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Chapter 1
Federal Reserve System

For 2000, total operating expenses araccounting for approximately three-
budgeted at $2,507.1 million, an increaséourths of the total (chart 1.1).
from estimated 1999 expenses of System employment (including staff
4.7 percent. Of this total, $2,311.9 mil-for the special project) is budgeted at
lion is for the Reserve Banks, and25,408 for 2000, an increase of 269 from
$195.2 million is for the Board of the estimated 1999 level (details are
Governors (tables 1.1 and 12Reve- given in chapters 2 and 3.)
nue from priced services provided to
depository institutions is expected to
total $925.5 million, or 36.9 percent
of total budgeted operating expensesThe System expects to recover 49.6
resulting in net operating expenses opercent of its budgeted 2000 operating
$1,264.1 million. expenses through revenue from priced
Not included in the budget for opera-services, other income, and claims for
tions are the expenses for a Reserveeimbursement. When these items are
Bank special project, budgeted ateducted from budgeted 2000 operating
$14.0 million2 Also excluded is the cost expenses, the net expenses of the System
of currency, budgeted at $456.4 millionshow an increase of 3.2 percent from
for 2000, a decrease of 6.0 perestimated 1999 net operating expenses
cent from the 1999 estimated cost oftable 1.1).
$485.7 million® The distribution of  As required by the Monetary Control
expenses is similar to that in previousAct of 1980, revenue from priced
years, with the Reserve Bank’'s expenseservices represents fees set to recover,
over the long run, all direct and indirect
costs of providing the services plus

_— imputed costs, such as taxes that would
1. The Board of Governors now budgets on a

two-year cycle (see chapter 2); in this chapter,

2000 values shown for the System and the Board

reflect the approximate first-year effect of theChart 1.1

Board's 2000-01 budget. €1Ifistribution of Expenses of the

2. As research and development efforts, speci ederal Reserve System, 2000

projects are separate from the continuing opera-
tions of the System and are therefore not included
in the System’s operations budget. These relatively
costly, short-term projects are expected to benefit
both the System and the banking industry as a
whole. The special project approved for 2000
concerns check-processing standardization and is
described in chapter 3, in the section on services
provided to depository institutions.

3. The Federal Reserve bears the cost associ-
ated with the printing of new currency at the
Bureau of Engraving and Printing. Because this
cost is determined largely by public demand for
new currency, it is not included in Federal Reserve
operating expenses. See appendix A. NotE. See text notes 1, 2, and 3.

Net Expenses

Special projects, 0.5%
Currency, 15.3%

Board of
Governors, 6.6%

Reserve Banks, 77.6%
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have been paid and the return on capital
that would have been earned had the
services been provided by a private
business. Table 1.3 provides details on
projected revenue from priced services,

Table 1.1

the constraints imposed on Federal
Reserve budgets by the need to keep
such services competitive and the
caculation of fees are discussed in
appendix A.

Operating Expenses of the Federal Reserve System, Net of Receipts

and Claims for Reimbursement, 1998-2000

Millions of dollars except as noted

Percentage change
Item 1998 1999 2000
actual estimate budget
1998 to 1999|1999 to 2000
Total System operating expenses ......... 2,261.4 2,394.2 2,507.1 5.9 4.7
LEss
Revenue from priced services .......... 839.8 871.4 925.5 38 6.2
Other income ...........coocvvvvnnn.. 5.6 2.0 19 -64.3 -5.0
Claims for reimbursement? ............. 223.7 296.1 315.6 324 6.6
EqQuaLs
Net System operating expenses ....... 1,192.3 1,224.7 1,264.1 2.7 32

Norte. In this and subsequent tables in this volume,
components may not sum to totals and may not yield
percentages shown because of rounding.

Operating expenses reflect al redistributions for
support and allocations for overhead, and they exclude
capital outlays and specia projects.

Table 1.2

1. Costs of fiscal agency and depository services
provided to the U.S. Treasury and other government
agencies that are billed to these agencies.

Expenses of the Federal Reserve System for Operations, Special Projects,

and Currency, 1998-2000

Millions of dollars except as noted

. Percentage change
Entity and 1998 1999 2000
type of expense actudl esimate | budget | 108 15 1999 | 1999 to 2000

Reserve Banks® ...............oooeienn. 2,075.3 2,198.6 2,311.9 5.9 52
Personnel ... 1,311.4 1,403.4 1,475.3 7.0 51
Nonpersonnel ...........coiviiiiiinn. 763.9 795.2 836.6 41 5.2
Board of Governors? .................... 186.1 195.6 195.2 51 -2
Personnel ... 130.0 133.1 139.6 24 4.9
Nonpersonnel ...........cooviiiiiinn. 56.1 62.5 55.6 114 -11.0
Total System operating expenses ........ 2,261.4 2,394.2 2,507.1 5.9 47
Personnel ... 1,441.4 1,536.5 1,614.9 6.6 51
Nonpersonnel .................oooaa. 820.0 857.7 892.2 4.6 4.0

Special projects® .........oiiiiiin 38 .0 14.0
CUITENCY # . 408.3 485.7 456.4 19.0 -6.0

NoTte. See general note to table 1.1.

