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Appendix A 

Mission and Operational Areas 
of the Federal Reserve System 

For budgeting purposes the activities 
of the Federal Reserve Banks and the 
Board of Governors are divided into 
four operational areas: monetary and 
economic policy, supervision and reg-
ulation of financial institutions, ser-
vices to financial institutions and the 
public, and services to the U.S. Trea-
sury and other government agencies.1 

This appendix describes each of these 
operational areas to provide a de-
tailed discussion of the functions per-
formed by the Federal Reserve System. 

Monetary and Economic Policy 
The monetary and economic policy 
function comprises the activities of 
the Board and the Reserve Banks that 
support the formulation and imple-
mentation of monetary policy. The 
System has several tools to affect the 
availability and cost of money and 
credit. The Federal Open Market 
Committee (FOMC), which consists 
of the seven Board members and five 
Reserve Banks presidents, meets twice 
each business quarter in Washington 
to set policies for System open mar-
ket operations. The Board acts on re-
quests from the Federal Reserve Banks 
to adjust discount rates and is respon-

1. Services to the U.S. Treasury and other 
government agencies is an operational area 
unique to the Federal Reserve Banks. The 
fourth operational area for the Board of 
Governors, System policy direction and over-
sight, provides resources for the supervision of 
Board and System programs and is discussed in 
chap. 2. 

sible for making changes in reserve 
requirements. 

The Federal Reserve collects and 
publishes a vast amount of banking 
and financial data that are used inter-
nally and by market participants to 
help analyze conditions in the bank-
ing, money, and capital markets. This 
information flows through the Re-
serve Banks to the Board, where it is 
compiled and made available to the 
public in weekly and monthly statisti-
cal releases on subjects such as the 
monetary aggregates, interest rates, 
bank credit, and exchange rates. The 
research staffs at the Board and the 
Reserve Banks regularly use this in-
formation, as well as other data col-
lected by federal agencies and private 
institutions, to assess the state of the 
economy and the relationships be-
tween the financial markets and eco-
nomic activity. To provide back-
ground for each meeting of the 
FOMC, staff members prepare de-
tailed economic and financial analy-
ses and projections for the domestic 
economy and international markets. 
In addition, they conduct longer-run 
economic studies on a broad array of 
issues. 

Supervision and Regulation 
The Federal Reserve System plays a 
major role in the supervision and reg-
ulation of banks and bank holding 
companies. This function is accom-
plished through on-site examinations 
and inspections of member banks and 
bank holding companies; off-site sur-
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64 Mission and Operational Areas 

veillance and monitoring of financial 
institutions; review of applications 
for mergers, acquisitions, and changes 
in control; formal supervisory ac-
tions; and adoption and enforcement 
of regulations to carry out statutory 
directives. In addition, under the 
Bank Holding Company Act, the 
Board is responsible for assuring that 
all activities of bank holding compa-
nies are "closely related to banking 
and a proper incident thereto." Be-
yond these activities, the supervisory 
process entails continuous oversight 
of the banking industry to ensure the 
safety and soundness of the financial 
system. This broader responsibility is 
reflected in the System's presence in 
financial markets, through open mar-
ket operations, and in the Federal Re-
serve's role as lender of last resort. 
The Monetary Control Act of 1980 
expanded that role by extending the 
privilege of borrowing from the Fed-
eral Reserve to all depository institu-
tions whose liabilities are subject to 
reserve requirements.2 

Supervisory and regulatory activi-
ties are carried out by both the Board 
of Governors and the Federal Reserve 
Banks. The Board is responsible for 
rulemaking and for establishing Sys-
tem supervisory policies; the Reserve 
Banks conduct on-site examinations 
and inspections, review various types 
of applications from banks and bank 
holding companies, and implement 
other supervisory programs. 

