, there does not seem to be 
any immediate need to issue high-denomination 
notes (Testimony before the Subcommittee on 
Domestic and International Monetary Policy of 
the House Committee on Banking and Financial 
Services, March 28, 2000). 

324 ANNOUNCEMENTS 

Action by the Federal Open Market Committee 
and an increase in the discount rate. 

Revisions to the official staff commentary on 
Regulation Z. 

Amendments to the interim rule regarding pro-
cedures for electing to be treated as a financial 
holding company. 

Interim rule listing financial activities that will 
be permissible for financial holding companies. 

Interim rule permitting qualifying state member 
banks to establish financial subsidiaries. 

Interim rule on operating standards for financial 
holding companies that have securities affiliates. 

Elections to be treated as financial holding 
companies. 

Interim rule governing the merchant banking 
activities of financial holding companies. 
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Interim rule on an alternative to the debt 
rating requirement for establishing financial 
subsidiaries. 

Issuance of host state loan-to-deposit ratios to 
determine compliance with section 109 of the 
Interstate Act (Riegle-Neal Interstate Banking 
and Branching Efficiency Act of 1994). 

Enforcement actions and terminations of previ-
ous actions. 

Publication of a new edition of Guide to the 
Flow of Funds Accounts. 

328 MINUTES OF THE FEDERAL OPEN MARKET 
COMMITTEE MEETING HELD ON 
FEBRUARY 1-2, 2000 

At this meeting, the Committee voted to ap-
prove without change the growth ranges for M2, 
M3, and debt for 2000 that it had established on 
a tentative basis on June 30, 1999. For the 
intermeeting period ahead, the Committee voted 
to tighten reserve conditions by a modest 
amount consistent with an increase in the federal 
funds rate of lA percentage point to a level of 
53A percent. 

339 LEGAL DEVELOPMENTS 

Various bank holding company, bank service 
corporation, and bank merger orders; and pend-
ing cases. 

353 DIRECTORS OF THE FEDERAL RESERVE 
BANKS AND BRANCHES 

List of Directors, by Federal Reserve District. 

A1 FINANCIAL AND BUSINESS STATISTICS 

These tables reflect data available as of 
March 29, 2000. 

A3 GUIDE TO TABULAR PRESENTATION 
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AND OFFICES 
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367 PROFITS AND BALANCE SHEET 
DEVELOPMENTS AT U.S. COMMERCIAL 
BANKS IN 1999 

The U.S. commercial banking industry posted 
record earnings in 1999. The industry's return 
on assets and return on equity both rose above 
the already high level of recent years. Profit-
ability was concentrated at large banks— 
particularly among the 100 largest—and was 
driven upward by a surge in noninterest income 
and a significant slowdown in the growth of 
noninterest expense. Other sources of improved 
profitability were a stabilization of net interest 
income, which had been weakening in recent 
years, and lower loan loss provisioning permit-
ted by generally good asset quality. The growth 
of total bank assets slowed slightly relative to 
1998, but loans expanded at about the same 
brisk pace as last year. 

396 TREASURY AND FEDERAL RESERVE 
FOREIGN EXCHANGE OPERATIONS 

During the first quarter of 2000, the dollar appre-
ciated 5.4 percent against the euro and 0.4 per-
cent against the yen. The U.S. monetary authori-
ties did not intervene in the foreign exchange 
markets during the quarter. 

401 INDUSTRIAL PRODUCTION AND CAPACITY 
UTILIZATION FOR APRIL 2000 

Industrial production increased 0.9 percent in 
April, to 143.7 percent of its 1992 average, after 
an upward-revised increase of 0.7 percent in 
March. The rate of capacity utilization for total 
industry rose 0.4 percentage point, to 82.1 per-
cent, a level about even with the average for 
1967 to 1999. 

404 STATEMENTS TO THE CONGRESS 

Patrick M. Parkinson, Associate Director, Divi-
sion of Research and Statistics, discusses efforts 
to implement recommendations contained in the 
reports on hedge funds and over-the-counter 

(OTC) derivatives submitted to the Congress 
last year by the President's Working Group on 
Financial Markets. He testifies that the Board 
supports the Working Group's recommendation 
for amendments to the U.S. Bankruptcy Code to 
support financial contract netting and also sup-
ports the recommendation that the very largest 
hedge funds be required to publicly disclose 
information about their financial activities; he 
also states that in accordance with the Working 
Group's recommendations, the Board strongly 
supports modernizing the Commodity Exchange 
Act (CEA) by excluding financial OTC deriva-
tives transactions between professional counter-
parties from coverage of the CEA (Testimony 
before the House Committee on Banking and 
Financial Services, April 11, 2000). 

405 Alan Greenspan, Chairman, Board of Gover-
nors, discusses the evolution of U.S. equity mar-
kets and the appropriate role for policymakers 
in this period of rapid change and states his 
confidence in competition as the fundamental 
guide to the organization of those markets. He 
further testifies that in the long run, activity will 
migrate to the systems that best meet the needs 
of investors, absent impediments to competition; 
in the short run, policymakers should seek to 
remove impediments to competition and take 
judicious steps to mitigate the adverse effects 
of market fragmentation through policies such 
as enhanced disclosure (Testimony before the 
Senate Committee on Banking, Housing, and 
Urban Affairs, April 13, 2000). 

409 ANNOUNCEMENTS 

Formation of a private-sector Working Group 
on Public Disclosure by banking and securities 
organizations. 

New edition and reissuance of consumer educa-
tion brochures. 

Publication of the May 2000 update to the Com-
mercial Bank Examination Manual. 

Appointment of David J. Stockton as Director of 
the Division of Research and Statistics. 
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412 LEGAL DEVELOPMENTS 

Various bank holding company, bank service 
corporation, and bank merger orders; and pend-
ing cases. 

A1 FINANCIAL AND BUSINESS STATISTICS 

These tables reflect data available as of 
April 26, 2000. 

A3 GUIDE TO TABULAR PRESENTATION 

A4 Domestic Financial Statistics 
A42 Domestic Nonfinancial Statistics 
A50 International Statistics 

A63 GUIDE TO STATISTICAL RELEASES AND 
SPECIAL TABLES 

A64 INDEX TO STATISTICAL TABLES 

A66 BOARD OF GOVERNORS AND STAFF 

A68 FEDERAL OPEN MARKET COMMITTEE AND 
STAFF; ADVISORY COUNCILS 

A70 FEDERAL RESERVE BOARD PUBLICATIONS 

A72 SCHEDULE OF RELEASE DATES FOR 
PERIODIC RELEASES 

A74 MAPS OF THE FEDERAL RESERVE SYSTEM 

A76 FEDERAL RESERVE BANKS, BRANCHES, 
AND OFFICES 
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441 THE EFFECTS OF RECENT MORTGAGE 
REFINANCING 

Rising home prices and generally falling interest 
rates in recent years, together with a desire to 
convert the accumulated equity in their homes 
into spendable funds, have prompted many 
homeowners to refinance their mortgages. In the 
spring of 1999, the Federal Reserve surveyed 
consumers to determine the extent of refinanc-
ing, the extent to which refinancing homeowners 
"cashed-out" some of their equity when they 
refinanced, how much equity they took out, and 
how they spent the funds. Survey results suggest 
that cash-out refinancings in 1998 and early 
1999 likely boosted consumption spending a bit, 
may have had a larger effect on home improve-
ment spending, and may have moderated the 
growth of consumer credit during that period. 

451 INDUSTRIAL PRODUCTION AND CAPACITY 
UTILIZATION FOR MAY 2000 

Industrial production increased 0.4 percent in 
May, to 144.2 percent of its 1992 average, after 
having risen 0.7 percent in both March and 
April. The rate of capacity utilization for total 
industry held steady at 82.1 percent, a level 
about even with the 1967-99 average. 

454 STATEMENTS TO THE CONGRESS 

Laurence H. Meyer, member, Board of Gover-
nors of the Federal Reserve System, comments 
on issues related to H.R. 4209, the Bank 
Reserves Modernization Act of 2000, and states 
that the Board strongly supports the proposal in 
the bill to allow the payment of interest on the 
balances that depository institutions maintain in 
their accounts at the Federal Reserve Banks. He 
states further that because of the uncertainties 
involved, it is best for the Federal Reserve to be 
able to pay interest on any balances that deposi-
tories hold at Reserve Banks, and at differential 
rates to be set by the Federal Reserve, as the bill 
would allow (Testimony before the House Com-
mittee on Banking and Financial Services, 
May 3, 2000). 

459 Stephen R. Malphrus, Staff Director for Man-
agement, Board of Governors, discusses the so-
called Love Bug computer virus and states that 
the Federal Reserve had state-of-the art proce-
dures and controls in place for responding to 
and managing cyber-related incidents, including 
computer viruses, and that the procedures were 
effective in managing this incident and limiting 
the spread of this virus. He states further that the 
Board is committed to participating in initiatives 
that promote information-system security and 
that assist in the rapid identification and analysis 
of new viruses and other forms of cyber attacks 
(Testimony before the Subcommittee on Finan-
cial Institutions of the Senate Committee on 
Banking, Housing, and Urban Affairs, May 18, 
2000). 

462 Edward M. Gramlich, member, Board of Gover-
nors, focuses on predatory lending and states 
that most predatory lending seems to occur in 
the subprime mortgage market, a market that 
has grown recently; he testifies that because 
consumers who obtain subprime mortgage loans 
have fewer credit options than other borrowers, 
they may be more vulnerable to unscrupulous 
lenders or brokers. He states further that given 
the wide range of practices that are included in 
the notion of what is "predatory," a multifaceted 
approach, including strengthening the enforce-
ment of laws that are being ignored and non-
regulatory strategies, is likely to be most effec-
tive (Testimony before the House Committee 
on Banking and Financial Services, May 24, 
2000). 

466 ANNOUNCEMENTS 

Action by the Federal Open Market Committee 
and an increase in the discount rate. 
Call for nominations for appointments to the 
Consumer Advisory Council and notice of a 
meeting. 
Proposed amendments to Regulation Z revising 
the disclosure requirements for credit and charge 
card solicitations; request for additional com-
ment on deposit deadlines and pricing practices 
for automated clearinghouse transactions. 
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Approval of final regulations for privacy of con-
sumer financial information. 

Joint agency proposal for rule on disclosure and 
reporting of CRA-related agreements. 

Enforcement action. 

Publication of the Annual Report. 

469 MINUTES OF THE MEETING OF THE 
FEDERAL OPEN MARKET COMMITTEE 
HELD ON MARCH 21, 2000 

At this meeting, the Committee voted to tighten 
reserve conditions by a slight amount consistent 
with an increase in the federal funds rate to a 
level of 6 percent. The Committee also indicated 
that the economic risks remained weighted 
toward rising inflation. 

475 LEGAL DEVELOPMENTS 

Various bank holding company, bank service 
corporation, and bank merger orders; and pend-
ing cases. 

511 DOMESTIC OPEN MARKET OPERATIONS 
DURING 1999 

A1 FINANCIAL AND BUSINESS STATISTICS 

These tables reflect data available as of 
May 26, 2000. 

A3 GUIDE TO TABULAR PRESENTATION 

A4 Domestic Financial Statistics 
A42 Domestic Nonfinancial Statistics 
A50 International Statistics 

A63 GUIDE TO STATISTICAL RELEASES AND 
SPECIAL TABLES 

A64 INDEX TO STATISTICAL TABLES 

A66 BOARD OF GOVERNORS AND STAFF 

A68 FEDERAL OPEN MARKET COMMITTEE AND 
STAFF; ADVISORY COUNCILS 

A70 FEDERAL RESERVE BOARD PUBLICATIONS 

A72 MAPS OF THE FEDERAL RESERVE SYSTEM 

A74 FEDERAL RESERVE BANKS, BRANCHES, 
AND OFFICES 

Report adapted from one presented to the Fed-
eral Open Market Committee. 
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539 MONETARY POLICY REPORT TO THE 
CONGRESS 

The impressive performance of the U.S. econ-
omy persisted in the first half of 2000 with 
economic activity expanding at a rapid pace. 
Overall rates of inflation were noticeably higher, 
largely as a result of steep increases in energy 
prices. The remarkable wave of new technolo-
gies and the associated surge in capital invest-
ment have continued to boost potential supply 
and to help contain price pressures at high levels 
of labor resource use. At the same time, ris-
ing productivity growth—working through its 
effects on wealth and consumption, as well as 
on investment spending—has been one of the 
important factors contributing to rapid increases 
in aggregate demand that have exceeded even 
the stepped-up increases in potential supply. 
Under such circumstances, and with the pool of 
available labor already at an unusually low level, 
the continued expansion of aggregate demand in 
excess of the growth in potential supply increas-
ingly threatened to set off greater price pres-
sures. Because price stability is essential to 
achieving maximum sustainable economic 
growth, heading off these pressures has been 
critical to extending the extraordinary perfor-
mance of the U.S. economy. To promote balance 
between aggregate demand and potential supply 
and to contain inflation pressures, the Federal 
Open Market Committee (FOMC) took addi-
tional firming actions this year, raising the 
benchmark federal funds rate 1 percentage point 
between February and May. 

566 INDUSTRIAL PRODUCTION AND CAPACITY 
UTILIZATION FOR JUNE 2000 

Industrial production rose 0.2 percent in June, 
to 144.6 percent of its 1992 average, after gains 
of 0.5 percent in May and 0.8 percent in April. 
The rate of capacity utilization for total indus-
try edged down in June to 82.1 percent, a level 
about even with the 1967-99 average. 

569 STATEMENTS TO THE CONGRESS 

Laurence H. Meyer, member, Board of Gover-
nors, explains the rules recently proposed by 
the Federal Reserve Board and the Department 
of the Treasury to allow financial holding com-
panies to engage in merchant banking activities 
under the Gramm-Leach-Bliley Act and states 
that the interim rule and the proposal would 
allow merchant banking to continue to develop 
along the lines already evident in the industry 
and in the manner intended by the Congress, 
while at the same time attempting to address the 
boundaries between merchant banking and the 
mixing of banking and commerce. Further, he 
testifies that the rule seeks responsibly to come 
to grips with the very real safety and soundness 
risks to an insured depository affiliate of both a 
financial holding company that engages in mer-
chant banking and a bank holding company that 
invests in equities using existing authorities 
(Testimony before the Subcommittee on Capital 
Markets, Securities and Government Sponsored 
Enterprises of the House Committee on Banking 
and Financial Services, June 7, 2000. Governor 
Meyer presented identical testimony before the 
Subcommittee on Financial Institutions and the 
Subcommittee on Securities of the Senate Com-
mittee on Banking, Housing, and Urban Affairs 
on June 13, 2000). 

577 Patrick M. Parkinson, Associate Director, Divi-
sion of Research and Statistics, Board of Gover-
nors, presents the Board's views on legislation 
to modernize the Commodity Exchange Act 
(CEA) and states that the Board continues to 
believe that legislation to modernize the CEA 
is essential if our derivatives markets are to 
remain innovative and competitive internation-
ally. He states further that although some diffi-
cult issues remain unresolved, the proposed 
legislation (H.R. 4541) represents significant 
progress (Testimony before the Subcommittee 
on Risk Management, Research, and Specialty 
Crops of the House Committee on Agriculture, 
June 14, 2000). 
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579 Alan Greenspan, Chairman, Board of Gover-
nors, presents the Board's views on the Com-
modity Futures Modernization Act of 2000 
(S. 2697) and testifies that this bill reflects a 
remarkable consensus on the need for legal cer-
tainty for OTC derivatives and regulatory relief 
for U.S. futures exchanges, issues that have long 
eluded resolution. He states further that these 
provisions are vitally important to the sound-
ness and competitiveness of our derivatives mar-
kets in what is an increasingly integrated and 
intensely competitive global economy (Testi-
mony before the Committee on Agriculture, 
Nutrition, and Forestry of the Senate Committee 
on Banking, Housing, and Urban Affairs, 
June 21, 2000). 

582 ANNOUNCEMENTS 

Federal Open Market Committee directive. 

Chairman Greenspan sworn in for fourth four-
year term. 

Proposed revisions to the official staff commen-
tary to Regulation E. 

Issuance of examination guidance on equity 
investment and merchant banking. 

Interagency request for comment on proposed 
standards for customer information security. 

Joint agency issuance of revised suspicious 
activity report form. 

Enforcement actions. 

Publication of the June 2000 update of the Bank 
Holding Company Supervision Manual. 

587 MINUTES OF THE MEETING OF THE 
FEDERAL OPEN MARKET COMMITTEE 
HELD ON MAY 16, 2000 

eral funds rate by Vi percentage point to a level 
of 6V2 percent. The Committee also indicated 
that the economic risks remained weighted 
toward rising inflation. 

593 LEGAL DEVELOPMENTS 

Various bank holding company, bank service 
corporation, and bank merger orders; and pend-
ing cases. 

A1 FINANCIAL AND BUSINESS STATISTICS 

These tables reflect data available as of 
June 28, 2000. 

A3 GUIDE TO TABULAR PRESENTATION 

A4 Domestic Financial Statistics 
A42 Domestic Nonfinancial Statistics 
A50 International Statistics 

A63 GUIDE TO STATISTICAL RELEASES AND 
SPECIAL TABLES 

A78 INDEX TO STATISTICAL TABLES 

A80 BOARD OF GOVERNORS AND STAFF 

A82 FEDERAL OPEN MARKET COMMITTEE AND 
STAFF; ADVISORY COUNCILS 

A84 FEDERAL RESERVE BOARD PUBLICATIONS 

A86 MAPS OF THE FEDERAL RESERVE SYSTEM 

A88 FEDERAL RESERVE BANKS, BRANCHES, 
AND OFFICES 

At this meeting, the Committee voted to tighten 
reserve conditions sufficiently to raise the fed-
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623 CREDIT CARDS: USE AND CONSUMER 
ATTITUDES, 1970-2000 

From modest origins in the 1950s as a conve-
nient way for the relatively well-to-do to settle 
restaurant and department store purchases with-
out carrying cash, credit cards have become a 
ubiquitous financial product held by households 
in all economic strata. Since the late 1960s, 
much federal legislation has been enacted to 
ensure that consumers have the protections and 
information they need to use this widely avail-
able form of open-end credit wisely. Neverthe-
less, concerns persist about whether consumers 
fully understand the costs and implications of 
using credit cards and whether credit cards 
have encouraged widespread overindebtedness. 
Drawing on information from commercial 
banks, credit reporting agencies, and surveys of 
consumers, this article explores these issues as 
well as changes over the past three decades in 
consumer impressions of their card-using expe-
riences and of conditions in the marketplace. 