1. For detailed information, see chapter 3.

2. Includes extraordinary items and expenses of the
Office of Inspector General (see text note 1).

3. Seetext note 2.
4. See text note 3.
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Table 1.3

Chart 1.2

Revenue from Priced Services, 1998-20000perating Expenses of the

Millions of dollars

Federal Reserve System, 1991-2000
Billions of dollars

. 1998 | 1999 | 2000
Service actual | estimate budget
Funds transfers and ,,*’ 2.5
net settlement. . ... .. 945 707 659 Current dollars -
Automated clearinghouse| .  68.4 68.6 70.4 P 20
Commercial checks...... 651.8 708.9 768.0 ’
Book-entry securities 1992 dollars
transfers ........... . 188 17.4 17.0 15
Noncash collection 3.6 3.0 2.0
Special cash services. ... 2.7 2.9 2.1 I I I | | | | | |
Total ...............i.l. . 8398 8714 9255 1991 1996 2000

Note. For 1999, estimate; for 2000, budget (see also

« : ” text note 1).
Other income (table 1'1) comes 1. Calculated with the GDP price deflator.

from services provided on behalf of
the U.S. Treasury that are paid for by thghown cumulative growth of 48.5 per-
depository institutions using the ser-cent or an annual average of 4.5 per-
vices; included are fees for services SucRent. Over the 1991-2000 period, Fed-
as the settlement of transfers among,5 Reserve System employmeﬁt has
depository institutions and the wireéjncreased 297, or 0.1 percent (chart 1.4).
transfer of funds between depository From 1991 through 2000, Federal
institutions and the Treasury. Reserve System expenses have included
Claims for reimbursement are then,merous major initiatives to support its
expenses Reserve Banks incur in providregponsibilities. To maintain and improve
ing fiscal agency services to the Treasunpe npation’s payment mechanism, the

and other government agencies. System has upgraded check and cash-
Sources and uses of funds are pre-

sented in appendix B and the audits ofp4t 13

the System are listed in appendix C. Cumulative Change in Federal Reserve

System Expenses and Federal Government
Trends In Expen%s and EXpenseS, 1991-2000
Employment Percent

From actual 1991 levels to budgetec
2000 amounts, the operating expenses « 60
the Federal Reserve System (excludin

special projects) have increased a! 40
average of 5.1 percent per year (2.9 pet
cent per year when adjusted for infla- 20

tion) (chart 1.2). Since 1991 the cumula-
tive change for total System expenditure;
(including special projects) has beengol 1996 2000

56.4 percent, or an average of 5.1 per- Nore. Federal Reserve System expenses are operating
cent per year (chart 1_3); over the samexpenses plus the cost of special projects; federal

overnment expenses are discretionary spending less

perIOd' nondefense dlscretlonary Spencg'xpenditures on defense. See also general note to

ing by the federal government haschart1.2.
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Chart 14

Employment in the
Federal Reserve System, 19912000
Thousands of persons

24

1991 1996 2000

NotE. Includes special projects. See also general note
to chart 1.2

processing equipment; led efforts—
such as check image processing—to
convert paper items to electronics; and
implemented same-day settlement
reguirements.

The System played a major role in
ensuring that the financia arena was
prepared for the century date change
event. Since 1991, funds have been
devoted to maintaining the safety and
soundness of financial ingtitutions by
expanding efforts in the supervision and
regulation area. Funding has also been
provided in this area to carry out
legislative directives such as the Com-
munity Reinvestment Act and the Fed-
eral Deposit Insurance Corporation
Improvement Act.

Across al areas, the System has
upgraded its facilities and enhanced its
automation capabilities, including the
installation of the Fednet communica
tions network and upgrades to local area
networks and personal computers.

Expense growth over the past decade
largely reflects costs necessary to central-
ize functions, such asthe regionalization
of various Treasury operations and the
centralization of data processing and

communications at the Federal Reserve
Information Technology office. Returns
on these investments made during the
past ten years and the reengineering
efforts within each Reserve Bank are
evident in the Federal Reserve System’'s
moderate expense growth over the
period. Total employment levels, which
declined steadily from 1994 through
1998, also reflect these efforts.

Operational Areas

The expenses of the Federa Reserve
are classified according to the four
major operational areas of the System
(table 1.4). The costs of support and
overhead (including Board expenditures
for System policy direction and over-
sight, considered an overhead expense
of the System) are redistributed or allo-
cated to these four areas.

2000 Budget Initiatives

Several magjor initiatives that affect
System budgets will continue or begin
in 2000:

* Installation of equipment and software
to support the standardization of check
processing, the image processing and
archiving of commercial checks, and
electronic access and delivery

» Consolidation of Treasury Direct and
Treasury Tax and Loan processing

« Facilities repair and maintenance.

Partly offsetting the greater expendi-
tures associated with these initiatives
are the lower costs associated with staff
reductions, which were made possible
by severa reengineering initiatives and
programs to increase efficiency in Fed-
eral Reserve operations.
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Table 1.4
Operating Expenses of the Federal Reserve System, by Operational Area, 1998—-2000
Millions of dollars except as noted

. Percentage change
Operational area 1998 1999 2000
; | :
and entity actua estimate budget 1998 to 199% 1999 to 2000
Monetary and economic policy. .. ...... 251.7 267.9 276.7 6.4 3.3
Reserve Banks .....................| . 152.6 167.0 176.9 9.5 5.9
Board of Governors.................. . 99.1 100.9 99.8 1.8 -11
Services to the U.S. Treasury and
other government agencies . ...... . 223.4 223.0 241.3 -2 8.2
Services to financial institutions
and the public ..................., .. 2B15 1,332.7 1,389.8 6.5 4.3
Reserve Banks ............ AR 247.4 1,327.7 1,385.0 6.4 4.3
Board of Governors. 4.1 4.9 49 19.7 -1.3
Supervision and regulation............. 534.7 570.6 599.4 6.7 5.0
Reserve Banks ...................... . 451.9 480.8 508.8 6.4 5.8
Board of Governors.................. . 82.8 89.8 90.6 8.4 .9
Total ..o .. 2,261.3 2,394.2 2,507.2 5.9 47
Reserve Banks ..................... . 20753 2,198.6 2,311.9 59 52
Board of Governors? ................ 186.1 195.6 195.2 5.1 -2

Note. Operating expenses reflect all redistributionsareas in chapter 2 are not the same as the numbers shown
for support and allocations for overhead, and they exclude this table.
capital outlays and special projects. The operational area 1. Reserve Banks only; the Board of Governors does
unique to the Board of Governors, System policynot provide these services.
direction and oversight, which is shown separately in 2. Includes expenses of the Office of Inspector General
chapter 2, has been allocated across the operational aressd extraordinary items. See also text note 1.
listed here. As a result, the numbers for the operational
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Chapter 1