In 1985, the Board and the Banks 
conducted 744 examinations of state 
member banks, 1,779 inspections of 
bank holding companies and their 
subsidiaries, and 2,270 reviews of 

2. Depository institutions are commercial 
banks, savings banks, savings and loan associa-
tions, and credit unions. 

bank holding company applications. 
In 1986, there were 806 examinations, 
2,341 inspections, and 2,176 reviews 
of applications. The increase in ex-
aminations and inspections is due 
largely to intensified supervision of 
state member banks and bank hold-
ing companies. Such action has been 
deemed necessary in light of trends 
within the banking industry over the 
past several years, including the in-
crease in the number of failing and 
problem banks. 

The Board enforces compliance by 
state member banks with the federal 
laws protecting consumers in their use 
of credit. In 1986, the System con-
ducted examinations for such compli-
ance at about 700 banks. 

The Board's supervisory responsi-
bilities also extend to foreign opera-
tions of U.S. banks and, under the 
International Banking Act, to U.S. 
operations of foreign banks. 

Services to Financial Institutions 
and the Public 
The Federal Reserve System is a major 
participant in the nation's payments 
mechanism. The payments mechanism 
consists of many independent systems 
designed to move funds among finan-
cial institutions across the country. 
The Federal Reserve distributes cur-
rency and coin, processes checks for 
collection, operates electronic funds 
transfer networks, and provides for 
securities transfers and coupon col-
lection. The Federal Reserve's auto-
mated clearinghouse (ACH) has had 
the most rapid growth. Chapter 4 dis-
cusses the volume and costs of these 
services and of the Banks' fiscal-
agency services for the 1977-86 period. 

The Federal Reserve is responsible 
for ensuring that the economy has 
sufficient currency and coin to meet 
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the public's demand for cash. The 
Reserve Banks obtain currency and 
coin from the Bureau of Engraving 
and Printing and the Mint and dis-
tribute it through depository institu-
tions. Highly sophisticated automat-
ed equipment is used to count cash, 
identify counterfeits, and destroy cur-
rency that is unfit for circulation. In 
1986, the Reserve Banks paid out 
$216.1 billion in currency and $3.9 
billion in coin and destroyed $49.1 
billion of unfit currency, an increase 
of roughly 80 percent over 1980 in all 
three activities. 

The Federal Reserve Act of 1913 
specifically authorizes the Reserve 
Banks to collect and clear checks. 
Today the 12 Reserve Banks, their 
branches, and their regional check-
processing centers clear approximate-
ly 15 billion checks each year with an 
average daily value of more than $40 
billion. Most checks deposited with 
the Federal Reserve are collected on 
the day they are deposited or on the 
next business day. 

The Federal Reserve's electronic 
wire transfer system, Fedwire, is an 
essential element of the nation's pay-
ments mechanism. Through Fedwire, 
depository institutions can draw on 
their reserves or clearing accounts at 
the Reserve Banks and transfer funds 
anywhere in the country within min-
utes. Approximately 6,800 depository 
institutions use Fedwire through di-
rect electronic connections with Fed-
eral Reserve Banks, and another 2,500 
institutions have off-line access to the 
system through the Reserve Banks. 
During 1986, approximately 50 mil-
lion transfers valued at about $124 
trillion were sent over Fedwire, an 
average of $2.5 million per transfer 
and $495 billion per day. 

The Federal Reserve allows partici-
pants in private clearing arrange-

ments to exchange and settle trans-
actions on a net basis through reserve 
or clearing-account balances. Users 
of this net settlement service include 
local check clearinghouse associa-
tions, credit card processors, auto-
mated teller machine networks, and 
national and regional funds transfer 
networks. In 1986, about 550,000 net 
settlement entries were processed by 
the Reserve Banks. 

For recurring payments, the auto-
mated clearinghouse is an electronic 
alternative to checks. The informa-
tion that would appear on a check is 
placed in electronic form on a com-
puter tape and processed directly 
bank to bank. ACHs are used primar-
ily to pay salaries and pensions and to 
make preauthorized bill payments, 
such as those for insurance premiums 
and mortgages. Approximately 22,000 
depository institutions participate in 
the Federal Reserve's ACH. About 
3,700 of these institutions originate 
and receive transactions via electronic 
connections with the Federal Reserve; 
the others use machine-readable mag-
netic tapes. In 1986, the Reserve 
Banks processed about 600 million 
ACH transactions; about 50 percent 
were governmental, largely disburse-
ments of social security benefits and 
civilian and military pay. 