635 TREASURY AND FEDERAL RESERVE 
FOREIGN EXCHANGE OPERATIONS 

The dollar ended the second quarter of 2000 
little changed against the euro and 3.1 percent 
stronger against the yen. On a trade-weighted 
basis, the dollar ended the period modestly 
stronger, having risen 1.3 percent against the 
currencies of the major U.S. trading partners. 
The U.S. monetary authorities did not inter-
vene in the foreign exchange markets during the 
quarter. 

640 STAFF STUDIES 

The U.S. banking industry experienced a sus-
tained and unprecedented merger movement 
from 1980 to 1998. During that period, approxi-
mately 8,000 bank mergers occurred, involving 
about $2.4 trillion in acquired assets. In Bank 
Mergers and Banking Structure in the United 
States, 1980-98, the author describes various 
aspects of that bank merger activity and some of 

the changes in U.S. banking structure and perfor-
mance that took place during that period. 

641 INDUSTRIAL PRODUCTION AND CAPACITY 
UTILIZATION FOR JULY 2000 

Industrial production increased 0.4 percent in 
July, to 145.3 percent of its 1992 average. 
Capacity utilization for total industry rose 
0.1 percentage point, to 82.3 percent, a level 
0.3 percentage point above its 1967-99 average. 

644 STATEMENTS TO THE CONGRESS 

Patrick M. Parkinson, Associate Director, Divi-
sion of Research and Statistics, Board of Gover-
nors, presents the Board's views on the Com-
modity Futures Modernization Act of 2000 
(H.R. 4541) and testifies that the Board contin-
ues to believe that such legislation modernizing 
the Commodity Exchange Act is essential. He 
states further that H.R. 4541 reflects a remark-
able consensus on the need for legal certainty 
for OTC derivatives and regulatory relief for 
U.S. futures exchanges, issues that have long 
eluded resolution (Testimony before the Sub-
committee on Finance and Hazardous Materials 
of the House Committee on Commerce, July 12, 
2000). 

646 Patrick M. Parkinson presents additional testi-
mony on H.R. 4541, including the provisions of 
H.R. 1161, which would amend the U.S. Bank-
ruptcy Code to support financial contract net-
ting, and states that enactment of those amend-
ments would reduce uncertainty for market 
participants about the disposition of their finan-
cial market contracts in the event one of the 
counterparties becomes insolvent. He testifies 
further that the Board urges the amendment of 
H.R. 4541 to include the financial contract net-
ting provisions of H.R. 1161 (Testimony before 
the House Committee on Banking and Financial 
Services, July 19, 2000). 

648 Alan Greenspan, Chairman, Board of Gover-
nors, presents the Board's report on monetary 
policy and testifies that the Federal Reserve has 
been confronting a complex set of challenges in 
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judging the stance of policy that will best con-
tribute to sustaining the strong and long-running 
expansion of our economy and that the chal-
lenges will be no less in coming months. Fur-
ther, he states that irrespective of the complexi-
ties of economic change, the primary goal of the 
Federal Reserve is to find those policies that best 
contribute to a non-inflationary environment and 
hence to growth (Testimony before the Senate 
Committee on Banking, Housing, and Urban 
Affairs, July 20, 2000. Chairman Greenspan pre-
sented identical testimony before the House 
Committee on Banking and Financial Services 
on July 25, 2000). 

652 ANNOUNCEMENTS 

Public hearings scheduled on predatory prac-
tices in the home equity lending market. 

Proposed rule to allow financial holding compa-
nies to act as a "finder" to bring together buyers 
and sellers of financial and nonfinancial prod-
ucts for transactions that the buyers and sellers 
themselves negotiate and consummate; proposed 
revisions to Regulation E to require disclosure 
of ATM fees. 

Availability of a computer program on vehicle 
leasing that can be downloaded from the Federal 
Reserve Board's web site. 

Enforcement action. 

Availability of the Annual Report: Budget 
Review. 

655 LEGAL DEVELOPMENTS 

Various bank holding company, bank service 
corporation, and bank merger orders; and pend-
ing cases. 

AI FINANCIAL AND BUSINESS STATISTICS 

These tables reflect data available as of 
July 27, 2000. 

A3 GUIDE TO TABULAR PRESENTATION 

A4 Domestic Financial Statistics 
A42 Domestic Nonfinancial Statistics 
A50 International Statistics 

A63 GUIDE TO STATISTICAL RELEASES AND 
SPECIAL TABLES 

A80 INDEX TO STATISTICAL TABLES 

A82 BOARD OF GOVERNORS AND STAFF 

A84 FEDERAL OPEN MARKET COMMITTEE AND 

STAFF; ADVISORY COUNCILS 

A86 FEDERAL RESERVE BOARD PUBLICATIONS 

A88 MAPS OF THE FEDERAL RESERVE SYSTEM 
A90 FEDERAL RESERVE BANKS, BRANCHES, 

AND OFFICES 

Changes in Board staff. 
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665 PRODUCTIVITY DEVELOPMENTS ABROAD 

This article reviews recent productivity trends 
in foreign industrial countries. The focus of the 
analysis is on whether productivity abroad has 
accelerated to an extent comparable to that 
observed in the United States. The authors find 
that foreign labor productivity, unlike that of the 
United States, has not accelerated in the latter 
half of the 1990s and discuss the role played 
by information technology in influencing for-
eign productivity trends as well as cyclical and 
methodological factors that are important in the 
analysis of these trends. 

682 INDUSTRIAL PRODUCTION AND CAPACITY 
UTILIZATION FOR AUGUST 2000 

Industrial production posted a 0.3 percent 
gain in August and was unchanged in July; the 
level of output in July was initially estimated to 
have risen by 0.4 percent. Capacity utilization 
for total industry rose 0.1 percentage point, to 
82.3 percent, a level 0.3 percentage point above 
its 1967-99 average. 

685 ANNOUNCEMENTS 

Federal Open Market Committee directive. 

Issuance of guidance on framework for Board 
supervision of financial holding companies. 

Joint agency proposal on consumer protec-
tion rules for insurance sold by depository 
institutions. 

Availability of wireless access to the Board's 
web site through hand-held devices. 

Enforcement actions and terminations of previ-
ous actions. 

688 MINUTES OF THE MEETING OF THE 
FEDERAL OPEN MARKET COMMITTEE 
HELD ON JUNE 27-28, 2000 

keeping its target for the federal funds rate at 
6V2 percent. The Committee also indicated that 
the risks continue to be weighted mainly toward 
conditions that may generate heightened infla-
tion pressures in the foreseeable future. 

695 LEGAL DEVELOPMENTS 

Various bank holding company, bank service 
corporation, and bank merger orders; and pend-
ing cases. 

AI FINANCIAL AND BUSINESS STATISTICS 

These tables reflect data available as of 
August 29, 2000. 

A3 GUIDE TO TABULAR PRESENTATION 

A4 Domestic financial Statistics 
A42 Domestic Nonfinancial Statistics 
A50 International Statistics 

A63 GUIDE TO STATISTICAL RELEASES AND 
TABULAR PRESENTATION 

A64 INDEX TO STATISTICAL TABLES 

A66 BOARD OF GOVERNORS AND STAFF 

A68 FEDERAL OPEN MARKET COMMITTEE AND 

STAFF; ADVISORY COUNCILS 

A70 FEDERAL RESERVE BOARD PUBLICATIONS 

A72 MAPS OF THE FEDERAL RESERVE SYSTEM 
A74 FEDERAL RESERVE BANKS, BRANCHES, 

AND OFFICES 

At this meeting, the Committee voted to main-
tain the existing stance of monetary policy, 
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711 CRA SPECIAL LENDING PROGRAMS 

The Community Reinvestment Act (CRA) of 
1977 encourages federally insured banking insti-
tutions to help meet the credit needs of their 
communities, including those of lower-income 
areas, in a manner consistent with their safe and 
sound operation. In responding to the CRA, 
many banking institutions have sought to expand 
lending to lower-income populations through 
"special lending programs" that seek out and 
assist such borrowers in a variety of ways. These 
programs, many of which include third parties 
such as government agencies and nonprofit 
groups, are often an important element of an 
institution's CRA-related lending. 

Many institutions have conducted such pro-
grams, some for many years. Although the 
characteristics of these programs and their 
implementation vary greatly across banking 
institutions, little systematic information about 
them has been available. To further the under-
standing of CRA special lending programs, this 
article uses data from a recent Federal Reserve 
Board survey to provide new information on the 
nature of these programs, their characteristics, 
and how these characteristics relate to the per-
formance (delinquency and default rates) and 
profitability of the loans extended through them. 

732 INDUSTRIAL PRODUCTION AND CAPACITY 
UTILIZATION FOR SEPTEMBER 2000 

Industrial production rose 0.2 percent in Septem-
ber. At 146.0 percent of its 1992 average, indus-
trial production was 5.7 percent higher than in 
September 1999. The rate of capacity utilization 
for total industry held steady at 82.2 percent in 
September, a level 0.2 percentage point above 
its 1967-99 average. 

735 TESTIMONY OF FEDERAL RESERVE 
OFFICIALS 

Laurence H. Meyer, member, Board of Gover-
nors, discusses the rules governing auditor inde-
pendence that have been proposed by the 

Securities and Exchange Commission (SEC) and 
focuses on the SEC's proposal to limit internal 
audit outsourcing by external auditors. He states 
that the SEC's proposal would generally exclude 
an auditor frQm performing both external and 
internal audits for the same client; from the 
perspective of a banking supervisor, the Board 
supports the SEC's proposal to limit the external 
auditor's role in the internal audit function of 
its clients (Testimony before the SEC hearing 
held at Pace University, New York, New York, 
September 13, 2000). 

737 Alan Greenspan, Chairman, Board of Gover-
nors, discusses his views on improving math-
ematics and science education in U.S. elemen-
tary and secondary schools and states that with 
the conceptual demands on our workers continu-
ing to rise, substantial further progress needs to 
be made in raising the analytic competency of 
our graduating high-school seniors. He testifies 
further that we must strive to increase math and 
science achievement so that our students can 
take advantage of the considerable opportunities 
that will exist in tomorrow's labor market (Testi-
mony before the House Committee on Educa-
tion and the Workforce, September 21, 2000) 

740 ANNOUNCEMENTS 

Federal Open Market Committee directive. 

Appointment of chairmen and deputy chairmen 
of the Federal Reserve Banks for 2001. 

Amendment to Regulation Z to revise the 
requirements for credit card disclosures. 

Joint agency proposal to revise capital rules for 
residual interests. 

Issuance by the Basel Committee of guidance on 
managing risk in banking. 

Proposal to remove barriers to electronic check 
presentment. 

Meeting of the Consumer Advisory Council. 

Enforcement actions. 
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Changes in Board staff. 

Errata: Federal Reserve Bulletin table. 

745 MINUTES OF THE MEETING OF THE 
FEDERAL OPEN MARKET COMMITTEE 
HELD ON AUGUST 22, 2000 

At this meeting, the Committee voted to main-
tain the existing stance of monetary policy, 
keeping its target for the federal funds rate at 
6V2 percent. The Committee also indicated that 
the risks continue to be weighted mainly toward 
conditions that may generate heightened infla-
tion pressures in the foreseeable future. 

751 LEGAL DEVELOPMENTS 

Various bank holding company, bank service 
corporation, and bank merger orders; and pend-
ing cases. 

A1 FINANCIAL AND BUSINESS STATISTICS 

A3 GUIDE TO TABULAR PRESENTATION 

A4 Domestic Financial Statistics 
A42 Domestic Nonfinancial Statistics 
A50 International Statistics 

A63 GUIDE TO STATISTICAL RELEASES AND 
TABULAR PRESENTATION 

A78 INDEX TO STATISTICAL TABLES 

A80 BOARD OF GOVERNORS AND STAFF 

A82 FEDERAL OPEN MARKET COMMITTEE AND 
STAFF; ADVISORY COUNCILS 

A84 FEDERAL RESERVE BOARD PUBLICATIONS 

A86 MAPS OF THE FEDERAL RESERVE SYSTEM 

A88 FEDERAL RESERVE BANKS, BRANCHES, 
AND OFFICES 

These tables reflect data available as of 
September 27, 2000. 
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797 MUTUAL FUNDS AND THE U.S. EQUITY 
MARKET 

Mutual funds have become an important inter-
mediary between households and financial mar-
kets, especially the equity market. About half 
of all households have a mutual fund account, 
and mutual funds hold about one-fifth of house-
hold financial assets. Because households have 
favored equity investments in their mutual fund 
accounts, mutual funds currently hold about 
one-fifth of all publicly traded U.S. equities. In 
addition to discussing the recent growth of 
mutual funds and their role in household 
finances, this article analyzes the relationship 
between households' investment decisions in 
equity mutual funds and equity market prices. 

813 TREASURY AND FEDERAL RESERVE 
FOREIGN EXCHANGE OPERATIONS 

During the third quarter of 2000, the dollar 
appreciated 8.2 percent against the euro and 
2.0 percent against the yen. On a trade-weighted 
basis, the dollar ended the quarter 4.1 percent 
stronger against the currencies of the United 
States' major trading partners. On Septem-
ber 22, the U.S. monetary authorities intervened 
in the foreign exchange markets, purchasing 
1.5 billion euros against the dollar. The opera-
tion, which was divided evenly between the U.S. 
Treasury Department's Exchange Stabilization 
Fund and the Federal Reserve System, was coor-
dinated with the European Central Bank and the 
monetary authorities of Japan, Canada, and the 
United Kingdom. 

818 INDUSTRIAL PRODUCTION AND CAPACITY 
UTILIZATION FOR OCTOBER 2000 

Industrial production edged down 0.1 percent in 
October, to 146.3 percent of its 1992 average, 
after increases in August and September that 
were revised upward. The rate of capacity utili-
zation for total industry decreased to 82.1 per-
cent, just 0.1 percentage point above its 1967-99 
average. 

821 ANNOUNCEMENTS 

Modification of the supervision program for U.S. 
operations of foreign banks. 

Negotiation of ACH transaction fees with 
private-sector operators. 

Increase in adversely classified syndicated loans. 

Interagency proposal to simplify capital require-
ments for non-complex banks and thrift 
institutions. 

Interagency proposal to limit sharing of con-
sumer data among financial affiliates. 

Enforcement actions. 

Change in Board staff. 

825 LEGAL DEVELOPMENTS 

Various bank holding company, bank service 
corporation, and bank merger orders; and pend-
ing cases. 
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L RETAIL FEES OF DEPOSITORY 
INSTITUTIONS, 1994-99 

Under legislative mandate, the Federal Reserve 
Board has for many years sponsored annual sur-
veys of the retail fees charged by depository 
institutions. Analysis of the data for the most 
recent six years (1994-99) shows that for the 
most common types of depository accounts sur-
veyed, few of the fees and minimum balances 
changed by a statistically significant amount. 
However, the most common types of ATM fees 
and the fees for certain special actions, such as 
stop-payment orders, increased significantly and 
by more than the rate of consumer price inflation 
over the period. In addition, for almost all of 
the fees charged for seven common services and 
special actions, banks that were part of multistate 
banking organizations on average charged signifi-
cantly higher fees than single-state banks, and 
large banks charged significantly more than small 
banks. Although they narrowed, the differences 
remained statistically significant after analyses 
that controlled for the general location of the 
institutions, for size (in the case of the multistate 
versus single-state comparison), and for multi-
state operations (in the case of the large versus 
small comparison). 

12 INDUSTRIAL PRODUCTION AND CAPACITY 
UTILIZATION FOR NOVEMBER 2000 

Industrial production fell 0.2 percent in Novem-
ber, to 148.6 percent of its 1992 average. The rate 
of capacity utilization for total industry fell to 
81.6 percent in November, a level V2 percentage 
point below its 1967-99 average. 

15 ANNOUNCEMENTS 

Federal Open Market Committee directive. 

Chairman Greenspan's statement on the death of 
Henry B. Gonzalez. 

Approval of 2001 fee schedules for payment ser-
vices of Federal Reserve Banks. 

Annual adjustment for reserve calculations and 
deposit reporting. 

Adjustment of the dollar amount under Regula-
tion Z that triggers additional disclosure require-
ments for mortgage loans. 

Request for comment on proposed revisions to 
Regulation C. 

Launch of interactive web site for consumer regu-
lation issues in Internet banking. 

Publication of the November 2000 update to the 
Commercial Bank Examination Manual. 

Enforcement actions and terminations of previous 
actions. 

Change in Board staff. 

20 MINUTES OF THE MEETING OF THE 
FEDERAL OPEN MARKET COMMITTEE 
HELD ON OCTOBER 3, 2000 

At this meeting, the Committee voted to maintain 
the existing stance of monetary policy, keeping 
its target for the federal funds rate at 6V2 percent. 
The Committee members also agreed that the 
risks continued to be weighted mainly toward 
conditions that might generate heightened infla-
tion pressures in the future. 

27 LEGAL DEVELOPMENTS 

Various bank holding company, bank service cor-
poration, and bank merger orders; and pending 
cases. 
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47 SUPERVISION OF LARGE COMPLEX 
BANKING ORGANIZATIONS 

The long-term trends of consolidation and inno-
vation in the U.S. banking system have intensified 
over the past decade. A small number of banking 
organizations now hold a larger portion of the 
banking system's assets, and, at the same time, 
their activities have become more complex. As 
a result, the Federal Reserve has altered its 
approach to the supervision of the largest, most 
complex banking organizations (LCBOs). This 
new approach focuses on the most important risks 
facing U.S. banking organizations and the ways in 
which these risks are managed. This article dis-
cusses the Federal Reserve's risk-focused super-
vision program as applied to LCBOs. 

58 INDUSTRIAL PRODUCTION AND CAPACITY 
UTILIZATION FOR DECEMBER 2000 

Industrial production fell 0.6 percent in Decem-
ber, to 147.3 percent of its 1992 average, after 
two months of smaller losses. The rate of capac-
ity utilization for total industry fell to 80.6 per-
cent in December, a level IV2 percentage points 
below its 1967-99 average 

61 ANNOUNCEMENTS 

Federal Open Market Committee directive. 