Federal Reserve System

For 2001, total operating expenses are Not included in the budget for opera-
budgeted at $2,659.8 million, an increaséions is the cost of currency, budgeted at
from estimated 2000 expenses 0f6$427.0 million for 2001, a decrease of
7.0 percent. Of this total, $2,442.2 mil-1.9 percent from the estimated 2000 cost
lion is for the Reserve Banks, andof $435.2 million® The distribution of
$217.6 million is for the Board of expenses is similar to that in previous
Governors (tables 1.1 and 12Reve- years, with the Reserve Bank’s expenses
nue from priced services provided toaccounting for approximately three-
depository institutions is expected tofourths of the total (chart 1.1).

total $977.8 million, or 36.8 percent System employment is budgeted at
of total budgeted operating expense25,090 for 2001, an increase of 69 from
This revenue, combined with claims forthe estimated 2000 level (details are
reimbursement and other income, resultgiven in chapters 2 and 3).

in projected net operating expenses of

$1,391.6 million?

services; included are fees for services such as the

e settlement of transfers among depository institu-

1. The Board of Governors now budgets on aions and the wire transfer of funds between
two-year cycle (see chapter 2); in this chapterdepository institutions and the Treasury.
2001 values shown for the System and the Board 3. The Federal Reserve bears the cost associ-
reflect the approximate second-year effect of thated with the printing of new currency at the
Board’s 2000-01 budget. Bureau of Engraving and Printing. Because this

2. Other income (table 1.1) comes from ser- cost is determined largely by public demand for
vices provided on behalf of the U.S. Treasury thahew currency, it is not included in Federal Reserve
are paid for by the depository institutions using theoperating expenses. See appendix A.

Table 1.1

Operating Expenses of the Federal Reserve System, Net of Receipts
and Claims for Reimbursement, 1999-2001

Millions of dollars except as noted

2000 2001 Percent change
Item 1999 -
(estimated) | (budgeted) || gqq 4, 2004 2000 to 2001

Total System operating expenses. . .... | 2378.9 2,485.2 2,659.8 45 7.0
LEss

Revenue from priced services. ...... 867.6 916.1 977.8 5.6 6.7

Otherincome..............coovvvnen.d . 1.9 1.0 3 -47.4 -70.0

Claims for reimbursemeht ........... 295.4 310.2 290.1 5.0 -6.5
EqQuaLs

Net System operating expenses ....... 1,214.0 1,257.9 1,391.6 3.6 10.6

Note. Components may not sum to totals and may not 1. Costs of fiscal agency and depository services pro-
yield percentages shown because of rounding. vided to the U.S. Treasury and other government agencies
Operating expenses reflect all redistributions for supthat are billed to these agencies.
port and overhead and exclude capital outlays.
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Table 1.2

Expenses of the Federal Reserve System for Operations and Currency, 1999-2001

Millions of dollars except as noted

. Percent change
Entity and 1999 2000 2001
£ ‘
type of expense (estimated) |- (budgeted) |1 599 15 2000/ 2000 to 2001
Reserve Banks® ...............oooeeenn. 2,193.8 2,297.8 24422 47 6.3
Personnel ... 1,459.5 1,523.5 1,611.6 4.4 5.8
Nonpersonnel ............cccovvninn. 7343 7743 830.6 54 73
Board of Governors? .................... 185.1 187.4 217.6 12 16.1
Personnel ... 131.3 139.7 152.8 6.4 9.4
Nonpersonnel .............ccoooiiiinn. 539 47.8 64.8 -114 357
Total System operating expenses ........ 2,378.9 2,485.2 2,659.8 45 7.0
Personnel ... 1,590.8 1,663.2 1,764.4 46 6.1
Nonpersonnel ....................... 788.2 822.1 895.4 43 8.9
CUITENCY 3 .o 485.7 435.2 427.0 -10.4 -19

Notke. See general note to table 1.1.
1. For detailed information on Reserve Bank expenses,
see chapter 3.

Net Expenses

The System expects to recover 47.7 per-
cent of its budgeted 2001 operating
expenses through revenue from priced
services, other income, and claims for
reimbursement. When these items are
deducted from budgeted 2001 operating
expenses, the net expenses of the System

Chart 1.1

Distribution of Expenses of the
Federal Reserve System, 2001

Currency, 13.8%

Board of
Governors, 7.0%

Reserve Banks, 79.2%

NotE. See text notes 1 and 3.

2. Includes extraordinary items and expenses of the
Office of Inspector Genera. See text note 1 and chap-
ter 2.

3. See text note 3 and appendix A.

show an increase of 10.6 percent from
estimated 2000 net operating expenses
(table 1.1).

As required by the Monetary Control
Act of 1980, revenue from priced
services represents fees set to recover,
over the long run, all direct and indirect
costs of providing the services plus
imputed costs, such as taxes that would
have been paid and the return on capital
that would have been earned had the
services been provided by a private
business. Table 1.3 provides details on
projected revenue from priced services,
the constraints imposed on Federal
Reserve budgets by the need to keep
such services competitive and the
calculation of fees are discussed in
appendix A.

Claims for reimbursement are based
on the expenses Reserve Banks incur
in providing fiscal agency services to
the Treasury and other government
agencies.
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Table 1.3
Revenue from Priced Services, 19992001

Millions of dollars

2000 2001
Service 1999 | (esti- | (bud-
mated) | geted)
Funds transfers and

net settlement ........ 69.2 65.0 63.2
Automated clearinghouse .| 67.8 70.6 75.5
Commercial checks ....... 707.3 7578 8154

Book-entry securities
transfers ............. 17.3 18.0 19.9
Noncash collection ....... 3.0 24 2.0
Specid cash services ..... 3.0 23 17
Total ..ot 867.6 9161 9778

Sources and uses of funds are pre-
sented in appendix B and the audits of
the System are listed in appendix C.