The Reserve Banks also provide 
securities services. The book-entry 
securities service, begun in 1968, 
maintains a computer record of gov-
ernment agency securities, mostly 
Treasury issues, and enables their 
holders to transfer them to other in-
stitutions throughout the country. 
The Reserve Banks maintained about 
44,000 book-entry accounts in 1986 
and processed 7.6 million security 
transfers. 

The definitive securities safekeep-
ing service consists of the physical 
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storage of securities ineligible for 
maintenance on the Federal Reserve's 
book-entry system. The Federal Re-
serve, one of the large holders of de-
finitive securities in the country, held 
an amount worth approximately $25 
billion at the end of 1986. 

The noncash collection service in-
volves the collection of coupons, 
bonds, and miscellaneous items such 
as bankers acceptances and certain 
checks and drafts. Coupon collection 
accounts for approximately 95 per-
cent of the transactions; the Federal 
Reserve processed about 4.6 million 
coupons in 1985 and 4.2 million in 
1986. 

Services to the U.S. Treasury 
and Other Government Agencies 
The Federal Reserve Act designates 
the Federal Reserve Banks as fiscal 
agents for the U.S. government. As 
the government's bank, the Federal 
Reserve supplies a wide range of ser-
vices to the Treasury Department and 
other agencies, including deposit ac-
counts that are used to pay all govern-
ment checks, disburse government 

payments, and collect government re-
ceipts. The Reserve Banks also pro-
cess wire transfers of funds and auto-
mated clearinghouse payments and 
give the Treasury daily statements of 
account activity. 

The Federal Reserve provides sev-
eral unique services to the Treasury. 
For example, in administering the 
Treasury tax and loan program, the 
Reserve Banks monitor the tax re-
ceipts deposited in the 15,600 tax and 
loan accounts maintained by deposi-
tory institutions designated by the 
Treasury to perform this function; 
hold collateral that those institutions 
pledge to support those deposits; and 
transfer funds to the Treasury's ac-
count at its request. The Reserve 
Banks also assist the Treasury in its 
financing of the public debt. Both 
marketable Treasury securities (bills, 
notes, and bonds) and nonmarketable 
Treasury securities (savings bonds and 
retirement plan bonds) are issued, ser-
viced, and redeemed by the Reserve 
Banks. 

The Reserve Banks also redeem 
and ultimately destroy food coupons 
for the Department of Agriculture. 
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Appendix A 

Mission and Operational Areas 
of the Federal Reserve System 

In their budgets the Federal Reserve 
Banks and the Board of Governors 
divide their activities into four major 
operational areas: monetary and eco-
nomic policy, supervision and regula-
tion of financial institutions, services 
to financial institutions and the public, 
and services to the U.S. Treasury and 
other government agencies.1 This ap-
pendix describes each of these areas in 
detail. 

Monetary and Economic Policy 
The Federal Reserve contributes to the 
attainment of the nation's economic 
and financial goals through its ability 
to influence money and credit in the 
economy. The System has several tools 
to affect the availability and cost of the 
nation's money and credit: setting of 
reserve requirements; setting of the 
discount rate; and the primary tool of 
monetary policy, open market opera-
tions. 

The seven-member Board of Gover-
nors sets reserve requirements, and it 
acts on requests from the Federal 
Reserve Banks to adjust the discount 
rate. The Federal Open Market Com-
mittee (FOMC) meets in Washington 
eight times per year, usually twice each 
business quarter, to set policies for 

1. Services to the U.S. Treasury and other 
government agencies is an operational area 
unique to the Federal Reserve Banks. The fourth 
operational area for the Board of Governors, 
System policy direction and oversight, provides 
resources for the supervision of Board and 
System programs and is discussed in chap. 2. 

