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Chapter 2 

Board of Governors 

This chapter analyzes the operating 
and capital budgets of the Board of 
Governors of the Federal Reserve Sys-
tem and then examines expenses for 
the major operational areas of the 
Board: monetary and economic pol-
icy, supervision and regulation, ser-
vices to financial institutions and the 
public, and System policy direction 
and oversight. Trend data and a dis-
cussion of the Board's budget process 
appear in the appendixes. 

An Overview of the Board's 
1987 Budget 
The 1987 operating budget of the 
Board of Governors totals $86.3 
million, an increase of $1.1 million, 
or 1.3 percent, over 1986 estimated 
expenses. The Board's budget ac-
counts for 5.9 percent of the System's 
budget (including currency costs). 

The relatively low rate of growth in 
Board expenses between 1986 and 
1987 is the result of the Program Im-
provement Project (PIP); measures 
adopted by the Board to comply vol-
untarily with the spirit of the Gramm-
Rudman-Hollings legislation; and a 
carefully controlled program of auto-
mation. The Board instituted PIP in 
mid-1984 to reduce expenses by scal-
ing back lower-priority functions and 
improving productivity. Although the 
program was systematically imple-
mented over 1985 and 1986, 1987 is 
the first budget year in which its full 
annual savings will be realized. The 
1987 increase in savings tied to the 
PIP program amounts to $2.2 mil-
lion; the savings from the program 

over the 1985-87 period total $5.6 
million. 

Measures adopted by the Board in 
1986 to comply voluntarily with the 
spirit of the Gramm-Rudman-Hol-
lings legislation produced $1.4 mil-
lion in budget reductions. Rather 
than eliminate approved programs, 
the Board decided to reduce their 
scope and thus the resources they re-
quire. Reduction in personnel ex-
penses, made possible by slowing the 
pace of hiring, accounted for more 
than 50 percent of the $1.4 million. 

A spirit of restraint imbued the 
planning for the 1987 budget. After 
extensive meetings to set priorities 
and to seek ways to generate income 
and reduce expenses, the Board devel-
oped a guideline authorizing a 2.6 
percent limit to growth in the budget. 
The difference between the guideline 
and the authorized increase of only 
1.3 percent results from several fac-
tors: savings of $550,000 from ac-
quisition of the Board's mainframe 
computer at a cost lower than an-
ticipated; $486,000 anticipated from 
new charges for Board publications; 
and savings of about $500,000 from 
the reduction of 22 positions be-
yond the PIP-related cuts in the three 
divisions of Information Resources 
Management. 

Two major goals of the 1987 budget 
are to strengthen the supervision 
function and to sustain the effort to 
automate functions when doing so 
will reduce staffing needs or permit 
faster response and more flexibility. 
Most of the 1987 initiatives in auto-
mation are in the monetary and eco-
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nomic policy area. The major effort 
to automate began in 1985 in the su-
pervision and regulation area, which 
has faced unprecedented growth in 
workload and in demands for rapid 
responses to financial problems in the 
banking industry. 

Centrally provided resources for 
data processing account for 23.3 per-
cent of the expenses of the Board of 
Governors. With the 1987 budget, the 
Board changed its procedure for bud-
geting and accounting for such re-
sources to better ensure that their use 
is an integral and justified part of 
each manager's budget. To accom-
plish this objective, the Board intro-
duced a system of charges that recog-
nize these expenses as direct costs to 
the users of the resources. Since, for 
certain objectives, there are alterna-
tives to data processing, both the oper-
ating program manager and the data 
processing manager now have a strong-
er incentive to be more efficient. 

As a result of policy decisions in 
late 1985, the banking supervision 
and regulation operational area ex-
hibits the greatest growth in 1987. In-
creases in staffing, training and de-
velopment, and automation support 
needed to strengthen the banking 

supervision and surveillance func-
tions are responsible for the increase 
in this area. 

1987 Budget by Operational Area 
Tables 2.1 and 2.2 display respective-
ly the operating expenses and number 
of authorized positions in each of the 
Board's four operational areas for 
the years 1985-87. In addition to the 
major influences on all operational 
areas in 1987—PIP savings, the gen-
eral pay increase of 3.0 percent, and 
inclusion of data processing costs as a 
direct charge to users—each area has 
experienced a shift in priority. 

For example, the increased activity 
in supervision of financial institutions 
is producing a 2.8 percent increase in 
this operational area; closer review of 
Reserve Bank operations will cause a 
1.6 percent increase for System pol-
icy direction and Board oversight; a 
large-scale automation network is an 
important part of the 1.1 percent in-
crease for the formulation of mone-
tary and economic policy; and com-
pletion in 1986 of projects to develop 
major data processing systems will 
reduce expenses for services to finan-
cial institutions and the public 12.1 

Table 2.1 
Operating Expenses of the Board of Governors, by Operational Area, 1985-87 
Thousands of dollars, except as noted 

Operational area 1985 1986 1987 Percent change 
Operational area actual estimate budget 1985-86 1986-87 

Monetary and economic policy 
Supervision and regulation 
Services to financial institutions and 

the public 
System policy direction and oversight 

Tolal 

45,136 
19,259 

2,589 
15,051 

82,035 

45,475 
21,474 

2,293 
15,955 

85,197 

45,985 
22,080 

2,015 
16,213 

86,293 

11.4 
6.0 

3.9 

2.8 

12.1 
1.6 

1.3 

1. Operating expenses reflect all allocations for sup-
port and overhead, including data processing support. 
They exclude capital outlays. The operational area, 

services to the U.S. Treasury and other government 
agencies, is unique to the Reserve Banks and is not 
shown here; see chaps. 1 and 3. 
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Table 2.2 
Positions Authorized at the Board of Governors, by Activity, 1985-87 
Number, except as noted 

Acii\ 1 ly 1985 
actual 

1986 
estimate 

1987 
budget 

Percent change 
Acii\ 1 ly 1985 

actual 
1986 

estimate 
1987 

budget 1985-86 1986-87 

Operational area 
Monetary and economic policv 41 1 396 396 - 3.6 0 
Superv ision and regulation 242 262 263 8.3 .4 
Services 10 financial institutions and 

[lie public 22 20 20 - 9 . 1 0 
Svsiem policv direction and oversight 152 150 151 1.3 .7 

Support and overhead 
Support and overhead 781 736 734 5.8 - .3 

Total 1,608 1.564 1.564 2.7 0 

percent. Table 2.2 also shows the 
relatively large decrease between 1985 
and 1987 in positions classified as 
support and overhead. 

Monetary and Economic Policy 

Under its monetary and economic 
policy function, the Board monitors 
and analyzes developments in the 
money and credit markets, sets re-
serve requirements, approves changes 
in the discount rate, and otherwise 
manages the nation's monetary pol-
icy. The costs of this function are ex-
pected to total $46.0 million in 1987, 
an increase of $0.5 million, or 1.1 
percent, over the estimate for 1986 
(table 2.3). The 1987 budget will 
allow continued funding of current 

programs within this function. The 
budget also will support initiatives in 
end-user computing that include the 
acquisition of 125 workstations and 
their integration with a departmental 
computer with an operating cost in 
1987 of $865,000. The microcompu-
ter network will foster more efficient 
collection and analysis of data at a 
cost lower than the present Board 
mainframe configuration allows. It 
will also free capacity on the main-
frame and permit more efficient pro-
cessing for other users. Equally im-
portant is the anticipated gain in job 
satisfaction for professionals, who in-
creasingly depend on such equipment 
for research and analysis. 

Expenses for program direction rose 
sharply in 1986 and will rise almost 5 

Table 2.3 
Expenses of the Board of Governors for Monetary and Economic Policy, 1985-87 
Thousands of dollars, except as noted 

Category 1985 1986 1987 Perceni change 
Category 

actual estimate budgei 1985-86 1986-87 

Development and dissemination of 
economic information 35,303 31,921 31,773 - 9 . 6 - s 

Proaram direction 9,833 13,554 14,212 37.8 4.9 

Total 45.136 45,475 45,985 .8 I . I 
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percent in 1987. The 1986 increase 
was matched by a decrease in develop-
ment and dissemination of economic 
information. That change is related 
to the decision to centralize comput-
ing resources in program direction in 
1986; thus the 1986 and 1987 operat-
ing costs of the new office automa-
tion and departmental computing sys-
tem are placed in program direction. 

During 1986, 15 positions in mone-
tary and economic policy were abol-
ished as part of the Program Im-
provement Project; the positions 
directly associated with this opera-
tional area therefore will be 2.0 per-
cent fewer on average during 1987. 
Efficiencies stemming from automa-
tion will compensate for part of the 
decrease; however, some flexibility 
will be lost in long-term domestic and 
international research. 

Supervision and Regulation 

Supervision and regulation of finan-
cial institutions at the Board consists 
of three activities. Supervision in-
cludes reviews of examination and in-
spection reports from the Reserve 
Banks, special studies related to inter-
national applications, direction of en-
forcement actions, and regulation of 
trust activities. Regulation involves 
writing regulations; overseeing merg-

ers, foreign banking activities, and 
compliance with consumer regulations; 
and regulating securities credit. The 
third activity, program direction, con-
sists of management and administra-
tion. 

Expenses for supervision and regu-
lation are expected to be $22.1 million 
in 1987, 2.8 percent above the 1986 
estimate (table 2.4). The condition of 
the nation's banking industry has 
called for intensified supervision, 
surveillance, and enforcement, and 
meeting these needs continues to be a 
priority in 1987. 

One problem in handling the heavier 
workload in this operational area is 
the difficulty in recruiting staff mem-
bers with specialized training in bank 
examination and financial analysis. 
The Board is handling this problem 
through enhanced training courses to 
address recent developments in the 
banking industry and the expanded 
scope of bank holding company 
supervision. 

Supervision and regulation is prom-
inent in the Board's automation plans 
for 1987. Implementation in 1985 and 
1986 of a major office automation 
system and communication network 
has reduced costs and provided the 
tools for improved analysis. By pro-
viding better and more timely data on 
bank structure, automation has also 

Table 2.4 
Expenses of the Board of Governors for Supervision and Regulation 
of Financial Institutions, 1985-87 
Thousands of dollars, except as noted 

Category 1985 1986 1987 Percent change 
Category 

actual estimate budget 1985-86 1986-87 

Supervision 13,181 13,401 13,825 1.7 3.2 
Regulation 2,552 2,536 2,731 - . 6 7.7 
Program direction 3,526 5,537 5,524 57.0 - . 2 

Total 19,259 21,474 22,080 11.5 2.8 
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improved the Board's ability to pro-
cess complicated applications and to 
analyze potential mergers more 
quickly. 