Trends in Expenses and
Employment

From actual 1992 levels to budgeted
2001 amounts, the operating expenses
of the Federa Reserve System have
increased an average of 4.8 percent per
year (2.9 percent per year when adjusted

Chart 1.2

Operating Expenses of the

Federal Reserve System, 1992-2001
Billions of dollars

Current dollars

15

| | | | | | | | |
1992 1997 2001
Norte. For 2000, estimated; for 2001, budgeted (for

more detail see text note 1).
1. Calculated with the GDP price deflator.

Chart 1.3
Cumulative Change in Federal Reserve

System Expenses and Federal Government
Expenses, 1992-2001

Percent
60
B
.3#°  w
.
20
Federal government
I [y [N ) |
1992 1997 2001

NotEe. Federal government expenses are discretionary
spending less expenditures on defense. See also general
note to chart 1.2.

for inflation) (chart 1.2). Over the same
period, nondefense discretionary spend-
ing by the federal government has
increased an annua average of 4.4 per-
cent (chart 1.3). Over the 1992-2001
period, Federal Reserve System employ-
ment has decreased 372 (chart 1.4).
Two areas grew notably during this
period. Spending on banking supervi-
sion rose to meet the increase in the
number and complexity of examina
tions, to provide enhanced supervision

Chart 1.4

Employment in the
Federal Reserve System, 1992-2001
Thousands of persons

26

24

| | | | | | | | |
1992 1997
Note. See genera note to chart 1.2.

2001
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of foreign ingtitutions, and to meet the
requirements of the Financia Institu-
tions Reform, Recovery, and Enforce-
ment Act of 1989 and the Federd
Deposit Insurance Corporation Improve-
ment Act of 1991. Spending also
increased as the Reserve Banks con-
solidated computer operations into
three sites. Expenses for this centrali-
zation effort began to increase in 1992
and peaked during 1995 and 1996, as
redundant equipment and staffing were
needed prior to full transition. These
expenditures have been balanced over
the past several years by savings enabled
by greater efficiencies and economies
of scale. In addition, Reserve Banks
have reduced expenses by consolidating
several operations performed on behalf
of the Treasury.

Reserve Banks have also redlized
productivity gainsin the cash and check
services aress. Based on severa mea-
sures of productivity, each service has
improved productivity by at least
25 percent since 1992.

2001 Budget Initiatives

In 2001, severa major initiatives will
continue to affect System budgets. As
discussed in chapters 3 and 4, installa-
tion of equipment and software to sup-
port the standardization of check pro-
cessing and check imaging and archiving
is one of the primary drivers of the
overall System budget. In addition,
several Banks will realize the expense
effect of facility upgrades, repairs, and
mai ntenance.

Partly offsetting the greater expendi-
tures associated with these initiatives are
the lower costs associated with staff
reductions, which were made possible
by severa reengineering initiatives and
programs to increase efficiency in Fed-
eral Reserve operations, including the
Treasury Direct and Treasury Tax and
Loan consolidation efforts. .
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For 2002, total operating expenses are
budgeted at $2,801.4 million, an increase
from estimated 2001 expenses of
4.5 percent. Of this total, $2,580.2 mil-
lion is for the Reserve Banks, and
$221.2 million is for the Board of
Governors (tables 1.1 and 1.2).1 Reve-
nue from priced services provided to
depository ingtitutions is expected to
total $954.4 million, or 34.1 percent
of total budgeted operating expenses.
This revenue, combined with claims for
reimbursement and other income, results
in projected net operating expenses of
$1,538.1 million.2 The budget includes

1. The Board of Governors budgets on a two-
year cycle (see chapter 2); in this chapter, 2002
values shown for the System and the Board reflect
the approximate first-year effect of the Board's
2002-03 budget.

2. Other income (table 1.1) comes from ser-
vices provided on behalf of the U.S. Treasury that

Table 1.1

$12.4 million for a Reserve Bank special
project.3

Not included in the budget for opera-
tionsisthe cost of currency, budgeted at
$376.8 million for 2002, an increase of
9.7 percent from the estimated 2001 cost
of $343.5 million.# The distribution of
expenses is similar to that in previous

are paid for by the depository institutions using
the services, which include the transfer of funds
between depository institutions and the Treasury.

3. Specia projects are relatively costly, short-
term research and development efforts that are
expected to benefit both the System and the
banking industry as a whole. The special project
covers part of the costs of the check-processing
modernization project (see chapter 3).

4. The Federal Reserve pays for the printing
of new currency at the Bureau of Engraving and
Printing. Because this cost is determined largely
by public demand for new currency, it is not
included in Federal Reserve operating expenses.
See appendix A.

Operating Expenses of the Federal Reserve System, Net of Receipts

and Claims for Reimbursement, 2000-2002

Millions of dollars except as noted

2001 2002 Percent change
Item 2000 -
(estimated) | (budgeted) | 5300 to 2001 | 2001 to 2002

Total System operating expenses ......... 2,470.7 2,681.1 2,801.4 85 45
LEss

Revenue from priced services 922.8 951.8 954.4 31 3

Other income ............... e 1.0 11 1.0 10.0 -10.0

Claims for reimbursement? ............. 3024 292.2 307.9 -34 5.4
EqQuaLs

Net System operating expenses ....... 1,244.5 1,436.0 1,538.1 15.4 7.1

NotEe. Components may not sum to totals and may not
yield percentages shown because of rounding.

Operating expenses include costs for special projects
and exclude capital outlays.