System open market operations; it 
comprises the Board, the President of 
the Federal Reserve Bank of New 
York, and, on a rotating basis, the 
presidents of four other Reserve Banks. 

A vast amount of banking and 
financial data flows through the Re-
serve Banks to the Board, where it is 
compiled and made available to the 
public in weekly and monthly statisti-
cal releases on the monetary aggre-
gates, interest rates, bank credit, ex-
change rates, and so on. The research 
staffs at the Board and the Reserve 
Banks use this information, along with 
data collected by other public and 
private institutions, to assess the state 
of the economy and the relationships 
between the financial markets and 
economic activity. Staff members pro-
vide background for the Board and 
each meeting of the FOMC by prepar-
ing detailed economic and financial 
analyses and projections for the domes-
tic economy and international mar-
kets. In addition, they conduct longer-
run economic studies of issues at the 
regional, national, and international 
levels. 

Supervision and Regulation 
Under the authority of the Federal 
Reserve Act and the Bank Holding 
Company Act of 1956 as amended, the 
Federal Reserve System plays a major 
role in the supervision and regulation 
of banks and bank holding companies. 

The System conducts its oversight 
responsibilities through on-site exami-
nations and inspections of state mem-
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ber banks and bank holding com-
panies; off-site surveillance and 
monitoring of financial institutions; 
review of applications for mergers, 
acquisitions, and changes in control; 
formal supervisory actions; and adop-
tion and enforcement of regulations to 
carry out statutory directives. Under 
the Bank Holding Company Act, the 
Board is also responsible for assuring 
that all activities of bank holding com-
panies are "closely related to banking 
and a proper incident thereto." 

Beyond these activities, the Federal 
Reserve maintains continuous over-
sight of the banking industry to ensure 
the overall safety and soundness of the 
financial system. This broader respon-
sibility is reflected in the System's 
presence in financial markets, through 
open market operations, and in the 
Federal Reserve's role as lender of last 
resort. The Monetary Control Act of 
1980 expanded that role by extending 
the privilege of borrowing from the 
Federal Reserve to all depository insti-
tutions whose liabilities are subject to 
reserve requirements.2 

The Board of Governors establishes 
System supervisory and regulatory 
policies; the Reserve Banks conduct 
on-site examinations and inspections, 
review various types of applications 
from banks and bank holding compa-
nies, and implement other supervisory 
programs. The System makes available 
to the public nonidentifying informa-
tion it periodically collects on the 
condition and income of banks and 
bank holding companies. 

Over the past two years, the System 
has intensified its supervision of state 
member banks and bank holding com-

2. Depository institutions are commercial 
banks, savings banks, savings and loan associa-
tions, and credit unions. 

panies in light of the rising number of 
failing and problem banks. In 1987, 
the Board and the Banks conducted 
835 examinations of state member 
banks, an increase of 3.6 percent over 
1986, and 2,633 inspections of bank 
holding companies and their subsidiar-
ies, an increase of 12.5 percent over 
1986. The System also reviewed 2,404 
applications from foreign and domes-
tic bank holding companies, an in-
crease of 4.3 percent over 1986. 

The Board enforces compliance by 
state member banks with the federal 
laws protecting consumers in their use 
of credit. In 1987, the System con-
ducted examinations for such compli-
ance at about 625 banks. 

The Board's supervisory responsibil-
ities also extend to foreign operations 
of U.S. banks and, under the Interna-
tional Banking Act, to U.S. operations 
of foreign banks. 

Services to Financial Institutions 
and the Public 
The Federal Reserve System plays a 
central role in the nation's payments 
mechanism, which consists of many 
independent systems designed to move 
funds among financial institutions 
across the country. The Federal Re-
serve distributes currency and coin, 
processes checks for collection, oper-
ates electronic funds transfer net-
works, and provides for transfers of 
securities and for coupon collection. 

