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Appendix C 

Response of the Federal Reserve System 
to the Gramm-Rudman-Hollings 
Legislation 

The Federal Reserve is not covered by 
the Balanced Budget and Emergency 
Deficit Control Act of 1985, com-
monly known as Gramm-Rudman-
Hollings. However, the Board of 
Governors strongly supports the ob-
jectives of the legislation, passed by 
the Congress in late 1985. The Board 
therefore decided to reduce 1986 Sys-
tem expenses, which had already been 
budgeted, in a manner consistent with 
the spirit of the law and, accordingly, 
directed its staff to propose rules for 
the System similar to those in the new 
legislation. 

The 1987 budget reflects continued 
adherence to the spirit of the act. 

Gramm-Rudman-Hollings set pro-
gressively tighter ceilings on the size 
of the projected annual federal defi-
cits from 1986 through 1990. The 
Congress directed that spending for 
nondefense programs in the already 
approved 1986 budget be cut by 4.3 
percent. The base against which this 
percentage was applied in each agency 
was calculated by the Office of Man-
agement and Budget and the Con-
gressional Budget Office. The Gen-
eral Accounting Office then reviewed 
these baselines and resolved any dif-
ferences, frequently by using the mid-
point between the figures. 

After thoroughly reviewing the 
manner in which the legislation af-
fected agencies whose status and mis-
sion are comparable to those of the 
Federal Reserve, the staff prepared 
four options for the Board. The op-

tions hinged on the procedures to be 
used in determining the base of ex-
penses against which a reduction of 
4.3 percent would be applied; depend-
ing on the option selected, the result 
would be a reduction ranging from 
$15.4 million to $20.7 million. The 
staff also recommended a method for 
allocating the reduction among the 
Board and the 12 Reserve Banks. 

At a public meeting on February 24, 
1986, the Board reviewed the staff's 
proposals and took three actions. 
First, the Board approved a reduc-
tion. Second, finding that all four op-
tions were plausible given the actions 
of the Congressional Budget Office 
and the Office of Management and 
Budget in assigning an expense base 
to other agencies, it selected a reduc-
tion midway between the largest and 
smallest—$18 million for System ex-
penses in 1986. Finally, the Board 
allocated the reduction among the 
Board and the 12 Reserve Banks on 
the basis of both the current size of 
their budgets and the increases in 
their budgets over the preceeding 
three years (table C.l). The Board 
provided guidance on the areas in 
which cuts were to be avoided if pos-
sible, especially bank supervision, and 
it allowed the managers of each Re-
serve Bank and of the Board to be flexi-
ble in making the targeted reductions. 

The Banks submitted their proposed 
cuts to the Board's Division of Fed-
eral Reserve Bank Operations, and 
the directors of the Board's divisions 
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Table C. 1 
Reduct ions in 1986 Budgeted Expenses 
o f the F e d e r a l Reserve System 
in V o l u n t a r y Response to the 
G r a m m - R u d m a n - H o l l i n g s L e g i s l a t i o n ' 

Thousands of dollars 

Entity 

Board of Governors 

District 
Boston 
New York 
Philadelphia . . 
Cleveland 
Richmond 
Atlanta 
Chicago 
St. Louis 
Minneapolis . . 
Kansas C i t y . . . 
Dallas 
San Francisco . 

Total 

Reduction 

1,396 

905 
2,600 
1 ,240 
1 ,035 
1 ,420 
1 ,708 
1,616 

732 
800 

1,065 
1 ,279 
2 , 3 3 2 

18,128 

1. The Federal Reserve is not covered by the legisla-
tion. See text of appendix C. 

submitted their plans to the Board's 
Office of the Controller. Al l propos-
als were then presented to the appro-
priate Board oversight committees. 

As modified by the oversight com-
mittees, the reduction proposed for 
the budget of the Board of Governors 
was $1.4 million (table C.2). Because 
of the constraints placed on growth in 
the 1986 budget, there was little room 
for reduction in most division budgets 
except for cuts in staffing levels, 
which yielded a savings of $510,000. 
The next largest reduction, $320,000, 
was in contractual support for sur-
veys, studies, and mainframe soft-
ware. Several divisions cut automa-
tion plans. The travel budget was 
reduced $100,000, and plans to im-
prove the Board's facilities were de-
layed or canceled. 

The reductions by the Reserve 
Banks totaled $16.7 million, of which 
$5.8 million came from holding va-
cant positions open, reducing over-

Tab/e C.2 
Reduct ions in 1986 B u d g e t e d Expenses 
o f the B o a r d o f G o v e r n o r s 
in V o l u n t a r y Response to the 
G r a m m - R u d m a n - H o l l i n g s Leg is la t ion , 
by O b j e c t ' 

Thousands of dollars 

Object 

Personnel 
Salary 
Retirement 
Insurance 

Total personnel 

Nonpersonnel 
Fees 
Travel 
Publications committee . . . 
Supplies 
Furniture and equipment . . 
Rental 
Books and subscriptions . . . 
New projects 
Contracts 
Tuition 
Subsidies and contributions 
Official dinners 
Depreciation 
Other 

Total nonpersonnel... 

Total 

Reduction 

485 
10 
14 

5 1 0 

50 
7 6 
16 
52 

3 
9 2 

3 2 0 
5 

33 
25 
31 
79 

1,396 

1. See table C . l , note 1. 

time, and cutting back on outside 
contracting (table C.3). Delaying 
equipment purchases and extending 
depreciation schedules on existing 
equipment yielded $3.2 million. The 
reduction in staffing coupled with 
reductions in training and participa-
tion in seminars and conferences low-
ered the travel budget $1.5 million. 
Smaller cuts in other areas produced 
the balance of the Reserve Banks' 
reductions. 

On March 25, the Board approved 
the plans and directed that the re-
straint they embodied be carried over 
into the 1987 budget. This decision 
was fully reflected in the 1987 budget 
guidelines, presented to the Board in 
June 1986, and in the 1987 budgets, 
approved by the Board in December 
1986. 
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Table C.3 
Reduct ions in 1986 B u d g e t e d Expenses 
o f the F e d e r a l Reserve B a n k s 
in V o l u n t a r y Response to the 
G r a m m - R u d m a n - H o l l i n g s Leg is la t ion , 
by O b j e c t a n d by A c t i v i t y ' 

Thousands of dollars 

Item 

OBJECT 
Personnel 
Equipment 
Travel 
Building 
Supplies 
Fees 
Communications 
Shipping 
Miscellaneous 

Total 

ACTIV ITY 

Operational area 
Nonpriced services to 

financial institutions 
and the public 

Supervision and regulation 
Monetary and economic policy 
Priced services to financial 

institutions and the public 
Services to the U.S. Treasury 

and other government agencies 

Support and overhead 
Support 
Overhead 

Total 

1. See table C. I, note 1. 
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