1. Costs of fiscal agency and depository services pro-
vided to the U.S. Treasury and other government agencies
that are billed to these agencies.
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Table 1.2

Expenses of the Federal Reserve System for Operations and Currency, 20002002

Millions of dollars except as noted

2001 2002 Percent change
Expense 2000 n
(estimated) | (budgetet) | 51106 10 2001| 2001 to 2002
Reserve Banks® ...............oooeeenn. 2,281.5 2,461.8 2,580.2 7.9 4.8
Personnel ... 1,462.3 1,568.3 1,651.8 7.3 53
Nonpersonnel ............cccovvninn. 819.3 8935 928.4 9.1 39
Board of Governors? .................... 189.1 219.3 221.2 16.0 .8
Personnel ... 137.6 158.4 163.0 151 29
Nonpersonnel .............ccoooiiiinn. 51.5 60.9 58.2 18.2 -4.5
Total System operating expenses ........ 2,470.7 2,681.1 2,801.4 85 45
Personnel ... 1,599.9 1,726.7 1,814.8 7.9 51
Nonpersonnel ....................... 870.8 954.4 986.6 9.6 34
CUITENCY 3 .o 4234 3435 376.8 -18.9 9.7

Notke. See general note to table 1.1.
1. Includes costs for special projects. For detailed
information on Reserve Bank expenses, see chapter 3.

years, with the Reserve Bank’ s expenses
accounting for more than 80 percent of
the total (chart 1.1).

System employment (including staff
for the special project) is budgeted at
25,241 for 2002, an increase of 314 from
the estimated 2001 level (details are
given in chapters 2 and 3).

Chart 1.1

Distribution of Expenses of the
Federal Reserve System, 2002

Currency, 11.9%

Board of
Governors, 7.0%

Reserve Banks, 81.2%

Notke. See text notes 1 and 4.

2. Includes extraordinary items and expenses of the
Office of Inspector General. See also chapter 2.
3. See text note 4 and appendix A.

Net Expenses

The System expects to recover 45.1 per-
cent of its budgeted 2002 operating
expenses through revenue from priced
services, other income, and claims for
reimbursement. When these items are
deducted from budgeted 2002 operating
expenses, the net expenses of the System
show an increase of 7.1 percent from
estimated 2001 net operating expenses
(table 1.1).

As required by the Monetary Control
Act of 1980, revenue from priced
services represents fees set to recover,
over the long run, all direct and indirect
costs of providing the services plus
imputed costs, such as taxes that would
have been paid and the return on capital
that would have been earned had the
services been provided by a private
business. Table 1.3 provides details on
projected revenue from priced services,
the constraints imposed on Federal
Reserve budgets by the need to keep
such services competitive and the
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Table 1.3
Revenue from Priced Services, 2000-2002

Millions of dollars

2001 2002
Service 2000 | (esti- | (bud-
mated) | geted)
Funds transfers and

net settlement ........ 64.6 63.0 56.1
Automated clearinghouse .| 71.7 76.4 66.4
Commercial checks ....... 7633 789.2 8053

Book-entry securities
transfers ............. 185 19.0 228
Noncash collection ....... 24 20 15
Specid cash services ..... 22 22 2.3
Total ..ot 9228 9518 9544

calculation of fees are discussed in
appendix A.

Claims for reimbursement are based
on the expenses Reserve Banks incur
in providing fiscal agency services to
the Treasury and other government
agencies.

Sources and uses of funds are pre-
sented in appendix B, and the audits of
the System are listed in appendix C.

Trends in Expenses and
Employment

From actual 1993 levels to budgeted
2002 amounts, the operating expenses

Chart 1.2

Operating Expenses of the
Federal Reserve System, 1993-2002

Billions of dollars

“

s
_ Current dollars 4 —— 25
1996 dollars!
— — 20
— — 15

L ooy
1994 1998

Norte. For 2001, estimated; for 2002, budgeted.
1. Calculated with the GDP price deflator.

Chart 1.3
Cumulative Change in Federal Reserve

System Expenses and Federal Government
Expenses, 1993-2002

Percent

— 60
,/

" — 40

Federal government
Y T ) O B
1998

1994

NotEe. Federal government expenses are discretionary
spending less expenditures on defense. See aso general
note to chart 1.2.

of the Federal Reserve System (includ-
ing specia projects) have increased an
average of 4.2 percent per year (2.2 per-
cent per year when adjusted for infla-
tion) (chart 1.2). Over the same period,
nondefense discretionary spending by
the federal government has increased an
annual average of 4.6 percent (chart 1.3).
Over the 1993-2002 period, Federal
Reserve System employment has
decreased 761 (chart 1.4).

From 1982, when the transition to the
requirements of the Monetary Control

Chart 1.4

Employment in the
Federal Reserve System, 1993-2002

Thousands of persons

1998

NotEe. See genera note to chart 1.2.
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Act of 1980 was completed, through
1984, System expenses remained
essentially flat when adjusted for infla-
tion, and employment declined. In 1985
the staffing level was increased in a
pronounced effort to strengthen super-
vision and regulation of member banks
and bank holding companies. The sys-
tem partially offset the increase in staff
through reductions in employment in
other areas, mainly in services to finan-
cial ingtitutions and the public and in the
support and overhead operational areas.

The Expedited Funds Availability Act
requires the Federal Reserve to issue
regulations to ensure the prompt avail-
ability of funds and the expeditious
return of checks. The act became
effective in 1988 and resulted in steff
increases throughout the System in 1988
and 1989. From 1991 through 1998,
spending on bank supervision expanded
to meet the increase in the number
and complexity of examinations and
the enhanced supervision regquirements
for foreign ingtitutions, problem institu-
tions, the Financial Institutions Reform,
Recovery, and Enforcement Act of

1989, and the Federal Deposit Insurance
Corporation Improvement Act of 1991.
The System partially offset these
increases by reducing staff in other
operational areas, mainly in services
to the U.S. Treasury and in services to
financial institutions and the public.

Employment for 2002 is projected to
grow by 314, largely because of plansto
increase security staff.

2002 Budget Initiatives

In 2002, several magjor initiatives will
continue to affect System budgets. As
discussed in more detail in chapter 3,
security enhancement and check mod-
ernization are the primary drivers of the
overall System budget. In addition, the
Banks will continue to work on projects
on behalf of the Treasury.

