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Chapter 4 

Expenses and Budget 
of the Board of Governors 

This chapter presents an overview of 
the budget of the Board of Governors 
and then examines expenses for the 
major service lines identified in chap-
ter 2.1 

Overview of the Budget 
The 1986 budget of the Board of 
Governors was developed with a view 
toward continuing restraint. The fac-
tors holding down expenses include a 
two-year planned reduction of staff, 
which began in 1985; the exclusion of 
a general pay increase; and manage-
ment initiatives that will reduce in-
surance and retirement costs. Offset-
ting these decreases in costs are two 
factors that will raise expenses: the 
need for an expansion of resources 
for the supervision and regulation of 
financial institutions; and efforts to 
increase productivity through auto-
mation, including a major investment 
in a new computer mainframe. Over-
all, the operating budget embodies an 
increase of 5.4 percent over estimated 
expenses for 1985. Tables 4.1 and 4.2 
compare the actual expenses for 1984, 
estimated expenses for 1985, and 
budgeted expenses for 1986, and chart 
4.1 depicts the relation of Board ex-
penses to expenses for the System as a 
whole in 1986. 

Personnel Services 
In August 1984, the Board initiated a 
review of all Board functions with the 

1. The Board's budget process is discussed in 
appendix 4.A. 

aim of eliminating lower-priority 
work while enhancing productivity. 
This review, planned as an extension 
of the regular budget process and 
called the Program Improvement 
Project (PIP), had the specific objec-
tive of reducing Board positions by 7 
percent. To minimize staff disruption 
and the cost of the review, implemen-
tation was scheduled to occur over 
the two years 1985 and 1986. Re-
sources have been redirected to 
emerging high-priority functions, es-
pecially in the area of supervision and 
regulation. Employment in other 
areas, notably the research and sup-
port functions, continues to fall. 

While the initial authorization for 
1986 shows a net increase of 24 posi-
tions over the 1985 year-end authori-
zation of 1,616, the total will drop to 
1,584 positions by year-end. The ini-
tial increase is required in bank super-
vision and regulation, but will be 
offset during the year with further re-

Chart 4.1 
Budget for the Federal Reserve 
Board. 1986 
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Table 4.1 
Operating and Capital Budgets of the Board of Governors, 1984-86 
Thousands of dollars, except as noted 

Type of budget and service 1984 
Actual 

1985 
Estimate 

1986 
Budget 

Percent 
change, 
1985-86 

Operating budget 
Personnel services 
Nonpersonnel services 

Total operating expenses 

Capital budget 

56,992 59,710 61,008 2.2 
19,790 22,466 25,583' 13.9 
76,782 82,176 86,591 5.4 

4,147 4,160 .3 
14,000 Computer upgrade 

56,992 59,710 61,008 2.2 
19,790 22,466 25,583' 13.9 
76,782 82,176 86,591 5.4 

4,147 4,160 .3 
14,000 

1. Includes $1.8 million in depreciation expense for 
a new computer, whose acquisition cost is included in 
the capital budget. 

ductions from PIP. These reductions 
will hold down expenses for salaries 
and fringe benefits. The total savings 
of $4.5 million (annual rate) from re-
ductions in staff will not accrue fully, 
however, until 1987. 

The 1986 budget for personnel ser-
vices is 2.2 percent greater than com-
parable expenses in 1985. This in-
crease is significantly smaller than 
those registered in recent years. Sav-
ings from reductions in staff, reduc-
tions in retirement and health insur-
ance costs, and the exclusion of a pay 
increase are offset by increases result-
ing from the full-year effect of salary 
actions taken in 1985, such as progress 
step increases and reclassifications, 
and one-time costs associated with 
the reductions in staff from PIP. 

Nonpersonnel Services 

The operating budget for nonperson-
nel services in 1986 is expected to 
total $25.6 million—$3.1 million, or 
13.9 percent, more than in 1985. One 
of the largest factors in this rise is an 
increase of $1.8 million in deprecia-
tion (see below). The remainder of 
the increase, $1.3 million, results 
from increases in funding for com-

puter software for the mainframe 
and contingency operating systems 
($917,000); an expansion in travel 
owing to the step-up in supervision of 
financial institutions and to the great-
er number of operations reviews of 
Reserve Banks ($330,000); a rise in 
maintenance costs for a greater vol-
ume of data processing equipment 
($338,000); an increase in leased 
software and peripheral equipment 
($286,000); and an increase in the ac-
counts for postage and for heat, light, 
and power caused by greater use and 
higher rates ($277,000). An offset to 
these increases in expenses is an ex-
pected increase of $866,000 in income 
from the Reserve Banks for their 
share of expenses associated with the 
Contingency Processing Center, de-
scribed later in this chapter. 