In 1986, 20 positions (net) were 
added to this area in connection with 
the reorganization and strengthening 
of the supervision function. Another 
position is added in 1987, bringing to 
263 the number of positions directly 
associated with this operational area. 

Funds for program direction in 
banking supervision and regulation 
increased $2 million from 1985 to 
1986; they remain comparatively 
stable between 1986 and 1987. The 
1986 increment resulted from the ex-
pansion of the training program to 
accommodate current needs and ob-
jectives, the addition of two func-
tional areas (strategic planning and 
liaison and information resources 
management), and a major automa-
tion initiative. 

Services to Financial Institutions 
and the Public 
Services to financial institutions and 
the public involve support and over-
sight of the payments-mechanism 
functions of the Federal Reserve 
Banks. These functions include check 
payments, electronic payments, and 
the currency and food coupon opera-
tions. The Board's staff provides 
oversight and control in these areas; 

the Reserve Banks provide direct 
management of operations. 

The 1987 budget of $2 million for 
services to financial institutions and 
the public is 12.1 percent less than 
estimated 1986 expenses (table 2.5). 
This decrease is made possible by the 
completion of a portion of a project 
to minimize risk in the payments 
mechanism. 

The number of positions in this op-
erational area remains at 20 in 1987. 
If legislation on delayed funds avail-
ability is approved in 1987, an addi-
tional position may be required to 
meet the Board's responsibilities. 

System Policy Direction 
and Oversight 
System policy direction and oversight 
includes resources for the supervision 
of System and Board programs. The 
1987 budget of $16.2 million is 1.6 
percent higher than 1986 estimated 
expenses (table 2.6). A significant 
part of this increase lies in oversight 
of Federal Reserve Bank operations. 

System policy direction includes 
the Office of Board Members and the 
management and support of Board 
functions. Expenses in this area will 
grow 0.6 percent in 1987. The rate of 
growth would have been lower except 
for the cost of reinstating the Opera-
tions Review Program now that the 

Table 2.5 
Expenses of the Board of Governors for Services to Financial Institutions 
and the Public, 1985-87 
Thousands of dollars, except as noted 

Category 1985 
actual 

1986 
estimate 

1987 
budget 

Percent 

1985-86 

change 

1986-87 

Services to financial institutions 
and the public 2,589 2.293 2.015 - 11.4 - 1 2 . 1 
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Table 2.6 
Expenses of the Board of Governors for System Policy Direction 
and Oversight, 1985-87 
Thousands of dollars, except as noted 

Category 1985 
actual 

1986 
estimate 

1987 
budget 

Percent 

1985-86 

change 

1986-87 

System policy direction 
Oversight 

Total 

4,600 5,611 5,642 22.0 .6 
10,451 10,344 10,571 - 1.0 2.2 

15,051 15,955 16,213 6.0 1.6 

Program Improvement Project has 
ended. 

The System oversight element rec-
ognizes the need to reinforce, by im-
proved automation, the ability of the 
Board to examine the electronic data 
processing controls at the Federal 
Reserve Banks. This improvement 
also helps the Board to comply with 
the Federal Reserve Act requirement 
to examine each Bank annually. The 
incremental costs of enhancing over-
sight of Bank operations are largely 
offset by the savings from completing 
in 1986 part of a project in the Sys-
tem's planning and accounting system. 
One position (net) is added for this 
operational area, for a total of 151. 

and positions as well as to a dramatic 
reduction in the COLA for retirees. 
Without that one-time reduction in 
COLA expense, the rate of growth 
rose again in 1982, and it remained 
relatively stable until 1985. A de-
crease in the rate of growth for per-
sonnel expenses in 1985 was offset by 
higher costs for automation, includ-
ing those of the Contingency Process-
ing Center, which was begun in 1984. 
A further drop in the growth rate of 
personnel expenses in 1986 and a 
drop in such expenses in 1987 have 
offset higher automation costs, yield-
ing a rate of growth in expenses for 
1986 and 1987 that is lower than that 
for any two years in the last ten. 

Trends in Board Expenses 
and Positions 
The 1987 Board budget represents an 
increase of 1.3 percent over estimated 
1986 expenses. As chart 2.1 shows, 
this rate of increase is markedly lower 
than those of recent years. Over the 
past 10 years, the greatest rate of in-
crease occurred in 1977, when a large 
general pay increase and a large pay-
ment to cover retirees' cost-of-living 
adjustments (COLA) worked to in-
crease the Board's operating expenses 
12.8 percent. The 3.3 percent in-
crease in 1981 was attributable to the 
Board's program to reduce spending 

Chart 2.1 
Annual Rate of Change in Operating 
Expenses of the Board of Governors, 
1977-871 

Percent 

1 I I I I i I I ! I 
1977 1982 1987 

1. For 1986, estimate; 1987, budget. 
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Chart 2.2 compares the Board's 
operating expenses in current and 
constant dollars over the 1977-87 
period. Although Board expenses 
have increased 92.6 percent in current 
dollars between 1977 and 1987, the 
increase in terms of 1977 dollars is 
only 0.9 percent. Note that 1987 is the 
first year since 1981 to exhibit a de-
crease, about 2.2 percent, in the 
constant-dollar measure. 

Five-Year Trend of Expenses 

Table 2.7 presents the Board's oper-
ating expenses by operational area for 

Chart 2.2 
Operating Expenses of the Board of 
Governors, 1977-87 1 

Mill ions of dollars 

Current dollars 

40 

t i i i i i i i I I 
1977 1982 1987 

1. For 1986, estimate; 1987, budget. 
2. Calculated with the GNP implicit price deflator. 

the years 1982 through 1987. The 
1986-87 increase of 1.3 percent is 
substantially lower than the 5.1 per-
cent average annual rate of growth 
for the 1982-87 period. This reduc-
tion in the rate of growth, reflected in 
each of the operational areas, is tied 
directly to the Program Improvement 
Project. The PIP program reduced 
staffing from the levels that would 
have prevailed in its absence and thus 
reduced annual personnel expenses 
$5.6 million. In 1977 dollars, the 1987 
budget is smaller than estimated ex-
penses for 1986. 

Besides the PIP program, factors 
that have been important in all of the 
operational areas over the last five 
years are the general pay increases in 
October 1982 and January 1984, 1985, 
and 1987 and the increases in insur-
ance costs associated with medicare 
and health insurance. This section 
will focus on unique factors in each 
operational area. 

Monetary and Economic Policy 
Expenses in the monetary and eco-
nomic policy area show an average 
rise of 4.2 percent per year in the 
1982-87 period. This is somewhat 
under the Board average of 5.1 per-
cent for the period. The annual rate 

Table 2.7 
Operating Expenses of the Board of Governors, by Operational Area, 1982-87 
Thousands of dollars, except as noted 

Operational area 1982 1983 1984 1985 1986 
estimate 

1987 
budget 

Percent change 

1982-87' 1986-87 

Monetary and economic policy 
Supervision and regulation of 

financial institutions 
Services to financial institutions 

and the public 
System policy direction 

and oversight 

Total 

37,350 38,574 41,916 45,136 45,475 45,985 4.2 1.1 

17,255 18,721 18,034 19,259 21,474 22,080 5.1 2.8 

2,062 1,948 2,493 2,589 2,293 2,015 - . 5 - 12.1 

10,764 12,382 14,032 15,051 15,955 16,213 8.5 1.6 

67,431 71,625 76,475 82,035 85,197 86,293 5.1 1.3 

1. Annual average. 
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of growth from 1985 through 1987 
will be less than 1.0 percent and will 
reflect declines in expenses for staff-
ing that have been partially offset by 
the expenses for automation. In 1987, 
those expenses support the installation 
of a large-scale office automation 
system begun in 1986. The system will 
pay for itself through reduced use of 
more expensive mainframe resources 
as well as through greater productiv-
ity of the streamlined work force. 

The position complement has fallen 
sharply in five years. The reductions 
are spread over all functions, although 
management has borne a dispropor-
tionate share. No functions have been 
eliminated as automation has en-
hanced staff productivity. However, 
some loss in flexibility has been asso-
ciated with the lower staffing level, 
appearing mainly in a decrease in 
long-term research. 

Supervision and Regulation 
Expenses for supervision and regula-
tion rose in 1983, reflecting support 
for the Neighborhood Reinvestment 
Corporation and an increase in the 
volume of data processing for appli-
cation processing, examinations, and 
surveillance. Expenses fell in 1984 
as these projects were partly com-
pleted and as activity in the consumer 
regulation area declined. From 1985 
through 1987, expenses in this area 
will rise 14.6 percent, while expenses 
for the remainder of the Board's 
activities will rise only 2.3 percent. 
The advance reflects the new posi-
tions authorized for supervision in 
1986 and the cost of the 1985 auto-
mation initiative to meet the tremen-
dous growth in workload. 

Services to Financial Institutions 
and the Public 
The low rate of increase in expenses 
for services to financial institutions 

and the public is associated with the 
elimination in 1985, as part of the 
PIP program, of the Service Pricing 
Program and the completion of a por-
tion of a project designed to reduce 
risk in the electronic payments mecha-
nism. These actions had a dramatic 
effect on this operational area, which 
is the smallest at the Board. 

System Policy Direction and Oversight 
The relatively high rate of growth in 
expenses over the last five years for 
System policy direction and oversight 
is tied to the development costs for 
improved office automation and for 
management of administrative data, 
as well as new procedures and re-
sources to strengthen oversight of key 
Reserve Bank operations. These costs 
have now started to decline. In the 
1985-86 period, and to a lesser extent 
in 1987, development costs have 
fallen for data processing projects 
associated with oversight of the ac-
counting and planning functions at 
the Reserve Banks. Costs associated 
with administrative management of 
data have also started to decline and 
should fall further in 1988. In the 
meantime, savings generated by the 
investment in this area are starting to 
be reflected in savings in overhead 
and in improved efficiency within the 
other operational areas. 

10-Year Trend 
of Expenses and Positions 

This section covers experience in both 
personnel and nonpersonnel services 
over the 1977-87 period. 