Partly offsetting thisincreasein spend-
ing are the lower costs associated with
consolidations in the wholesale and ACH
areas as well as staff reductions due to
the continuing efforts to improve produc-
tivity and streamline operations. .
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Federal Reserve System

For 2003, total operating expenses are
budgeted at $2,884 million, an increase
of 3.1 percent from estimated 2002
expenses. Of this total, $2,629.9 million
is for the Reserve Banks, and $254.1 mil-
lion is for the Board of Governors (tables
1.1 and 1.2).* Revenue from priced ser-
vices provided to depository institutions
is expected to total $925.8 million, or
32.1 percent of total budgeted operating
expenses. This revenue, combined with
claims for reimbursement and other
income, results in projected net operat-
ing expenses of $1,628.5 million.?

The System expects to recover 43.5
percent of its budgeted 2003 operating
expenses through revenue from priced

1. The Board of Governors now budgets on a
two-year cycle; in this chapter, 2003 values shown
for the System and the Board reflect the approxi-
mate second-year effect of the Board’s 2002-03
budget.

2. Claims for reimbursement refers to costs of
fiscal agency and depository services provided to
the U.S. Treasury and other government agencies
that are billed to these agencies. Other income

Table 1.1

services, other income, and claims for
reimbursement. When these items are
deducted from budgeted 2003 operating
expenses, the net expenses of the System
show an increase of 3.7 percent from
estimated 2002 net operating expenses
(table 1.1).

Not included in the budget for
operations is the cost of currency, bud-
geted at $510.3 million for 2003, an
increase of 18.5 percent from the 2002
estimated cost of $430.5 million.® The
distribution of expenses is similar to that
in previous years, with the Reserve Banks’

comes from services provided on behalf of the U.S.
Treasury that are paid for by the depository insti-
tutions using the services, which include the trans-
fer of funds between depository institutions and
the Treasury.

3. The Federal Reserve pays for the printing
of new currency at the Bureau of Engraving and
Printing. Because this cost is determined largely
by public demand for new currency, it is not
included in the Federal Reserve operating
expenses. For more information, see appendix C,
“Currency Budget.”

Operating Expenses of the Federal Reserve System, Net of Receipts and Claims for

Reimbursement, 2001-03

Millions of dollars except as noted

Percent change
Item 2001I 2002 2003 ¢
(actuals) (estimated) | (budgeted) 2001-02 2002-03

Total System operating eXpenses.................. 2,657.8 2,796.6 2,884.0 5.2 3.1
LEess

Revenue from priced services.................. 960.4 909.6 925.8 -5.3 1.8

Other income .......cccevvverirennnn, 1.1 1.0 0.8 -9.1 -20.0

Claims for reimbursements 285.6 316.3 328.9 10.8 4.0
EquaLs

Net System operating eXpenses ........... 1,410.7 1,569.7 1,628.5 11.3 37

Note. Components may not sum to totals and may not
yield percentages shown because of rounding.

Operating expenses reflect all redistributions for sup-
port and overhead, and they exclude capital outlays.
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Table 1.2

Expenses of the Federal Reserve System for Operations and Currency, 2001-03

Millions of dollars except as noted

Percent change
Item 2001I 2002 g 2003
(actuals) (estimated) | (budgeted) 2001-02 2002-03
Reserve Banks! ......ccocoocvvvveeveviiievisieeiesenns 2,451.2 2,575.4 2,629.9 5.1 2.1
Personnel .........ccoovvevnsinniseseeeeens 1,573.1 1,630.6 1,662.2 3.7 1.9
NONPErsONNEl ........ccoevviiecirieeiis 878.1 944.9 967.7 7.6 2.4
Board of GOVErNOrs? ..........cccoceevveenirininnns 206.6 221.2 254.1 7.1 14.9
Personnel 149.4 163.0 185.5 9.1 13.8
Nonpersonnel 57.1 58.2 68.6 18 17.8
Total System operating expenses ............. 2,657.8 2,796.6 2,884.0 5.2 31
Personnel .......ccooevviccniicinnnns 1,722.6 1,793.6 1,847.7 4.1 3.0
NONPErsonNel ........ccoocevicniciiens 935.2 1,003.0 1,036.3 7.2 33
CUITENCY? oo 350.0 430.5 510.3 23.0 18.5

Note. Components may not sum to totals and may not
yield percentages shown because of rounding.

Operating expenses exclude capital outlays.

1. Fordetailed information on Reserve Bank expenses,
see chapter 3.

expenses accounting for 77.5 percent of
the total (chart 1.1).

System employment is budgeted at
24,149 for 2003, a decrease of 743 from
the estimated 2002 level.

2003 System Budget Initiatives

In 2003, several major initiatives will
continue to affect System budgets. As dis-
cussed in more detail in chapter 3, cost-
reduction and efficiency initiatives in the

Chart 1.1

Distribution of Expenses of the Federal
Reserve System, 2003

-FCurrency, 15.0%

Board of
Governors, 7.5%

Reserve Banks, 77.5%

2. Includes extraordinary items and expenses of the
Office of Inspector General. See also chapter 2.
3. See appendix C.

check service, information technology,
support, and other areas have helped
Reserve Banks to address cost-recovery
pressures in the check service as well as
to continue to fund high-priority objec-
tives, such as check modernization and
projects on behalf of the Treasury.

Risksin the 2003 Budget

The Board and Reserve Banks have iden-
tified several risks that would require sig-
nificant resources beyond the budget. The
primary risks to the Board budget include
significant changes in or shocks to the
economy or the financial system, and
additional security and contingency
requirements.

Areas that present the most imminent
risks to Reserve Banks in the 2003 bud-
get are extremely challenging conditions
in the check service and related Bankwide
cost-reduction strategies. The impact of
the recently announced check infrastruc-
ture changes are not reflected in the 2003
budgets because decisions were made
after the budgets were finalized. In addi-
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tion, most Banks have submitted budgets
for their supervision and regulation func-
tions that are based on the current condi-
tion of the banking industry. Changes
from the current assumptions could
affect staffing levels. Finally, although
Reserve Banks are fully reimbursed for
services they perform on behalf of the
Treasury, there is a continuing risk that
throughout the year the Treasury will
request additional work from the Banks
that was not contemplated when the bud-
gets were developed.