Ensuring that the supply of currency 
and coin meets the public's demand 
for cash is the responsibility of the 
Federal Reserve. The Reserve Banks 
obtain currency and coin from the 
Bureau of Engraving and Printing and 
the Mint and distribute it to the public 
through depository institutions. The 
Banks use highly sophisticated equip-
ment to count cash, identify counter-
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feits, and destroy currency that is unfit 
for circulation. In 1987, the Reserve 
Banks paid out $233.8 billion in cur-
rency and $4.2 billion in coin and 
destroyed $44.9 billion of unfit cur-
rency, an increase of roughly 90 per-
cent over 1980 in all three activities. 

The Reserve Banks collect and clear 
checks under the specific authority of 
the Federal Reserve Act of 1913. The 
Banks, Branches, and regional check-
processing centers currently clear ap-
proximately 15 billion checks each year 
with an average daily value of more 
than $40 billion. Most checks depos-
ited with the Federal Reserve are col-
lected on the day they are deposited or 
on the next business day. 

The Federal Reserve also plays a 
central role in the nation's payments 
mechanism through its electronic wire 
transfer system, Fedwire. Depository 
institutions can draw on their reserves 
or clearing accounts at the Reserve 
Banks through Fedwire and transfer 
funds anywhere in the country within 
minutes. Approximately 5,800 deposi-
tory institutions use Fedwire through 
direct computer connections with Fed-
eral Reserve Banks, and another 5,400 
institutions use Fedwire through off-
line means such as telephone and telex. 
During 1987, approximately 53 million 
transfers valued at about $152 tri l l ion 
were sent over Fedwire, an average of 
$2.9 million per transfer and $605 
billion per day. 

The Federal Reserve allows partici-
pants in private clearing arrangements 
to exchange and settle transactions on 
a net basis through reserve or clearing-
account balances. Users of this net 
settlement service include local check 
clearinghouse associations, credit card 
processors, automated teller machine 
networks, and national and regional 
funds transfer networks. In 1987, 
about 621,000 net settlement entries 

were processed by the Reserve Banks. 
Approximately 22,000 depository 

institutions use the automated clearing-
house, which makes recurring pay-
ments electronically instead of by 
check. The institutions use the ACH 
primarily to pay salaries and pensions 
and to make preauthorized bill pay-
ments, such as those for insurance 
premiums and mortgages. About 3,700 
of the institutions using the A C H 
originate and receive transactions via 
electronic connections with the Federal 
Reserve; the others use machine-
readable magnetic tapes. In 1987, the 
Reserve Banks processed about 1.1 
billion ACH transactions; about 40 
percent were governmental, largely 
disbursements of social security bene-
fits and civilian and military pay. 

The securities services provided by 
the Reserve Banks cover the handling 
of book-entry securities and definitive 
securities and the collection of coupons 
and miscellaneous items. The book-
entry service, begun in 1968, enables 
holders of government agency securi-
ties to transfer them to other institu-
tions throughout the country. The Re-
serve Banks maintained about 37,000 
book-entry accounts in 1987 and pro-
cessed 9.4 million security transfers. 

In the definitive securities service, 
the Banks store physical securities 
ineligible for maintenance on the book-
entry system. The Federal Reserve held 
approximately $27 bil l ion of such 
securities at the end of 1987. 

In its noncash collection service, the 
Federal Reserve processes coupons, 
bonds, and miscellaneous items such 
as bankers acceptances and certain 
checks and drafts. Coupon collection, 
which accounts for approximately 95 
percent of the transactions in this 
service, amounted to about 4.2 million 
coupons in 1986 and about 3.7 million 
in 1987. 

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

1987-1988



48 Mission and Operational Areas 

Services to the U.S. Treasury and 
Other Government Agencies 
As required by the Federal Reserve 
Act, the U.S. government uses the 
Federal Reserve as its bank. Through 
deposit accounts at the Federal Reserve 
Banks, the government issues its checks 
and payments and collects its receipts. 
The Reserve Banks also process wire 
transfers of funds and automated 
clearinghouse payments and give the 
Treasury daily statements of account 
activity. 