Capital Budget 
and Depreciation 

The capital budget for 1986 totals 
$18,160,000. Of this amount, $14 
million is to replace the Board's 
mainframe computer. The remaining 
$4,160,000 will support expansion 
of automation—for instance, with 
microcomputers—intended to raise 
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Table 4.2 
Expenses of the Board of Governors by Object Class, 1984-86 
Thousands of dollars, except as noted 

Type of service and object class 1984 
Actual 

1985 
Estimate 

1986 
Budget 

Percent 
change, 
1985-86 

Personnel services1 

Salaries 51,022 53,521 55,173 3.1 
Retirement 3,128 3,153 2,944 - 6.6 
Insurance 2,842 3,036 2,891 - 4.8 

Total 56,992 59,710 61,008 2.2 

Nonpersonnel services 
Travel 2,072 2,370 2,700 13.9 
Contractual and professional services 2,191 2,846 3,995 40.4 
Printing and binding 1,178 1,091 1,052 - 3.6 
Heat, light, and power 1,311 1,493 1,625 8.8 
Rentals 1,814 3,070 3,230 5.2 
Telephone and telegraph 1,496 1,327 1,353 2.0 
Repairs, maintenance, and alterations 1,519 1,973 2,311 17.1 
Postage and supplies 1,801 2,569 2,702 5.2 
Fees, books, and tuition 940 1,037 1,339 29.1 
Depreciation 3,578 4,974 6,734 35.4 
CPC income2 - 982 -1,848 88.2 
Other 1,890 698 390 -44 .1 

Total 19,790 22,466 25,583 13.9 

Total operating expenses 76,782 82,176 86,591 5.4 

1. The Board Retirement Plan is a contributory plan 
that is substantially identical to the Civil Service Re-
tirement System (CSRS), utilizing a formula based on 
the final average salary of the three highest consecu-
tive years and length of service. Like those of the 
CSRS, benefits are not integrated with social security. 
Eligibility for regular retirement is based on a com-
bination of age and service, vesting is at five years of 
service, and death benefits are provided. Medical and 
dental insurance plans are negotiated separately by the 
Board's Division of Personnel. Both plans require the 
employee to share in the costs, and in the last few years 

both have been subject to significant cost containment 
measures and to reductions in premiums. The thri f t 
plan is a voluntary savings and investment program in 
which an employee may participate after six months' 
service. The Board contributes a percentage of the em-
ployee's contribution up to the first 6 percent of 
salary. Vesting of employer contributions is based on 
years of participation, with full vesting at five years. 

2. The Contingency Processing Center (CPC) was 
established and began operational testing in 1984. It 
was not placed in operation until Apr i l 1985 (see text). 
The income is shown here as a negative expense. 

productivity. The 1986 operating 
budget includes an increase in depre-
ciation expense of $1.8 million (35.4 
percent) over 1985, resulting primar-
ily from depreciation on the new 
mainframe computer and on major 
office automation acquisitions. De-
preciation for the Contingency Pro-
cessing Center, which was in opera-
tion for only nine months in 1985, will 
be charged for the ful l year in 1986. 

Contingency Processing Center 

An important factor in the recent in-

crease in Board operating expenses 
was the establishment of the Contin-
gency Processing Center (CPC). This 
facility backs up the critical data pro-
cessing applications of the Board of 
Governors and the Federal Reserve 
Banks. The CPC was established in 
1984 and began operations in 1985. 
The Board's share of its operating 
cost for 1984 was $667,000. Expenses 
are estimated at $2.1 million in 1985 
and budgeted at $2.6 million for 1986. 
In both years there are substantial in-
creases for depreciation of the capital 
costs incurred to establish the facility. 
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Table 4.3 
Operating Expenses of the Board of Governors, by Service Line, 1984-86' 
Thousands of dollars, except as noted 