Trendsin Expenses and
Employment

From actual 1994 levels to budgeted 2003
amounts, the operating expenses of the
Federal Reserve System have increased
an average of 4.1 percent per year (2.2
percent per year when adjusted for infla-
tion) (chart 1.2). Over the same period,
nondefense discretionary spending by the
federal government has increased an an-
nual average of 5.2 percent (chart 1.3).
Over the 1994-2003 period, Federal
Reserve System employment has
decreased 1,595 (chart 1.4).
Throughout most of the 1990s, spend-
ing on bank supervision expanded to meet
the increase in the number and complex-

Chart 1.2

Operating Expenses of the
Federal Reserve System, 1994-2003
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Note. For 2002, estimated; for 2003, budgeted.
1. Calculated with the GDP price deflator.

Chart 1.3
Cumulative Change in Federal Reserve

System Expenses and Federal Government
Expenses, 1994-2003
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Note. Federal government expenses are discretionary
spending less expenditures on defense.
For 2002, estimated; for 2003, budgeted.

ity of examinations, the enhanced super-
vision of foreign institutions, the greater
attention to problem institutions, and the
requirements of the Financial Institutions
Reform, Recovery, and Enforcement Act
of 1989 and the Federal Deposit Insur-
ance Corporation Improvement Act of
1991. The System partially offset these
increases through increased efficiencies
in other operational areas, mainly services
to the U.S. Treasury and services to
financial institutions and the public. In the
most recent years, the budget has grown
at a slower rate, reflecting cost-reduction
and efficiency initiatives.

Chart 1.4

Employment in the
Federal Reserve System, 1994-2003

Thaussrak of porens
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Note. For 2002, estimated; for 2003, budgeted.
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Continued emphasis on efficiencies is
also reducing staffing levels. Employment
for 2003 is projected to decrease by 743
ANP, largely because of planned staff
reductions by the Reserve Banks, prima-
rily in the check, information technology,
and support areas.

2003 Capital Budgets

The capital budget for both the Reserve
Banks and the Board totals $521.3 mil-
lion. The Board’s 2002-03 capital bud-
get is $29.9 million. Approximately two-
thirds of this total supports continued
improvements in office automation and
major upgrades to the information infra-
structure. Funds are also provided for the
maintenance and upkeep of the Board’s
two main buildings. In addition, this bud-

get includes $3.3 million for projects
resulting from increased security. A more
detailed discussion of the Board capital
budget is included in chapter 2.

The 2003 capital budget for Reserve
Banks and FRIT totals $491.4 million, a
$160.6 million increase from the 2002
estimated levels. The budget includes
$430.5 million for the Banks and $60.9
million for FRIT. As in previous years,
the 2003 capital budgets include funding
for projects that support the strategic
direction outlined in the Banks’ plans.
These strategic goals include improving
operational efficiency and effectiveness,
improving services to Bank customers,
and providing a safe, quality work envi-
ronment. A more detailed discussion of
Reserve Bank capital budgets is included
in chapter 3.
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Federal Reserve System

For 2004, total operating expenses are
budgeted at $2,935.8 million, an increase
of 2.0 percent from estimated 2003
expenses. Of this total, $2,666.4 million
is for the Reserve Banks, and $269.4 mil-
lion is for the Board of Governors (tables
1.1 and 1.2).! Revenue from priced ser-
vices provided to depository institutions
is expected to total $929.2 million, or
31.6 percent of total budgeted operating
expenses. This revenue, combined with
claims for reimbursement and other in-
come, results in projected net operating
expenses of $1,637.3 million.?

1. The Board of Governors now budgets on a
two-year cycle; in this chapter, 2004 values shown
for the System and the Board reflect the estimated
first-year effect of the Board’s 2004-05 budget.

2. Claims for reimbursement refers to costs of
fiscal agency and depository services provided to
the U.S. Treasury, other government agencies, and
other fiscal principals that are billed to these agen-
cies. Other income comes from services provided
on behalf of the U.S. Treasury that are paid for by
the depository institutions using the services, which

Table 1.1

The System expects to recover 44.2
percent of its budgeted 2004 operating
expenses through revenue from priced
services, other income, and claims for
reimbursement. When these items are
deducted from budgeted 2004 operating
expenses, the net expenses of the System
show a decrease of 1.6 percent from esti-
mated 2003 net operating expenses
(table 1.1).

Not included in the budget for opera-
tions is the cost of currency, budgeted at
$518.0 million for 2004, an increase of
4.2 percent from the 2003 estimated cost
of $497.0 million.® The distribution of

include the transfer of funds between depository
institutions and the Treasury.

3. The Federal Reserve pays for the printing
of new currency at the Bureau of Engraving and
Printing. Because this cost is determined largely
by public demand for new currency, it is not
included in the Federal Reserve operating
expenses. For more information, see appendix C,
“Currency Budget.”

Operating Expenses of the Federal Reserve System, Net of Receipts and Claims for

Reimbursement, 2002-04

Millions of dollars, except as noted

Percent change
Item 2002I 2003 2004 9
(actual) (estimated) | (budgeted) 2002-03 2003-04

Total System operating eXpenses ................. 2,762.0 2,879.2 2,935.8 4.2 2.0
LEess

Revenue from priced services 918.3 888.0 929.2 -3.3 4.6

Other inCome .......ccvvvvvrvrnnninns 1.0 0.8 0.8 -20.0 0.0

Claims for reimbursements? ................... 308.6 326.8 368.4 5.9 12.7
EqQuALs

Net System oper ating expenses ............ 1,534.1 1,663.6 1,637.3 8.4 -1.6

Note. Components may not sum to totals and may not
yield percentages shown because of rounding.

Operating expenses reflect all redistributions for sup-
port and overhead, and they exclude capital outlays.

