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Chapter 3 

Federal Reserve Banks 

This chapter examines the expenses 
and budgets of the Federal Reserve 
Banks. An overview presents 1987 op-
erating expenses for all the Districts, 
1987 major initiatives, actions taken 
to reduce spending, and the 1987 bud-
get objective. This is followed by 
budgets for the four operational areas 
and for objects of expense, capital 
outlays, and long-term trends. 

Appendix H gives additional data, 
including a summary of the budget 
performance of the Reserve Banks in 
1986 and trends in expenses by opera-
tional area. 

An Overview of the 1987 
Budget Year 
For 1987, the Board of Governors has 
approved $1,197.8 million in operat-
ing expenses for the Federal Reserve 
Banks, an increase of $33.7 million, 
or 2.9 percent, over estimated ex-
penses in 1986 (table 3.1).1 The in-
crease in expenses over the last five 
years, from 1982 to the level budgeted 
for 1987, averages 4.2 percent per 
year in current dollars and 1.0 percent 
per year in 1982 dollars. 

1. Appendix B describes the budget process 
for the Reserve Banks. 

Personnel expenses, comprising sal-
aries and benefits, account for $738.9 
million, or 62 percent, of the Banks' 
expenses in 1987, an increase of $8.3 
million, or 1.1 percent, over 1986. 
The small increase derives mainly 
from a staff reduction of 219, or 
almost 1 percent, and a reduction in 
retirement and other benefit costs due 
primarily to the elimination for 1987 
of contributions to the overfunded 
retirement plan. Staff reductions are 
planned in overhead services, System 
projects, priced and nonpriced ser-
vices to financial institutions, and 
monetary and economic policy. Staff 
increases are budgeted in supervision 
and regulation and services to the 
U.S. Treasury. Employment at the 
Banks is budgeted at 23,162 average 
number of personnel (ANP).2 

Nonpersonnel expenses are budget-

2. The term "average number of personnel" 
describes levels and changes in employment at 
the Reserve Banks. A N P measures the number 
of employees in terms of full-time positions for 
the time period. For instance, a full-time em-
ployee who starts work July 1 counts as 0.5 
A N P for that year; two half-time employees 
who start January 1 count as one ANP. The 
A N P for any given year is the average of the 
number of full-time employees (measured in 
this way) in the months of that year. 

Table 3.1 
Operating Expenses of the Federal Reserve Banks, 1985-87 
Thousands of dollars, except as noted 

Expense 1985 1986 1987 Percent change 
Expense actual estimate budget 1985-86 1986-87 

Personnel 697,411 730,589 738,842 4.8 1.1 
Nonpersonnel 419,966 433,478 458,972 3.2 5.9 

Total 1,117,377 1,164,068 1.197.813 4.2 2.9 
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30 Federal Reserve System 

ed at $459 million, an increase of 
$25.5 million, or 5.9 percent, over 
1986. The increase can be attributed 
primarily to the following: deprecia-
tion and maintenance of equipment, 
property depreciation and real estate 
taxes (primarily at two new Branch 
buildings, Los Angeles and Jackson-
ville), and the renovation and addi-
tion to the building at Chicago. 

Major Initiatives in 1987 

Several major programs account for 
most of the budgeted increase in 
Bank expenses: enhanced supervision 
of banks and bank holding compa-
nies, a new computer contingency 
center, improved payment services, 
improved physical facilities, and ini-
tiatives for the U.S. Treasury. Table 
3.2 shows the 1987 budgeted expense 
for each of these initiatives and the 
amount by which expenses would have 

Table 3.2 
Increase in the Operating Expenses of the 
Reserve Banks, Excluding the Increases 
from Major Initiatives, 1986-87 
Thousands of dollars, except as noted 

Expense item Amount 

Operating expenses 
1986 total, estimate 1,164,068 
1987 total, budget 1,197,813 

Increase, 1986 to 1987 
Thousands of dollars 33,746 

2 .9 

LESS 

2.9 

Increases from major 1987 initiatives 
Enhanced supervision of banks 

and bank holding companies . . . 6,661 
Computer contingency center 3,908 
Payment services 3,507 
Physical facilities 4,858 
Initiatives for the U.S. Treasury 4,758 

Total 23,692 

EQUALS 
Increase excluding 

major 1987 initiatives 
Thousands of dollars 10,054 
Percent .9 .9 

exceeded those in 1986 in the absence 
of the initiatives. The following dis-
cussion briefly describes each pro-
gram. 