Service line 1984 
Actual 

1985 
Estimate 

1986 
Budget 

Percent 
change, 
1985-86 

Monetary and economic policy 42,087 45,456 46,938 3.3 
Supervision and regulation 18,110 18,773 20,629 9.9 
Services to financial institutions 

and the public 2,499 2,554 2,781 8.9 
System policy direction and oversight 14,086 15,393 16,243 5.5 

Total, all service lines 76,782 82,176 86,591 5.4 

1. These figures do not include capital outlays, cies, listed in table 2.4, because that function is per-
discussed in the text. The table also omits the service formed by the Federal Reserve Banks only, 
line, services to U.S. Treasury and government agen-

The Board's Expenses 
by Service Line 
As table 4.3 shows, the 1986 budget 
calls for increases of 3.3 percent in ex-
penses for monetary and economic 
policy, 9.9 percent for supervision 
and regulation, 8.9 percent for ser-
vices to financial institutions and the 
public, and 5.5 percent for System 
policy direction and oversight. A large 
portion of each increase reflects ex-
penses for new office automation 
equipment to carry out the 1985 Board 
policy that emphasizes end-user com-
puting as a means to improve produc-
tivity. A major initiative in supervi-
sion and regulation is the broadening 
of the examination function. 

The Board does not provide direct 
services to the U.S. Treasury and 
other government agencies as per-
formed and defined by the Federal 
Reserve Banks, so this service line is 
omitted from the tables and discus-
sion in this chapter. Funding for 
Board oversight of Reserve Bank ac-
tivities in this area is included in a 
separate line, System policy direction 
and oversight, which is unique to the 
Board. This line also includes funding 
for the activities of Board Members 
and all other resources used in the 

oversight, direction, and supervision 
of System and Board objectives. 

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 cost of this function at 
the Board is budgeted to increase 
$1,482,000, or 3.3 percent, over 1985 
estimates (see table 4.4). The relative-
ly small increase masks a large dif-
ference in the rates of growth of the 
two categories within the function. 

Development and dissemination of 
economic intelligence includes domes-
tic and international economic re-
search, which in turn includes current 
and long-range studies.2 Small in-

2. The studies are in the following areas, 
covered by sections in the Board's Division of 
Research and Statistics and Division of Inter-
national Finance: banking, financial reports, 
financial studies, industrial output, capital 
markets, economic activity, mortgage and con-
sumer finance, f low of funds, government 
finance, special studies, econometric and com-
puter applications, international banking, in-
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Table 4.4 
Expenses by the Board of Governors for Monetary and Economic Policy, 1984-861 

Thousands of dollars, except as noted 

1986 
Budget 

Percent 
Category 1984 

Actual 
1985 

Estimate 
1986 

Budget 
change, 
1985-86 

Monetary and economic policy, total 
Development and dissemination 

of economic intelligence; . . . . 
Program direction 

42,087 

34,079 
8,008 

45,456 

35,623 
9,833 

46,938 

35,843 
11,095 

3.3 

.6 
12.8 

1. These figures do not include capital outlays, dis-
cussed in the text. 

2. See text note 3 for a full description of this func-
tion. 

creases in funding were approved for 
current surveys. New studies to be 
conducted during 1986 include a sur-
vey of small businesses to provide 
data on how they use financial in-
stitutions and a reinterview of the 
1983 Survey of Consumer Finances 
panel. No expansion is proposed in 
the expenses for providing the eco-
nomic and financial information and 
analysis needed by the Board, the 
Federal Open Market Committee, and 
System officials to carry out their 
monetary policy and regulatory re-
sponsibilities. 

Under the subfunction of program 
direction, budgeted expenses for 1986 
exceed the estimate for 1985 by 
$1,262,000, or 12.8 percent. A signifi-
cant portion of this increment is the 
result of planned initiatives in office 
automation and management infor-
mation systems that will contribute to 
more effective information gathering, 
analysis, preparation, and presenta-
tion. When fully operational, work-

ternational financial markets, world payments 
and economic activity, U .S . international trans-
actions, international development, interna-
tional trade and financial studies, and interna-
tional quantitative studies. 

area networks have the potential to 
relieve the Board's mainframe com-
puter of 20 percent of the demands on 
it for the monetary and economic 
policy function. The planning and in-
stallation of the work-area network 
will peak in 1986 and should be com-
pleted by 1988, at a total cost of ap-
proximately $2 million. 