Statement on the nomination of Paul O'Neill as 
Secretary of the Treasury. 

Statement on the resignation of Arthur Levitt as 
SEC chairman. 

Appointment of new members, president, and 
vice president of the Thrift Institutions Advisory 
Council. 

Adoption of an interagency rule on the disclosure 
and reporting of CRA-related agreements. 

Ruling that the "finder role" is a permissible 
activity for financial holding companies. 

Interim rule on the definition of financial activi-
ties under the Bank Holding Company Act. 

Final rule on procedures to qualify as a financial 
holding company and on permissible activities. 

Increase in the exemption threshold for deposi-
tory institutions reporting under HMDA. 

Proposed revisions to Regulation C. 

Proposed amendments to Regulation Z regarding 
the Home Ownership and Equity Protection Act 
of 1994. 

Proposed amendment to Regulation Y. 

Proposed revisions to calculation methods for 
priced services. 

Proposal to allow financial holding companies to 
offer real estate services. 

Publication of the December 2000 update to the 
Bank Holding Company Supervision Manual. 

Enforcement actions and termination of previous 
actions. 

Changes in Board staff. 

68 MINUTES OF THE MEETING OF THE 
FEDERAL OPEN MARKET COMMITTEE HELD 
ON NOVEMBER 15, 2000 

At this meeting, the Committee voted to maintain 
the existing stance of monetary policy, keeping 
its target for the federal funds rate at 6V2 per-
cent. The Committee members also agreed that 
the risks continued to be weighted mainly toward 
conditions that might generate heightened infla-
tion pressures in the foreseeable future. 

75 LEGAL DEVELOPMENTS 

Various bank holding company, bank service cor-
poration, and bank merger orders; and pending 
cases. 
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183 FINANCIAL SERVICES USED BY SMALL 
BUSINESSES: EVIDENCE FROM THE 1998 
SURVEY OF SMALL BUSINESS FINANCES 

Using newly available data from the 1998 Sur-
vey of Small Business Finances, this article 
offers preliminary findings regarding the charac-
teristics of small businesses in the United States 
and their use of credit and other financial ser-
vices. The main goals of the survey are to pro-
vide information on credit accessibility for small 
businesses, their use of financial services, and 
the sources of those services. The survey also 
provides a general-purpose database that can be 
used to study small business financing. Prelimi-
nary findings suggest that although the financial 
landscape has changed markedly since the pre-
vious survey in 1993, financing patterns and the 
use of particular suppliers have not. 

206 INDUSTRIAL PRODUCTION AND CAPACITY 
UTILIZATION FOR FEBRUARY 2001 

Industrial production fell 0.6 percent in Feb-
ruary, its fifth consecutive monthly decline. At 
146.0 percent of its 1992 average, industrial 
production was 1.2 percent above its February 
2000 level. The rate of capacity utilization for 
total industry fell to 79.4 percent in February, 
its sixth consecutive monthly decline, and is 
2.7 percentage points below its 1967-2000 
average. 

209 TESTIMONY OF FEDERAL RESERVE 
OFFICIALS 

Alan Greenspan, Chairman, Board of Gover-
nors, presents the Federal Reserve's semiannual 
report on monetary policy and testifies that the 
slowdown in the economy that began in the 
middle of 2000 intensified, perhaps even to the 
point of growth stalling out around the turn of 
the year; against this background, the Federal 
Open Market Committee reduced its targeted 
federal funds rate Vi percentage point on two 
occasions, to its current level of 5VI percent. He 
testifies further that the members of the Board 
of Governors and the Reserve Bank presidents 

foresee an implicit strengthening of activity after 
the current rebalancing is over, although the 
central tendency of their individual forecasts for 
real GDP still shows a substantial slowdown, 
on balance, for the year as a whole (Testimony 
before the Senate Committee on Banking, Hous-
ing, and Urban Affairs, February 13, 2001). 

213 Chairman Greenspan presents the second testi-
mony on the Board's monetary policy report and 
states that although the sources of long-term 
strength of our economy remain in place, 
excesses built up in 1999 and early 2000 have 
engendered a retrenchment that has yet to run its 
full course. He testifies further that the retrench-
ment has been prompt, in part because new 
technologies have enabled businesses to respond 
more rapidly to emerging excesses, and that the 
Federal Reserve has quickened the pace of 
adjustment of its policy (Testimony before the 
House Committee on Financial Services, Febru-
ary 28, 2001). 

217 ANNOUNCEMENTS 

Statement by Chairman Greenspan on the 
renomination of Vice Chairman Ferguson to the 
Board of Governors. 

Statement by Vice Chairman Ferguson on his 
renomination. 

Amendments to Regulation E regarding disclo-
sure of ATM fees. 

Availability of Spanish-language consumer 
resources on the Board's public web site. 

Changes in Board staff. 

Revisions to the money stock data. 

224 MINUTES OF THE MEETING OF THE 
FEDERAL OPEN MARKET COMMITTEE 
HELD ON DECEMBER 19, 2000 

At this meeting, the Committee voted to main-
tain the existing stance of monetary policy, 
keeping its target for the federal funds rate 
at 6V2 percent. The Committee members also 
agreed that the risks were weighted mainly 
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weakness in the foreseeable future. 

231 LEGAL DEVELOPMENTS 

Various bank holding company, bank service 
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283 U.S. INTERNATIONAL TRANSACTIONS 
IN 2000 

The U.S. current account deficit widened to 
$435 billion in 2000, a record 4.4 percent of 
gross domestic product, as the lagged effect of 
strong growth in the U.S. economy in late 1999 
and early 2000 continued to drive up imports of 
goods and services faster than exports increased. 
To a lesser extent, a decline in U.S. price com-
petitiveness also contributed to the expansion 
in the deficit. The $104 billion increase in the 
current account deficit was entirely accounted 
for by an equal-sized increase in the goods 
and services deficit. Other components of the 
current account moved in small and offsetting 
directions. 

The current account deficit represents an 
excess of U.S. investment over U.S. saving 
of more than $400 billion. In addition, almost 
$300 billion of U.S. saving flowed abroad in the 
form of a continued increase in foreign direct 
and portfolio investment by U.S. residents. To 
finance the current account deficit and the capi-
tal outflow, the foreign private sector purchased 
a record amount—more than $700 billion—of 
U.S. securities and direct investment assets. The 
sharp slowdown in U.S. economic growth in late 
2000 and early 2001 should reduce the rate of 
increase of the current account deficit in 2001 
through a slowing of the rate of growth of goods 
and services imports. 

295 INDUSTRIAL PRODUCTION AND CAPACITY 
UTILIZATION FOR MARCH 2001 

Industrial production increased 0.4 percent in 
March, its first increase since September. At 
146.5 percent of its 1992 average, industrial 
production in March was 0.8 percent higher than 
in March 2000. The rate of capacity utilization 
for total industry moved up in March to 
79.4 percent but remains at a level more than 
1V2 percentage points below its 1967-2000 
average. 

298 TESTIMONY OF FEDERAL RESERVE 
OFFICIALS 

Alan Greenspan, Chairman, Board of Governors 
of the Federal Reserve System, discusses his 
views on the important issues surrounding the 
outlook for the federal budget and the attendant 
implications for fiscal policy; he testifies that in 
his judgment, it is far better that the surpluses be 
lowered by tax reductions than by spending 
increases. He states further that we need to resist 
those policies that could readily resurrect the 
deficits of the past and the fiscal imbalances that 
followed in their wake (Testimony before the 
House Committee on the Budget, March 2, 
2001). 

301 Laurence H. Meyer, Member, Board of Gover-
nors of the Federal Reserve System, testifies on 
behalf of the Board and states that the Board 
strongly supports legislative proposals to autho-
rize the payment of interest on demand deposits 
and on balances held by depository institutions 
at Reserve Banks, as well as increased flexibility 
in the setting of reserve requirements. He states 
further that the Board believes that these steps 
would improve the efficiency of our financial 
sector, make a wider variety of interest-bearing 
accounts available to more bank customers, and 
better ensure the efficient conduct of monetary 
policy in the future (Testimony before the Sub-
committee on Financial Institutions and Con-
sumer Credit of the House Committee on Finan-
cial Services, March 13, 2001). 

306 ANNOUNCEMENTS 

Federal Open Market Committee actions and 
changes in the discount rate. 

Central bank research conference on risk 
measurement. 

Consumer Advisory Council meeting. 

Revisions to the official staff commentary on 
Regulation E. 
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Guidance on public disclosure of market risk 
and credit quality. 

Procedures for filing documents under CRA sun-
shine requirements. 

Interim rule on uniform standards for electronic 
delivery of disclosures to consumers. 

Interagency guidance on appropriate accounting 
and reporting for loans held for sale. 

Privacy notices allowed by banking agencies 
under existing Fair Credit Reporting Act. 

Extension of the effective date on interagency 
bank insurance rules. 

Revised brochure on home equity lines of credit. 

Enforcement actions. 

311 MINUTES OF THE MEETING OF THE 
FEDERAL OPEN MARKET COMMITTEE 
HELD ON JANUARY 30-31, 2001 

At this meeting, the Committee voted to lower 
its target for the federal funds rate by 50 basis 
points, to 5Vi percent. The Committee members 
also agreed that the risks were weighted mainly 
toward conditions that could generate economic 
weakness in the foreseeable future. Previously, 
the Committee met via telephone conference on 
January 3 to lower its target for the funds rate by 
50 basis points, to 6 percent. 

323 LEGAL DEVELOPMENTS 

Various bank holding company, bank service 
corporation, and bank merger orders; and pend-
ing cases. 

AI FINANCIAL AND BUSINESS STATISTICS 

These tables reflect data available as of 
March 28, 2001. 
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A84 MAPS OF THE FEDERAL RESERVE SYSTEM 
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AND OFFICES 
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367 PROFITS AND BALANCE SHEET 
DEVELOPMENTS AT U.S. COMMERCIAL 
BANKS IN 2000 

The profitability of the U.S. commercial banking 
industry remained robust in 2000, but returns on 
equity and on commercial bank assets fell back 
somewhat from the peak reached in 1999. The 
falloff reflected a continuation of the decline in 
net interest margin that dates from the extraor-
dinarily high levels of the early 1990s, a sig-
nificant increase in loan-loss provisions, and a 
notable slowing in noninterest income growth. 
The expansion of bank balance sheets was much 
stronger in 2000 than in the preceding year, as 
growth of both loans and securities accelerated. 
The pickup in loan growth resulted mainly from 
a marked decline in securitizations, which 
boosted the growth of consumer loans in bank 
portfolios, and from business and real estate 
lending. The faster growth of securities was due 
to a surge in trading accounts, as runoffs of U.S. 
Treasury securities damped the growth of invest-
ment accounts. 

394 TREASURY AND FEDERAL RESERVE 
FOREIGN EXCHANGE OPERATIONS 

During the first quarter of 2001, the dollar appre-
ciated 7.3 percent against the euro and 10.3 per-
cent against the yen in an atmosphere of 
increased market uncertainty about the extent 
and duration of global economic slowing. On 
a trade-weighted basis, the dollar ended the 
quarter 7.4 percent stronger against an index of 
major currencies. The U.S. monetary authorities 
did not intervene in the foreign exchange mar-
kets during the quarter. 

400 INDUSTRIAL PRODUCTION AND CAPACITY 
UTILIZATION FOR APRIL 2001 

Industrial production declined 0.3 percent in 
April after a drop in output in the first quarter 
that was steeper than previously reported. At 
144.9 percent of its 1992 average, industrial 
production in April was 1.0 percent lower than 

in April 2000. The rate of capacity utilization 
for total industry fell further, to 78.5 percent, 
more than SVz percentage points below its 1967-
2000 average. 

403 TESTIMONY OF FEDERAL RESERVE 
OFFICIALS 

Alan Greenspan, Chairman, Board of Governors 
of the Federal Reserve System, discusses his 
views on some of the important issues concern-
ing international trade and the attendant implica-
tions for the U.S. economy and the world econ-
omy more generally and states that the evidence 
is impressively persuasive that the dramatic 
increase in world competition—a consequence 
of broadening trade flows—has fostered mark-
edly higher standards of living for almost all 
countries that have participated in cross-border 
trade. He states further that we must reaffirm the 
United States' leadership role in the area of 
international trade policy to improve standards 
of living in the United States and among all of 
our trading partners (Testimony before the Sen-
ate Committee on Finance, April 4, 2001). 

405 Laurence H. Meyer, Member, Board of Gover-
nors, outlines the rules recently adopted jointly 
by the Federal Reserve Board and the Secretary 
of the Treasury to allow financial holding com-
panies to engage in merchant banking activities 
under the Gramm-Leach-Bliley Act; he also 
comments on the recent proposal to establish 
regulatory minimum capital requirements for 
equity investment activities conducted by bank-
ing organizations. He testifies that the final rule 
governing merchant banking activities was 
modified in several important respects from the 
original interim rule to reflect insights and 
suggestions made by commenters; the final 
rule maintains the differences required by the 
GLB Act and the Bank Holding Company Act 
between merchant banking and banking and 
commerce and also does not sacrifice the safety 
and soundness benefits of the rule (Testimony 
before the Subcommittee on Capital Markets, 
Insurance and Government Sponsored Enter-
prises and the Subcommittee on Financial Insti-
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tutions and Consumer Credit of the House Com-
mittee on Financial Services, April 4, 2001). 

412 ANNOUNCEMENTS 

Action by the Federal Open Market Committee 
and a decrease in the discount rate. 

Final rule on section 23A of the Federal Reserve 
Act regarding bank affiliates. 

Guidance on protection of customer financial 
information against identity theft. 

Interagency advisory on brokered and rate-
sensitive deposits. 

Guidance on risk management of leveraged 
financing. 

Proposed amendment to Regulation H regarding 
interstate branching and deposits. 

Interim rule on derivatives transactions between 
banks and affiliates. 

Proposed new Regulation W regarding banks 
and affiliates. 

417 LEGAL DEVELOPMENTS 

Various bank holding company, bank service 
corporation, and bank merger orders; and pend-
ing cases. 
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These tables reflect data available as of 
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SPECIAL TABLES 
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STAFF; ADVISORY COUNCILS 

A70 FEDERAL RESERVE BOARD PUBLICATIONS 

A72 SCHEDULE OF RELEASE DATES FOR 
PERIODIC RELEASES 

A74 MAPS OF THE FEDERAL RESERVE SYSTEM 

A76 FEDERAL RESERVE BANKS, BRANCHES, 
AND OFFICES 
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431 THE U.S. FLOW OF FUNDS ACCOUNTS AND 
THEIR USES 

The U.S. flow of funds accounts compiled by the 
Board of Governors provide a broadly consis-
tent set of time-series data for tracking funds as 
they move from economic sectors that serve as 
sources of capital to sectors that use the capital 
to acquire physical and financial assets. They 
present a wide range of data organized by finan-
cial instrument and by sector. With statistics 
extending back more than a half a century, the 
accounts document financial developments, pro-
vide means for studying macroeconomic behav-
ior, and are used for policy purposes. This article 
briefly describes the accounts and shows how 
the data can be used to interpret major financial 
trends among households and nonfinancial cor-
porate businesses. 

442 INDUSTRIAL PRODUCTION AND CAPACITY 
UTILIZATION FOR MAY 2001 

Industrial production contracted 0.8 percent in 
May, to 143.1 percent of its 1992 average. After 
eight consecutive months of decline, industrial 
production in May was nearly 3 percent below 
its level in May 2000. The rate of capacity 
utilization for total industry fell 3A percentage 
point, to 77.4 percent, more than 4!/2 percentage 
points below its 1967-2000 average. 

445 TESTIMONY OF FEDERAL RESERVE 
OFFICIALS 

Laurence H. Meyer, Member, Board of Gover-
nors of the Federal Reserve System, testifies on 
the joint proposal by the Board and the Secre-
tary of the Treasury inviting public comment on 
whether the Board and the Treasury should find 
that real estate brokerage and real estate man-
agement are activities that are financial in nature 
or incidental or complementary to a financial 
activity and hence permissible for financial hold-
ing companies and financial subsidiaries of 
national banks under the Gramm-Leach-Bliley 
(GLB) Act; he states that although some of the 

comments favor the proposal, the vast majority 
have been submitted by individual real estate 
agents opposed to the proposal. He states further 
that the Board believes that a debate on these 
matters, which involve difficult issues, is the 
best way to identify and sort through the issues 
and is the type of debate envisioned by the GLB 
Act (Testimony before the Subcommittee on 
Financial Institutions and Consumer Credit of 
the House Committee on Financial Services, 
May 2, 2001). 

448 Roger W. Ferguson, Jr., Vice Chairman, Board 
of Governors of the Federal Reserve System, 
discusses the availability of credit to small busi-
nesses and highlights a few of the preliminary 
findings from the Board's third Survey of Small 
Business Finances, which was completed last 
year. He states that reports from small busi-
nesses are relatively upbeat with regard to the 
availability of credit; although risky borrowers 
face close scrutiny, banks have continued to 
accommodate the needs of their creditworthy 
business customers, while bank lending rates, on 
average, have moved lower (Testimony before 
the House Small Business Committee, May 17, 
2001). 

452 ANNOUNCEMENTS 

Directive by the Federal Open Market Commit-
tee and a decrease in the discount rate. 

Governor Edward W. Kelley, Jr., announces his 
intention to resign from the Board of Governors. 

Statement by Chairman Alan Greenspan on 
Governor Kelley's announcement. 

2001 Survey of Consumer Finances to commence. 

Consumer Advisory Council meeting and call 
for nominations. 

Request for comment on payments system risk 
policy and rescission of interaffiliate transfer 
policy. 

Interagency task force video on identity theft 
protection. 
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Publication of the May 2001 update to the Com-
mercial Bank Examination Manual. 

Publication of the June 2001 update to the Bank 
Holding Company Supervision Manual. 

Enforcement action. 

458 MINUTES OF THE FEDERAL OPEN MARKET 
COMMITTEE HELD ON MARCH 20, 2001 

At this meeting, the Committee voted to lower 
its target for the federal funds rate by 50 basis 
points to 5 percent. Subsequently, on April 18, 
2001, the Committee met via telephone confer-
ence to lower its target for the funds rate another 
50 basis points, to 4l/i percent. In taking both 
these actions, the Committee agreed that the 
risks were weighted mainly toward conditions 
that could generate economic weakness in the 
foreseeable future. 