The Board of Governors decided in 
1985 to intensify System oversight of 
state member banks and of bank 
holding companies and to strengthen 
the procedures for reporting to bank 
management. These efforts will cost 
$6.7 million more in 1987 than they 
did in 1986. Employment in the super-
vision service is budgeted at 1,412 
ANP, an increase of 23.1 percent 
over 1985. 

A computer contingency center will 
provide emergency data processing 
for the New York Bank's electronic 
transfers of large-dollar funds and 
securities. The center cost $2.1 mil-
lion in 1986 and will cost $3.9 million 
in 1987. 

Several Districts are improving their 
electronic delivery and receipt of pay-
ment information and their check-
clearing services at a cost of $3.5 mil-
lion in 1987. 

Building projects will cost $4.9 
million in 1987: $2.1 million for the 
renovation and addition at Chicago; 
$1.1 million for the move into the 
new Jacksonville building in 1987 and 
the increase in taxes, property depre-
ciation, and utilities there in 1987; 
$900,000 for the renovation and re-
pair projects at Kansas City and St. 
Louis; and $400,000 for the move of 
a department in Atlanta to temporary 
rental quarters. 

A full year of operations and com-
pletion of the Treasury Direct Access 
Book-Entry System (Treasury Direct) 
will increase expenses by $4.4 million 
in 1987 and increase staff at the cen-
tral site in Philadelphia by 24 ANP, 
bringing total staff there to 69 ANP 
in 1987. The Cleveland Bank is con-
tinuing the development of a Public 
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Debt Accounting and Reporting Sys-
tem at a cost of $285,000 more than 
in 1986 and is maintaining two sav-
ings bonds projects at the Pittsburgh 
Branch at a 1987 cost of $97,000. 

The total increase in expenses for 
these special projects is $24 million in 
1987. Excluding this increase, the 1987 
budget for the Reserve Banks would 
be 0.9 percent greater than expenses 
estimated for 1986 (table 3.2). 

Reductions in Expenses in 
1986 and 1987 

In the spirit of the Gramm-Rudman-
Hollings legislation, the Reserve 
Banks have made special efforts to 
limit the growth of expenses in 1986 
and 1987. 

Reserve Bank expenses for 1986 are 
estimated to be $18.1 million less than 
the amount originally approved. This 
means the Banks achieved the reduc-
tion of $16.7 million targeted by the 
Board in early 1986, after the budget 
was approved, and further reduced 
expenses by $1.3 million (table 3.3). 
Staffing for 1986 is estimated at 

23,381 ANP, 150 fewer than the ap-
proved level of 23,531. 

For 1987, the Reserve Banks have 
reduced previously planned growth in 
expenses by $21.1 million. The reduc-
tion made by the Reserve Banks to 
1986 and 1987 spending plans thus 
totals $39 million. As a result, 1987 
expenditures are only $15.7 million, 
or 1.3 percent, more than those in the 
1986 original budget. 

The 1987 reductions were concen-
trated in overhead, certain System-
wide programs, and deferments in 
purchases of equipment and software 
and in building repairs. Recoveries 
were increased by increasing the space 
available for rental and raising the 
rental rates in some Districts and by 
charging for certain services (table 
3.4). 