Supervision and Regulation 

Supervision and regulation of finan-
cial institutions at the Board consist 
of three main activities. Supervision 
includes reviews of examination and 
inspection reports from the Reserve 
Banks, special studies related to inter-
national applications, direction of en-
forcement actions, and regulation of 
trust activities. Regulation includes 
writing regulations, as well as reviews 
of various aspects of Board responsi-
bility for mergers, foreign banking 
activities, compliance with consumer 
regulations, regulation of securities 
credit, and simplification of regula-
tions. Program direction includes 
oversight, management, and adminis-
trative support for this service line. 

Expenses for supervision and regu-
lation are expected to be $20,629,000 
in 1986—$1.9 million, or 9.9 percent, 
more than in 1985 (see table 4.5). Al-
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Table 4.5 
Expenses by the Board of Governors for Supervision and Regulation, 1984-86' 
Thousands of dollars, except as noted 

Category 1984 
Actual 

1985 
Estimate 

1986 
Budget 

Percent 
change, 
1985-86 

Supervision and regulation, total 
Supervision 
Regulation 
Program direction 

18,110 18,773 20,629 9.9 
12,732 13,181 14,650 11.1 
2,739 2,552 2,831 10.9 
2,639 3,040 3,148 3.6 

1. These figures do not include capital outlays, dis-
cussed in the text. 

Table 4.6 
Expenses by the Board of Governors 
for Services to Financial Institutions and the Public, 1984-86' 
Thousands of dollars, except as noted 

Category 1984 
Actual 

1985 
Estimate 

1986 
Budget 

Percent 
change, 
1985-86 

Services to financial 
institutions and the public 2,499 2,554 2,781 8.9 

1. These figures do not include capital outlays, dis-
cussed in the text. 

though activity under all three sub-
categories is expected to expand in 
1986, expenses for supervision and for 
regulation are experiencing significant 
increases, 11.1 percent ($1,469,000) 
and 10.9 percent ($279,000) respec-
tively. A major upgrade and expan-
sion of the Board's examination, 
enforcement, supervision, and appli-
cations processing functions are 
planned for 1986.3 Generally, the 
plan calls for increases in the frequen-
cy of examinations of state member 
banks and bank holding companies 
and the strengthening of procedures 
for reporting deficiencies to the 
banks' managements and boards of 
directors. 

3. Details of the Board's plans were an-
nounced in a press release on October 7, 1985. 

Services to Financial Institutions 
and the Public 
Services to financial institutions and 
the public cover support and oversight 
of the payments mechanism functions 
of the Federal Reserve Banks and 
Branches. Specifically, this service 
line includes evaluation of the opera-
tional and pricing performance for 
the check payment activities of the 
Federal Reserve Banks; oversight of 
the electronic payments mechanism; 
and annual evaluation of the Federal 
Reserve System's currency, coin, and 
food coupon operations. The Board's 
staff provides oversight and control 
in these areas; however, the Reserve 
Banks provide direct management of 
these operations. 

The increase of 8.9 percent project-
ed in the 1986 budget stems from in-
creases in data processing costs, the 
most significant of which are related 
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Table 4.7 
Expenses by the Board of Governors for System Policy Direction and Oversight, 
1984-861 

Thousands o f dollars, except as noted 

Category 1984 
Actual 

1985 
Estimate 

1986 
Budget 

Percent 
change, 
1985-86 

System policy direction and oversight, 
total 14,086 15,393 16,243 5.5 

5,045 4,852 5,114 5.4 
9,041 10,541 11,129 5.6 

System policy direction 
Oversight 

14,086 15,393 16,243 5.5 
5,045 4,852 5,114 5.4 
9,041 10,541 11,129 5.6 

1. These figures do not include capital outlays, 
which are discussed in the text. 

to float and daylight overdrafts. For 
the latter, the increase involves intensi-
fied monitoring of commercial banks 
that use Fedwire. It follows extensive 
study by the Board of actions to re-
duce daylight overdrafts and to lessen 
the risks associated with large-dollar 
transfers on Fedwire and private wire 
systems. 

System Policy Direction 
and Oversight 
System policy direction and oversight 
includes resources for oversight, di-
rection, and supervision of System 
and Board programs. Included in this 
service line are oversight of Federal 
Reserve Bank programs directly sup-
porting Board Members in carrying 
out their functions and operations, 
budgeting and accounting, financial 
examinations, audit and operations 
reviews, and automation and com-
munication. 