465 LEGAL DEVELOPMENTS 

Various bank holding company, bank service 
corporation, and bank merger orders; and pend-
ing cases. 

482 DOMESTIC OPEN MARKET OPERATIONS 
DURING 2000 

A1 FINANCIAL AND BUSINESS STATISTICS 

These tables reflect data available as of 
May 29, 2001. 
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A 7 4 FEDERAL RESERVE BANKS, BRANCHES, 
AND OFFICES 

Report adapted from one presented to the Fed-
eral Open Market Committee. 
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501 MONETARY POLICY REPORT TO THE 
CONGRESS 

The weakness in the economy that emerged late 
last year has become more persistent and wide-
spread. In response, the FOMC has lowered 
the target federal funds rate six times this year, 
for a cumulative total reduction of 23A percent-
age points. A number of factors account for this 
unusually steep reduction in the federal funds 
rate, including the magnitude and rapidity of 
the slowdown and the need to offset a stronger 
dollar and lower equity prices. At midyear the 
information available for the recent performance 
of both the U.S. economy and some of our key 
trading partners remains somewhat downbeat, 
on balance. Nonetheless, a number of factors are 
in place that should set the stage for stronger 
growth later this year and in 2002. Moreover, 
the outlook for productivity growth over the 
longer run remains favorable. 

528 INDUSTRIAL PRODUCTION AND CAPACITY 
UTILIZATION FOR JUNE 2001 

Industrial production fell 0.7 percent in June, 
to 142.5 percent of its 1992 average; second-
quarter production was down 5.6 percent at 
an annual rate. The rate of capacity utilization 
for total industry sank to 77 percent, more 
than 5 percentage points below its 1967-2000 
average. 

531 TESTIMONY OF FEDERAL RESERVE 
OFFICIALS 

Roger W. Ferguson, Jr., Vice Chairman, Board 
of Governors of the Federal Reserve System, 
testifies on his nomination to serve a full 
term on the Board and discusses the Federal 
Reserve's objectives, including the importance 
of transparency, keeping in mind that the central 
bank must balance the need to be open and 
accountable with the need to maintain an effec-
tive process of decisionmaking by the Federal 
Open Market Committee (Testimony before 

the Senate Committee on Banking, Housing, 
and Urban Affairs, June 13, 2001). 

532 Alan Greenspan, Chairman, Board of Gover-
nors, discusses the condition of the U.S. banking 
system and testifies that in recent years, we have 
incorporated innovative ideas and accommo-
dated significant change in banking and super-
vision. He states further that building on bank 
practice, we are in the process of improving 
both lending and supervisory policies that will 
foster better risk management; and perhaps these 
policies could also reduce the pro-cyclical 
pattern of easing and tightening of bank lend-
ing and accordingly increase bank shareholder 
values and economic stability (Testimony before 
the Senate Committee on Banking, Housing, 
and Urban Affairs, June 20, 2001). 

535 ANNOUNCEMENTS 

Federal Open Market Committee directive and a 
decrease in the discount rate. 

Interagency release of annual host state loan-to-
deposit ratios. 

Interagency letter to the Securities and Exchange 
Commission on broker-dealer exemptions. 

FOMC meeting schedule for 2002. 

Enforcement actions. 

Availability of the Board's 87th Annual Report, 
2000 and the Annual Report: Budget Review, 
2001. 

Changes in Board staff. 

538 MINUTES OF THE FEDERAL OPEN MARKET 
COMMITTEE HELD ON MAY 15, 2001 

At this meeting, the Committee voted to lower 
its target for the federal funds rate by 50 basis 
points to 4 percent. In taking this action, the 
Committee continued to believe that the risks 
were weighted mainly toward conditions that 
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might generate economic weakness in the fore-
seeable future. 

545 LEGAL DEVELOPMENTS 

Various bank holding company, bank service 
corporation, and bank merger orders; and pend-
ing cases. 

565 MEMBERSHIP OF THE BOARD OF 
GOVERNORS OF THE FEDERAL RESERVE 
SYSTEM, 1913-2001 

List of appointive and ex officio members. 

A1 FINANCIAL AND BUSINESS STATISTICS 

These tables reflect data available as of 
June 27, 2001. 

A3 GUIDE TO TABULAR PRESENTATION 

A4 Domestic Financial Statistics 
A42 Domestic Nonfinancial Statistics 
A50 International Statistics 

A63 GUIDE TO STATISTICAL RELEASES AND 
SPECIAL TABLES 

A78 INDEX TO STATISTICAL TABLES 

A80 BOARD OF GOVERNORS AND STAFF 

A82 FEDERAL OPEN MARKET COMMITTEE AND 
STAFF; ADVISORY COUNCILS 

A84 FEDERAL RESERVE BOARD PUBLICATIONS 

A86 MAPS OF THE FEDERAL RESERVE SYSTEM 

A88 FEDERAL RESERVE BANKS, BRANCHES, 
AND OFFICES 
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567 OPPORTUNITIES AND CHALLENGES 
OF THE U.S. DOLLAR AS AN 
INCREASINGLY GLOBAL CURRENCY: 
A FEDERAL RESERVE PERSPECTIVE 

The rapid growth of demand for U.S. currency 
over the past two decades, especially the pro-
portion estimated to be held abroad, has posed 
challenges for the Federal Reserve in meeting 
its congressionally mandated responsibilities 
for currency availability and distribution. Those 
challenges lie in making certain that the Bureau 
of Engraving and Printing (BEP) prints adequate 
amounts of currency; that overseas distribution 
channels have sufficient capacity to distribute 
U.S. currency when and where it is needed; 
and that the integrity of U.S. currency is main-
tained by monitoring counterfeiting activity. In 
the process of meeting these challenges, the 
Federal Reserve has improved its methods of 
forecasting demand for U.S. currency, expanded 
currency distribution channels, and worked with 
the BEP and the U.S. Secret Service to protect 
against counterfeiting threats. 

This article gives an overview of the evolu-
tion of the Federal Reserve's responsibilities for 
U.S. currency, particularly in relation to the 
increase in foreign demand over the past two 
decades, and also discusses work on counterfeit 
deterrence. 

576 TREASURY AND FEDERAL RESERVE 
FOREIGN EXCHANGE OPERATIONS 

During the second quarter of 2001, the dollar 
appreciated 3.3 percent against the euro and 
depreciated 1.2 percent against the yen. On a 
trade-weighted basis, the dollar ended the quar-
ter nearly unchanged against the currencies 
of the United States' major trading partners. 
Over the quarter, market perceptions that the 
U.S. economy would emerge from its down-
turn sooner than the euro area provided under-
lying support for the dollar. The U.S. monetary 
authorities did not intervene in the foreign 
exchange markets during the quarter. 

582 INDUSTRIAL PRODUCTION AND CAPACITY 
UTILIZATION FOR JULY 2001 

Industrial production contracted 0.1 percent in 
July, its tenth consecutive monthly decline. At 
142.8 percent of its 1992 average, industrial 
production in July was 3.2 percent lower than in 
July 2000. Capacity utilization for total industry 
was 77.0 percent, a level more than 5 percentage 
points below its 1967-2000 average. 

586 TESTIMONY OF FEDERAL RESERVE 
OFFICIALS 

Dolores S. Smith, Director, Division of Con-
sumer and Community Affairs, Board of Gover-
nors of the Federal Reserve System, offers the 
views of Board staff on H.R. 1701, the Con-
sumer Rental Purchase Agreement Act, which 
would require cost disclosures for "rental-
purchase" agreements, also known as "rent-to-
own" transactions; she states that H.R. 1701 
treats rent-to-own transactions differently from 
both credit sales and traditional leases and 
would, therefore, cover them under a separate 
regulatory scheme altogether. Further, she states 
that consumer disclosures are most effective 
when consumers receive them early enough in 
the process to use them as a shopping tool and 
when the disclosures are presented in a way that 
enables consumers to focus on the key costs 
and terms (Testimony before the Subcommittee 
on Financial Institutions and Consumer Credit 
of the House Committee on Financial Services, 
July 12, 2001). 

588 Alan Greenspan, Chairman, Board of Gover-
nors, presents the Board's semiannual report on 
monetary policy and testifies that by aggres-
sively easing the stance of monetary policy, the 
Federal Reserve has moved to support demand 
and help lay the groundwork for the economy to 
achieve maximum sustainable growth. He states 
further that once the forces that are currently 
containing investment initiatives dissipate, new 
applications of innovative technologies should 
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again strengthen demand for capital equipment 
and restore solid economic growth over time 
that benefits us all (Testimony before the House 
Committee on Financial Services, July 18, 2001. 
Chairman Greenspan presented identical testi-
mony before the Senate Committee on Banking, 
Housing, and Urban Affairs on July 24, 2001). 

593 Laurence H. Meyer, Member, Board of Gover-
nors, presents the views of the Board on deposit 
insurance reform as proposed by the Federal 
Deposit Insurance Corporation (FDIC) this past 
spring and states that there are several aspects of 
the deposit insurance system that need reform; 
the Board supports, with some modifications, all 
except one of the FDIC's recommendations. 
Further, with no clear public benefit to increas-
ing deposit insurance, the Board sees no reason 
to increase the scope of the safety net and 
believes that the time has come to draw the line 
on expanding government guarantees (Testi-
mony before the Subcommittee on Financial 
Institutions and Consumer Credit of the House 
Committee on Financial Services, July 26, 
2001). 

598 ANNOUNCEMENTS 

Vice Chairman Ferguson sworn in to new term 
on the Board of Governors. 

Compliance date lifted for consumer electronic 
disclosures. 

Advance notice of proposed rulemaking regard-
ing the Community Reinvestment Act. 

600 LEGAL DEVELOPMENTS 

Various bank holding company, bank service 
corporation, and bank merger orders; and pend-
ing cases. 

A1 FINANCIAL AND BUSINESS STATISTICS 

These tables reflect data available as of 
July 27, 2001. 

A3 GUIDE TO TABULAR PRESENTATION 

A4 Domestic Financial Statistics 
A42 Domestic Nonfinancial Statistics 
A50 International Statistics 

A63 GUIDE TO STATISTICAL RELEASES AND 
SPECIAL TABLES 

A80 INDEX TO STATISTICAL TABLES 

A82 BOARD OF GOVERNORS AND STAFF 

A84 FEDERAL OPEN MARKET COMMITTEE AND 

STAFF; ADVISORY COUNCILS 

A86 FEDERAL RESERVE BOARD PUBLICATIONS 

A88 MAPS OF THE FEDERAL RESERVE SYSTEM 
A90 FEDERAL RESERVE BANKS, BRANCHES, 

AND OFFICES 

Availability of Spanish-language brochure on 
bank complaint instructions. 

Enforcement action. 
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633 THE U.S. SYSTEM FOR MEASURING 
CROSS-BORDER INVESTMENT IN 
SECURITIES: A PRIMER WITH A 
DISCUSSION OF RECENT DEVELOPMENTS 

The tremendous growth in cross-border securi-
ties investment in recent years has called atten-
tion to the systems used by the United States and 
other countries to measure international securi-
ties flows and holdings. Ideally, the data gath-
ered by the United States could tell us the extent 
to which foreign investors hold U.S. securities, 
the types of securities held, and the countries in 
which the securities are held, for example, and 
could identify trends in investment. This article 
looks at how well the data shed light on these 
topics. Special attention is given to the system's 
design and the implications of the design for 
data analysis. Also discussed are anticipated 
changes to the system and international efforts 
to improve data collection systems worldwide. 

651 INDUSTRIAL PRODUCTION AND CAPACITY 
UTILIZATION FOR AUGUST 2001 

Industrial production fell 0.8 percent in August, 
to 141.5 percent of its 1992 average. Having 
declined for eleven consecutive months, indus-
trial production in August was nearly 5 percent 
below its level in August 2000. The rate of 
capacity utilization for total industry fell 0.7 per-
centage point, to 76.2 percent, a level almost 
6 percentage points below its 1967-2000 
average. 

654 TESTIMONY OF FEDERAL RESERVE 
OFFICIALS 

Laurence H. Meyer, Member, Board of Gover-
nors, presents the views of the Federal Reserve 
on the interim final rules issued by the Securities 
and Exchange Commission (SEC) to implement 
the securities provisions of the Gramm-Leach-
Bliley Act (GLB Act) and states that the Board 
believes that the manner in which the bank 
securities provisions of the GLB Act are imple-
mented is critically important to the ability of 
banks to continue to provide high-quality bank-
ing services to their customers. He states further, 

however, that the Board believes that significant 
substantive changes must be made to the interim 
final rules so that they reflect the words of the 
statute and the intention of the Congress (Testi-
mony before the Subcommittee on Financial 
Institutions and Credit and the Subcommittee on 
Capital Markets, Insurance, and Government 
Sponsored Enterprises of the House Committee 
on Financial Services, August 2, 2001). 

661 ANNOUNCEMENTS 

Federal Open Market Committee directives and 
discount rate changes. 

Board issues statement following World Trade 
Center and Pentagon terrorist attacks. 

Federal Reserve and European Central Bank 
agree on swap arrangement. 

Federal Reserve and Bank of Canada augment 
swap facility. 

Federal Reserve and Bank of England agree on 
swap arrangement. 

Federal Reserve encourages banks to work with 
customers affected by disaster. 

Interagency advisory issued on bank balance 
sheets and capital ratios. 

Board approves final rule on financial subsidi-
aries of state member banks. 

Board to purchase office building in Washing-
ton, D.C. 

Errata: Federal Reserve Bulletin table. 

665 MINUTES OF THE FEDERAL OPEN MARKET 
COMMITTEE MEETING HELD 
ON JUNE 26-27, 2001 
At this meeting, the Committee voted to lower 
its target for the federal funds rate by 25 basis 
points, to 33A percent. In taking this action, the 
Committee continued to believe that the risks 
were weighted mainly toward conditions that 
might generate economic weakness in the fore-
seeable future. 
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673 LEGAL DEVELOPMENTS 

Various bank holding company, bank service 
corporation, and bank merger orders; and pend-
ing cases. 

AI FINANCIAL AND BUSINESS STATISTICS 

These tables reflect data available as of 
July 27, 2001. 

A3 GUIDE TO TABULAR PRESENTATION 

A4 Domestic Financial Statistics 
A42 Domestic Nonfinancial Statistics 
A50 International Statistics 

A63 GUIDE TO STATISTICAL RELEASES AND 
SPECIAL TABLES 

A66 INDEX TO STATISTICAL TABLES 

A68 BOARD OF GOVERNORS AND STAFF 

A70 FEDERAL OPEN MARKET COMMITTEE AND 
STAFF; ADVISORY COUNCILS 

A72 FEDERAL RESERVE BOARD PUBLICATIONS 

A74 MAPS OF THE FEDERAL RESERVE SYSTEM 

A76 FEDERAL RESERVE BANKS, BRANCHES, 
AND OFFICES 
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719 THE ECONOMIC PERFORMANCE OF SMALL 
BANKS, 1985-2000 

Several trends in the financial industry over 
the past decade and a half have potentially 
threatened the competitiveness of small banks. 
Among these developments are the numerous 
mergers that increased the size and scope of 
large banks and the increased competition from 
mutual funds and other nonbank financial insti-
tutions. This article examines the economic per-
formance of small banks during the 1985-2000 
period by focusing on their ability to attract and 
profitably intermediate insured and uninsured 
deposits. It finds that the expansion of deposits 
and assets at small banks, when adjusted to 
account for the effects of mergers on measured 
growth, has consistently exceeded the growth at 
large banks. Moreover, the profitability of small 
banks has remained high over the period. These 
indications of strength among small banks as a 
whole also hold true for subgroups within the 
small bank sector. Aside from their success in 
attracting deposits, the key reasons for the gen-
erally good performance of small banks in recent 
years appear to be their ability to earn relatively 
high rates of return on their loans and an 
increase in the share of their portfolios devoted 
to loans. 

729 INDUSTRIAL PRODUCTION AND CAPACITY 
UTILIZATION FOR SEPTEMBER 2001 

Industrial production fell 1.0 percent in Septem-
ber, its twelfth consecutive monthly decline. At 
140.3 percent of its 1992 average, output was 
5.8 percent below its level in September 2000. 
The rate of capacity utilization for total industry 
sank 0.9 percentage point, to 75.5 percent, a 
level 6.6 percentage points below its 1967-2000 
average and about 7 percentage points below its 
level in September 2000. 

733 TESTIMONY OF FEDERAL RESERVE 
OFFICIALS 

Alan Greenspan, Chairman, Board of Governors 
of the Federal Reserve System, testifies on the 

financial implications of the terrorism of Sep-
tember 11 and states that although nobody has 
the capacity to fathom fully how the tragedy of 
September 11 will play out, for the longer term, 
prospects for continued rapid technological 
advance and associated faster productivity 
growth are scarcely diminished. He states fur-
ther that those prospects, born of the ingenuity 
of our people and the strength of our system, 
fortify a promising future for our free nation 
(Testimony before the Senate Committee on 
Banking, Housing, and Urban Affairs, Septem-
ber 20, 2001). 

735 ANNOUNCEMENTS 

Federal Open Market Committee actions and 
changes in the discount rate. 

Appointment of chairmen and deputy chairmen 
of the Federal Reserve Banks for 2002. 

Extension of public comment period on pay-
ment system risk policy. 

Meeting of the Consumer Advisory Council. 

Modification of private-sector adjustment factor 
for priced services calculations. 

Interagency data on increase in adversely classi-
fied syndicated bank loans. 

Public workshop on Gramm-Leach-Bliley Act 
privacy notices. 

Board launch of interactive web site for stu-
dents, educators, and general public. 

Enforcement actions. 