Personnel Services 
Between 1977 and 1987, costs of per-
sonnel services rose 74.7 percent in 
current dollars and declined slightly in 
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1977 dollars (see appendix chart G.l). 
Until recently, much of the growth in 
this area related to general pay in-
creases (GPIs) for Board staff and 
cost-of-living adjustments for re-
tirees, both of which responded to 
relatively high inflation rates. For ex-
ample, a GPI of 5.5 percent in Oc-
tober 1978, followed by a 7.0 percent 
GPI in October 1979 and an increase 
in the COLA allowance for annui-
tants, produced an increase in the 
costs of personnel services of more 
than $4 million, or 12.7 percent, in 
1979. GPIs of between 7.0 and 9.0 
percent continued to drive costs of 
personnel services upward until 1983, 
when the GPI was only 4.0 percent. 
The rate of growth in personnel ex-
penses began to decline in 1984, as 
GPIs and COLAs fell and Board 
managers began holding vacancies 
open under the PIP program. 

Employment and Positions 
There are eight fewer positions bud-
geted at the Board for 1987 than there 
were in 1977, even though the Board 
assimilated a heavier workload (ap-
pendix chart G.2). 

The Board began to reduce posi-
tions in 1979, cutting 36 in that year. 
In 1980, however, 67 positions were 
added, most in response to the work 
generated by the Monetary Control 
Act. In 1981, 32 of those positions 
were abolished as the MCA workload 
was assimilated and lower-priority 
work was eliminated. A resumption 
of increases in the workload—much 
of it associated with further im-
plementation of the MCA—caused a 
steady rise in positions from 1981 
through 1984 (in all, 110 positions, or 
7.0 percent). The largest portion of 
this increase took place in centralized 
data processing (50 positions); the 
next largest increases were in over-
sight in the System policy direction 

and oversight operational area (15 
positions) and in supervision and reg-
ulation (6 positions). The establish-
ment of the Contingency Processing 
Center, a support function, required 
an increase of 17 positions in 1984. 
The remaining 22 positions were add-
ed to various functions throughout 
the Board. 

The Program Improvement Proj-
ect, started in late 1984, is responsible 
for the sharp decline in positions and 
employment during 1985 and 1986. 
During those two years, the program 
abolished 143 positions. Levels of 
positions and employment at year-
end 1986 are expected to hold steady 
in 1987. 

Nonpersonnel Services 
From 1977 to the level budgeted for 
1987, nonpersonnel expenses rose 152 
percent in current dollars and 42 per-
cent in 1977 dollars (appendix chart 
G.3). The current-dollar increase is 
large compared with that in personnel 
services. The increase stems largely 
from automation initiatives, includ-
ing the purchase of a new mainframe 
computer and office automation 
equipment and creation of the Con-
tingency Processing Center. Much of 
the remaining increase is derived 
from higher rates for utilities, airfare, 
postage, and printing. 

Characteristics of the 1987 Budget 
This section provides detail on the 
changes in expenses for personnel and 
nonpersonnel services and for data 
processing for 1987. 

Personnel Services 

The budgeted costs of personnel ser-
vices for 1987 are down $157,000 (0.3 
percent) from 1986. A major decrease 
of $2.2 million is associated with the 
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Program Improvement Project: in 
1986, that program involved one-time 
outlays of $942,000 in severance pay-
ments to employees and $1.3 million 
in expenses for salaries and lump-sum 
leave for employees whose positions 
were abolished. Further savings of 
$500,000 resulted from the reduction 
of 22 positions in centralized data 
processing; a reduction of $650,000 
came from the increase in the time 
that vacant positions throughout the 
Board remain open and from a one-
time outlay of back pay in 1986 to 
senior level managers. 

Offsetting these savings are the 
costs associated with a 3.0 percent 
general pay increase ($1.6 million); 
routine salary actions taken in 1986 
and planned for 1987 ($1.2 million); a 
net increase of $49,000 in the retire-
ment plan (1.8 percent); and an in-
crease of $291,000 in insurance pay-
ments (10.2 percent). The last derives 
partially from a 15 percent increase in 
the rates for the Board's health insur-
ance plan and partially from expenses 
stemming from the growing number 
of retirees that are participants in the 
Board health plan. 

Chart 2.3 depicts the gradual but 
steady decline in the proportion of 
the Board's operating budget that is 
devoted to personnel services. In 1982, 
more than 76 percent of the Board's 
total expenses covered salaries, retire-
ment, and insurance, about the same 
proportion as in the previous five 
years. In 1987, this proportion is a lit-
tle less than 70 percent. The PIP pro-
gram, which constrained personnel 
costs, and the establishment of the 
Contingency Processing Center, with 
its heavy proportion of nonpersonnel 
expense, are largely responsible for 
this trend. In addition, automation 
allows divisions to manage heavier 
workloads without staff increases. 

Chart 2.3 
Proportion of Operating Expenses of 
the Board of Governors Devoted to 
Personnel Services, 1982-871 

Percent 

• • • • • • • • • • • • • • • • • • • • • H I 
1983 1985 1987 

1. For 1986, estimate; 1987, budget. 

Nonpersonnel Services 

Chart 2.4 depicts the major elements 
of the Board's 1987 budget by object 
of expense. About 30 percent of the 
budget funds nonpersonnel services. 
The largest categories of nonperson-
nel services are discussed below. 

Depreciation 
Depreciation is the largest category of 
nonpersonnel expense in 1987, as it 
was in 1986. The $1.7 million increase 
between 1986 and 1987 reflects capi-
tal investments of approximately $17.4 
million by the Board in 1986, which 

Chart 2.4 
Operating Budget of the Board of 
Governors, by Object, 1987 

I Depreciation 8.7% 

Contractual 
/ / \ professional 

/ / B ^ X services 5.1% 

Travel 3.2% 
\ Repairs and 

N. ^ H r maintenance 2.4% 
L — other 10.9% 

' Personnel services 69.6% 
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included the costs of the new main-
frame computer and disk-access de-
vices. The budget for depreciation for 
the Division of Hardware and Soft-
ware Systems will increase 58 percent 
to $2.6 million in 1987, reflecting the 
purchase of this equipment, while its 
budget for rental of equipment will 
fall $900,000. Depreciation for the 
Contingency Processing Center (CPC) 
will increase 14 percent to $1.7 mil-
lion to accommodate the costs asso-
ciated with new equipment for con-
tingency processing at the Federal 
Reserve Banks. The Banks reimburse 
the Board for a portion of the CPC 
expense through the Board's CPC in-
come account. 

Contractual Professional Services 
Contractual services, the second larg-
est category of nonpersonnel expense, 
is budgeted to increase $236,000, or 
5.6 percent, over 1986. It consists of 
four major components: (1) contrac-
tual support related to mainframe 
software, for $2.7 million (60 percent 
of the total); (2) legal and consulting 
fees of $544,000 (12 percent); (3) cus-
todial fees of $332,000 (7.5 percent); 
and (4) outside computing services 
for on-line data services and ad hoc 
support, $179,000 (4.0 percent). 
Smaller accounts make up the remain-
ing $702,000. Contractual support 
for improvements in automation in 
the monetary and economic policy 
function accounts for the most growth; 
it is partially offset by savings in con-
sultant fees in other functions. 

Travel 
Travel expenses are budgeted at $2.8 
million in 1987, an increase of 
$110,000 (4.1 percent) over 1986 esti-
mated expenses. Al l but $12,000 of 
the increase is accounted for by two 
new positions for improved financial 

examinations of Reserve Banks and 
by the growing number of trips relat-
ed to supervision activities. 

The oversight portion of System 
policy direction and oversight ac-
counts for 43 percent of the Board's 
1987 travel budget. Most of this trav-
el involves financial examinations. 
Training and relocation costs account 
for 10 percent. 

Repairs and Maintenance 
The Board's 1987 budget for repairs 
and maintenance is $2 million, half 
again as much as 1986 estimated ex-
penses. The Board's mainframe com-
puter accounts for about half of the 
1987 total and the CPC for another 
quarter. The 1987 increment reflects 
the transition from warranty service 
on the new mainframe computer to a 
maintenance contract. 

Chargeback and Accountability 
for Information Resources 
Management 

In 1987, costs of support from cen-
tralized data processing appear ex-
plicitly in division budgets. This pro-
cess ensures that managers plan the 
most efficient mix of resources neces-
sary to attain their objectives.1 

The importance of centralized in-
formation resources management in 
the budgets of the Board's largest 
divisions is shown in chart 2.5. The 
reductions in positions under the PIP 
program, the gains in productivity 
that allowed other reductions in posi-
tions, and budgetary restraint by divi-
sions will reduce the cost of these re-
sources in 1987. This decrease reverses 

1. Centralized data processing is handled by 
the three divisions of Information Resources 
Management: Office of the Executive Director, 
Applications Development and Statistical Ser-
vices, and Hardware and Software Systems. 
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Chart 2.5 
Operating Costs for Centralized 
Data Processing and Total 
Operating Costs in the Largest 
Divisions of the Board of Governors1 

Mil l ions of dollars 

Chart 2.6 
Proportion of Expenses and Positions at 
the Board of Governors Devoted to 
Centralized Data Processing, 1982-871 

Percent 

18 

I I ;4' : I I 

1983 1985 1987 

1. See text note 1. For 1986, estimate; 1987, budget. 

ditions to the bank supervision pro-
gram; and miscellaneous additions 
and reductions. Here are the changes 
in the number of positions between 
year-end 1985 and year-end 1986 re-
sulting from these actions: 

• Centralized data 
processing costs 

Research and 
Statistics 

Support Services 

Banking Supervision 
and Regulation 

Federal Reserve 
Bank Operations 

International 
Finance 

A l l other 

1. See text note 1. 

the recent pattern of steady growth, 
attributable largely to the Monetary 
Control Act of 1980. Chart 2.6 de-
picts the proportion of expenses and 
positions at the Board accounted for 
by the three divisions of Information 
Resources Management for 1982-87. 

Positions in the 1987 Budget 
The 1987 budget provides 1,564 posi-
tions (table 2.8). It adds positions to 
some divisions and deletes them from 
others for a net change of zero from 
the number authorized at the end of 
1986. In that year a net of 44 posi-
tions were abolished through the fol-
lowing combination of actions: Board-
wide cuts stemming from the PIP 
program; reductions permitted by 
automation in the divisions of Infor-
mation Resources Management; ad-

PIP program - 5 0 
IRM reductions - 2 2 
Bank supervision + 29 
Miscellaneous (net) - 1 

Total - 4 4 

Table 2.9 shows staffing levels in 
1985 and 1987 by operational area. 