Beyond these typical depository ac-
tivities, the Federal Reserve Banks 
provide several unique services to the 
government. They monitor the tax 

receipts deposited in the 15,600 tax 
and loan accounts maintained by de-
pository institutions designated by the 
Treasury to perform this function; and 
they hold the collateral that those 
institutions pledge to support those 
deposits and transfer funds to the 
Treasury's account at its request. The 
Reserve Banks assist the Treasury in its 
financing of the public debt by issuing, 
servicing, and redeeming all market-
able Treasury securities as well as all 
Treasury savings bonds and retirement 
plan bonds. In another unique fiscal 
service, the Reserve Banks redeem 
food coupons for the Department of 
Agriculture and destroy them. 
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Appendix A 

Mission and Operational Areas 
of the Federal Reserve System 

The Federal Reserve Banks and the Board 
of Governors have established four major 
operational areas to account for their 
activities: monetary and economic pol-
icy, supervision and regulation of finan-
cial institutions, services to financial 
institutions and the public, and services 
to the U.S. Treasury and other govern-
ment agencies.1 This appendix describes 
each of these areas in detail. 

Monetary and Economic Policy 
The Federal Reserve contributes to the 
attainment of the nation's economic and 
financial goals through its ability to 
influence money and credit in the econ-
omy. The System has several tools to 
affect the availability and cost of the 
nation's money and credit: setting of 
reserve requirements; setting of the 
discount rate (which affects the cost of 
borrowing); and the primary tool of 
monetary policy, open market opera-
tions. 

The seven-member Board of Gover-
nors sets reserve requirements, and it 
acts on requests from the Federal Reserve 
Banks to adjust the discount rate. The 
Federal Open Market Committee 
(FOMC) meets in Washington eight times 
per year, usually twice each business 
quarter, to set policies for System open 
market operations; it comprises the 

1. Services to the U.S. Treasury and other 
government agencies is an operational area unique 
to the Federal Reserve Banks. The fourth opera-
tional area for the Board of Governors, System 
policy direction and oversight, provides resources 
for the supervision of Board and Bank programs 
and is discussed in chap. 2. 

Board, the President of the Federal 
Reserve Bank of New York, and, on a 
rotating basis, the presidents of four other 
Reserve Banks. 

A vast amount of banking and financial 
data flows through the Reserve Banks to 
the Board, where it is compiled and made 
available to the public in weekly and 
monthly statistical releases in such areas 
as the monetary aggregates, interest 
rates, bank credit, and exchange rates. 
The research staffs at the Board and the 
Reserve Banks use this information, 
along with data collected by other public 
and private institutions, to assess the state 
of the economy and the relationships 
between the financial markets and eco-
nomic activity. Staff members provide 
background for the Board and for each 
meeting of the FOMC by preparing 
detailed economic and financial analyses 
and projections for the domestic econ-
omy and international markets. In addi-
tion, they conduct longer-run economic 
studies of issues at the regional, national, 
and international levels. 

Supervision and Regulation 
Under the authority of the Federal Re-
serve Act and the Bank Holding Com-
pany Act, the Federal Reserve System 
plays a major role in the supervision and 
regulation of banks and bank holding 
companies. Under the Bank Holding 
Company Act, the Board is responsible 
for assuring that all activities of bank 
holding companies are "closely related to 
banking and a proper incident thereto." 
The Board of Governors adopts regula-
tions to carry out statutory directives and 
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establishes System supervisory and reg-
ulatory policies; the Reserve Banks con-
duct on-site examinations and inspections 
of state member banks and bank holding 
companies; review applications for 
mergers, acquisitions, and changes in 
control from banks and bank holding 
companies; and take formal supervisory 
actions. The System makes available to 
the public nonidentifying information it 
periodically collects on the condition and 
income of banks and bank holding 
companies. 