Administrative expenses are an 
overhead item that will be reduced by 
lowering employment levels, curtail-

Table 3.4 
Reductions in Expenses of the Federal 
Reserve Banks, by Program, 1987 
Thousands of dollars 

Table 3.3 
Reductions in Expenses of the Federal 
Reserve Banks, 1986 and 1987' 
Thousands of dollars 

Item Amount 

1986 original budget 1,182,137 
LESS 

Board-approved reduction 16,732 
Additional Bank reductions 1,337 

EQUALS 
1986 estimate 1,164,068 

1987 budget before reductions 1,218,927 
LESS 

Bank reductions 21,114 

EQUALS 
1987 budget 1,197,813 

1. Reductions include increased recoveries. 

Item 

District program reductions 
Administration 
Protection 
Public programs 
Personnel 
Research 
Library 

District deferments 
Furniture and equipment 
Software 
Building repairs 

System wide reductions 
System automation projects and 

centrally provided services . 
Audit 
Currency 
Treasury initiatives 
Consumer affairs examinations . 

Increased recoveries 

Total 
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32 Federal Reserve System 

ing product development, and reduc-
ing travel for System meetings. Pro-
tection costs will be reduced through 
efficiencies in new and renovated 
buildings and the installation of auto-
mated security systems. Public pro-
grams will be reduced through cur-
tailments in staff and publications. 
Personnel costs will be scaled back 
through reductions in cafeteria ser-
vice, training, cash awards, and re-
cruitment costs. Also, staff in the re-
search function will be reduced, and 
the libraries will reduce expenses pri-
marily by providing less support to 
research economists. 

Systemwide reductions in automa-
tion projects and centrally provided 
services were achieved by action of 
the Conference of First Vice Presi-
dents. Other Systemwide savings were 
obtained by delaying the replacement 
of first-generation currency equip-
ment, eliminating several enhance-
ments to the Treasury Direct system, 
and changing the frequency and scope 
of internal audits and of consumer 
affairs examinations. 

Budget Objective for 1987 

The 1987 budget objective approved 
by the Board provides for an increase 
of 2.7 percent in total expenses for 
Central Bank and Treasury services 

Table 3.5 
Comparison of 1987 Increases in Budgeted 
Expenses of the Federal Reserve Banks 
with 1987 Budget Objective 
Percent increase from 1986 estimated expenses 

Expense item 
1987 

budget 
1987 budget 

objective 

Central Bank and 
Treasury services 1.6 2.7 

Priced services 4.7 3.8 

Total 2.9 3.1 

(table 3.5) and zero growth in net ex-
penses for these services.3 The income 
with which to achieve the zero net in-
crease is to be obtained by charging 
fees for certain supervisory functions 
and for some Treasury services.4 

Expenses for Central Bank and 
Treasury services are budgeted to in-
crease 1.6 percent, or $10.4 million, 
an amount lower than that allowed by 
the budget target. Income from Trea-
sury services will rise in 1987, primar-
ily because of an accounting modifi-
cation to begin properly reflecting 
fees for the transfer of Treasury 
book-entry securities as current in-
come to the Federal Reserve System. 
At present, the Federal Reserve's ex-
penses reflect the cost of this service 
but its income does not reflect the 
offsetting fees. Claims are submitted 
by the Reserve Banks to the Treasury 
for reimbursement. Crediting the fees 
to current income will allow the Re-
serve Banks to lower their claims for 
reimbursement from the Treasury. 
This modification is expected to yield 
income of $10 million in 1987. 

Additional income of $1 million in 
1987 will arise from charges to deposi-
tory institutions for transfers of 
funds to and from the Treasury and 
from charges for converting defini-
tive stripped coupons into book-entry 
form. 

3. Expenses for Central Bank and Treasury 
services are the total expenses of the Federal 
Reserve Banks less those for priced services. 
Fees for priced services are based on expenses 
plus the imputed cost of float and the private 
sector adjustment factor (see appendix D). 