For 1986, a net increase of $850,000, 
or 5.5 percent, over 1985 estimated 
expenses is tied to increases in the 
scope and cost of financial examina-
tions of the Federal Reserve Banks 
and to bank automation and audit ef-
forts (see table 4.7). The scope and 
responsibility of the Bank financial 
examination program have broadened 

over the last several years to encom-
pass the review of local priced services, 
large-dollar transfers, discretionary 
expenditures, and conformance to 
various System guidelines. In 1986, 
audits of electronic data processing 
(EDP) at the Banks will be broadened 
to allow for a more critical assess-
ment of the adequacy and reliability 
of data processing controls and to 
strengthen internal EDP audit capa-
bility. The 1986 budget also provides 
additional and upgraded microcom-
puters in accordance with a 1985 of-
fice automation plan for enhancing 
the oversight function. 

Trends in Board Expenses, 
1977-86 
Data on the expenses of the Board of 
Governors for the years 1977-86 are 
shown in chart 4.2 and table 4.8. Ex-
penses in constant, 1977 dollars were 
flat through 1981, and they rose 3.4 
percent per year from 1981 through 
1985. The real increase budgeted for 
1986 is 1.8 percent. 

The decrease in the rate of growth 
in expenses is very noticeable for sala-
ries and other costs for personnel, 
which account for over 70 percent of 
the Board's expenses. The average 
annual rate of increase for salary ex-
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Chart 4.2 
Expenses of the Board of Governors, 
Current and Constant Dollars, 1977-86 

Millions of dollars 

• M l Pi i I : I t* t 
1978 1982 1986 

Constant dollars are 1977 dollars, deflated with the 
GNP implicit price deflator. 

pense was 9 percent from 1977 through 
1981, but it falls to 6.1 percent for the 
years 1981-86 (see table 4.9). The 3.1 
percent increase for 1986 is the lowest 
for any year during the entire period. 

The relatively high rates of increase 
in salaries for 1977-81 were caused by 
large general pay increases and a 
slightly higher level of employment. 
From 1981 to 1984, the general pay 
increases were lower than in earlier 
years; however, the Monetary Con-
trol Act of 1980 and other legislation 
increased workload, employment, and 
salary expense. The growth in the data 
processing staff was particularly large 
as the Board expanded its data series. 
The high rate of increase in retire-
ment expenses from 1977 through 
1980 was associated with cost-of-
living adjustments for retirees; these 
adjustments are tied to the consumer 
price index, which rose rapidly during 
that period. Expense for employee in-
surance jumped in 1983, when the 
Board began its required contribu-
tions to the Medicare fund; more-
over, other health insurance costs 
rose sharply from 1977 through 1984. 

The decline in employment antici-
pated for 1986 is associated with an 

Table 4.8 
Expenses of the Board of Governors, 
Current and Constant Dollars, 
1977-86 
Millions of dollars, except as noted 

Year or rate Current Constant 
of change dollars 1977 dollars' 

Year 
1977 44.8 44.8 
1978 48.5 44.8 
1979 52.8 45.0 
1980 59.1 45.7 
1981 61.8 44.0 
1982 67.4 45.9 
1983 71.9 47.2 
1984 76.8 48.6 
1985 (estimate) 82.2 50.3 
1986 (budget) 86.6 51.2 

Rate of change 
1977-85, compound 7.9 1.5 
1985-86 5.4 1.8 

1. Deflated with the GNP implicit price deflator. 

expansion of automation initiatives 
taken in recent years. Productivity in-
creases that accompany intensive au-
tomation allow the Board to reduce 
its staff to the levels that prevailed in 
1978-80, before the new legislation. 
The automation initiatives have had a 
noticeable impact on Board expenses. 
Expenses for microcomputers, soft-
ware, and peripheral data processing 
equipment are up substantially in 
1984-86. Depreciation expense asso-
ciated with purchases of automation 
equipment, including a new main-
frame in 1986, is also up. Personnel 
expenses, which accounted for 77 per-
cent of the Board's expenses in 1977, 
will fall to 70 percent of the total in 
1986. Table 4.10 and chart 4.3 por-
tray these data. 