Beyond these activities, the Federal 
Reserve maintains continuous oversight 
of the banking industry to ensure the 
overall safety and soundness of the 
financial system. This broader responsi-
bility is reflected in the System's presence 
in financial markets, through open mar-
ket operations, and in the Federal Reser-
ve's role as lender of last resort. Toward 
that goal, the Federal Reserve, together 
with the Office of the Comptroller of the 
Currency and the Federal Deposit Insur-
ance Corporation, in March 1988 intro-
duced to the G-10 countries a proposal 
regarding capital requirements that em-
ploys the risk-based framework devel-
oped by the Basle Supervisors' Commit-
tee. The principal objective of the 
proposal is to achieve greater conver-
gence in the measurement and assessment 
of capital positions of major international 
banking organizations. 

The Board's staff believes that adoption 
of risk-based capital requirements will 
achieve important objectives long sought 
by the Federal Reserve. First, it will 
make regulatory capital requirements 
more sensitive to differences in risk 
profiles among banking organizations. 
Second, it will take an important step in 
the factoring of off-balance-sheet risks 
into the assessment of capital adequacy. 
Third, it will minimize disincentives to 
holding liquid, low-risk assets. 

The development of a risk-based frame-
work in conjunction with supervisory 
officials from other industrial countries 
acknowledges the growing international-
ization of major banking and financial 
markets. The harmonization and strength-
ening of capital standards worldwide 
should contribute to a more stable and 
resilient international banking system and 
help mitigate a source of competitive 
inequality for international banks stem-
ming from differences in national super-
visory requirements. 

Over the past two years, the System 
has intensified its supervision of state 
member banks and bank holding com-
panies in light of the rising number of 
failing and problem banks. In 1988 the 
Board and the Banks conducted 875 
examinations of state member banks, an 
increase of 4.8 percent over 1987, and 
2,726 inspections of bank holding com-
panies and their subsidiaries, an increase 
of 3.5 percent over 1987. The System re-
viewed 2,247 applications from foreign 
and domestic bank holding companies. 

The Board enforces compliance by 
state member banks with the federal laws 
protecting consumers in their use of 
credit. In 1988 the System conducted 
examinations for such compliance at an 
estimated 605 banks. 

The Board's supervisory responsibili-
ties also extend to foreign operations of 
U.S. banks and, under the International 
Banking Act, to U.S. operations of for-
eign banks. 

Services to Financial Institutions 
and the Public 
The Federal Reserve System plays a 
central role in the nation's payments 
mechanism, which consists of many 
independent systems designed to move 
funds among financial institutions. The 
Federal Reserve distributes currency and 
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coin, processes checks for collection, 
operates electronic funds transfer net-
works, and provides for transfers of 
securities and for coupon collection. 

Ensuring that the supply of currency 
and coin meets the public's demand for 
cash is the responsibility of the Federal 
Reserve. The Reserve Banks obtain cur-
rency and coin from the Bureau of En-
graving and Printing and the Mint and 
distribute them through depository insti-
tutions. The Banks use highly sophisti-
cated equipment to count cash, identify 
counterfeits, and destroy currency that is 
unfit for circulation. In 1988, the Reserve 
Banks paid out $243.3 billion in currency 
and $4.5 billion in coin and destroyed 
$53.9 billion of unfit currency. 

The Reserve Banks collect and clear 
checks under the specific authority of the 
Federal Reserve Act of 1913. The Banks, 
Branches, and regional check-processing 
centers currently clear approximately 15 
billion checks each year with an average 
daily value of more than $41 billion. 
Most checks deposited with the Federal 
Reserve by financial institutions are 
collected on the day they are deposited or 
on the next business day. 