4. In October 1986, the Board issued for 
public comment a proposal to charge for super-
vising Edge act corporations and for processing 
bank and bank holding company applications. 
If adopted, the proposal would yield about $23 
million in annual income to the Federal Re-
serve System in 1987, but the proposed income 
is not included in the 1987 budget. 
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The wide differences between the 
budget and the targets for both priced 
and nonpriced services have occurred 
because the budget objective was de-
veloped on the assumption that the 
1986 accounting rules would be in 
place in 1987. The subsequent review 
of the applicability of 1986 account-
ing rules in 1987, however, resulted in 
a shift of about $6 million of support 
and overhead from Central Bank and 
Treasury services to priced services in 

order to charge costs to the areas di-
rectly benefitting from specific work 
to be done in 1987. The accounting 
rule changes appear in appendix H. 

Operational Areas 

Tables 3.6 and 3.7 show Reserve Bank 
expenses and employment by opera-
tional area. The following discussion 
describes major programs in each 
area. 

Table 3.6 
Operating Expenses of the Federal Reserve Banks, by Operational Area, 1985-87' 
Thousands of dollars, except as noted 

Operational area 1985 
actual 

1986 
estimate 

1987 
budget 

Percent change 
Operational area 1985 

actual 
1986 

estimate 
1987 

budget 1985-86 1986-87 

Monetary and 
economic policy 90,945 91,965 90,802 1.1 - 1.3 

Supervision and 
regulation 151,991 164,331 171,690 8.1 4.5 

Services to financial 
institutions and 
the public 742,896 770,745 799,379 3.7 3.7 

Services to the U.S. 
Treasury and other 
government agencies... . 131,544 137,027 135,943 4.2 - . 8 

Total 1,117,377 1,164,068 1,197,813 4.2 2.9 

1. Including the costs of support and overhead 
services. 

Table 3.7 
Employment at the Federal Reserve Banks, by Activity, 1985-87 
Average number of personnel, except as noted 1 

Activity 
1985 

actual 
1986 

estimate 
1987 

budget 

Percent change 
Activity 

1985 
actual 

1986 
estimate 

1987 
budget 1985-86 1986-87 

Operational areas 
Monetary and economic policy 816 790 780 - 3 . 1 - 1.3 
Supervision and regulation 1,912 2,104 2,181 10.1 3.7 
Services to financial institutions 

and the public 8,754 8,833 8,722 .9 - 1.3 
Services to the U.S. Treasury and 

other government agencies 1,781 1,805 1,841 1.3 2.0 

Support and overhead 
Support 4,398 4,504 4,511 2.4 .2 
Overhead 5,323 5,346 5,127 .4 - 4 . 1 

Total 22,984 23,381 23,162 1.7 - . 9 

1. See text note 2 for definition of ANP. 
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Monetary and Economic Policy 

Expenses at the Federal Reserve Banks 
for monetary and economic policy 
total $91 million and account for ap-
proximately 8 percent of their 1987 
budgets. Expenses are expected to de-
cline by $1.2 million, or 1.3 percent, 
from 1986 (table 3.8). Employment is 
expected to be at 780 ANP, a decline 
of 10 ANP from 1986. 

The drop in expenses results from 
the following developments: the ex-
pected completion in 1987 of a bank-
ing statistics project, which will en-
hance the System's capacity to process 
and analyze financial data from de-
pository institutions; a reduction in 
staff for economic policy determina-
tion; and the change in accounting 
rules. These decreases are partially 
offset by increases for salary adminis-

tration, office automation, and initia-
tives at New York in securities trading 
and in the analysis of the financial 
problems of developing countries. 