Recognizing the critical role of 
computing at the Board and Reserve 
Banks, and to comply with an Execu-
tive Order, the Board established the 
Contingency Processing Center in 
1984. This facility added $0.7 million, 
$2.1 million, and $2.6 million respec-
tively to the Board's expenses for 

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

1985-1986



Board of Governors 64 

Table 4.9 
Expenses of the Board of Governors, by Object Class, 1977-86 
Thousands of dollars, except as noted 

Type of service and 
object class 1977 1978 1979 1980 1981 1982 

Personnel services 
Salaries 29,022 31,213 33,572 37,512 41,230 44,254 
Retirement 4,744 5,627 7,349 9,057 5,278 6,321 
Insurance 640 687 690 779 950 1,278 

Total 34,406 37,527 41,611 47,348 47,458 51,853 

Nonpersonnel services 
Travel 1,041 1,175 1,300 1,586 1,591 1,765 
Contractual and professional services 973 776 936 1,185 1,270 1,428 
Printing and binding 477 487 697 1,652 1,792 1,289 
Heat, light, and power 837 877 925 967 1,274 1,269 
Rentals 1,670 1,688 1,200 791 868 1,229 
Telephone and telegraph 790 683 658 686 863 1,039 
Repairs, maintenance, and alterations 348 402 508 489 788 983 
Postage and supplies 753 822 1,108 1,152 1,215 1,501 
Fees, books, and tuition 526 576 527 629 740 856 
Depreciation 1,583 1,656 1,859 2,023 3,119 3,155 
CPC income 0 0 0 0 0 0 
Al l other 1,401 1,880 1,512 605 824 1,064 

Total 10,399 11,022 11,230 11,765 14,344 15,578 

Total operating expenses 44,805 48,549 52,841 59,113 61,802 67,431 

Type of service and 
object class 1983 1984 1985 

(estimate) 
1986 

(budget) 

Percent change 

1977-85, 
compound 1985-86 

Personnel services 
Salaries 
Retirement 
Insurance 

Total 

Nonpersonnel services 
Travel 
Contractual and professional services 
Printing and binding 
Heat, light, and power 
Rentals 
Telephone and telegraph 
Repairs, maintenance, and alterations 
Postage and supplies 
Fees, books, and tuition 
Depreciation 
CPC income' 
A l l other 

Total 

47,154 
5,423 
2,226 

54,803 

1,901 
1.984 

820 
1,290 
1,411 
1,266 
1,169 
1,458 

832 
3,374 

0 
1,602 

17,107 

51,022 
3,128 
2,842 

56,992 

2,072 
2,191 
1,178 
1,311 
1,814 
1,496 
1,519 
1,801 

940 
3,578 

0 
1,890 

19,790 

53,521 
3,153 
3,036 

59,710 

2,370 
2,846 
1,091 
1,493 
3,070 
1,327 
1.973 
2,569 
1,037 
4.974 
-982 

698 
22,466 

Total operating expenses 71,910 76,782 82,176 

55,173 
2,944 
2,891 

61,008 

2,700 
3,995 
1,052 
1,625 
3,230 
1,353 
2,311 
2,702 
1,339 
6,734 

-1,848 
390 

25,583 

86,591 

8.0 
- 5 . 0 
21.5 

7.1 

10.8 
14.4 
10.9 
7.5 
7.9 
6.7 

24.2 
16.6 
8.9 

15.4 

- 8 . 3 
10.1 

7.9 

3.1 
- 6 . 6 
- 4.8 

2.2 

13.9 
40.4 

- 3 . 6 
8.8 
5.2 
2.0 

17.1 
5.2 

29.1 
35.4 
88.2 

-44.1 
13.9 

5.4 

1. The Contingency Processing Center (CPC) was 
established and began operational testing in 1984. It 

was not placed in operation until Apr i l 1985 (see text). 
The income is shown here as a negative expense. 

1984, 1985, and 1986. The increases 
in 1985 and 1986 were primarily for 
depreciation of the initial acquisition 
of equipment for the site. 