739 MINUTES OF THE FEDERAL OPEN MARKET 
COMMITTEE MEETING HELD 
ON AUGUST 21, 2001 

At this meeting, the Committee voted to lower 
its target for the federal funds rate by 25 basis 
points, to 3V2 percent. In taking this action, the 
Committee continued to believe that the risks 
were weighted mainly toward conditions that 
might generate economic weakness in the fore-
seeable future. Subsequently, on September 17, 
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2001, the Committee met via telephone confer-
ence and voted to lower the federal funds rate 
by 50 basis points, to 3 percent. This action was 
taken against the backdrop of heightened con-
cerns and uncertainty created by the recent 
terrorist attacks and their potentially adverse 
effects on asset prices and the performance 
of the economy. Moreover, shortly after the 
attacks, the Committee voted to temporarily 
establish or enlarge reciprocal currency (swap) 
arrangements with the European Central Bank, 
the Bank of Canada, and the Bank of England. 

747 LEGAL DEVELOPMENTS 

Various bank holding company, bank service 
corporation, and bank merger orders; and pend-
ing cases. 

A I FINANCIAL AND BUSINESS STATISTICS 

These tables reflect data available as of 
September 26, 2001. 

A3 GUIDE TO TABULAR PRESENTATION 

A4 Domestic Financial Statistics 
A42 Domestic Nonfinancial Statistics 
A50 International Statistics 

A63 GUIDE TO STATISTICAL RELEASES AND 
SPECIAL TABLES 

A72 INDEX TO STATISTICAL TABLES 

A74 BOARD OF GOVERNORS AND STAFF 

A76 FEDERAL OPEN MARKET COMMITTEE AND 

STAFF; ADVISORY COUNCILS 

A78 FEDERAL RESERVE BOARD PUBLICATIONS 

A80 MAPS OF THE FEDERAL RESERVE SYSTEM 

A82 FEDERAL RESERVE BANKS, BRANCHES, 
AND OFFICES 
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757 TREASURY AND FEDERAL RESERVE 
FOREIGN EXCHANGE OPERATIONS 

During the third quarter of 2001, the dollar 
depreciated 7.3 percent against the euro and 
4.1 percent against the yen. On a trade-weighted 
basis, the dollar ended the quarter 2.6 percent 
lower. Economic data released even before the 
terrorist attacks on September 11 suggested that 
the U.S. economic slowdown would likely be 
more protracted than previously expected, which 
generally weighed on the dollar. The attacks 
heightened pre-existing concerns about the 
weakness of the U.S. economy and lent further 
momentum to the general trends that prevailed 
earlier in the quarter. The U.S. monetary authori-
ties did not intervene in the foreign exchange 
markets during the quarter. 

763 INDUSTRIAL PRODUCTION AND CAPACITY 
UTILIZATION FOR OCTOBER 2001 

In October, industrial production fell 1.1 percent, 
to 139.3 percent of its 1992 average, and was 
6.3 percent below its level a year ago. The rate 
of capacity utilization for total industry fell 
0.9 percentage point, to 74.8 percent, a level 
7.3 percentage points below its 1967-2000 
average. 

767 TESTIMONY OF FEDERAL RESERVE 
OFFICIALS 

Alan Greenspan, Chairman, Board of Governors 
of the Federal Reserve System, discusses recent 
developments in the U.S. economy and states 
that despite the tragic events of September 11, 
the foundations of our free society remain 
sound, and we will recover and prosper as we 
have in the past. He states further that the level 
of productivity will presumably undergo a one-
time downward adjustment as our economy 
responds to higher levels of perceived risk, but 
once the adjustment is completed, productivity 
growth should resume at rates in excess of those 
that prevailed in the quarter-century preceding 

1995 (Testimony before the Joint Economic 
Committee of the U.S. Congress, October 17, 
2001). 

769 Dolores S. Smith, Director, Division of Con-
sumer and Community Affairs, discusses the 
Board's responsibilities in administering a num-
ber of consumer protection laws and states that 
as part of the bank examination process, the 
Federal Reserve enforces the federal banking 
laws, including the Truth in Lending rules, 
with respect to the approximately 980 state-
chartered banks that are members of the Federal 
Reserve System. She testifies that in the Federal 
Reserve's examination of state member banks 
that are involved in credit card lending, it has 
not found any widespread practices that violate 
applicable laws or regulations; further, viola-
tions have been found in only a small number 
of banks, and even in those cases, the violations 
have generally been isolated in scope (Testi-
mony before the Subcommittee on Financial 
Institutions and Consumer Credit of the House 
Committee on Financial Services, November 1, 
2001). 

773 ANNOUNCEMENTS 

Federal Open Market Committee directive and 
discount rate decrease. 

Final rule on Regulation K. 

Request for comment on subpart of Regula-
tion K. 

Annual adjustments for reserve requirements 
and deposit reporting. 

Approval of 2002 fee schedules for Reserve 
Bank payment services. 

Designation of agency representatives to Air 
Transportation Stabilization Board. 

Board discount rate meeting minutes. 

Enforcement actions. 

Discontinuation of statistical table in the Fed-
eral Reserve Bulletin. 
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November 2001 update of the Commercial Bank 
Examination Manual. 

ILL LEGAL DEVELOPMENTS 

Various bank holding company, bank service 
corporation, and bank merger orders; and pend-
ing cases. 

A1 FINANCIAL AND BUSINESS STATISTICS 

These tables reflect data available as of 
October 29, 2001. 

A3 GUIDE TO TABLES 

A4 Domestic Financial Statistics 
A42 Domestic Nonfinancial Statistics 
A50 International Statistics 

A63 GUIDE TO STATISTICAL RELEASES AND 
SPECIAL TABLES 

A64 INDEX TO STATISTICAL TABLES 

A66 BOARD OF GOVERNORS AND STAFF 

A68 FEDERAL OPEN MARKET COMMITTEE AND 
STAFF; ADVISORY COUNCILS 

A70 FEDERAL RESERVE BOARD PUBLICATIONS 

A72 ANTICIPATED SCHEDULE OF RELEASE 
DATES FOR PERIODIC RELEASES 

A74 MAPS OF THE FEDERAL RESERVE SYSTEM 

A76 FEDERAL RESERVE BANKS, BRANCHES, 
AND OFFICES 

All INDEX TO VOLUME 87 
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L SURVEY OF FINANCE COMPANIES, 2000 

Against a backdrop of robust economic activity, 
the finance company sector expanded briskly over 
the second half of the 1990s. The value of receiv-
ables held by finance companies in the United 
States rose nearly 50 percent, or about 11 percent 
a year, between 1996 and 2000. Business lending 
remained finance companies' major line of activ-
ity; the importance to the sector of consumer 
lending and leasing declined slightly, and the 
importance of real estate lending rose a bit. These 
and other findings from the Federal Reserve's 
mid-2000 benchmark survey of finance compa-
nies, as well as developments in the sector since 
that time, are discussed in this article. 

15 ANNOUNCEMENTS 

Federal Open Market Committee directive and 
discount rate changes. 

Resignation of Governor Edward W. Kelley, Jr. 

Oath of office taken by new Board Governors 
Susan Schmidt Bies and Mark W. Olson. 

Adoption of revised payment system risk policy. 

Final rule amending Regulation Z (Truth in 
Lending) regarding the Home Ownership and 
Equity Protection Act (HOEPA) and predatory 
lending. 

Proposed revisions to staff commentary on Regu-
lation Z (Truth in Lending) regarding consumer 
credit disclosures. 

Interagency final rule on capital requirements for 
asset securitizations. 

Interagency guidance on compliance with con-
sumer privacy regulations. 

Results of study on retail payment system. 

Annual adjustment of trigger fee for additional 
mortgage loan disclosures. 

Board discount rate meeting minutes. 

Anthrax tests at Board. 

Elimination of selected reprints from Federal 
Reserve Bulletin. 

Publication of 2001 update of Bank Holding 
Company Supervision Manual. 

Enforcement actions. 

Board organizational and staff changes. 

25 LEGAL DEVELOPMENTS 

Various bank holding company, bank service 
corporation, and bank merger orders; and pend-
ing cases. 

64 MEMBERSHIP OF THE BOARD OF 
GOVERNORS OF THE FEDERAL RESERVE 
SYSTEM, 1913-2001 

List of appointive and ex officio members. 

AI FINANCIAL AND BUSINESS STATISTICS 

These tables reflect data available as of 
November 26, 2001. 

A3 GUIDE TO TABLES 

A4 Domestic Financial Statistics 
A42 Domestic Nonfinancial Statistics 
A50 International Statistics 

A63 GUIDE TO STATISTICAL RELEASES AND 
TABULAR PRESENTATION 

A66 INDEX TO STATISTICAL TABLES 

A68 BOARD OF GOVERNORS AND STAFF 

A70 FEDERAL OPEN MARKET COMMITTEE AND 
STAFF; ADVISORY COUNCILS 

A72 FEDERAL RESERVE BOARD PUBLICATIONS 

A74 MAPS OF THE FEDERAL RESERVE SYSTEM 

A76 FEDERAL RESERVE BANKS, BRANCHES, 
AND OFFICES 
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67 THE EVOLUTION OF THE FEDERAL 
RESERVE'S INTRADAY CREDIT POLICIES 

One of the Federal Reserve's roles is to provide 
payment services to depository institutions and to 
the U.S. Treasury. Many of the nation's transfers 
of funds—whether they are large-dollar payments 
for financial market transactions or small-value 
business and consumer payments—settle through 
depository institutions' accounts held at the Fed-
eral Reserve for reserve-maintenance purposes 
and transaction processing. If a depository insti-
tution has insufficient balances during the day 
to cover its debits, it will run a negative balance 
or "daylight overdraft" in its Federal Reserve 
account until sufficient funds are received later in 
the day. Because depository institutions generally 
hold a relatively small amount of funds overnight 
in their Federal Reserve accounts in relation to 
the trillions of dollars of payments processed by 
the Federal Reserve each day, the Federal Reserve 
extends intraday credit to ensure the smooth func-
tioning of the U.S. payment system. 

To reduce the risks that depository institutions 
present to the Federal Reserve through their use 
of daylight credit and to address the risks that 
payment systems, in general, present to the bank-
ing system and other sectors of the economy, the 
Federal Reserve Board in 1985 developed a pay-
ments system risk (PSR) policy. One of the pri-
mary goals of the PSR policy is to control deposi-
tory institutions' use of Federal Reserve intraday 
credit, and as the policy has evolved, the Board 
has adopted specific methods for controlling day-
light overdrafts. The history of the Board's PSR 
policy, trends in daylight overdraft and payment 
activity, and a possible future policy direction are 
discussed in this article. 

85 ANNOUNCEMENTS 

Swearing-in ceremony for Governors Bies and 
Olson. 

Resignation of Governor Laurence H. Meyer. 

Appointments of new members and the president 
and vice president of the Thrift Institutions Advi-
sory Council. 

Appointments of new members and the chair and 
vice chair of the Consumer Advisory Council. 

Increase in the asset-size exemption threshold 
under Regulation C. 

Preliminary figures on income of the Federal 
Reserve Banks. 

Adoption of final interagency rules concerning 
the regulatory capital treatment of nonfinancial 
equity investments. 

Minutes of Board discount rate meetings. 

Enforcement actions. 

91 LEGAL DEVELOPMENTS 

Various bank holding company, bank service 
corporation, and bank merger orders; and pend-
ing cases. 

138 MEMBERSHIP OF THE BOARD OF 
GOVERNORS OF THE FEDERAL RESERVE 
SYSTEM, 1913-2002 

List of appointive and ex officio members. 

A1 FINANCIAL AND BUSINESS STATISTICS 

These tables reflect data available as of 
December 27, 2001. 

A3 GUIDE TO TABLES 

A4 Domestic Financial Statistics 
A42 Domestic Nonfinancial Statistics 
A50 International Statistics 

A63 GUIDE TO SPECIAL TABLES AND 
STATISTICAL RELEASES 

A76 INDEX TO STATISTICAL TABLES 

A78 BOARD OF GOVERNORS AND STAFF 

A80 FEDERAL OPEN MARKET COMMITTEE AND 
STAFF; ADVISORY COUNCILS 

A82 FEDERAL RESERVE BOARD PUBLICATIONS 

A84 MAPS OF THE FEDERAL RESERVE SYSTEM 

A86 FEDERAL RESERVE BANKS, BRANCHES, 
AND OFFICES 
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141 MONETARY POLICY REPORT TO THE 
CONGRESS 

Last year was a difficult one for the economy of 
the United States. The slowdown in the growth 
of economic activity that had become apparent 
in late 2000 intensified in the first half of 2001, 
as businesses slashed investment spending and 
declines in manufacturing output steepened. 
Foreign economies also slowed, further reduc-
ing the demand for U.S. production. The aggres-
sive actions by the Federal Reserve to ease the 
stance of monetary policy in the first half of the 
year provided support to consumer spending and 
the housing sector. Nevertheless, the weakening 
in activity became more widespread through the 
summer, job losses mounted further, and the 
unemployment rate moved higher. The devastat-
ing events of September 11 further set back an 
already fragile economy. The economic fallout 
of the events of September 11 led the Federal 
Open Market Committee (FOMC) to cut the 
target federal funds rate early the following 
week and again at each meeting through the end 
of the year. 

Firms moved quickly to reduce payrolls and 
cut production after mid-September; manu-
facturing and industries related to travel, hos-
pitality, and entertainment bore the brunt of 
the downturn. Consumer spending, however, 
remained surprisingly solid over the final three 
months of the year in the face of enormous 
economic uncertainty, widespread job losses, 
and further deterioration of household balance 
sheets from the sharp drop in equity prices 
immediately following September 11. With busi-
nesses having positioned themselves to absorb a 
falloff of demand, the surprising strength in 
household spending late in the year resulted in a 
dramatic liquidation of inventories. In the end, 
real GDP posted a much better performance 
than had been anticipated in the immediate after-
math of the attacks. 

More recently, there have been encouraging 
signs that economic activity is beginning to firm. 
The FOMC left its target for the federal funds 
rate unchanged in its meeting in January 2002, 
but reflecting a concern that growth could be 

weaker than the economy's potential for a time, 
the Committee retained its assessment that the 
balance of risks were tilted unacceptably toward 
economic weakness. The extent and persistence 
of any recovery in production will, of course, 
depend critically on the trajectory of final 
demand in the period ahead, a period in which 
the economy faces considerable risk of subpar 
economic performance. 

173 INDUSTRIAL PRODUCTION AND CAPACITY 
UTILIZATION: THE 2001 ANNUAL REVISION 

In late 2001, the Board of Governors of the 
Federal Reserve System published the annual 
revision of its index of industrial production 
and the related measures of capacity and capac-
ity utilization for the period January 1992 to 
October 2001. The updated measures reflect 
the incorporation of newly available, more-
comprehensive source data and the introduction 
of improved methods for compiling a few series. 

Measured fourth quarter to fourth quarter, 
increases in rates of industrial output and capac-
ity have been revised downward from rates pre-
viously reported for 1999 and 2000. The revi-
sion places the decline in industrial output in 
2001 at an annual rate of 6.0 percent. The esti-
mated rate of increase in capacity in 2001 was 
lowered by 0.7 percentage point, to 1.7 percent. 
The rate of industrial capacity utilization as of 
the third quarter of 2001 was little changed by 
the revision; at 74.6 percent in the fourth quarter 
of 2001, the rate is 4 percentage points below 
the nadir of the 1990-91 recession but 3 percent-
age points above that of the 1982 recession. 

188 ANNOUNCEMENTS 

Federal Open Market Committee directive. 

Publication of revisions to Regulation C. 

Amendments to the disclosure requirements of 
Regulation C. 

Interagency release of consumer guide on pri-
vacy notices. 

Release of minutes of Board discount rate 
meetings. 
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191 LEGAL DEVELOPMENTS 

Various bank holding company, bank service 
corporation, and bank merger orders; and pend-
ing cases. 

A1 FINANCIAL AND BUSINESS STATISTICS 

These tables reflect data available as of 
January 29, 2002. 
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201 CONSUMERS AND CREDIT DISCLOSURES: 
CREDIT CARDS AND CREDIT INSURANCE 

Under the Truth in Lending Act, the Federal 
Reserve has the responsibility for writing the 
implementing rules, which it has carried out 
with its Regulation Z. Because this law is so 
critical for federal consumer protection policy in 
the credit area and because it imposes significant 
compliance costs on creditors, questions have 
been raised about consumers' use of the protec-
tions inherent in Truth in Lending. 

Even though measurement of the precise 
effect of particular disclosure requirements on 
credit-use behavior or competition is problem-
atic, one can study consumers' reports of their 
views about marketplace information conditions 
and their uses of required disclosures. To this 
end, the Federal Reserve Board and others have 
periodically sponsored and analyzed consumer 
surveys on disclosure matters since 1969, when 
the original act was implemented. In this article, 
the results of two surveys undertaken in 2001 
of consumers' opinions about information avail-
ability are examined in the context of the earlier 
survey findings. The new data focus on consum-
ers who use two, sometimes controversial, finan-
cial products—credit cards and credit insurance. 

214 ANNOUNCEMENTS 

Federal Open Market Committee directive. 

Equity hedges for state member banks. 

Interagency statement on Arthur Andersen. 

Interagency effort to standardize electronic loan 
information. 

New security procedures for meeting of the Con-
sumer Advisory Council. 

Enforcement actions. 

Discontinuation of special table in the Federal 
Reserve Bulletin. 

Publication of the Statistical Digest, 1996-
2000. 

Changes in Board staff. 

Revisions to the money stock data. 

221 LEGAL DEVELOPMENTS 

Various bank holding company, bank service 
corporation, and bank merger orders; and pend-
ing cases. 

AI FINANCIAL AND BUSINESS STATISTICS 

These tables reflect data available as of 
February 25, 2002. 

A3 GUIDE TO TABLES 

A4 Domestic Financial Statistics 
A42 Domestic Nonfinancial Statistics 
A50 International Statistics 

A63 GUIDE TO SPECIAL TABLES AND 
STATISTICAL RELEASES 

A64 INDEX TO STATISTICAL TABLES 

A66 BOARD OF GOVERNORS AND STAFF 

A68 FEDERAL OPEN MARKET COMMITTEE AND 
STAFF; ADVISORY COUNCILS 

A70 FEDERAL RESERVE BOARD PUBLICATIONS 

A72 MAPS OF THE FEDERAL RESERVE SYSTEM 

A74 FEDERAL RESERVE BANKS, BRANCHES, 
AND OFFICES 
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2 3 5 U.S. INTERNATIONAL TRANSACTIONS 
IN 2001 

The U.S. current account deficit narrowed 
noticeably in 2001. Both imports and exports 
of goods and services fell during the year in 
response to a global weakening of economic 
activity. The decline in the deficit followed a 
substantial widening during most of the past 
decade. For 2001, a smaller merchandise trade 
deficit and a slightly larger surplus in trade 
in services offset a continued widening of the 
deficit on investment income. The U.S. current 
account deficit is the counterpart of a net inflow 
of foreign capital that represents a source of 
saving (of more than $400 billion) to help 
finance U.S. domestic investment. To finance the 
U.S. current account deficit, net private capital 
flowed in at a record pace in 2001 and included 
unprecedented net inflows through private secu-
rities transactions. 