Supervision and Regulation 

Expenses for supervision and regula-
tion, which total $172 million, consti-
tute 14 percent of the Banks' 1987 
budgets and are budgeted to increase 
$7.4 million, or 4.5 percent, over 1986 
(table 3.9). A major factor in the in-
crease is the continuation of a pro-
gram instituted in 1985 to strengthen 
the supervision of financial institu-
tions and improve communications 
with bank management and directors. 
The supervision service, which in-
cludes the examination activities, is 
budgeted to increase $6.7 million, or 

Table 3.8 
Expenses of the Federal Reserve Banks for Monetary and Economic Policy, 1985-87 
Thousands of dollars, except as noted 

Category 1985 
actual 

1986 
estimate 

1987 
budget 

Percent 

1985-86 

change 

1986-87 

Economic policy determination 
Open market trading 

Total 

80,933 80,816 78,011 - . 1 - 3 . 5 
10,012 11,149 12,791 11.4 14.7 

90,945 91,965 90,802 1.1 - 1 . 3 

Table 3.9 
Expenses of the Federal Reserve Banks for Supervision and Regulation, 1985-87 
Thousands of dollars, except as noted 

Category 1985 1986 1987 Percent change 
Category actual estimate budget 1985-86 1986-87 

Supervision of District 
financial institutions 79,847 93,082 99,743 16.6 7.2 

Administration of 
laws and regulations 
related to banking 65,738 64,912 65,100 - 1 . 3 .3 

Studies of banking and financial 
market structure 6,406 6,337 6,847 - 1 . 1 8.0 

Total 151,991 164,331 171,690 8.1 4.5 
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7.2 percent. The enhanced supervi-
sory program will be fully imple-
mented by the end of 1987. 

Employment in supervision and 
regulation is budgeted to increase 77 
ANP, or 3.7 percent, almost all in 
the supervisory activities. Most of the 
Banks have focused their hiring ef-
forts on candidates with significant 
experience and advanced degrees to 
maximize the immediate results of the 
expanded program. Also, they have 
designed aggressive training and de-
velopment programs to develop ju-
nior staff more rapidly and to train 
new staff. 

To fund the enhanced supervisory 
program with the least effect on bud-
geted resources, the Reserve Banks 
are shifting resources from other 
supervisory areas. For example, the 
Banks will reduce the frequency of 
examination of smaller banking or-
ganizations with satisfactory ratings; 
they will reduce the frequency of trust 
examinations and examinations for 
compliance with consumer regula-
tions; and they will rely more heavily 
on state examinations. Also, the 

Banks are improving productivity 
through continued use of automa-
tion, including the use of portable 
personal computers in the field, less-
intensive inspections for low-risk in-
stitutions, and in-house analysis in 
certain cases. 

Even without the enhanced super-
visory program, the workload in 
supervision and regulation would be 
expanding to handle the normal growth 
in the formation of new state member 
banks and bank holding companies. 
The growing number of mergers in 
some Districts, the continued expan-
sion of investment banking activities 
by multinational banking organiza-
tions, the number of problem banks, 
and the Board's payment risk reduc-
tion program are all placing demands 
on resources. 

Services to Financial Institutions 
and the Public 

Expenses for services to financial in-
stitutions and the public, which in-
clude both priced and nonpriced ser-
vices, total $799 million and account 

Table 3.10 
Expenses of the Federal Reserve Banks for Services to Financial Institutions 
and the Public, 1985-87 
Thousands of dollars, except as noted 

Service 
1985 

actual 
1986 

estimate 
1987 

budget 

Percent change 
Service 

1985 
actual 

1986 
estimate 

1987 
budget 1985-86 1986-87 

Currency and coin services 137,516 136,036 137,100 - 1.1 .8 
Commercial checks 358,911 378,381 394,029 5.4 4.1 
Funds transfers 52,929 58,526 61,237 10.6 4.6 
Automated clearinghouse 52,531 55,310 60,727 5.3 9.8 
Book-entry securities transfers 19,257 20,479 23,493 6.3 14.7 
Definitive securities safekeeping 

and noncash collections 20,059 19,747 19,204 1.6 - 2 . 7 
Loans to members and others 12,262 12,555 13,330 2.4 6.2 
Bank and public relations 33,575 36,748 36,546 9.5 - . 5 
Other 55,857 52,963 53,712 - 5 . 2 1.4 

Total 742.896 770.745 799,379 3.7 3.7 
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for almost two-thirds of the Reserve 
Banks' 1987 budgets. Expenses are 
increasing $28.6 million, or 3.7 per-
cent, over 1986 (table 3.10). A greater 
volume of items to be handled is ex-
pected in all major operations, and 
employment is budgeted at 8,772 ANP, 
a decline of 111, or 1.3 percent. 
Declines in the number of staff mem-
bers are consistent with productivity 
gains in the processing of checks and 
currency and with reductions made in 
the spirit of budgetary restraint con-
veyed by the Gramm-Rudman-Hol-
lings legislation. 