Expenses for repair, maintenance, 

and alteration of the Board's facilities 
and equipment have grown rapidly 
since 1977. The reason lies in sharp-
ly higher costs of maintaining data 
processing equipment (including the 
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Table 4.10 
Trends in Expenses and Employment of the Board of Governors, 1977-86 

Year or rate 
of change 

Personnel 
services 

Nonpersonnel 
services 

Year-end 
employment 

Year or rate 
of change Dollar 

amount 
(millions) 

Index 
Dollar 

amount 
(millions) 

Index Number Index 

1977 34.4 100.0 10.4 100.0 1,478 100.0 
1978 37.5 109.1 11.0 106.0 1,473 99.7 
1979 41.6 120.9 11.2 108.0 1,451 98.2 
1980 47.3 137.5 11.8 113.5 1,525 103.2 
1981 47.5 138.1 14.3 137.5 1,501 101.6 
1982 51.9 150.9 15.6 150.0 1,537 104.0 
1983 54.8 159.3 17.1 164.4 1,591 107.6 
1984 57.0 165.7 19.8 190.4 1,588 107.4 
1985 (estimate) 59.7 173.4 22.5 216.0 1,535 103.9 
1986 (budget) 61.0 177.5 25.6 246.0 1,505 101.8 

Rate of change 
1977-85 7.1 10.1 .5 
1985-86 2.2 13.9 - 2 . 0 

Chart 4.3 
Rates of Growth in Expenses and 
Employment of the Board of 
Governors, 1977-86 

1977= too 

200 

150 

100 

Contingency Processing Center), the 
aging of the Board's facilities, and in-
vestments in energy conservation. 

The rates of increase in expenses 
have differed among the Board's 
functions, as table 4.11 and chart 4.4 
reveal. From 1977 through 1985, the 
rate of increase for monetary and eco-
nomic policy, the Board's largest 
functional area, averaged 8 percent 
per year. The increase resulted from 
the Board's response to the provisions 

of new legislation, particularly the 
Monetary Control Act, which called 
for unusual levels of spending for data 
processing support. 

The supervision and regulation ser-
vice line grew at a 6.7 percent com-
pound annual rate from 1977 through 
1985. This was the lowest increase for 
any of the Board's four service lines. 
Expenses for this category rose an 
average of 7.9 percent per year from 
1977 through 1981 to meet the require-
ments of consumer protection and 
supervisory legislation. Expenses rose 
sharply in 1982, reflecting data pro-
cessing costs for the development of 
the Bank Holding Company Perfor-
mance Report, which was completed 
in 1983. With the completion of that 
report, expenses grew more slowly in 
1984. The relatively large increase for 
1986 reflects an increase in resources 
for supervision, for enforcement, and 
for examiner training. 

Expenses for services to financial 
institutions have risen approximately 
8 percent per year since 1977. The 
1986 increase of 8.9 percent is consis-
tent with this pattern. 

Personnel expenses 

Employment 

1978 1982 1986 
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Table 4.11 
Expenses of the Board of Governors, by Service Line, 1977-86 
Millions of dollars, except as noted 

Year or rate 
of change 

Monetary 
and 

economic 
policy 

Supervision 
and 

regulation 

Services to 
financial 

institutions 

System 
policy 

direction 

1977 24.6 11.2 1.4 7.7 
1978 26.5 12.1 1.5 8.5 
1979 28.7 13.2 1.6 9.3 
1980 33.1 15.2 1.8 9.0 
1981 35.4 15.2 1.9 9.4 
1982 37.4 17.3 2.1 10.6 
1983 38.7 18.8 2.0 12.4 
1984 42.1 18.1 2.5 14.1 
1985 (estimate) 45.5 18.8 2.6 15.4 
1986 (budget) 46.9 20.6 2.8 16.2 

Rate of change 
1977-85 (compound) 8.0 6.7 8.2 9.1 
1985-86 3.3 9.9 8.9 5.5 

Chart 4.4 
Expenses of the Board of Governors, by Service Line, 1977-86 

Millions of dollars 

Monetary and economic pol icy 

i i 
1978 

Mill ions of dollars 

15 

10 

15 

10 

1982 1986 

Expenses for System policy direc-
tion have felt a heavy impact in recent 
years from costs of data processing 
support and from costs associated 

with improvements in 1985 and 1986 
in the Planning and Control System 
used at the Board and the Reserve 
Banks. 

System policy direct ion 

Supervision and regulation 

Services to f inancial institutions and public 

i i i i i t i i . i 
1978 1982 1986 
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Appendix 4. A 

Budget Formulation 
for the Board of Governors 

The Board uses an annual planning, 
budget, and control process, based on 
the calendar year, that involves all 
divisions at the Board and all levels of 
management. The Chairman has dele-
gated to the Administrative Governor 
the responsibility for overseeing Board 
administrative and management mat-
ters. The Administrative Governor 
plays a key role in ensuring that all 
elements of the process are coordinat-
ed, that all objectives are achieved, 
that resources are adequate, and that 
duplication of effort is avoided. 