The budget includes three new 
positions. One will support the infor-
mation resources function in the Divi-
sion of Banking Supervision and 
Regulation. The remaining two are in 
the Division of Federal Reserve Bank 
Operations: one will work directly on 
examinations and the other will pro-
vide support for the bank examina-
tion program for electronic data pro-
cessing reviews at the Federal Reserve 
Banks and for training other exam-
iners in EDP techniques. The exami-
nation program lost several senior 
employees in 1986 and needs to com-
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Table 2.8 
Positions at the Board of Governors, by Division, 1985-87 
Number 

Division 1985 
year-end 

1986 
year-end 

1987 
budget 

Change 
Division 1985 

year-end 
1986 

year-end 
1987 

budget 1985-86 1986-87 

Office of Board Members 36 36 35 0 - 1 
Office of Staff Director for Management 12 11 11 - 1 0 
Office of Staff Director 

for Monetary and Financial Policy 9 7 7 - 2 0 
Office of Staff Director 

for Federal Reserve Bank Activities 9 5 5 - 4 0 
Office of the Secretary 59 57 56 - 2 - 1 
Legal 63 64 64 1 0 
Research and Statistics 322 310 310 - 12 0 
International Finance 102 100 100 - 2 0 
Banking Supervision and Regulation 138 159 160 21 1 
Consumer and Community Affairs 43 42 42 - 1 0 
Federal Reserve Bank Operations 107 107 109 0 2 
Personnel 67 67 67 0 0 
Support Services 268 259 259 - 9 0 
Office of the Controller 32 32 31 0 - 1 
Office of the Executive Director 

for Information Resources Management 2 46 46 44 0 
Applications Development 

and Statistical Services 229 171 171 - 5 8 0 
Hardware and Software Systems 91 72 72 19 0 
Contingency Processing Center 19 19 19 0 0 

Total 1,608 1,564 1,564 - 4 4 0 

pensate for the reductions in audit 
staffs at the Federal Reserve Banks 
resulting from their efforts to follow 
Gramm-Rudman-Hollings. 

Three positions are abolished in the 
1987 budget. Two are accounted for 
by productivity improvements tied to 
automation projects in the Office of 
the Secretary and in the Office of the 
Controller, and the third by a reassess-
ment of staffing in the Office of Board 
Members. 

Capital Budget 

Chart 2.7 depicts the composition of 
the $4.6 million budgeted by the 
Board for capital requirements for 
1987. Approximately $1.9 million (41 
percent) will provide office automa-
tion support for 13 of the Board's 19 
offices and divisions. The largest 
single initiative in this category is the 
$1 million effort in the monetary and 

economic policy operational area. 
Acquisitions planned for 1987 include 
a network of 125 workstations, which 
offer desktop computing to one-third 
of the research economists, and im-
provements and upgrades to existing 
equipment and systems in support of 
professionals and clerical personnel. 

Chart 2.7 
Capital Budget of the Board of 
Governors, by Type of Expense, 1987 

- Office 
automation 41.1% 

Contingency 
Processing 
Center 19.4% 

Buildings and 
grounds 17.5% 

16.6% 

Other 5.4% 
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Table 2.9 
Distribution of Division Positions at the Board of Governors, 
by Activity, 1985 and 1987' 
Number 

Monetary and Supervision and 
Division economic policy regulation 

1985 1987 1985 1987 

Office of Board Members 0 0 0 0 
Office of Staff Director 

for Management 0 0 0 0 
Office of Staff Director 

for Monetary 
and Financial Policy 9 7 0 0 

Office of Staff Director 
for Federal Reserve 
Bank Activities 0 0 0 0 

Office of the Secretary 0 0 3 2 
Legal 0 0 36 38 
Research and Statistics 300 289 22 21 
International Finance 102 100 0 0 
Banking Supervision 

and Regulation 0 0 138 160 
Consumer and Community 

Affairs 0 0 43 42 
Federal Reserve 

Bank Operations 0 0 0 0 
Personnel 0 0 0 0 
Support Services 0 0 0 0 
Office of the Controller 0 0 0 0 
Office of the Executive Director 

for Information 
Resources Management 0 0 0 0 

Applications Development 
and Statistical Services 0 0 0 0 

Hardware and Software Systems 0 0 0 0 
Contingency Processing Center 0 0 0 0 

Total 411 396 242 263 

Services to 
financial 

institutions 
and the public 

1985 

20 
0 
0 
0 

0 
0 
0 

22 

1987 

20 
0 
0 
0 

0 
0 
0 

20 

The three divisions of Information 
Resources Management plan a joint 
office automation effort in 1987 
costing $500,000. Other automation 
efforts are on a smaller scale, and 
many, such as the equipment acquisi-
tions proposed by the Division of 
Banking Supervision and Regulation 
and the Division of Federal Reserve 
Bank Operations, are continuations 
of programs initiated during the past 
few years. 

Capital requirements for the Contin-
gency Processing Center included in 
the Board's budget will cost $900,000, 
about one-fifth of the Board's re-
quirement for capital funds. The Fed-

eral Reserve Banks will reimburse the 
Board for the expense associated with 
this equipment through payments that 
equal the annual depreciation charge. 

The Division of Support Services 
has proposed programs of improve-
ment and upkeep of the Board's 
physical plant costing $813,000, or 
17.4 percent of the 1987 capital re-
quest. Of the total, $560,000 will pay 
for a new roof for the Eccles Build-
ing; $135,000 for more efficient cool-
ing of Board facilities, thus ensuring 
lower utility costs; and $58,000 for an 
ink-jet printer that will yield more ef-
ficient production of press releases 
and other printed material. 
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Table 2.9—Continued 

Division 

System policy 
direction and 

oversight 
Support 

and overhead Total 
Division 

1985 1987 1985 1987 1985 1987 

Office of Board Members 36 35 0 0 36 35 
Office of Staff Director 

for Management 6 7 6 4 12 11 
Office of Staff Director 

for Monetary 
and Financial Policy 0 0 0 0 9 7 

Office of Staff Director 
for Federal Reserve 
Bank Activities 7 5 0 0 9 5 

Office of the Secretary 10 9 46 45 59 56 
Legal 0 0 27 26 63 64 
Research and Statistics 0 0 0 0 322 310 
International Finance 0 0 0 0 102 100 
Banking Supervision 

and Regulation 0 0 0 0 138 160 
Consumer and Community 

Affairs 0 0 0 0 43 42 
Federal Reserve 

Bank Operations 87 89 0 0 107 109 
Personnel 6 6 61 61 67 67 
Support Services 0 0 268 259 268 259 
Office of the Controller 0 0 32 31 32 31 
Office of the Executive Director 

for Information 
Resources Management 0 0 2 46 2 46 

Applications Development 
and Statistical Services 0 0 229 171 229 171 

Hardware and Software Systems... 0 0 91 72 91 72 
Contingency Processing Cen te r . . . . 0 0 19 19 19 19 

Total 152 151 781 734 1,608 1,564 

1. The data for 1985 are as of December 31; the 
data for 1987 are budgeted numbers. 

Computer operations will require 
capital outlays of approximately 
$770,000, or 15.2 percent of the 
1987 capital request. Major acquisi-
tions in this category are a laser 
printer ($362,000) to meet growing 
volume and provide a backup to the 
current printer, and tape drives 
($153,000) to support technological 
advances in the computer center. 

Expenditures for miscellaneous 
furniture and equipment ($252,000) 
account for 5.5 percent of the capital 
budget. 

1987 Operating Budget by Division 

The final budgets of most of the of-
fices and divisions are within the 
guideline the Board set. Table 2.10 
compares each division's estimated 
1986 expenses with its 1987 budget. 
Table 2.11 shows the cash require-
ment—which adds capital needs to 
the operating budget and subtracts 
depreciation expense—of each divi-
sion; the cash budget provides data 
comparable to those used in presenta-
tions of the federal budget. 
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Table 2.10 
Operating Expenses of the Board of Governors, by Division or Account, 1986-87 
Dollars, except as noted 

Item 1986 
estimate 

1987 
budget 

Change, 1986-87 
Item 1986 

estimate 
1987 

budget Amount Percent 

Division 
Office of Board Members 2,283,433 2,395,828 112,395 4.9 
Office of Staff Director for Management 6,881,651 5,521,334 - 1,360,317 - 19.8 
Office of Staff Director 

for Monetary and Financial Policy 518,464 392,458 - 126,006 -24 .3 
Office of Staff Director 

for Federal Reserve Bank Activities 396,827 273,859 - 122,968 - 3 1 . 0 
Office of the Secretary 2,335,903 2,384,835 48,932 2.1 
Legal 3,141,928 3,304,289 162,361 5.2 
Research Statistics 22,857,997 23,415,137 557,140 2.4 
International Finance 5,790,366 5,966,944 176,578 3.0 
Banking Supervision and Regulation 8,086,913 8,588,199 501,286 6.2 
Consumer and Community Affairs 1,946,511 1,928,086 -18,425 - . 9 
Federal Reserve Bank Operations 8,099,203 8,006,406 -92,797 - 1 . 1 
Personnel 3,056,537 3,154,039 97,502 3.2 
Support Services 15,718,937 15,644,370 -74,567 - . 5 
Office of the Controller 1,517,323 1,551,983 34,660 2.3 
Office of the Executive Director 

for Information Resources Management 3,175,872 3,007,401 - 168,471 - 5 . 3 
Applications Development 

and Statistical Services 7,091,306 7,017,744 -73,562 - 1.0 
Hardware and Software Systems 9,456,132 10,053,288 597,156 6.3 
Contingency Processing Center (Board cost) 2,350,361 2,530,914 180,553 7.7 

Account 
Residual retirement and insurance 467,338 552,317 84,979 18.2 
Special projects 680,705 621,296 -59,409 - 8 . 7 
Information Resources Management income -20,480,300 -20,122,453 357,847 - 1 . 7 
Special salary actions 530,000 605,000 75,000 14.2 
Savings and reallocations - 708,029 -500,000 208,029 - 2 9 . 4 

Total 85,195,378 86,293,274 1,097,896 1.3 
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Table 2.11 
Cash Budget of the Board of Governors, by Division or Account, 1987 
Dollars 