If economic activity grows faster in the 
United States than abroad in 2002, as most 
forecasters expect, the U.S. external deficit will 
widen, as U.S. imports of goods and services are 
likely to expand more rapidly than U.S. exports 
of goods and services. The degree to which 
the deficit widens will depend largely on the 
strength of the economic recovery in our princi-
pal trading partners and on the financial effects 
of that recovery and of the past appreciation of 
the dollar. 

2 4 8 ANNOUNCEMENTS 

Final rule on risk weighting for claims on secu-
rities firms. 

Revisions to staff commentary on Regulation Z 
(Truth in Lending). 

Publication of consumer guide on electronic 
check conversion transactions. 

Release of minutes of Board discount rate 
meetings. 

2 5 1 LEGAL DEVELOPMENTS 

Various bank holding company, bank service 
corporation, and bank merger orders; and pend-
ing cases. 

A I FINANCIAL AND BUSINESS STATISTICS 

These tables reflect data available as of 
March 27, 2002. 

A 3 GUIDE TO TABLES 

A4 Domestic Financial Statistics 
A42 Domestic Nonfinancial Statistics 
A50 International Statistics 

A 6 3 GUIDE TO SPECIAL TABLES AND 
STATISTICAL RELEASES 

A 7 6 INDEX TO STATISTICAL TABLES 

A 7 8 BOARD OF GOVERNORS AND STAFF 
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STAFF; ADVISORY COUNCILS 
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259 PROFITS AND BALANCE SHEET 
DEVELOPMENTS AT U.S. COMMERCIAL 
BANKS IN 2001 

Despite the economic slowdown, the profitabil-
ity of the U.S. commercial banking industry 
remained high in 2001. Although the weak econ-
omy contributed to a sharp rise in provisions for 
loan and lease losses, those losses were offset 
in large part by an advance in realized gains 
on investment account securities as banks' port-
folios benefited from declining short- and 
intermediate-term market interest rates. Profits 
were also supported by reductions in noninterest 
expense, as large merger-related charges in 2000 
were not repeated last year. Lower short-term 
interest rates also spurred a rapid increase in 
core deposits, which provided banks with plenti-
ful, low-interest-rate funding. The expansion of 
bank balance sheets was slower in 2001 than in 
the preceding year, as weaker economic activity 
held down growth in loans to businesses. Loans 
to households advanced relatively rapidly, 
though at a somewhat slower pace than in 2000. 
An increase in the share of banks' portfolios 
consisting of mortgage-backed securities issued 
by government agencies, which have lower risk 
weights than loans, together with continued 
strong earnings, contributed to an increase in 
risk-based capital ratios. 

289 ANNOUNCEMENTS 

Postponement of recent amendments to Regula-
tion C (Home Mortgage Disclosure Act). 

Interagency guidance on risks of parallel-owned 
banking organizations. 

Availability of the Board's 88th Annual Report, 
2001 and the Annual Report, Budget Review, 
2002. 

Discontinuance of ten statistical tables in the 
Federal Reserve Bulletin. 

Enforcement action. 

293 LEGAL DEVELOPMENTS 

Various bank holding company, bank service 
corporation, and bank merger orders; and pend-
ing cases. 

AI FINANCIAL AND BUSINESS STATISTICS 

These tables reflect data available as of 
April 25, 2002. 

A3 GUIDE TO TABLES 

A4 Domestic Financial Statistics 
A42 Domestic Nonfinancial Statistics 
A50 International Statistics 

A63 GUIDE TO SPECIAL TABLES AND 
STATISTICAL RELEASES 

A64 INDEX TO STATISTICAL TABLES 

A66 BOARD OF GOVERNORS AND STAFF 

A68 FEDERAL OPEN MARKET COMMITTEE AND 
STAFF; ADVISORY COUNCILS 

A70 FEDERAL RESERVE BOARD PUBLICATIONS 

A72 SCHEDULE OF RELEASE DATES FOR 
PERIODIC RELEASES 

A74 MAPS OF THE FEDERAL RESERVE SYSTEM 
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AND OFFICES 
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313 PROPOSED REVISION TO THE FEDERAL 
RESERVE'S DISCOUNT WINDOW LENDING 
PROGRAMS 

The Board of Governors' Regulation A cur-
rently authorizes the Federal Reserve Banks to 
operate three main discount window programs: 
adjustment credit, extended credit, and seasonal 
credit. On May 17, 2002, the Board published 
for public comment a proposed amendment to 
Regulation A that would establish two new dis-
count window programs called primary credit 
and secondary credit as replacements for adjust-
ment and extended credit. Primary credit would 
be available for very short terms, ordinarily 
overnight, to depository institutions that are in 
generally sound financial condition. Secondary 
credit would be available, subject to Reserve 
Bank approval and monitoring, for depository 
institutions that did not qualify for primary 
credit. 

The interest rate on primary credit would 
usually be above short-term market interest 
rates, including the federal funds rate, as 
opposed to the current situation in which the 
discount rate (the interest rate for adjustment 
credit) is typically below money market interest 
rates. Because of the above-market rate, the 
restrictions currently employed to limit access 
to adjustment credit will be unnecessary for 
primary credit. The primary credit program 
would be broadly similar to mechanisms 
adopted by many other major central banks to 
provide credit at the margin at an above-market 
rate. 

White paper on settlement of government 
securities. 

Minutes of Board discount rate meetings. 

Anthrax tests at the Board. 

Publication of May 2002 update to the Commer-
cial Bank Examination Manual. 

Enforcement actions. 

Board staff change. 

325 LEGAL DEVELOPMENTS 

Various bank holding company, bank service 
corporation, and bank merger orders; and pend-
ing cases. 

AI FINANCIAL AND BUSINESS STATISTICS 

These tables reflect data available as of 
May 29, 2002. 

A3 GUIDE TO TABLES 

A4 Domestic Financial Statistics 
A42 Domestic Nonfinancial Statistics 
A44 International Statistics 

A57 GUIDE TO SPECIAL TABLES AND 
STATISTICAL RELEASES 

A58 INDEX TO STATISTICAL TABLES 

A60 BOARD OF GOVERNORS AND STAFF 

320 ANNOUNCEMENTS 

Federal Open Market Committee directive. 

Letter from Chairman Greenspan on Federal 
Trade Commission Act and unfair banking 
practices. 

Proposal to revise the discount window program. 

Advisory on fraud schemes involving financial 
instruments. 
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333 MONETARY POLICY REPORT TO THE 
CONGRESS 

The pace of economic activity in the United 
States picked up noticeably in the first half of 
2002 as some of the powerful forces that had 
been restraining spending for the preceding year 
and a half abated. The economy expanded espe-
cially rapidly early in the year. As had been 
anticipated, much of the first quarter's strength 
in production resulted from the efforts of firms 
to limit a further drawdown of inventories after 
the enormous liquidation in the fourth quarter of 
2001. Economic activity appears to have moved 
up further in recent months but at a slower pace 
than earlier in the year. 

Notable crosscurrents remain at work in the 
outlook for economic activity. Although some of 
the most recent indicators have been encour-
aging, businesses still appear to be reluctant to 
add appreciably to workforces or to boost capi-
tal spending, presumably until they see clearer 
signs of improving prospects for sales and prof-
its. These concerns, as well as ongoing disclo-
sures of corporate accounting irregularities and 
lapses in corporate governance, have pulled 
down equity prices appreciably on balance this 
year. The accompanying decline in net worth is 
likely to continue to restrain household spending 
in the period ahead, and less favorable finan-
cial market conditions could reinforce business 
caution. 

Nevertheless, a number of factors are likely 
to boost activity as the economy moves into the 
second half of 2002. With the inflation-adjusted 
federal funds rate barely positive, monetary pol-
icy should continue to provide substantial sup-
port to the growth of interest-sensitive spending. 
Low interest rates also have allowed businesses 
and households to strengthen balance sheets by 
refinancing debt on more favorable terms. Fiscal 
policy actions in the form of lower taxes, invest-
ment incentives, and higher spending are provid-
ing considerable stimulus to aggregate demand 
this year. Foreign economic growth has strength-
ened and, together with a decline in the foreign 

exchange value of the dollar, should bolster U.S. 
exports. Finally, the exceptional performance of 
productivity has supported household and busi-
ness incomes while relieving pressures on price 
inflation, a combination that augurs well for the 
future. 

360 THE USE OF CHECKS AND OTHER 
NONCASH PAYMENT INSTRUMENTS 
IN THE UNITED STATES 

Statistical estimates indicate that the use of 
checks in the United States has been declining 
since the mid-1990s, even as the population and 
the level of economic activity have been increas-
ing. In contrast, the use of electronic payments 
has been growing at high and accelerating rates. 
Nonetheless, the paper check remains the pre-
dominant means of making retail payments and 
will likely continue to play a significant role 
in the U.S. payment system for the foreseeable 
future. The number and value of checks paid 
varies across depository institutions according 
to type, size, and location, in part a result of 
differences in the use of checks and electronic 
payments by households, businesses, and gov-
ernments. Overall, household's share of total 
checks written has increased relative to that of 
businesses and governments. 

375 ANNOUNCEMENTS 

Federal Open Market Committee directive. 

Nominations sought for Consumer Advisory 
Council and notice of meeting. 

Publication of revisions to Regulation C. 

Amendment to interagency rule on the use of 
branches for deposit production. 

Issuance by banking agencies of host state loan-
to-deposit ratios. 

Plans for redesigned currency. 

Virtual tour added to Board web site. 

Enforcement actions. 
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379 LEGAL DEVELOPMENTS 

Various bank holding company, bank service 
corporation, and bank merger orders; and pend-
ing cases. 

AI FINANCIAL AND BUSINESS STATISTICS 

These tables reflect data available as of 
June 26, 2002. 

A3 GUIDE TO TABLES 

A4 Domestic Financial Statistics 
A42 Domestic Nonfinancial Statistics 
A44 International Statistics 

A57 GUIDE TO SPECIAL TABLES AND 
STATISTICAL RELEASES 
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405 RETAIL FEES OF DEPOSITORY 
INSTITUTIONS, 1997-2001 

Since 1990, the Federal Reserve Board has 
reported annually on changes in the availability 
of retail banking services and in the level of 
the associated fees. The most recent report, cov-
ering the Board's survey conducted in 2001, 
was released in June 2002. Information on 
selected fees for each of the years from 1997 
through 2001 is presented in this article. 

Analysis of the data for the 1997-2001 period 
shows that for the various types of checking and 
savings accounts tracked, monthly fees tended 
to rise by statistically significant amounts, as did 
the minimum balances that depositors had to 
maintain to avoid the fees. Fees associated with 
special actions, such as those imposed on checks 
returned for insufficient funds, also exhibited 
increases that were statistically significant. Fees 
imposed for withdrawals by an institution's 
depositors from other institutions' automated 
teller machines (ATMs) and for the use of the 
institution's ATMs by nondepositors became 
much more common by the end of the period, 
and average levels increased by statistically sig-
nificant amounts. Finally, comparisons of the 
fees charged by institutions of different sizes in 
2001 indicate that, in general, the incidence and 
level of fees were higher at larger institutions. 

414 ANNOUNCEMENTS 

Federal Open Market Committee meeting sched-
ule for 2003. 

Interagency proposal on customer identification 
for financial accounts. 

Interagency draft of guidance on credit card 
lending. 

Minutes of Board discount rate meetings. 

Publication of the June 2002 update to the Bank 
Holding Company Supervision Manual. 

Enforcement actions. 

417 LEGAL DEVELOPMENTS 

Various bank holding company, bank service 
corporation, and bank merger orders; and pend-
ing cases. 

424 MEMBERSHIP OF THE BOARD OF 
GOVERNORS OF THE FEDERAL RESERVE 
SYSTEM, 1913-2002 

List of appointive and ex officio members. 

A1 FINANCIAL AND BUSINESS STATISTICS 

These tables reflect data available as of 
July 29, 2002. 

A3 GUIDE TO TABLES 

A4 Domestic Financial Statistics 
A42 Domestic Nonfinancial Statistics 
A44 International Statistics 

A57 GUIDE TO SPECIAL TABLES AND 

STATISTICAL RELEASES 

A74 INDEX TO STATISTICAL TABLES 
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A80 FEDERAL RESERVE BOARD PUBLICATIONS 
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427 AN INVESTIGATION OF CO-MOVEMENTS 
AMONG THE GROWTH RATES OF THE 
G-7 COUNTRIES 

Early in 2000, after a decade of economic 
expansion, growth began to slow simultaneously 
in the large, advanced economies known as the 
Group of Seven (G-7)—Canada, France, Ger-
many, Italy, Japan, the United Kingdom, and the 
United States. The general slide in GDP growth 
fueled speculation that a period was emerging 
in which broad movements in the economies 
of the industrialized countries would be more 
closely linked. Proponents of this view argued 
that greater trade in goods and financial markets 
was leading to a greater synchronization of 
national economies. A rise in the co-movement 
of GDP among countries would have important 
implications for the making of national eco-
nomic policies. Governments, for example, 
would need to take closer account of forecasts 
for conditions abroad in formulating forecasts 
for their domestic economies. 

The authors find, first, that the degree to 
which enhanced trade and financial linkages 
might be expected to increase the co-movement, 
or correlation, of economic growth among coun-
tries is far from clear. Then, examining the 
period from 1970 to the first quarter of 2002, the 
authors find that, indeed, the estimated correla-
tion of growth across the G-7 has been higher in 
the current downturn than during the expansion 
of the 1990s. Rather than signaling a future of 
permanently higher synchronization, however, 
the rise is shown to be typical of business cycles 
over the past thirty years. Furthermore, esti-
mates of correlation have not yet reached the 
peaks attained after earlier recessions. Overall, 
despite many changes in the international econ-
omy, the evidence does not reveal the arrival of 
a permanently higher correlation of growth rates 
among the G-7. 

Federal Open Market Committee directive. 

Board statement on payments system risk 
policy. 

Interagency white paper on practices to 
strengthen U.S. financial system. 

Extension of comment period on draft of credit 
card guidance. 

Statement regarding Governor Gramlich. 

Minutes of Board discount rate meetings. 

Changes in Board staff. 

441 LEGAL DEVELOPMENTS 

Various bank holding company, bank service 
corporation, and bank merger orders; and pend-
ing cases. 

A1 FINANCIAL AND BUSINESS STATISTICS 

These tables reflect data available as of 
August 28, 2002. 
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Governors Bernanke and Kohn sworn in as 
members of the Board of Governors. 
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445 FINANCIAL LITERACY: AN OVERVIEW OF 
PRACTICE, RESEARCH, AND POLICY 

Attention to financial literacy has grown in 
recent years, in large part because technological, 
market, and legislative changes have resulted in 
a more complex financial services industry that 
requires consumers to be more actively involved 
in managing their finances. Consumer and com-
munity interest groups, banking companies, gov-
ernment agencies, and policymakers, among 
others, have become concerned that many con-
sumers lack a working knowledge of financial 
concepts and the tools they need to make deci-
sions most advantageous to their economic 
well-being. As a result, considerable resources 
have been devoted to financial literacy, with a 
wide range of organizations providing training, 
including banks, consumer and community 
groups, employers, and government agencies. 
Overall, studies suggest that financial literacy 
training can lead to better decisionmaking; how-
ever, the findings raise numerous questions 
about the best means of providing that train-
ing, the most appropriate setting, and the most 
opportune timing. Findings from recent research 
on personal money management styles, com-
bined with awareness of human behavioral traits, 
offer insights that may be useful in developing 
successful training programs and strategies. 

458 ANNOUNCEMENTS 

FOMC directive. 

Appointment of Chairmen and Deputy Chair-
men of the Federal Reserve Banks. 

Release of data on large syndicated bank loans. 

Adjustment of dollar amount of fee-based trig-
ger for additional disclosure requirements for 
certain mortgage loans. 

Annual adjustments of the low reserve tranche 
and the reservable liabilities exemption. 

Meeting of the Consumer Advisory Council. 

Release of minutes of the Board's discount rate 
meetings. 

Enforcement action. 

Changes in Board staff. 

463 LEGAL DEVELOPMENTS 

Various bank holding company, bank service 
corporation, and bank merger orders; and pend-
ing cases. 

AI FINANCIAL AND BUSINESS STATISTICS 

These tables reflect data available as of 
September 26, 2002. 

A3 GUIDE TO TABLES 

A4 Domestic Financial Statistics 
A42 Domestic Nonfinancial Statistics 
A44 International Statistics 

A57 GUIDE TO SPECIAL TABLES AND 
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A70 INDEX TO STATISTICAL TABLES 
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4 6 9 MORTGAGE REFINANCING IN 2001 AND 
EARLY 2002 

Over the past ten years, millions of homeowners 
have taken advantage of lower mortgage interest 
rates and higher home values and have refi-
nanced their mortgage loans. For many, the deci-
sion to refinance was motivated by a desire to 
reduce their monthly mortgage payments, either 
by obtaining a lower interest rate or by extend-
ing the maturity of their mortgage. When they 
have refinanced, many homeowners have lique-
fied some of the equity they accumulated in their 
homes by borrowing more than they needed to 
pay off their former mortgage and cover the 
transaction costs of the refinancing. They have 
used the funds raised in so-called cash-out refi-
nancings to make home improvements, to repay 
other debts, or to purchase goods and services or 
other assets. 

This article presents estimates, based on 
recent survey findings, of the incidence of refi-
nancing, the changes in terms and conditions of 
mortgages after refinancing, the amount of funds 
homeowners raised in the process, and the ways 
in which homeowners used the funds. It also 
provides comparisons with previous surveys of 
refinancing activity and a statistical analysis of 
the relative importance of different determinants 
of refinancing and the amount of home equity 
liquefied during refinancing. Finally, it gives 
rough estimates of the effects of recent refinanc-
ing on the U.S. economy, including the effects 
on aggregate consumption spending. 