The Board places expenses and em-
ployment in four major lines, as de-
scribed in the text of this chapter: 
economic and monetary policy, su-
pervision and regulation, services to 
financial institutions and the public, 
and System policy direction and over-
sight. Data processing costs are dis-
tributed to the four major areas ac-
cording to actual usage. Expenses for 
support and overhead functions are 
prorated among the four service lines 
in proportion to their direct costs. 

The Budget Schedule 
In the spring, each division at the 
Board is requested to review current 
and future resource needs. In con-
junction with this review the divisions 
draw on various sources for planning 
information relevant to their func-
tions, including direct guidance from 
functional oversight committees made 
up of Board Members, participation 
in System strategic planning sessions, 

and planning sessions within the divi-
sion itself. Division management pre-
pares a statement of events that can 
be expected to affect the division's 
budget and provides initial estimates 
of budget changes associated with 
those events. Simultaneously, the Of-
fice of the Controller prepares a 
"current level of operation" budget 
estimate taking into account known 
or anticipated factors such as any 
planned general pay increases for the 
federal government, changes in costs 
for retirement and for hospital and 
medical insurance, and inflation. This 
projection of expenses is compared 
with the estimates of expenses in the 
current year and, along with the input 
from other divisions, forms the basis 
for recommending a budget guideline. 
The Chairman approves the final 
budget guideline in June, and it is an-
nounced to the divisions for use in de-
veloping their budgets. 

During the summer the divisions 
prepare their program objectives and 
budgets. These are reviewed first by 
administrative management, then by 
the functional oversight committees. 
These reviews often result in further 
adjustments to division budgets. The 
Administrative Governor then reviews 
the consolidated budget and dis-
cusses it with the Chairman. In early 
December, the budget is presented to 
the Board of Governors for action at 
an open meeting. Division objectives 
are published for management follow-
up, and performance is monitored 
throughout the year for adherence to 
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the budget objectives and financial 
allocations. 

Capital Budget 

Until 1985, the Board of Governors 
expensed purchases of all assets in the 
year of purchase. In 1985, the Board 
began capitalizing certain assets and 
depreciating their value over appro-
priate time periods in accordance with 
generally accepted accounting princi-
ples. This approach more closely 
aligns costs of capital assets with their 
periods of service and is consistent 
with the accounting practices that the 
Federal Reserve Banks follow. 

Centrally Provided Services 
Because of the heavy cost of main-
frame computers and associated sup-
port systems, special processes have 
been established to plan, review, and 
control expenses for such equipment. 
Each division or office at the Board 
must provide, as part of its budget 
submission, its expected use of data 
processing resources. These requests 
for resources are reviewed and sub-
jected to the same cost-benefit analy-
ses as are other resources, in a process 
that ensures the budgeting of suffi-
cient centrally provided services and 
efficient use of resources. 

Financial Monitoring and 
Control 
Board expenses are monitored and re-
viewed throughout the budget year by 
all levels of Board management. To 
facilitate this monitoring, each divi-

sion prepares an operating plan at the 
beginning of the year, which allocates 
its approved budget into quarterly 
plans. Actual performance against 
budgeted targets is monitored month-
ly by administrative management, and 
quarterly reports are submitted to the 
Board. 

Each July, division budgets as of 
June 30 are formally reviewed with 
division directors in meetings with the 
Controller and the Staff Director for 
Management. Results are reported to 
the Board along with recommenda-
tions for reallocations as appropriate. 
In addition, each year a comprehen-
sive report discussing the previous 
year's performance in terms of trends 
in employment and expenses and at-
tainment of objectives is submitted to 
the Board. 

Assessments 
The Board of Governors is empow-
ered by the Federal Reserve Act to 
assess the Federal Reserve Banks for 
the funds necessary to pay its ex-
penses. After the annual budget is ap-
proved, an estimate of the cash re-
quirement for the first half of the year 
is prepared. The Administrative Gov-
ernor reviews this estimate and, upon 
his approval, the required amount is 
raised by a levy on each of the Reserve 
Banks in proportion to its capital 
stock and surplus. In June of each 
year, the cash requirements to year-
end are estimated, and in July the sec-
ond assessment is made on the Reserve 
Banks. Although assessments are 
made semiannually, funds are trans-
ferred quarterly in order to minimize 
cash balances. 
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