Item 
Operating 

budget 
Deprecia-

tion 
Capital 
budget 

Cash 
budget 

(1) (2) (3) ( l ) - ( 2 ) + (3) 

Division 
Office of Board Members 2,395,828 25,194 16,646 2,387,280 
Office of Staff Director for Management 5,521,334 10,519 16,102 5,526,917 
Office of Staff Director 

for Monetary and Financial Policy 392,458 980 0 391,478 
Office of Staff Director 

for Federal Reserve Bank Activities 273,859 4,303 3,442 272,998 
Office of the Secretary 2,384,835 48,457 0 2,336,378 
Legal 3,304,289 56,252 35,260 3,283,297 
Research and Statistics 23,415,137 230,230 1,105,750 24,290,657 
International Finance 5,966,944 87,160 161,031 6,040,815 
Banking Supervision and Regulation 8,588,199 318,414 58,951 8,328,736 
Consumer and Community Affairs 1,928,086 28,147 33,600 1,933,539 
Federal Reserve Bank Operations 8,006,406 119,562 58,062 7,944,906 
Personnel 3,154,039 27,279 0 3,126,760 
Support Services 15,644,370 2,091,588 996,610 14,549,392 
Office of the Controller 1,551,983 28,284 0 1,523,699 
Office of the Executive Director 

for Information Resources Management 3,007,401 148,069 388,110 3,247,442 
Applications Development 

and Statistical Services 7,017,744 111,180 167,000 7,073,564 
Hardware and Software Systems 10,053,288 2,637,519 697,507 8,113,276 
Contingency Processing Center (Board cost) 2,530,914 1,655,848 899,805 1,774,871 

Account 
Residual retirement and insurance 552,317 0 0 552,317 
Special projects 621,296 0 0 621,296 
Information Resources Management income -20,122,453 0 0 -20,122,453 
Special salary actions 605,000 0 0 605,000 
Savings and reallocations -500,000 0 0 -500,000 

Total 86,293,274 7,628,985 4,637,876 83,302,165 
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Chapter 2 

Board of Governors 

This chapter discusses the operating 
and capital budgets of the Board of 
Governors and analyzes expenses for 
the major operational areas of the 
Board: monetary and economic policy, 
supervision and regulation, services to 
financial institutions and the public, 
and System policy direction and over-
sight. 

An Overview of the Board's 
1988 Budget 
The 1988 operating budget of the 
Board of Governors is $90.6 million, 
an increase of $4.1 million, or 4.7 
percent, over estimated expenses for 
1987. The Board's operating budget is 
6.0 percent of the System's total bud-
get, including currency costs (see chap-
ter 1). 

The growth in Board expenses be-
tween 1987 and 1988 arises from sev-
eral factors: a general pay increase and 
routine salary actions ($2.8 million 
of the increase); higher costs for 
retirement and insurance associated 
with higher rates for social security 
and health insurance, respectively 
($639,000); increases in the unit cost 
and volume of goods and services used 
by the Board ($700,000); the creation 
in late 1987 of an Office of the Inspec-
tor General ($333,000); and auto-
mation of procedures to manage cur-
rency purchases and distribution 
($344,000)—this project will save at 
least $500,000 per year in System costs 
for currency processing. 

Offsetting about $400,000 of these 
increases is an extension of the depre-
ciation schedule for the Board's main-
frame computer to match more closely 

its useful life. Other cost savings and 
initiatives eliminate another $200,000 
from the increase over last year. 

In June 1987, the Board approved a 
budget guideline for 1988 that was 3.5 
percent higher than estimated 1987 
expenses to maintain current opera-
tions and initiate specific projects (see 
appendix B for a description of the 
budgeting process). The approved 
growth of 4.7 percent over 1987 ex-
penses includes 3.0 percent to meet the 
purposes of the guideline and 1.7 
percent for approved initiatives not 
identified in the guideline. 

The 1988 budget designates re-
sources to implement the Expedited 
Funds Availability Act and to further 
strengthen the supervision function. 
The budget supports improvements to 
the Board's internal controls through 
the new Office of the Inspector General 
and expands information available for 
monetary and economic policymaking 
by funding new surveys. Finally, the 
budget continues to fund the expan-
sion of office automation and end-
user computing. Table 2.1 shows the 
Board's 1988 operating budget by 
object of expense. 

Centralized automation services pro-
vided by the Information Resources 
Management (IRM) divisions account 
for a significant part of the Board's 
resources. The recently adopted system 
of charges for using IRM resources 
allows the Board's divisions, within 
certain constraints, to draw on other 
sources for computing. This element 
of competition and accountability en-
courages both the users and the provid-
ers of the resources to be more effi-
cient. In conjunction with improved 
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Table 2.1 
Operating Expenses of the Board of Governors, by Object, 1986-88 

Thousands of dollars, except as noted 

Object 1986 
actual 

1987 
estimate 

1988 
budget 

Percent change 
Object 1986 

actual 
1987 

estimate 
1988 

budget 1986-87 1987-88 

Personnel 
Salaries 53,907 53,936 56,977 0.1 5.6 
Retirement1 2,670 2,935 3,242 9.9 10.5 
Insurance2 2,793 3,287 3,642 17.7 10.8 

Total 59,370 60,159 63,863 1.3 6.2 

Nonpersonnel 
Travel 2,541 2,825 3,005 11.2 6.4 
Postage 1,011 812 925 -19 .7 13.9 
Telephone and telegraph 1,481 1,387 1,494 - 6 . 4 7.8 
Printing and binding 919 967 954 5.2 - 1 . 3 
Publications committee 10 42 26 327.4 - 3 7 . 1 
Stationery and supplies 1,162 1,009 910 - 1 3 . 2 - 9 . 8 
Software and supplies 2,090 2,601 2,585 24.5 - 0 . 6 
Cafeteria 500 525 569 5.0 8.4 
Furniture and equipment 804 802 605 - 0 . 4 -24 .5 
Rentals 2,358 1,474 774 -37 .5 -47 .5 
Books and subscriptions 438 445 525 1.6 18.1 
Utilities 1,490 1,580 1,638 6.1 3.7 
Repairs and alterations 892 1,094 1,082 22.7 - 1.1 
Maintenance 1,208 1,872 2,432 54.9 29.9 
Contractual professional services 2,162 2,314 2,900 - 8 . 8 25.3 
Interest 44 10 * - 7 7 . 2 - 9 6 . 0 
Education and membership fees 591 746 744 26.1 - 0 . 2 
Subsidies and contributions 703 655 668 - 6 . 8 2.0 
Depreciation 5,793 7,540 7,704 30.2 2.2 
Other 313 427 542 36.5 26.9 
Contingency income - 1,544 -1 ,686 -1 ,853 9.2 9.9 
Cafeteria sales - 7 0 1 - 7 4 0 - 7 6 3 5.6 3.1 
Loss (gain) f rom disposition of assets 358 0 0 

Total 24,626 26,699 27,468 6.8 2.9 

Savings target - 7 0 0 
Adjustment to estimated expenses - 3 2 8 

Total 83,996 86,531 90,631 3.0 4.7 

1. Increases largely attributable to higher rates for 2. Increases attributable to higher rates for health 
social security. insurance. 

•Less than $500. 

productivity and quality in the IRM 
divisions, these efficiencies have re-
duced the percentage of the Board's 
budget devoted to centrally provided 
IRM resources in 1988. 

The Budget by Operational Area 

Tables 2.2 and 2.3 show respectively 
the operating expenses and the number 
of authorized positions in each of the 
Board's four operational areas for the 
years 1986-88. The expenses exclude 
capital outlays and include an alloca-
tion for support and overhead. Spend-

ing within operational areas responded 
primarily to Boardwide factors, such 
as the general pay increase, and to 
elements unique to each area: in mon-
etary and economic policy, higher 
costs for automation and an expanded 
program of surveys; in supervision and 
regulation, additional staffing and 
automation initiatives; in services to 
financial institutions and the public, 
the effort to implement the Expedited 
Funds Availability Act and to auto-
mate management of currency pur-
chases and transportation; and in Sys-
tem policy direction and oversight, the 
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Table 2.2 
Operating Expenses of the Board of Governors, by Operational Area, 1986-881 

Thousands of dollars, except as noted 

Operational area 1986 
actual 

1987 
estimate 

1988 
budget 

Percent 

1986-87 

change 

1987-88 

Monetary and economic policy 
Supervision and regulation 
Services to financial institutions 

and the public 
System policy direction and 

oversight 

Total 

44,019 46,373 48,514 5.3 4.6 
21,616 20,853 21,911 -3 .5 5.1 

2,306 1,949 2,457 - 15.5 26.1 

16,054 17,356 17,749 8.1 2.3 

83,995 86,531 90,631 3.0 4.7 
1. Operating expenses reflect all allocations for other government agencies, is unique to the Reserve 

support and overhead. They exclude capital outlays. Banks and is not shown here; see chaps. 1 and 3. 
The operational area, services to the U.S. Treasury and 

Table 2.3 
Positions Authorized at the Board of Governors, by Acit ivity, 1986-88 

Activity 1986 
actual 

1987 
estimate 

1988 
budget 

Percent change 
Activity 1986 

actual 
1987 

estimate 
1988 

budget 1986-87 1987-88 

Monetary and economic policy 397 396 397 - . 3 .3 
Supervision and regulation 262 261 264 - . 4 1.1 
Services to financial institutions 

and the public 15 22 22 46.7 0 
System policy direction and 

oversight 156 149 148 - 4 . 5 - . 7 

Support and overhead1 738 741 738 .4 - . 4 

Total 1568 1569 1569 .1 0 

1. Includes data processing services. 

establishment of the Office of the 
Inspector General. 

Monetary and Economic Policy 

In the area of monetary and economic 
policy, the Board monitors and ana-
lyzes developments in the money and 
credit markets, sets reserve require-
ments, approves changes in the dis-
count rate, and otherwise manages the 
nation's monetary policy. The costs of 
this function are expected to total $48.5 
million in 1988, an increase of $2.1 
million, or 4.6 percent, over 1987. 