Almost half of the expenses in this 
operational area are related to com-
mercial check processing. The budget 
increase of $15 million, or 4.1 per-
cent, for this service accounts for 
most of the increase for the area as a 
whole and results from growth in vol-
ume and in equipment expenses. In 
1987, the System expects to process 
14.8 billion commercial checks, 330 
million more than 1986. The staff to 
handle commercial checks is budgeted 
to decline 75 ANP, or 1.4 percent, as 
the result of greater efficiency. Sys-
tem initiatives focus on offering new 
or improved services such as notifica-
tion of the return of large-dollar 
checks; truncation (under which 
checks are not returned to the writer); 
and the accelerated availability of 
funds through the development of 
new products, the enhancement of ex-
isting ones, and the expansion of 
check-clearing zones. 

Expenses for currency processing 
are expected to increase by $1.0 mil-
lion, or 0.9 percent, and constitute 14 
percent of this area's 1987 budget. 
High-speed processing of more than 
14 billion notes is expected next year, 
an increase of 4.7 percent, and 18 bil-
lion notes are expected to be put in 
circulation. 

Expenses in the funds transfer ser-
vice are projected to increase $2.7 
million, or 4.6 percent, largely be-
cause of the implementation of new 
software and the expansion of elec-
tronic networks in several Districts. 
The System expects to process 85 mil-
lion transfers in 1987, a rise of 6.2 
percent over 1986. 

An increase of $5.4 million, or 10 
percent, is expected in expenses for 
the automated clearinghouse service 
because of the growth in workload 
(21 percent) and higher costs associ-
ated with expanding the electronic 
networks. Staff reductions of 11 ANP 
are planned in noncash collection as 
the growth in volume continues to 
decline. 

Services to the U.S. Treasury and 
Other Government Agencies 

Expenses for services to the U.S. 
Treasury and other government agen-
cies are budgeted at $136 million for 
1987 and account for 11 percent of all 
Bank expenses. Expenses will decline 
$1.1 million, or 0.8 percent, from 
1986 (table 3.11), primarily because 
of the effect of accounting changes 
and the cost efficiencies due to lower 
workloads. Partially offsetting these 
declines is the increased expense of 
$4.4 million in 1987 for the Treasury 
Direct system, which is operated by 
the Philadelphia District. Treasury 
Direct requires a staff of 69 ANP at 
the central site in Philadelphia in 
1987, an increase of 25 from 1986. 

The Cleveland Bank is developing a 
Public Debt Accounting and Report-
ing System for the U.S. Treasury at a 
cost of $483,000 in 1987, $285,000 
more than in 1986; and the Pittsburgh 
Branch will serve as the System's cen-
tral site for processing payroll bonds 
and book-entry savings bonds at a cost 
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Table 3.11 
Expenses of the Federal Reserve Banks for Services to the U.S. Treasury 
and Other Government Agencies, 1985-87 
Thousands of dollars, except as noted 

Service 
1985 

actual 
1986 

estimate 
1987 

budget 

Percent change 
Service 

1985 
actual 

1986 
estimate 

1987 
budget 1985-86 1986-87 

Savings bonds 37,655 39,000 38,427 3.6 - 1.5 
Other Treasury issues 31,234 28,862 24,208 - 7 . 6 - 16.1 
Centrally provided 

Treasury agency services 7,450 13,819 18,576 85.5 34.4 
Government accounts 19,959 20,848 21,200 4.5 1.7 
Food coupons 12,119 12,466 12,169 2.9 - 2 . 4 
Other 23,127 22,034 21,363 - 4 . 7 - 3 . 0 

Total 131,544 137,027 135,943 4.2 .8 

of $97,000 in 1987. An increase of 5 
ANP is budgeted for these programs. 