4 8 2 ANNOUNCEMENTS 

FOMC Directive. 

Amendment to Regulation A. 

Issuance of final Regulation W. 

Approval of fee schedules for payment services. 

Conference on "Banking Opportunities in 
Indian Country." 

Enforcement actions. 

Changes in Board staff. 

4 8 5 LEGAL DEVELOPMENTS 

Various bank holding company, bank service 
corporation, and bank merger orders; and pend-
ing cases. 

A1 FINANCIAL AND BUSINESS STATISTICS 

These tables reflect data available as of 
October 29, 2002. 

A 3 GUIDE TO TABLES 
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A44 International Statistics 

A 5 7 GUIDE TO SPECIAL TABLES AND 
STATISTICAL RELEASES 

A 5 8 INDEX TO STATISTICAL TABLES 

A 6 0 BOARD OF GOVERNORS AND STAFF 
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STAFF; ADVISORY COUNCILS 
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L RECENT CHANGES IN U.S. FAMILY 
FINANCES: EVIDENCE FROM THE 1998 AND 
2001 SURVEY OF CONSUMER FINANCES 

Data from the Federal Reserve Board's Survey of 
Consumer Finances show a striking pattern of 
growth in family income and net worth between 
1998 and 2001. Inflation-adjusted incomes of 
families rose broadly, although growth was fast-
est among the group of families whose income 
was higher than the median. The median value of 
family net worth grew faster than that of income, 
but as with income, the growth rates of net worth 
were fastest for groups above the median. The 
years between 1998 and 2001 also saw a rise 
in the proportion of families that own corporate 
equities either directly or indirectly (such as 
through mutual funds or retirement accounts); 
by 2001 the proportion exceeded 50 percent. The 
growth in the value of equity holdings helped 
push up financial assets as a share of total family 
assets despite a decline in the overall stock mar-
ket that began in the second half of 2000. 

The level of debt carried by families rose over 
the period, but the expansion in equities and the 
increased values of principal residences and other 
assets were sufficient to reduce debt as a pro-
portion of family assets. The typical share of 
family income devoted to debt repayment also 
fell over the period. For some groups, however— 
particularly those with relatively low levels of 
income and wealth—a concurrent rise in the fre-
quency of late debt payments indicated that their 
ability to service their debts had deteriorated. 

33 STAFF STUDY SUMMARY 

The Federal Reserve System's Payments System 
Development Committee asked Federal Reserve 
staff to seek the views of the private sector and 
other interested parties on developments in pay-
ments, clearing, and settlement services, focusing 
on potential barriers to innovation and the impli-
cations of new technologies for the design and 
function of payments systems. The staff study 
"The Future of Retail Electronic Payments Sys-
tems: Industry Interviews and Analysis" presents 
highlights of interviews with representatives of 

forty-nine organizations and discusses areas in 
which, in the committee's opinion, the Federal 
Reserve and other organizations may be able to 
foster, or help reduce barriers to, innovation in 
the payments system. 

34 ANNOUNCEMENTS 

FOMC directive. 

Appointment of new members and designation 
of the president and vice president of the Thrift 
Institutions Advisory Council for 2003. 

Appointment of new president of the Federal 
Reserve Bank of Cleveland. 

Publication of final Regulation W. 

Revisions to policies and procedures regarding 
priority provision and restoration of telecommu-
nications circuits. 

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

Proposal to expand operating hours for the 
on-line Fedwire funds service. 

Formation of working group to study risk in the 
clearance and settlement of U.S. government 
securities. 

Release of minutes of discount rate meetings. 

Enforcement action. 

Delay in publication of G.17 statistical release. 
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Various bank holding company, bank service 
corporation, and bank merger orders; and pend-
ing cases. 
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These tables reflect data available as of 
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47 AN OVERVIEW OF CONSUMER DATA AND 
CREDIT REPORTING 

For some time, the Board of Governors of the 
Federal Reserve System has sought to obtain 
more detailed and timely information on the debt 
status, loan payment behavior, and overall credit 
quality of U.S. consumers. For decades, informa-
tion of this type has been gathered by credit 
reporting companies primarily to assist creditors 
in evaluating the credit quality of current and 
prospective customers. To evaluate the potential 
usefulness of these data, the Federal Reserve 
Board engaged one of the three national con-
sumer reporting companies to supply the credit 
records, without personal identifying informa-
tion, of a nationally representative sample of 
individuals. 

This article describes the way the credit report-
ing companies compile and report their data and 
gives background on the regulatory structure 
governing these activities. This description is fol-
lowed by a detailed look at the information col-
lected in credit reports. Key aspects of the data 
that may be incomplete, duplicative, or ambigu-
ous as they apply to credit evaluation are high-
lighted in the analysis. The article concludes with 
a discussion of steps that might be taken to 
address some of the issues identified. 

firms that perform audit and attestation services 
for insured depository institutions. 

Interagency guidance on issues related to a 
lapse in the statutory authority to issue flood 
insurance policies. 

Release of minutes of discount rate meetings. 

Publication of the November 2002 update to the 
Commercial Bank Examination Manual. 

Enforcement action. 

Changes in Board staff. 

81 LEGAL DEVELOPMENTS 

Various bank holding company, bank service 
corporation, and bank merger orders; and pend-
ing cases. 

A1 FINANCIAL AND BUSINESS STATISTICS 

These tables reflect data available as of 
December 27, 2002. 

A 3 GUIDE TO TABLES 

A4 Domestic Financial Statistics 
A42 Domestic Nonfinancial Statistics 
A44 International Statistics 

74 ANNOUNCEMENTS 

Rates set under primary and secondary credit 
programs. 

Annual notice of the asset-size exemption thresh-
old for depository institutions under Regula-
tion C. 

Preliminary figures on income of the Federal 
Reserve Banks. 

Appointments of new members and designation 
of the chair and vice chair of the Consumer 
Advisory Council. 

Rules proposed for disciplinary actions by the 
federal bank and thrift regulatory agencies against 
independent public accountants and accounting 
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93 MONETARY POLICY REPORT TO THE 
CONGRESS 

The economy of the United States has suffered a 
series of blows in the past few years, including 
the fall in equity market values that began in 
2000, cutbacks in capital spending in 2001, the 
horrific terrorist attacks of September 11, the 
emergence of disturbing evidence of corporate 
malfeasance, and an escalation of geopoliti-
cal risks. Despite these adversities, the nation's 
economy emerged from its downturn in 2001 to 
post moderate economic growth last year. The 
recovery was supported by accommodative 
monetary and fiscal policies and undergirded by 
unusually rapid productivity growth that boosted 
household incomes and held down business 
costs. The productivity performance was also 
associated with a rapid expansion of the econo-
my's potential, and economic slack increased 
over the year despite the growth in aggregate 
demand. 

On net, the economy remained sluggish at the 
end of 2002 and early this year. Mindful of the 
especially high degree of uncertainty attending 
the economic outlook in the current geopolitical 
environment, the members of the FOMC believe 
the most likely outcome to be that fundamen-
tals will support a strengthening of economic 
growth, and inflation pressures are anticipated to 
remain well contained. 

125 ANNOUNCEMENTS 

Federal Open Market Committee directive. 
Statement by Chairman Greenspan on the retire-
ment of William J. McDonough, president of the 
Federal Reserve Bank of New York. 

Adoption of final rule implementing Sarbanes-
Oxley Act. 

Revision and interpretation of Regulation K. 
Reauthorization of the National Flood Insurance 
Program. 

Changes to increase efficiency in Federal 
Reserve Bank check services. 

Interagency guidance on credit card account 
management and loss allowance practices. 

Interagency guidance on identifying informa-
tion security risks. 

Testing reveals no anthrax on Board mail 
sample. 

Release of minutes of discount rate meetings. 

Enforcement actions. 

Board staff changes. 

New booklet available on identity theft. 

Publication of the December 2002 update to the 
Bank Holding Company Supervision Manual. 

Discontinuance of statistical table 3.21. 

Revision to the money stock data. 
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Various bank holding company, bank service 
corporation, and bank merger orders; and pend-
ing cases. 
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These tables reflect data available as of 
January 29, 2003. 
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151 INDUSTRIAL PRODUCTION AND CAPACITY 
UTILIZATION: THE 2002 HISTORICAL AND 
ANNUAL REVISION 

In late 2002, the Board of Governors of the 
Federal Reserve System published a revision to 
its index of industrial production and the related 
measures of capacity utilization. The primary 
feature of the revision was the reclassification 
back to 1972 of production and capacity indexes 
for individual industries from the Standard 
Industrial Classification System to the North 
American Industry Classification System. The 
revision also reflects the incorporation of newly 
available, more comprehensive source data, and 
it introduced improved methods for measuring 
the annual real output of communications equip-
ment manufacturing. 

Along with the updating and the restatement 
of the data using the North American Industry 
Classification System, all production and capac-
ity indexes are now expressed as percentages of 
output in 1997. The new information resulted in 
an upward revision to the rate of increase in 
industrial production and capacity from 1997 to 
2000. For that period, the average rate of indus-
trial capacity utilization is 0.7 percentage point 
higher than previously reported. The most recent 
business-cycle peak is still June 2000, at 
116.2 percent of 1997, with the low being the 
fourth quarter of 2001. The rate of industrial 
capacity in the third quarter of 2002, at 76.2 per-
cent, is essentially unchanged from previously 
reported data. The rate is more than 5 percent-
age points below its 1972-2001 average and 
about 3 percentage points below the trough in 
the 1990-91 recession but 5 percentage points 
above the trough in the 1982 recession. 

177 ANNOUNCEMENTS 

Approval of final rule amending Regulation B 

Publication of final rule amending Regulation B 

Proposed amendment to Regulation C 

Proposal to amend Regulation Y 

Interpretation of Regulation K concerning secu-
rities underwriting 

Interagency advisory on mortgage banking 
activities 

Meeting of the Consumer Advisory Council 

Enforcement actions and terminations of previ-
ous actions 

181 LEGAL DEVELOPMENTS 

Various bank holding company, bank service 
corporation, and bank merger orders; and pend-
ing cases. 

A I FINANCIAL AND BUSINESS STATISTICS 

These tables reflect data available as of 
February 26, 2003. 
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191 U.S. INTERNATIONAL TRANSACTIONS IN 
2002 
After slightly narrowing during the cyclical 
slowdown of 2001, the U.S. current account 
deficit widened in 2002, as it had over the pre-
vious decade. Two-thirds of the increase in the 
deficit last year was attributable to an increase 
in the deficit for trade in goods and services. 
In addition, net investment income receded as 
receipts from abroad declined more than pay-
ments on foreign investments in the United 
States. The record $503 billion U.S. current 
account deficit registered in 2002 was financed 
by continued high levels of private capital 
inflows and stepped-up foreign official pur-
chases of U.S. assets. 

If economic activity picks up in the United 
States and in its major trading partners later this 
year, as most forecasters expect, the U.S. exter-
nal deficit likely will widen as U.S. imports of 
goods and services rise by a greater amount than 
U.S. exports of goods and services. The decline 
in the dollar from early 2002 to date is unlikely 
to restrain the widening of the deficit by much, 
as it has been relatively small and its effects will 
be spread over a number of years. 

204 ANNOUNCEMENTS 

Federal Open Market Committee directive 

Revisions to official staff commentary on Regu-
lation Z 

Joint Federal Reserve and Treasury report on 
global counterfeiting 

Update of interagency policy statement on inter-
nal auditing 

Interagency paper on sound practices to 
strengthen the resilience of the U.S. financial 
system 

Minutes of discount rate meetings 

Enforcement actions 

Staff changes 

208 LEGAL DEVELOPMENTS 

Various bank holding company, bank service 
corporation, and bank merger orders; and pend-
ing cases. 

A I FINANCIAL AND BUSINESS STATISTICS 

These tables reflect data available as of 
March 27, 2003. 
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243 PROFITS AND BALANCE SHEET 
DEVELOPMENTS AT U.S. COMMERCIAL 
BANKS IN 2002 

Despite the lackluster performance of the U.S. 
economy, the profitability of the U.S. commer-
cial banking industry was again high in 2002, 
and the return on bank assets reached its highest 
level in more than three decades. Profitability 
was spurred in considerable part by declines in 
market interest rates to extraordinarily low lev-
els. Short-term interest rates were low through-
out 2002 as a result of the Federal Reserve's 
aggressive easing the year before in response to 
economic weakness, and longer-term rates fell 
to multidecade lows by year-end. Nevertheless, 
the yield curve steepened on average, benefiting 
net interest margins. The decline in longer-term 
interest rates also boosted realized gains on 
securities. The low interest rates strengthened 
the ability of households and businesses to 
service their debt, which also supported bank 
profitability. Finally, a change in accounting 
rules that largely eliminated the requirement to 
amortize goodwill caused a one-time drop in 
expenses. Despite the largest decline in com-
mercial and industrial loans since the 1990-91 
recession, the expansion of bank balance sheets 
quickened last year, driven primarily by real 
estate lending and substantial acquisitions of 
securities. Equity capital rose slightly faster 
than assets, and regulatory capital ratios also 
improved a bit, benefiting from an increased 
share of assets with low regulatory risk weights. 

271 ANNOUNCEMENTS 

Statement by Chairman Greenspan regarding 
another term in office 

Federal Open Market Committee directive 

Issuance of final rules on customer identification 
by Treasury and federal financial regulators 

Publication of third consultative paper on new 
Basel Capital Accord 

Publication of Federal Reserve Board's Annual 
Report and Budget Review 

Enforcement actions 

Termination of enforcement orders 

Recovery of Chairman Greenspan from suc-
cessful surgery 

Board staff changes 

275 LEGAL DEVELOPMENTS 

Various bank holding company, bank service 
corporation, and bank merger orders; and pend-
ing cases. 
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These tables reflect data available as of 
April 28, 2003. 
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309 HOUSEHOLD FINANCIAL MANAGEMENT: 
THE CONNECTION BETWEEN KNOWLEDGE 
AND BEHAVIOR 

Consumer financial literacy has become a grow-
ing concern to educators, community groups, 
businesses, government agencies, and policy-
makers. Correspondingly, there has been an 
increase in the number and types of financial 
education programs available to households. 
Many of these programs focus on providing 
information to consumers and operate under the 
implicit assumption that increases in informa-
tion and knowledge will lead to changes in 
financial-management practices and behaviors. 

This article focuses on four financial-
management activities—cash-flow management, 
credit management, saving, and investment. 
Data from the Surveys of Consumers are used 
to analyze some of the connections between 
knowledge and behavior—what consumers 
know and what they do. Overall, financial 
knowledge was statistically linked to financial 
practices: Those who knew more were more 
likely to engage in recommended financial 
practices. In addition, certain types of financial 
knowledge were statistically significant for 
particular financial practices—knowing about 
credit, saving, and investment was correlated 
with higher probabilities of engaging in recom-
mended credit, saving, and investment practices 
respectively. Although the causality could flow 
in either direction, this finding indicates that 
increases in knowledge may lead to improve-
ments in financial-management practices. Thus, 
financial education in combination with skill-
building and audience-targeted motivational 
strategies may be one way to elicit the desired 
behavioral changes in financial-management 
practices. 

323 ANNOUNCEMENTS 

Nominations sought for Consumer Advisory 
Council 

Amendment to Regulation CC 

Publication of transition rules for collecting and 
reporting information on home mortgage 
lending 

Proposal to amend Regulation K 

Proposal to modify method for imputing priced-
service income 

Launch of Systemwide financial education 
initiative 

Expansion of operating hours for online Fed-
wire® Funds Service 

Tentative FOMC meeting schedule for 2004 

Unveiling of new $20 note 

Issuance of host state loan-to-deposit ratios by 
banking agencies 

Panel discussion on credit management 

Interagency effort to reduce regulatory burden 

Minutes of Board discount rate meetings 

Meeting of the Consumer Advisory Council 

Enforcement actions 

Termination of enforcement actions 

Staff changes 

331 LEGAL DEVELOPMENTS 

Various bank holding company, bank service 
corporation, and bank merger orders; and pend-
ing cases. 
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These tables reflect data available as of 
May 28, 2003. 
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351 MONETARY POLICY REPORT TO THE 
CONGRESS 

The subpar performance of the U.S. economy 
extended into the first half of 2003. Although 
accommodative macroeconomic policies and 
continued robust productivity growth helped to 
sustain aggregate demand, businesses remained 
cautious about spending and hiring. All told, 
real gross domestic product continued to rise in 
the first half of the year but less quickly than the 
economy's productive capacity was increasing, 
and margins of slack in labor and product mar-
kets thereby widened further. As a result, under-
lying inflation remained low—and, indeed, 
seems to have moved down another notch. In 
financial markets, longer-term interest rates fell, 
on net, over the first half of the year as the 
decline in inflation and the subdued perfor-
mance of the economy led market participants to 
conclude that short-term interest rates would be 
lower than previously anticipated. These lower 
interest rates helped to sustain a rally in equity 
prices that had begun in mid-March. 

The Federal Reserve expects economic activ-
ity to strengthen later this year and in 2004, in 
part because of the accommodative stance of 
monetary policy and the broad-based improve-
ment in financial conditions. In addition, fiscal 
policy is likely to be stimulative as the pro-
visions of the Jobs and Growth Tax Relief Rec-
onciliation Act of 2003 go into effect and as 
defense spending continues to ramp up. Severe 
budgetary pressures are causing state and local 
governments to cut spending and to increase 
taxes and fees, but these actions should offset 
only a portion of the impetus from the federal 
sector. Moreover, the continued favorable per-
formance of productivity growth should lift 
household and business incomes and thereby 
encourage capital spending. Given the ongoing 
gains in productivity and the existing margin of 
resource slack, aggregate demand could grow at 
a solid pace for some time before generating 
upward pressure on inflation. 