1. Costs of fiscal agency and depository services pro-
vided to the U.S. Treasury, other government agencies and
other fiscal principals that are billed to these agencies.
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Table 1.2

Expenses of the Federal Reserve System for Operations and Currency, 2002-04

Millions of dollars, except as noted

Percent change
ttem 2002 2003 2004 ¢
(actual) (estimated) | (budgeted) 2002-03 2003-04
Reserve Banks? ......ccoccocvvveeeviieviieeinsenns 2,532.5 2,627.3 2,666.4 3.7 15
Personnel ....... 1,615.4 1,677.1 1,661.8 3.8 -0.9
Nonpersonnel ... 917.1 950.2 1,004.6 3.6 5.7
Board of GOVErNors? ..........ccceevvieeeriennns 229.5 251.9 269.4 9.8 6.9
Personnel 169.6 183.3 191.6 8.1 4.5
NONPErsONNEl ........ccoevviiecirieeirs 59.9 68.6 77.8 14.5 13.4
Total System oper ating expenses ............. 2,762.0 2,879.2 2,935.8 4.2 20
Personnel .......cccoovvviinininnns 1,785.0 1,860.4 1,853.4 4.2 -04
Nonper sonnel 977.0 1,018.8 1,082.4 4.3 6.2
CUITENCY® oot 430.0 497.0 518.0 15.6 4.2

Note. Components may not sum to totals and may not
yield percentages shown because of rounding.

Operating expenses include costs for special projects
and exclude capital outlays.

1. For detailed information on Reserve Bank expenses,
see chapter 3.

expenses is similar to that in previous
years, with the Reserve Banks’ expenses
accounting for 77 percent of the total,
currency expenses accounting for 15 per-
cent, and Board expenses accounting for
the remainder (chart 1.1).

System employment is budgeted at
23,134 for 2004, a decrease of 830 from
the estimated 2003 level.

Chart 1.1

Distribution of Expenses of the Federal
Reserve System, 2004

_":\(‘Iurrency, 15.0%

a Board of
Governors, 7.8%

Reserve Banks, 77.2%

2. Includes extraordinary items and expenses of the
Office of Inspector General. See also chapter 2.
3. See appendix C.

2004 System Budget Initiatives

In response to the continuing decline in
check volume, the Reserve Banks have
established aggressive spending targets
for their 2004 budgets. This spending
restraint reflects the Banks’ efforts to
reduce direct operating costs of the check
service, as well as Bank support and over-
head costs, in keeping with a business and
operational strategy to meet the System’s
long-term financial and payment system
objectives. The strategy focuses on reduc-
ing check-service operating costs by
streamlining management and administra-
tive structures, decreasing the number of
check-processing locations, and increas-
ing processing capacity at some locations.
The Banks’ 2004 budget plans also fund
other high-priority payment system
objectives, such as those related to the
Check Clearing for the 21% Century Act
and various projects managed by Reserve
Banks on behalf of the Treasury. The
major factors affecting the 2004 Reserve
Bank budgets are outlined in more detail
in chapter 3.
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Trendsin Expensesand
Employment

From actual 1995 levels to budgeted 2004
amounts, the operating expenses of the
Federal Reserve System have increased
an average of 4.0 percent per year (2.3
percent per year when adjusted for infla-
tion) (chart 1.2). Over the same period,
nondefense discretionary spending by the
federal government has increased an an-
nual average of 5.2 percent (chart 1.3).
Over the 1995-2004 period, Federal
Reserve System employment has
decreased 2,341 (chart 1.4).

Throughout most of the 1990s, bank su-
pervision costs grew as a result of the
requirements of the Financial Institutions
Reform, Recovery, and Enforcement Act
of 1989 and the Federal Deposit Insur-
ance Corporation Improvement Act of
1991; an increase in the number and com-
plexity of examinations; enhanced super-
vision of foreign institutions; and, to a
lesser extent, increased attention to prob-
lem institutions. More recently supervi-
sory costs have been related to initiatives
related to the Gramm-Leach-Bliley Act
and the USA Patriot Act, as well as con-
tinuing supervisory initiatives related to
banking conditions and the development
of arevised capital accord (Basel Il). The
System partially offset these increases

Chart 1.2

Operating Expenses of the
Federal Reserve System, 1995-2004

Chart 1.3

Cumulative Change in Federal Reserve
System Expenses and Federal Government
Expenses, 1995-2004
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through increased efficiencies in other
areas, mainly services to the U.S. Trea-
sury, services to financial institutions and
the public, and support services. In the
most recent years, the budget has grown
at a slower rate, reflecting cost-reduction
and efficiency initiatives.

Continued emphasis on efficiencies is
reflected in lower staffing levels. Employ-
ment for 2004 is projected to decrease
by 830 average number of personnel
(ANP), largely because of planned staff
reductions by the Reserve Banks, prima-
rily in the check and support areas.

Chart 1.4

Employment in the
Federal Reserve System, 1995-2004
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2004 Capital Budgets

The capital budget for both the Reserve
Banks and the Board totals $495.9 mil-
lion. The Board’s 200405 capital bud-
gets is $28.5 million. The budget includes
$15.8 million for continued security
enhancements and major projects in the
Board’s building. A more detailed discus-
sion of the Board capital budget is
included in chapter 2.

The 2004 capital budget for the
Reserve Banks, Federal Reserve Informa-
tion Technology (FRIT), and the Office
of Employee Benefits (OEB) totals
$467.4 million, a $60.9 million increase

from the 2003 estimated levels. The bud-
get includes $398.8 million for the Banks,
$67.4 million for FRIT, and $1.2 million
for OEB. As in previous years, the 2004
capital budgets include funding for
projects that support the strategic direc-
tion outlined by the individual Reserve
Banks’ and the System’s plans. These
strategic goals focus on investments that
improve operational efficiencies and ser-
vices to Bank customers and on provid-
ing a safe, quality work environment. A
more detailed discussion of Reserve Bank
capital budgets is included in chapter 3.«