Objects of Expense 
The expenses of the Federal Reserve 
Districts by object are shown in table 
3.12. 

Personnel expenses comprise sala-
ries of officers and employees, other 
expenses to compensate personnel, 
and retirement and other benefits. 
Total personnel expenses account for 
62 percent of the 1987 budget and 
have increased 1.1 percent over 1986. 
Salaries budgeted for 1987 increased 
4.4 percent from 1986, while other 
personnel expenses (such as cash 
awards and temporary-employment 
contracts) declined 27.2 percent; to-
gether they total $619 million, or 52 
percent of all Bank expenses. Merit 
pay increases are partially offset by 
reductions in staff and overtime ex-
penses. Higher salary costs arose from 
adjustments in the structure of em-
ployee salaries; from promotions; 
and from reclassifications. These 
were offset by an increase in turnover 
(the replacement of a departing em-
ployee with one having a lower salary 

grade) and an increase in the time a 
position remains vacant. The decline 
in other personnel expenses reflects 
primarily the decline in the use of 
computer programmers on contract. 

Each Federal Reserve Bank bases 
its structure of employee (non-officer) 
salaries on annual surveys of major 
employers in its community. Banks 
rely on nationwide surveys to adjust 
the structure of officers' salaries. 

Expenses for retirement and other 
benefits, which account for 10 per-
cent of the Banks' budgeted expenses, 
are projected to fall $13.9 million, or 
10.3 percent, from 1986. This de-
crease resulted primarily because no 
contributions are to be made to the 
overfunded retirement plan in 1987 
and because contributions to group 
life insurance will decline; these 
decreases were partially offset by in-
creases in expenses for medical and 
dental insurance, social security, the 
thrift plan, workmen's compensa-
tion, and unemployment insurance. 

Nonpersonnel expenses account for 
38 percent of the Banks' expenses in 
1987 and are 5.9 percent above those 
in 1986. Equipment costs account for 
14 percent of total expenses and are 
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Table 3.12 
Operating Expenses of the Federal Reserve Banks, by Object, 1985-87 
Thousands o f do l lars , except as noted 

Objec t 
1985 

actual 
1986 

est imate 
1987 

budget 

Percent change 
Objec t 

1985 
actual 

1986 
est imate 

1987 
budget 1985-86 1986-87 

PERSONNEL 
Of f i ce rs ' salaries 51,677 56,197 58,954 8.7 4.9 
Employees ' salaries 494,110 526,394 549,536 6.5 4.4 
Other personnel 17,357 13,839 10,072 - 2 0 . 3 - 2 7 . 2 
Ret i rement and benef i ts 134,267 134,159 120,279 - . 1 - 1 0 . 3 

T o t a l personnel 697,411 730,589 738,842 4.8 1.1 

NONPERSONNEL 
Equipment 
Purchases 2,572 2,865 2,577 11.4 - 1 0 . 0 
Rentals 46,280 41,196 36,171 - 11.0 - 12.2 
Deprec ia t ion 60,309 67,278 78,843 11.6 17.2 
Repairs and maintenance . . . . 34,261 39,235 44,485 14.5 13.4 

T o t a l equ ipment 143,422 150,574 162,077 5.0 7.6 

Buildings 
Insurance 283 569 729 101.1 28.1 
Taxes on real estate 21,079 22,936 24,530 8.8 6.9 
Deprec ia t ion 21,088 22,837 26,838 8.3 17.5 
Ut i l i t ies 22,946 23,376 24,489 1.9 4.8 
Rent 13,100 15,185 16,610 15.9 9.4 
Other 13,536 13,285 16,204 - 1 . 9 22.0 