The budget in this area supports 
economic analysis and forecasts, re-
search surveys, and the expansion of 
decentralized computing facilities. A 

heavy workload and the needs of the 
Board and the Federal Open Market 
Committee for information about in-
ternational economic and financial 
developments have demanded a rapid 
expansion of facilities for handling 
and storing data. The major means to 
achieve this expansion has been the 
installation of networks of microcom-
puters in the Divisions of Research and 
Statistics, Monetary Affairs, and Inter-
national Finance. The installations are 
to be completed during 1988; they will 
cost the Board $356,000 in operating 
expenses (excluding depreciation) and 
$1,367,000 in capital funds in that 
year. The expansion of decentralized 
computing has allowed a sharp de-
crease in charges for mainframe com-
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puting that, in turn, has checked the 
rise in spending in this area. 

The installation of the local area 
networks, together with lower operat-
ing costs for mainframe services, has 
reduced costs for mainframe support 
by approximately $1.4 million. This 
saving offsets a portion of the increases 
attributable to the automation net-
work itself, to one new position for 
managing the data on the debt prob-
lems of developing countries, and to a 
workshop and three new surveys to be 
conducted in 1988 at a cost of $591,000. 

The first survey will examine the use 
of financial institutions and services, 
and especially of banks, by small 
businesses. The Small Business Admin-
istration will collaborate on the survey 
and is expected to contribute $100,000 
toward it; Board costs are expected to 
be $400,000. The survey, to begin in 
January 1988, may continue through 
June 1989. The second survey will 
query households on their use of tradi-
tional and nontraditional sources of 
financial services. Scheduled to start in 
February 1988, it will last approxi-
mately one year and cost the Board 
$170,000. The third survey will focus 
on consumer finances to help evaluate 
and improve the Board's flow of funds 
statistics for the household sector. The 
design work is scheduled in 1988 at a 
cost of $21,000 and will include an 
advisory workshop of government and 
academic experts. The survey itself will 
require additional funds, to be bud-
geted for 1989. 

Supervision and Regulation 
Supervision of financial institutions at 
the Board includes reviews of reports 
from the Reserve Banks, special stud-
ies related to applications for interna-
tional banking activities, direction of 
enforcement actions, and regulation 

of trust activities. Regulation of finan-
cial institutions includes issuing regu-
lations; overseeing mergers, foreign 
banking activities, and compliance 
with consumer regulations; and regu-
lating securities credit. The 1988 bud-
get of $21.9 million for supervision 
and regulation is $1.1 million, or 5.1 
percent, more than estimated expenses 
for 1987. 

The budget supports the continued 
reorganization of the supervision func-
tion, which was started in 1986. Growth 
and specialization has made it useful 
to divide the supervision function into 
foreign and domestic segments. Ad-
ministrative support for the processing 
of applications is also realigned. Nei-
ther change involves extra cost. 

The 1988 budget adds three posi-
tions to supervision and regulation to 
strengthen the management and anal-
ysis of data. The budget also funds 
higher personnel costs than last year 
because vacancies on the legal staff are 
expected to be fewer on average. 

Services to Financial Institutions 
and the Public 
Services to financial institutions and 
the public comprise Board staff sup-
port and oversight of check payments, 
electronic payments, and currency and 
food coupon services provided at the 
Reserve Banks. 

The budget for this operational area 
is $2,457,000, which is $508,000, or 
26.1 percent, more than 1987 estimated 
expenses. The increase is tied to two 
projects: (1) a major automation in-
itiative designed to improve the man-
agement of currency operations and 
(2) implementation of legislation 
passed in 1987 to expedite the availabil-
ity of funds deposited in financial 
institutions. 

The automation project, which will 
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have a direct cost of $344,000, will 
allow estimated annual savings of at 
least $500,000 in the System's currency 
budget by reducing the number of 
shipments and the volume of currency 
ordered. 

The Expedited Funds Availability 
Act, passed by the Congress in August 
1987, requires the Board to publish 
rules that improve the responsiveness 
of the check clearing system and 
shorten the time required to make 
funds available to the depositor. Two 
positions were added in this opera-
tional area in late 1987 to meet the 
deadlines in the legislation. The full-
year costs of these positions and related 
support account for a portion of the 
incremental expenses in this opera-
tional area. The 1988 budget adds no 
positions to the year-end 1987 number. 

System Policy Direction 
and Oversight 
System policy direction and oversight 
covers the supervision of System and 
Board programs. The budget for this 
operational area, $17,749,000, is 
$393,000, or 2.3 percent, more than 
estimated 1987 expenses. The increase 

Chart 2.1 
Annual Rate of Change in Operating 
Expenses of the Board of Governors, 
1978-881 

Percent 

1978 1983 1988 

1. For 1987, estimate; for 1988, budget 

arises from two factors. First, the 
establishment of the Office of the 
Inspector General in late 1987 added 
$333,000 to expenses. Second, the 
number and length of position vacan-
cies was high in 1987; the 1988 budget 
assumes that filling vacancies will take 
less time. These increases are largely 
offset by a decrease in the development 
costs of a major automation project 
that provides support for administra-
tive tasks at the Board such as person-
nel and payroll. 

Trends in Board Expenses 
and Positions 
Expenses budgeted for 1988 are 4.7 
percent greater than expenses esti-
mated for 1987. As chart 2.1 shows, 
this rate of increase is higher than 
those for 1986 and 1987 but lower than 
that for seven of the last ten years. In 
that period, the highest rate of increase 
was for 1980, when inflation, coupled 
with the passage of the Monetary 
Control Act, worked to increase the 
Board's operating expenses by 12.4 
percent. The low (3.3 percent) increase 
in 1981 was attributable to the Board's 
program to cut spending and reduce 
the number of positions as well as to a 
dramatic reduction in payments to the 
Board retirement system to fund the 
cost-of-living adjustments (COLAs) 
for retirees. In 1982, without that 
reduction, the rate of growth began to 
rise again at a relatively stable pace 
until 1985. A decrease in the rate of 
growth for personnel expenses in 1986 
and 1987 resulted from another pro-
gram of position reductions. 

Chart 2.2 compares the Board's 
operating expenses in current and 
constant dollars over the same 10-year 
period. In current dollars, Board ex-
penses increased an annual average of 
6.4 percent between 1978 and 1988; in 
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Chart 2.2 
Operating Expenses of the Board of 
Governors, 1978-881 

Millions of dollars 

80 

60 

1. For 1987, estimate; for 1988 budget. 
2. Calculated with the GNP implicit price deflator. 

constant dollars, or real terms, ex-
penses rose only 0.9 percent per year 
on average, despite major additions to 
the Board's responsibilities mandated 
by the Congress over the period. Fu-
ture additions to the Board's mission 
or responsibilities may dictate corre-
sponding budget increases. 

In the early years of the period, real 
expenses declined as salaries, a large 
element in the Board's expenses, rose 
less than prices. Real expenses began 
to rise again in 1982, when expenses to 
fund COLAs for retirees rose signifi-
cantly and when the staff grew to meet 
the phased-in requirements of legisla-
tion passed in 1979 and 1980. The rate 

of increase ranged from 2.5 percent to 
3.5 percent from 1982 through 1985 
as the costs of centralized automation, 
primarily for programming staff, rose 
to meet the requirements of the 
legislation. 

To stem the growth in expenses, the 
Board in 1984 established the Program 
Improvement Project (PIP) to raise 
productivity, delete lower-priority 
work, and reduce costs. PIP reduced 
the number of positions at the Board 
by 8.5 percent. Although in real terms 
the 1988 budget is slightly higher than 
the estimated expenses for 1987, it is 
lower than the expenses for 1986. 

Five-Year Trend 
Spending in current dollars will rise in 
1988 at about the same rate as it did on 
average in the 1983-88 period (table 
2.4). Many factors raised the costs of 
all four operational areas over the last 
five years: general pay increases; the 
addition of medicare payments for 
federal employees and significant in-
creases in rates for health insurance; 
changes in federal retirement programs 
and increased social security rates. 
These cost increases were partially 
offset by the savings stemming from 
PIP. This section will focus on other 

1978 1983 1988 

Table 2.4 
Operating Expenses of the Board of Governors, by Operational Area, 1983-88 
Thousands of dollars, except as noted 

Operational area 1983 1984 1985 1986 1987 
estimate 

1988 
budget 

Percent change 

1983-88' 1987-88 

Monetary and economic policy 
Supervision and regulation 
Services to financial institutions 

and the public 
System policy direction and 

oversight 

Total 

38,574 41,916 45,136 44,019 46,373 48,514 4.7 4.6 
18,721 18,034 19,259 21,616 20,853 21,911 3.2 5.1 

1,948 2,493 2,589 2,306 1,949 2,457 4.8 26.1 

12,382 14,032 15,051 16,054 17,356 17,749 7.5 2.3 

71,625 76,475 82,035 83,995 86,531 90,631 4.8 4.7 
1. Annual average. 
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factors, those that were unique to each 
operational area. 

Monetary and Economic Policy 
Expenses for the monetary and eco-
nomic policy operational area are 
rising in 1988 at about the same rate as 
that for Board expenses as a whole; the 
1988 rate for this area is also about the 
same as the 1983-88 average for the 
area and for the Board. 

From 1983 through 1985, expenses 
in this area rose 8.2 percent per year on 
average, responding to the tremendous 
increase in the volume of data associ-
ated with the Monetary Control Act. 
The drop to a 1.4 percent annual rate 
of growth from 1985 through 1987 
reflects PIP-related declines in ex-
penses for staffing. 

The number of positions in this 
operational area has fallen sharply 
over the five years. No functions have 
been eliminated; rather, staff produc-
tivity has increased through automa-
tion and reorganizations that stream-
lined operations. The primary effect 
of the reduction in staff has been a 
reduction of long-term research. 

Supervision and Regulation 
The budgeted increment in expense for 
supervision and regulation for 1988, 
5.1 percent, exceeds the five-year trend 
for this area and for the Board as a 
whole. The increase reflects the 
strengthening of the supervision effort 
at the Board in recent years and the 
addition of three positions in the 1988 
budget. 

Over the years from 1983 to 1987, 
expenses first increased to support the 
Neighborhood Reinvestment Corpora-
tion and to fund an increase in the 
volume of data processing supporting 
application processing, examinations, 
and surveillance. Expenses then fell in 
1984 as parts of these projects were 

completed and as activity in the con-
sumer regulation area declined. 

Over the two years 1985 through 
1987, expenses rose 8.3 percent to 
fund the major automation initiative 
in 1985 and the new positions autho-
rized in 1986 to enhance the super-
vision function. The automation initia-
tive was essential to handle the growing 
volume of applications processed dur-
ing the period. It also allowed more 
timely analyses of troubled financial 
institutions. 