379 ANNOUNCEMENTS 

Federal Open Market Committee directive 

Approval of final rule modifying Regulation Y 

Agencies issue advance notice of proposed rule-
making for the New Basel Capital Accord 

Regulators award contract to modernize collec-
tion of bank data 

Publication of the May 2003 update to the Com-
mercial Bank Examination Manual 

Publication of the June 2003 update to the Bank 
Holding Company Supervision Manual 

Publication of Spanish-language consumer 
brochures 

Discontinuance of statistical table 3.20 

Minutes of Board discount rate meetings 

Enforcement actions 

Staff changes 

385 LEGAL DEVELOPMENTS 

Various bank holding company, bank service 
corporation, and bank merger orders; and pend-
ing cases. 
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These tables reflect data available as of 
June 26, 2003. 
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395 CAPITAL STANDARDS FOR BANKS: 
THE EVOLVING BASEL ACCORD 

The Basel Capital Accord has served as the 
framework for capital adequacy standards for 
internationally active banks since 1988. The 
agreement is widely viewed as having achieved 
its main objectives, including the promotion of 
stability in world financial markets. In recent 
years, however, it has become less appropriate 
for the world's largest banks, which are increas-
ingly complex and engage in financial trans-
actions unimagined when the agreement was 
adopted. Now proposals are being considered to 
refine the framework to take account of the 
changes in banking and the banking system over 
the past fifteen years. 

406 ANNOUNCEMENTS 

Federal Open Market Committee directive 

Guidance on appropriate use of the discount 
window 

Amendments to Regulation CC, appendix A 

Annual adjustment of fee-based trigger amount 
for additional disclosure requirements 

Comment requested on official interpretation of 
anti-tying restrictions 

Final rules on disciplinary actions against 
accountants and accounting firms performing 
certain audit functions 

Publication of documents related to Basel 
Accord implementation 

Proposal for interagency guidance on response 
programs to protect against identity theft 

Identification of top five fundamentals for man-
agement of personal credit 

Enforcement actions 

Staff changes 

411 LEGAL DEVELOPMENTS 

Various bank holding company, bank service 
corporation, and bank merger orders; and pend-
ing cases. 

A1 FINANCIAL AND BUSINESS STATISTICS 

These tables reflect data available as of 
July 29, 2003. 

A3 GUIDE TO TABLES 

A4 Domestic Financial Statistics 
A42 Domestic Nonfinancial Statistics 
A44 International Statistics 

A57 GUIDE TO SPECIAL TABLES AND 
STATISTICAL RELEASES 

A74 INDEX TO STATISTICAL TABLES 

A76 BOARD OF GOVERNORS AND STAFF 

A78 FEDERAL OPEN MARKET COMMITTEE AND 
STAFF; ADVISORY COUNCILS 
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New interagency electronic filing system for 
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417 RECENT CHANGES TO A MEASURE OF U.S. 
HOUSEHOLD DEBT SERVICE 

Changes in levels of aggregate household debt 
in the United States may contain information 
about the current state of the nation's economy 
and may affect its future direction. A commonly 
used measure of household indebtedness is the 
household debt service ratio (formerly known as 
the household debt service burden), published 
since 1980 by the Board of Governors of the 
Federal Reserve System. Recent changes in 
financial markets have prompted a compre-
hensive revision of this statistic. This article 
describes the revision and introduces a new mea-
sure, the financial obligations ratio, which adds 
recurring obligations—rent, auto leases, home-
owners' insurance, and property taxes—to the 
traditional calculation of the debt service ratio. 
In total, these revisions change the level of the 
debt service ratio but do not substantively alter 
its trajectory over time. 

The article also presents separate estimates of 
the financial obligations ratio for homeowners 
and renters. The ratio for homeowners, which 
may summarize the effects of the recent refi-
nancing boom on the financial obligations of 
homeowners, has risen gradually over the past 
decade; the ratio for renters has risen more 
steeply. The flat contour of the homeowner ratio 
in recent quarters suggests that homeowners 
may have rebalanced their portfolios toward 
lower-cost mortgage debt during the recent 
period of economic weakness. 

427 ANNOUNCEMENTS 

Federal Open Market Committee statement 

Statement by Chairman Alan Greenspan on the 
nominations of Vice Chairman Ferguson and 
Governor Bernanke 

Statement by Vice Chairman Ferguson on his 
nomination to a second term 

Statement by Governor Bernanke on his nomi-
nation to a full term 

Results of the Shared National Credit review of 
syndicated bank loans 

Date of issue announced for series-2004 $20 
note 

Request for comments on proposed rulemaking 
for risk-based capital standards 

New online guide to submitting applications to 
the Federal Reserve 

Release of minutes of Board discount rate 
meetings 

Enforcement actions 

Termination of enforcement actions 

New schedule for the Federal Reserve Bulletin 

Staff changes 
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ing cases. 
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451 GLOBAL INTEGRATION IN THE BANKING 
INDUSTRY 

Lowered regulatory barriers and advances in 
technology have reduced the cost of supplying 
banking services across borders. At the same 
time, growth in activity by multinational cor-
porations has increased the demand for inter-
national financial services. As a result, many 
observers believe that global integration is under 
way in the banking industry, that banks are 
expanding their reach across borders, and that 
many banking markets will therefore develop 
large foreign components. The authors report on 
a study conducted by them, along with Qinglei 
Dai and Steven Ongena, that examined the 
nationality and international reach of banks that 
provide short-term financial services across 
Europe to affiliates of multinational corpora-
tions. The present article also looks at time-
series data that provide a more recent look at the 
progress of integration in Europe. 

Based on a 1996 survey of more than 2,000 
affiliates, the study found that an affiliate is most 
likely to choose a bank headquartered in the 
nation in which it is operating (a host-nation 
bank) rather than a bank headquartered in the 
home country of the affiliate or in a third nation. 
The affiliate is also more likely to select a bank 
limited to local or regional operations rather 
than one with global reach. The findings are 
consistent with the proposition that affiliates 
most value a bank that understands the culture, 
business practices, and regulatory conditions of 
the country in which the affiliate operates, and 
that host-nation banks possess a competitive 
advantage over other banks in this regard. The 
time-series data—on syndicated loans, foreign 
bank claims, and the dispersion of consumer 
goods prices across Europe—are also consistent 
with the picture drawn from the 1996 survey. 
The article concludes that banking markets evi-
dently need not become more integrated even as 
economic activity otherwise becomes increas-
ingly global. 

461 ANNOUNCEMENTS 

Release of annual adjustments for reserve calcu-
lations and deposit reporting 

Comments requested on proposed changes to 
cash services policy 

Appointment of chairmen and deputy chairmen 
of the Federal Reserve Banks 

Appointment of Timothy F. Geithner as presi-
dent, Federal Reserve Bank of New York 

Debut of a more secure, colorful $20 bill 

D.C. debut of newly redesigned $20 bill at 
L'Enfant Plaza post office 

Federal agencies publish consumer brochure on 
predatory lending 

Move of Federal Reserve Bulletin to a quarterly 
schedule 

Release of minutes of discount rate meetings 

Meeting of the Consumer Advisory Council 

Enforcement actions 
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477 RECENT DEVELOPMENTS IN BUSINESS 
LENDING BY COMMERCIAL BANKS 

After growing rapidly during much of the 1990s, 
the real value of commercial and industrial 
(C&I) loans at domestic commercial banks and 
at U.S. branches and agencies of foreign banks 
has fallen 19 percent since the beginning of 
2001. The recent contraction in business loans 
has been concentrated at large banking insti-
tutions and appears to stem from the com-
bined effects of weak demand for credit and a 
tightening of lending standards and terms. The 
move toward a more-stringent lending posture, 
although partly cyclical, also reflects a reassess-
ment of the risks and returns of C&I lending. 
This reassessment, in turn, is due partly to struc-
tural changes in the market, including the 
increased participation of nonbank financial 
institutions, the growth of the secondary loan 
market, and the greater use of credit derivatives 
by some banks. 

493 ANNOUNCEMENTS 

Vice Chairman Ferguson and Governor Ber-
nanke take oaths of office 

Federal Open Market Committee statement 

Approval of fee schedules for Federal Reserve 
Bank priced services 

Approval of modified method for imputing 
priced-service income 

Joint agencies announce proposed treatment of 
expected and unexpected losses under the new 
Basel Capital Accord 

Release of minutes of Board's discount rate 
meetings 

Enforcement actions 
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Various bank holding company, bank service 
corporation, and bank merger orders; and pend-
ing cases. 
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L U.S. CONSUMERS AND ELECTRONIC 
BANKING, 1995-2003 

The availability and variety of electronic banking 
technologies in the marketplace has greatly 
expanded in recent years. For financial institu-
tions, e-banking technologies can speed process-
ing, reduce costs, and help attract and retain cus-
tomers. For consumers, they can save time and 
money and may be more convenient than more 
traditional ways of banking. This article draws on 
data from two nationwide surveys to look at con-
sumer use of such products and services as debit 
cards, pre-authorized debits, and computer bank-
ing, particularly as use relates to consumer demo-
graphic characteristics and consumer perceptions. 

The data show a consistent increase in the 
proportion of consumers using a variety of 
e-banking technologies. Consumer attitudes 
toward e-banking generally have become more 
positive over time, with more consumers seeing 
e-banking as convenient, familiar, easy to use, 
and secure. The use of some technologies, par-
ticularly debit cards, has become more democra-
tized over time, but it is still the case that most 
e-banking technologies tend to be used by higher 
income, higher asset, younger, and better edu-
cated households. 

E-banking technologies hold the promise of 
helping families manage their money, pay their 
bills on time, and avoid overextending them-
selves with credit. To take full advantage of them, 
however, consumers need to become aware of the 
evolving array of e-banking technologies avail-
able to them and understand how different tech-
nologies fit with their financial management 
needs. Financial planners and consumer educa-
tors, working with both families and financial 
institutions, can help the promise become a 
reality. 

19 RECENT DEVELOPMENTS IN CROSS-BORDER 
INVESTMENT IN SECURITIES 

Securities have replaced bank lending in recent 
years as the primary means through which funds 
are invested internationally, and in the process, 
the share of U.S. securities owned by foreigners 

has grown markedly. Between 1974 and 2002, the 
proportion of the value of outstanding U.S. long-
term securities (equities and long-term debt) that 
was foreign-owned increased from about 5 per-
cent to about 12 percent. At the same time, U.S. 
holdings of foreign long-term securities also 
increased, although their growth did not match 
the rapid growth in foreign holdings of U.S. secu-
rities. At $1.8 trillion, the value of U.S. holdings 
of foreign long-term securities at the end of 2002 
was less than half the value of foreign holdings of 
U.S. securities; this difference resulted in a nega-
tive net international position in long-term securi-
ties of $2.3 trillion. 

The U.S. system for measuring cross-border 
securities activity consists of annual surveys mea-
suring holdings of securities and monthly reports 
measuring transactions in securities. This article 
reports the latest survey data on holdings as well 
as the more-recent transactions data. The discus-
sion focuses on U.S. cross-border securities activ-
ity, but it also addresses the investment patterns 
of some other countries and describes the initia-
tives to improve the measurement of cross-border 
securities investments. 

32 INDUSTRIAL PRODUCTION AND CAPACITY 
UTILIZATION: THE 2003 ANNUAL REVISION 

In late 2003, the Board of Governors of the 
Federal Reserve issued revisions to its measures 
of industrial, capacity, and capacity utilization for 
the period from January 1972 to September 2003. 
The changes are generally small and principally 
affect data from 2000 to the present. 

Measured from fourth quarter to fourth quarter, 
industrial output is now reported to have 
increased at a slower rate in 2000 and to have 
contracted a bit more slowly in 2001 than 
reported earlier. The changes to total industrial 
production in other years are slight. Thelivision 
still places the most recent peak in total IP in June 
2000 and the corresponding trough in Decem-
ber 2001. The 6lA percent peak-to-trough decline 
in output is about xh percentage point less than 
the previous estimate. After the trough, the total 
index showed gains in the first half of 2002, only 
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to trend down again until mid-2003 and then to 
head up. 

The revised measures of overall capacity are 
only minimally different from earlier estimates. 
Capacity expanded rapidly during the second half 
of the 1990s and slowed considerably since then. 
The rate of industrial capacity utilization (the 
ratio of production to capacity) remained at a low 
level in the third quarter of 2003—the last full 
quarter of data—and was unchanged by the revi-
sion. At 74.6 percent, the operating rate is 4 per-
centage points below the trough of the 1990-91 
recession and 6.7 percentage points below its 
1972-2002 average. 

47 REPORT ON THE CONDITION 
OF THE U.S. BANKING INDUSTRY: 
THIRD QUARTER, 2003 

This article introduces a new quarterly report 
summarizing the condition of the banking indus-
try from its broadest perspective, that of the bank 
holding company. The report, which is based on 
data contained in regulatory reports filed quar-
terly by bank holding companies with the Federal 
Reserve, will appear in each issue of the Federal 
Reserve Bulletin. 

The new report presents aggregate data sepa-
rately for three groups of bank holding compa-
nies: the population of all reporting companies, 
fifty large companies, and all other reporting 
companies. The data cover balance sheet, off-
balance-sheet, and income statement accounts, 
along with key financial ratios. Historical data 
dating back several years as well as data for the 
most recent quarters are included. Accompanying 
the tabular data in each report will be a brief 
summary of the most recent quarter for which 
data are available, including key industry devel-
opments from the perspective of the central 
banker. 

55 ANNOUNCEMENTS 

Federal Open Market Committee statement 

Proposed rules published for providing 
disclosures 

Approval of final rule to Regulation Y 

Proposed rule to amend Regulation CC 

Comments requested on interim final rules to the 
Fair and Accurate Transactions Act of 2003 

Annual notice of asset-size exemption threshold 

Report of the Working Group on Government 
Securities Clearance and Settlement 

Figures on income of the Federal Reserve Banks 

Launch of the Fiscal Impact Tool 

The OSFI and Federal Reserve Board announce 
agreement with the Canadian Imperial Bank of 
Commerce 

Public meeting held on merger between Bank of 
America and FleetBoston Financial Corporation 

Public comment sought on ways to improve 
privacy notices 

Agencies issue policy statement on financial 
support to advised investment funds 

Appointments of new members and designation 
of the chair and vice chair of the Thrift Institu-
tions Advisory Council 

Appointments of new members and designation 
of the chair and vice chair of the Consumer 
Advisory Council 

Release of the Beige Book 

Release of minutes of discount rate meetings 

Publication of the November 2003 update to the 
Commercial Bank Examination Manual 

Publication of the December 2003 update to the 
Bank Holding Company Supervision Manual 

Enforcement actions 

Changes in Board staff 
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435 FEDERAL RESERVE BANKS AS FISCAL 
AGENTS AND DEPOSITORIES OF THE 
UNITED STATES IN A CHANGING 
FINANCIAL ENVIRONMENT 

Pursuant to the Federal Reserve Act, the Federal 
Reserve Banks perform a number of services for 
the United States and for other entities as fis-
cal agents and depositories. These roles have 
evolved since the relevant provisions of the Fed-
eral Reserve Act were implemented in 1915. An 
article in the April 2000 Federal Reserve Bulle-
tin described these activities as being mainly the 
issuance and redemption of securities and the 
processing of payments to and from the federal 
government. Although the basic fiscal agent 
services have not changed since the article was 
published in 2000, considerable changes have 
occurred in the way those services are provided. 
For example, the Treasury and the Reserve 
Banks have implemented new web-based tech-
nology to improve the federal government's pro-
vision of services, much the same as financial 
services firms have used web-based technology 
to improve the ways that they do business and 
communicate with their customers. This article 
reviews the evolution of the Reserve Banks' 
fiscal agent role since early in the twentieth 
century, and describes fiscal agent and deposi-
tory services today. 

447 FEDERAL RESERVE PERSONAL FINANCIAL 
EDUCATION INITIATIVES 

Recognizing the importance of successful per-
sonal financial management to individuals and 
the broader economy, the Federal Reserve Sys-
tem has in the past two years intensified its 
efforts to provide and promote personal finan-
cial education. Initiatives have ranged from a 
public outreach effort highlighting the impor-
tance of financial education, to local and 
regional Reserve Bank programs targeted to spe-
cific audiences, to new educational seminars 
for employees. Staff members have studied the 
effectiveness of different types of education 
programs for different groups, and the System 
has worked to encourage the dissemination of 

research findings. The challenge for the future 
is to support financial education in a way that 
makes effective use of the System's resources 
and national visibility and complements the 
resources already available. 

458 REPORT ON THE CONDITION OF THE 
US. BANKING INDUSTRY: 
SECOND QUARTER, 2004 

Assets of reporting bank holding companies rose 
$365 billion (3.9 percent) in the second quarter 
because of an increase in consumer loans and 
the addition of a large insurance-oriented finan-
cial holding company. Holdings of securities 
and money market assets rose slightly overall, 
although the fifty large bank holding companies 
sold a portion of their holdings to adjust interest 
rate sensitivity. Deposits once again exhibited 
strong growth, although regulatory capital ratios 
edged down slightly. Net income fell $5 billion 
(18.0 percent), related to widely publicized 
one-time litigation charges at two of the largest 
bank holding companies. Asset quality contin-
ued to improve with nonperforming assets fall-
ing below 1.00 percent of loans and related 
assets for the first time in four years. 

463 ANNOUNCEMENTS 

Federal Open Market Committee Statements 

Proposed amendments to Regulation E 

Amendments to Regulation CC, Appendix A 

Revisions to policy statement on payments sys-
tem risk 

Amendments to Regulation J 

Study of investigation adequacy 

Annual adjustment of fee-based trigger amount 
for additional disclosure requirements 

Release of annual adjustments for reserve calcu-
lations and deposit reporting 

Comment requested on proposal to discontinue 
FRB services for definitive municipal securities 
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Appointment of chairmen and deputy chairmen 
of the Federal Reserve Banks 

Federal Reserve Banks announce changes to 
increase efficiency in check services 

Banking agencies issue host state loan-to-
deposit ratios 

Implementation of web-based central data 
repository 

Agencies publish brochure about internet 
phishing 

Results of the Shared National Credit review of 
syndicated bank loans 

Banks distribute redesigned $50 note 

Comment letter issued on the SEC's proposed 
broker rules for banks 

Agencies provide consumer information on 
avoiding overdraft and bounced-check fees 

Comment requested on proposed guidance for 
retail credit risk 

Consumer guides published regarding Check 21 
and check-processing technology 

Release of minutes to discount rate meetings 

Meeting of the Consumer Advisory Council 

Enforcement actions 

Changes in Board staff 
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