In 1987 the Congress adopted the 
Expedited Funds Availability Act (title 
VI of Public Law 100-86, the Competi-
tive Equality Banking Act). The law, 
which became effective on September 1, 
1988, is intended to balance the risk to 
financial institutions with the needs of 
customers by limiting the time an institu-
tion may delay the access of customers to 
their deposited funds. To implement the 
act, the Federal Reserve adopted Regula-
tion CC, which sets out schedules of 
access to different types of deposits in 
various types of accounts. 

The Federal Reserve also plays a 
central role in the nation's payments 
mechanism through its electronic wire 
transfer system, Fedwire. Depository 

institutions can draw on their reserves or 
clearing accounts at the Reserve Banks 
through Fedwire and transfer funds any-
where in the country within minutes. 
Approximately 5,800 depository institu-
tions use Fedwire through direct com-
puter connections with Federal Reserve 
Banks, and another 5,400 institutions use 
Fedwire through off-line means such as 
telephone and telex. During 1988, ap-
proximately 56 million transfers valued 
at about $160 trillion were sent over 
Fedwire, an average of $29 million per 
transfer and $639 billion per day. 

The Federal Reserve allows partici-
pants in private clearing arrangements to 
exchange and settle transactions on a net 
basis through reserve or clearing-account 
balances. Users of this net settlement 
service include local check clearinghouse 
associations, credit card processors, 
networks of automated teller machines, 
and national and regional funds transfer 
networks. In 1988, about 695,000 net 
settlement entries were processed by the 
Reserve Banks. 

Approximately 22,000 depository in-
stitutions use the automated clearing-
house, which makes recurring payments 
electronically instead of by check. The 
institutions use the ACH primarily to pay 
salaries and pensions and to make preau-
thorized bill payments, such as those for 
insurance premiums and mortgages. 
About 3,700 of the institutions using the 
ACH originate and receive transactions 
via electronic connections with the Fed-
eral Reserve; the others use machine-
readable magnetic tapes. In 1988 the 
Reserve Banks processed about 1 billion 
ACH transactions; about 40 percent were 
governmental, largely disbursements of 
Social Security benefits and civilian and 
military pay. 

The securities services provided by the 
Reserve Banks cover the handling of 
book-entry securities and definitive secu-
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rities and the collection of coupons and 
miscellaneous items. The book-entry 
service, begun in 1968, enables holders 
of government agency securities to trans-
fer them to other institutions throughout 
the country. The Reserve Banks main-
tained 40,117 book-entry accounts in 
1988 and processed 10.3 million security 
transfers. 

In the definitive securities service, the 
Banks store physical securities ineligible 
for maintenance on the book-entry sys-
tem. The Federal Reserve held approxi-
mately $25 billion of such securities at 
the end of 1988. 

In its noncash collection service, the 
Federal Reserve processes coupons, 
bonds, and miscellaneous items such as 
bankers acceptances and certain checks 
and drafts. Coupon collection, which 
accounts for approximately 95 percent of 
the transactions in this service, amounted 
to about 4.2 million coupons in 1987 and 
about 3.3 million in 1988. 

The Reserve Banks assist the Treasury in 
its financing of the public debt by issuing, 
servicing, and redeeming all marketable 
Treasury securities as well as all Treasury 
savings bonds and retirement plan bonds. 
In another unique fiscal service, the 
Reserve Banks redeem food coupons for 
the Department of Agriculture and de-
stroy them. • 

Services to the U.S. Treasury 
and Other Government Agencies 
The U.S. government uses the Federal 
Reserve as its bank. Through deposit 
accounts at the Federal Reserve Banks, 
the government issues its checks and 
payments and collects its receipts. The 
Reserve Banks also process wire trans-
fers of funds and automated clearing-
house payments and give the Treasury 
daily statements of account activity. 

Beyond these typical depository activ-
ities, the Federal Reserve Banks provide 
several unique services to the govern-
ment. They monitor the tax receipts 
deposited in the 14,883 tax and loan 
accounts maintained by depository insti-
tutions designated by the Treasury to 
perform this function; and they hold the 
collateral that those institutions pledge to 
support those deposits and transfer funds 
to the Treasury's account at its request. 
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