Services to Financial Institutions 
and the Public 
Expenses for services to financial insti-
tutions and the public in 1987 were 
almost identical to those in 1983. 
However, expenses will rise 26.1 per-
cent in 1988, largely to develop an 
automated program to improve the 
management of currency distribution 
and thereby to reduce costs to the 
System. Incremental costs of the Expe-
dited Funds Availability Act of 1987 
also affect expenses for 1987 and 1988 
in this area. 

A project to limit risk from daylight 
overdrafts in the electronic payments 
mechanism raised expenses in 1984 and 
1985. The drop in 1986 reflected the 
elimination of the service pricing pro-
gram and the completion of part of the 
daylight overdraft project. Expenses 
fell further in 1987 as the remaining 
portions of the daylight overdraft 
project were transferred to the mone-
tary and economic policy operational 
area. 

System Policy Direction 
and Oversight 
The 1988 rate of increase in spending 
for System policy direction and over-
sight is considerably below the five-
year average annual pace for this area 
and for all Board activities. 
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The relatively high rate of growth in 
expenses for this area during those five 
years was tied to development costs for 
improving office automation and ad-
ministrative data management as well 
as for procedures and resources to 
enhance oversight of key Reserve Bank 
operations. These costs have now 
started to decline. In the meantime, 
the investment in this area has begun to 
bear fruit in the improvement of effi-
ciency within the other operational 
areas. 

10-Year Trend 

This section covers expenses for both 
personnel and nonpersonnel services 
during the 1978-88 period. 

Personnel Services 
From 1978 to 1988, expenses for per-
sonnel services grew at 5.4 percent per 
year on average in current dollars and 
fell slightly in constant dollars (chart 
2.3). Until 1984, much of the growth in 
this area related to increases in the 
number of staff members, general pay 
increases (GPIs) for Board staff, and 
COLAs for retirees. The rate of in-
crease leveled of f in 1985, when the 

Chart 2.3 
Expenses for Personnel Services at 
the Board of Governors, 1978-881 

Millions of dollars 

1. For 1987, estimate; for 1988, budget. 
2. Calculated with the GNP implicit price deflator. 

GPI was only 4.0 percent, and then 
declined in 1986 as a result of the 
decrease in the number of positions. 

Employment and Positions 
On balance, from 1978 to 1988, the 
number of budgeted positions declined 
slightly, as chart 2.4 shows. A 1979 
program to reduce positions elimi-
nated 36 in that year. In the following 
year, 67 positions were added, most of 
them to handle the workload generated 
by the Monetary Control Act. Thirty-
two positions were eliminated in 1981, 
but increases in the workload forced 
the addition of 110 more from 1981 
through 1984, mostly in data process-
ing (50 positions), in the new Contin-
gency Processing Center (17), in the 
oversight portion of the System policy 
direction and oversight operational 
area (15), and in the supervision and 
regulation operational area (6). 

PIP was responsible for abolishing 
143 positions during 1985 and 1986. 
During 1986, 22 other positions were 
abolished in data processing as a result 
of improvements in productivity and 
the tightening of accountability for 
these resources. But, to meet new 
responsibilities and general increases 

Chart 2.4 
Employment and Positions at the 
Board of Governors, 1978-881 

Number, in thousands 

i i I i I t i i I f 
1978 1983 1988 

1. Year-end data. For 1987, estimate; for 1988, 
budget. 
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in workload, 20 positions were added 
in the supervision and regulation oper-
ational area and 19 positions in other 
areas. 

Employment and positions are ex-
pected to remain constant from year-
end 1986 through 1988, with increases 
in some key areas offset by reductions 
in less critical areas. Six new positions 
added to the budget in 1988 support 
the operational areas of supervision 
and regulation and monetary and eco-
nomic policy. Reductions occur mostly 
in centralized data processing, by vir-
tue of a decline in user requirements 
and of gains in productivity. 

Nonpersonnel Services 
Between 1978 and 1988, the cost of 
nonpersonnel services on average rose 
faster, in current and constant dollars, 
than the cost of personnel services 
(chart 2.5). Four accounts increased 
dramatically: maintenance, mainly for 
mainframe and office automation 
equipment; contractual professional 
services, primarily for support for 
mainframe software; repairs and alter-
ations, mainly for the care and upkeep 

of buildings and grounds; and soft-
ware and supplies, for microcomputer 
software. Expenses decreased signifi-
cantly in only three categories during 
the period: publications, as increases 
in income from subscriptions have 
more than offset those in expenses; 
fees, as the use of consulting services 
declined; and rentals, as the purchase 
of high-technology equipment has be-
come more attractive than leasing. 

Chart 2.5 
Expenses for Nonpersonnel Services 
at the Board of Governors, 1978-881 

Millions of dollars 

•HHUHt * t' i f i i i i i 
1978 1983 1988 

1. For 1987, estimate; for 1988, budget. 
2. Calculated with the GNP implicit price deflator. 
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Chapter 2 

Board of Governors 

For 1989 the Board of Governors has 
budgeted operating expenses of $96.0 
million, an increase of $5.4 million, or 
5.9 percent, over estimated expenses for 
1988. These expenses are 6.0 percent of 
the total for the Federal Reserve System 
as a whole, including the costs of special 
projects and of currency (see chapter 1). 

The growth in Board expenses between 
1988 and 1989 is attributable to a number 
of factors. The general pay increase and 
routine salary actions add $3.2 million to 
salaries. First-year costs for the imple-
mentation of a new compensation struc-
ture require $900,000, a portion of which 
will be offset over time by savings 
associated with reduced turnover. Be-
cause of rate increases, costs for health 
insurance are $700,000 higher, and be-
cause of the greater proportion of employ-
ees covered by Social Security in 1989, 
retirement expenses increase $300,000. 
The $700,000 cost of a study of consumer 
finances, when netted against the expense 
of other surveys completed in 1988, will 
raise the net expense allocated for such 
work $100,000. Costs for the develop-
ment of software for the National Infor-
mation Center, a Systemwide, standard-
ized database on the structure and finances 
of the nation's banking industry, will rise 
$300,000 in 1989, to $700,000. Also 
included in the budget are funds for the 
continued strengthening of the supervi-
sion function plus an upgrade of the 
resources available to the Board to per-
form audits of the automation systems at 
the Reserve Banks. 

Central automation services provided 
to the operating divisions by the Informa-
tion Resources Management (IRM) divi-
sions account for a significant part of the 
Board's costs. As it was last year, the 

budget for centralized IRM resources has 
been reduced: user requirements have 
diminished, and productivity and quality 
in the IRM provider divisions have 
improved. Under the Board's charge-
back procedures for using IRM re-
sources, such resources can be ex-
changed, within certain constraints, for 
alternative means to attain objectives, a 
choice that gives both the operating 
program manager and the provider of the 
resources a strong incentive to be more 
efficient. The Board, through its budget 
process, continues to refine these charge-
back procedures. 

The following sections analyze the 
operating budgets for the Board's four 
operational areas and discuss trends in 
expenses and employment. Appendix A 
describes the operational areas of the 
Board and the Banks, appendix B dis-
cusses the Board's budgeting process, 
and appendix C presents, among other 
topics, the Board's capital outlays. 

The Budget by Operational Area 
The Board's activities fall into four 
broadly defined operational areas: mon-
etary and economic policy, supervision 
and regulation of financial institutions, 
services to financial institutions and the 
public, and System policy direction and 
oversight (see also chapter 1 and appen-
dix A). 

Table 2.1 shows the operating ex-
penses, and table 2.2 shows the number 
of authorized positions, for each of the 
Board's operational areas for the years 
1987-89. The costs include those for 
support and overhead, allocated to each 
operational area according to that area's 
proportion of total direct expenses. The 
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12 Board of Governors 

budgets for the operational areas include 
general factors that influence all opera-
tional areas in 1989 (such as the general 
pay increase and the increases in health 
insurance rates), as well as changes 
unique to each area. 

Monetary and Economic Policy 
Under its monetary and economic policy 
function, the Board monitors and ana-
lyzes developments in the money and 
credit markets, sets reserve require-
ments, approves changes in the discount 
rate, and otherwise manages the nation's 
monetary policy. This function is ex-
pected to cost $50.8 million in 1989, an 
increase of $2.4 million, or 4.9 percent, 
over 1988. 

Beyond maintaining the quality of eco-
nomic analysis and forecasts, the budget 
in this area provides for a major research 
survey of consumer finances, a portion of 
the investment in the National Informa-
tion Center, and continued initiatives in 
end-user computing. These are discussed 
in turn. 

The Survey of Consumer Finances is a 
major update of data, last obtained in 
1983, on the income, assets, debts, 
pensions, employment, and use of finan-
cial services by U. S. households. The 
Board's 1989 share of the survey will be 
$700,000. The Survey of Household Use 
of Financial Services, originally sched-
uled for 1988, will be part of this project 
and will give the Board data on the 
traditional and nontraditional sources of 

Table 2.1 
Operating Expenses of the Board of Governors, by Operational Area, 1987-891 

Thousands of dollars, except as noted 

Operational area 1987 
actual 

1988 
estimate 

1989 
budget 

Percent 

1987-88 

change 

1988-89 

Monetary and economic policy 
Supervision and regulation 
Services to financial institutions 

and the public 
System policy direction and 

oversight 

Total 

45,670 48,389 50,752 6.0 4.9 
21,468 21,584 22,955 .5 6.4 

1,864 2,405 2,477 29.0 3.0 

17,329 18,252 19,839 5.3 8.7 

86,331 90,630 96,023 5.0 5.9 

1. Operating expenses reflect all allocations for support operational area unique to the Reserve Banks and is not 
and overhead. They exclude capital outlays. Services to shown here; see chaps. 1 and 3. 
the U.S. Treasury and other government agencies is an 

Table 2.2 
Positions Authorized at the Board of Governors, by Activity, 1987-89 

Activity 1987 
actual 

1988 
estimate 

1989 
budget 

Percent change 
Activity 1987 

actual 
1988 

estimate 
1989 

budget 1987-88 1988-89 

Monetary and economic policy 396 397 399 .3 .5 
Supervision and regulation 261 264 265 1.1 .4 
Services to financial institutions 

and the public 22 22 22 0 0 
System policy direction and 

oversight 149 148 148 - . 7 0 

Support and overhead 741 742 739 .1 - . 4 

Total 1,569 1,573 1,573 .3 0 
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financial services to households. Combin-
ing the surveys yields significant savings. 

In 1988 the Board approved the cre-
ation of the National Information Center 
to provide a cost-effective and high-
quality database on the structure and 
finances of the nation's banks and bank 
holding companies. The staff made 
progress in 1988 to define the require-
ments of the project and prepare the 
necessary software. The 1989 budget 
provides $737,000 to continue the devel-
opment of the software and prepare the 
data. When completed, the National 
Information Center will provide the 
Board and the Reserve Banks a single 
source for much of the information 
needed to review applications, monitor 
the safety and soundness of financial 
institutions, and maintain the integrity of 
data in an era of increasing interstate 
banking and financial market complexity. 

The budget provides for the final phase 
of the research automation project. The 
1989 operating costs of this project, 
$245,000, are offset by reductions, for 
the second year in a row, in expenses for 
centrally provided automation services. 
The decrease in mainframe charges is 
tied to lower rates charged by the divi-
sions providing the mainframe resources, 
to progress made in transferring work 
from the mainframe to the local network, 
and to software that allows more efficient 
programming and data manipulation on 
the departmental computer. The savings 
also help offset the costs of two positions 
added to this operational area to improve 
the data and analysis concerning the debt 
problems of developing countries, the 
U.S. foreign trade deficit, and other key 
issues. 

Supervision and Regulation 
Supervision of financial institutions in-
cludes reviews of examination and inspec-
tion reports on state member banks 

prepared by the Reserve Banks, special 
studies related to international applica-
tions, direction of enforcement actions, 
and regulation of trust activities. Regula-
tion includes the following activities: the 
formulation of regulations; the oversight 
of mergers, foreign banking activities, 
and compliance with consumer regula-
tions; and the regulation of securities 
credit. 

The $23.0 million budget for supervi-
sion and regulation is $ 1.4 million, or 6.4 
percent, greater than estimated expenses 
for 1988. The size of the increase in this 
operational area would have been larger 
except for the one-time $450,000 expense 
for the Small Business Survey, which 
was charged to this category in 1988 and 
does not recur in 1989. The budget funds 
the known costs of the project on risk-
based capital standards, but additional 
resources, not included in this budget, 
may be required for software develop-
ment to support this initiative. 

The 1989 budget supports the contin-
ued strengthening of supervision and 
regulation through the creation of six 
new positions: two positions are to revise 
examination manuals for banks and bank 
holding companies; the remaining four 
are to manage a growing database for 
country exposure and risk-based capital, 
improve the accounting review of public 
disclosure documents, increase emphasis 
on the Regulatory Improvement Project, 
and help establish the National Informa-
tion Center. The new positions are almost 
completely offset by the elimination of 
five administrative positions, a reduction 
permitted by the greater productivity 
derived from office automation. 

Services to Financial Institutions 
and the Public 
The $2.5 million budgeted for services to 
financial institutions and the public is 
$72,000, or 3.0 percent, higher than 
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1988 estimated expenses. This opera-
tional area is composed almost entirely of 
programs supporting the payments func-
tion of the Federal Reserve System. 

The 3.0 percent increase for 1989 is 
small because the 1988 budget included a 
large one-time increment to improve the 
management of currency operations 
through automation. The 1989 budget 
includes $283,000 to continue the project 
at approximately the same level as in 
1988. Costs should fall in 1990, when all 
development is complete and expenses 
decline to the maintenance level. The 
automation project allows managers to 
make more informed and timely deci-
sions on ordering and transporting cur-
rency. Efficiencies generated by the 
project will reduce the volume of cur-
rency ordered and the number of ship-
ments required, potentially saving the 
System's currency budget about $500,000 
per year. 

System Policy Direction 
and Oversight 
The $19.8 million budget for System 
policy direction and oversight is $1.6 
million, or 8.7 percent, more than esti-
mated 1988 expenses. Three factors 
caused the increase. First, the number 
and length of position vacancies in the 
Office of Board Members and in the 
Office of the Inspector General was high 
in 1988, causing actual salary expenses 
that year to be low relative to the 1989 
budget for the same number of positions. 
Second, the budget includes development 
of software to enhance the administration 
of the Board's compensation program. 
Third, the budget funds several new 
projects, including the records manage-
ment initiative and an effort to improve 
the frequency and thoroughness of audits 
of automation systems at the Reserve 
Banks. 

10-Year Trend 
During the period from 1979 through 
1989 the Board's operating expenses have 
grown from $53.2 million to $96.0 
million, an average increase of 6.1 
percent per year in current dollars and 
1.4 percent in constant dollars (chart 
2.1). During this period, the costs for 
personnel have increased at an average of 
5.2 percent per year in current dollars 
(chart 2.2), while expenses for goods and 
services have risen at 8.8 percent (chart 
2.3). When measured in inflation-ad-
justed dollars, expenses for personnel 

Chart 2.1 
Operating Expenses of the Board of 
Governors, 1979-891 

Millions of dollars 

1979 1984 1989 
1. For 1988, estimate; for 1989, budget. 
2. Calculated with the GNP implicit price deflator. 

Chart 2.2 
Expenses for Personnel Services at 
the Board of Governors, 1979-891 

Millions of dollars 

l I I l I I I 1 I I 
1979 1984 1989 

1. For 1988, estimate; for 1989, budget. 
2. Calculated with the GNP implicit price deflator. 
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rose even more slowly relative to those 
for goods and services, 0.6 percent per 
year and 4.0 percent per year respec-
tively. The markedly faster pace for 
goods and services reflects the substantial 
investment in automation during the 
period and successful efforts to limit the 
number of positions at the Board. 

The size of the actual annual increases 
in expenses has varied greatly (chart 
2.4): periods of major growth in the 
workload required additional resources, 
which were then scaled back as the new 
work was assimilated, productivity-
enhancing technology was acquired, and 
lower-priority tasks discontinued. This 
variation is demonstrated by the changes 
in staffing during the 10-year period. At 
one point nearly 150 positions had been 
added, but by 1989 the net increase had 
been reduced to 37 positions, an increase 
of 2.5 percent (chart 2.5). 

The following discussion breaks the 
10-year period into three segments: 
1979-84, when resources, particularly 
for data collection and storage, were 
added to meet the requirements of major 
legislation; 1985-87, when adjustments 
by the Board reduced the number of 
positions added during the previous 
period; and 1988-89, when the year-to-

Chart 2.3 
Expenses for Goods and Services at 
the Board of Governors, 1979-891 

Millions of dollars 

1979 1984 1989 
1. For 1988, estimate; for 1989, budget. 
2. Calculated with the GNP implicit price deflator. 

year decreases associated with the posi-
tion reductions of the earlier period 
ended, allowing the rate of increase to 
return to a more normal pace. 

1979-84 
Expenses rose sharply in the first five 
years. Federal pay increases during these 
years, although markedly below those in 
the private sector, were high compared 
with the federal increases approved later 
in the decade. More significant, how-
ever, were the costs of resources added to 
meet the requirements of new legislation. 
The average increase in expenses for 
these first five years, 8.1 percent, derived 
mainly from the Monetary Control Act 
(MCA) and was the highest during the 
10-year period. 

Under the MCA, the number of insti-
tutions directly or indirectly reporting 
financial data to the Federal Reserve 
tripled, from about 14,000 to about 
45,000, and the number of items all 
institutions were required to report grew 
substantially. This surge in the volume of 
work handled at the Federal Reserve 
required a new mainframe computer and 
large additions to the staff for data 
processing and for monetary policy. The 

Chart 2.4 
Annual Rate of Change in Operating 
Expenses of the Board of Governors, 
1979-891 

Percent 

1. For 1988, estimate; for 1989, budget. 
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requirement of the MCA that the Federal 
Reserve price many services it had previ-
ously provided without explicit charge 
and expand their availability also im-
posed costs of implementation. Also 
during this period, the deregulation and 
other changes in the banking industry 
arising from the Financial Institutions 
Regulatory and Interest Rate Control Act 
required additional supervisory staff at 
the Federal Reserve. To meet all of these 
requirements the number of positions 
jumped from 1,508 to 1,653, an increase 
of almost 10 percent, over the five years. 
Employment grew by a like percentage, 
from 1,447 to 1,588. 

1985-87 
In mid-1984 the Board established the 
Program Improvement Project (PIP) with 
the goal of reducing the number of 
positions at the Board 7 percent by the 
end of 1986. PIP made large changes in 
the structure and size of the data process-
ing divisions; somewhat lesser reduc-
tions were made throughout the rest of 
the Board's staff. 

Although PIP gave careful consider-
ation to exempting areas addressing 
problems such as the trade deficit and the 

debt positions of developing countries, 
the only area excluded from the overall 
reduction program was supervision and 
regulation. After six positions supporting 
lower-priority functions in the supervi-
sion and regulation area were abolished, 
29 positions were added to the programs 
in the area directly concerned with the 
growing number of problems in the 
nation's banking industry. Even with this 
increase, the net number of positions 
Board-wide declined by 73 in 1985. 

The one-time costs of implementing 
PIP, coupled with enhanced efforts to 
automate critical functions, limited the 
effect of these reductions on the Board's 
expenses in 1985. PIP yielded a further 
decrease of 40 positions in 1986. The 
effect of these reductions was clearly 
evident in 1986 and 1987, when the 
growth of expenses was 2.4 percent and 
2.0 percent respectively. 

1988-89 
Without the legislative demands of the 
earlier years of the decade or the one-
time increment in savings from the staff 
reductions of the middle years, increases 
in the Board's expenses returned to a 
more normal average of 5.4 percent per 
year in 1988 and 1989. In response to the 
continued pressures in the supervision 
function and to the problems of the trade 
deficit and the debt of developing coun-
tries, the Board has authorized expendi-
tures to improve automation and has 
approved minor, selected increases in 
staff. Pressures in other areas, such as the 
programs responsible for financial mar-
kets, have been met by a growing volume 
of overtime and a reduction in the level of 
long-term research that is funded within 
the budget. Overall, the reductions in 
staff level accomplished by PIP have 
been maintained. 

Chart 2.5 
Employment and Positions at the 
Board of Governors, 1979-891 

Number, in thousands 

1. Year-end data. For 1988, estimate; for 1989, budget. 
Excludes interns and summer positions for youth. 
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