T o t a l bu i ld ings 92,032 98,188 109,400 6.7 11.4 

Shipping 
Postage 13,794 13,780 13,569 - . 1 - 1.5 
Other 68,975 68,645 71,196 - . 5 3.7 

T o t a l sh ipp ing 82,769 82,426 84,765 - . 4 2.8 

Other 
Supplies 45,037 46,263 47,481 2.7 2.6 
Trave l 20,877 20,697 21,919 - .9 5.9 
C o m m u n i c a t i o n s 15,396 15,711 13,679 2.0 - 12.9 
Fees 14,330 11,471 10,658 - 19.9 - 7 . 1 
Other 6,103 8,148 8,993 33.5 10.3 

T o t a l o ther 101,743 102,290 102,730 .5 .4 

T o t a l nonpersonnel 419,966 433,478 458,972 3.2 5.9 

Total 1,117,377 1,164,068 1,197,813 4.2 2.9 

budgeted to increase 7.6 percent. The 
increase results from replacements to 
ensure compatibility with the Sys-
tem's long-range automation plan 
and with automation and communi-
cations standards; upgrading, replace-
ment, and reconfiguration of check 
equipment; continued implementa-
tion of office automation systems; 
encryption of communication links; 
and purchase of personal computers 
to be used in communication networks 
with financial institutions. 

Building expenses, which constitute 
9 percent of total expenses, are ex-
pected to increase 11.4 percent, re-
flecting increases in local tax rates 
and assessments, increases in utility 
rates and consumption, renovations 
and refurbishments, higher rentals in 
some Districts, and the full-year ef-
fect of new buildings in Jacksonville 
and Los Angeles. 

Shipping costs, 7 percent of total 
expenses, are budgeted to increase 2.8 
percent in 1987 because of higher 
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costs of the interdistrict transporta-
tion system and anticipated increases 
in courier rates. 

Other nonpersonnel expenses are 
expected to increase by $439,000, or 
0.4 percent, reflecting increases in 
travel; in expenditures for supplies; 
and in other expenses, primarily for 
software purchases. These increases 
are partially offset by decreases in 
communication costs and fees. 

Capital Outlays 

Table 3.13 shows the plans of the 
Reserve Banks for capital spending in 
1987. 

Capital outlays are budgeted at 
$183.5 million, a decrease of $5.3 mil-
lion, or 2.8 percent, from the 1986 
level. Outlays for buildings and for 
data processing and communications 
equipment continue to dominate the 
Reserve Banks' capital budgets. 

Building outlays total $74.8 million 
in 1987, about 40 percent of total out-
lays. They include $27.9 million for 
the renovation and expansion at Chi-
cago; $13.8 million for construction 
of a new building for the Charlotte 
Branch; $5.4 million for final work 
on the Los Angeles building; $4.8 
million for renovations at the Federal 

Reserve Bank of New York; and $6.1 
million for an addition to the Atlanta 
Bank and for completion of the Jack-
sonville building. 

Data processing and data commu-
nication are budgeted for outlays of 
$64.6 million in 1987, about 35 per-
cent of total capital outlays. These in-
clude $10.5 million at Chicago for 
mainframe processors, a District 
communications network, disk drives 
and controllers, encryption devices, 
and office automation equipment; 
$12.1 million at New York for a 
new mainframe computer, associated 
mainframe peripherals, an office sup-
port system, and various replacements 
and upgrades for current systems; 
$8.5 million at Atlanta for a new 
mainframe and peripherals, upgrades 
of Branch-office mainframes, mini-
computers and office automation sys-
tems, and check-processing equip-
ment for the Branch offices; and $7.0 
million at Richmond, primarily for 
mainframe peripherals, office auto-
mation equipment, and replacement 
of the District's check processing 
equipment. 

Furniture and other equipment pur-
chases are budgeted at $18.6 million, 
of which $8.1 million is for furniture 
and other furnishings. Much of the 

Table 3.13 
Capital Outlays of the Federal Reserve Banks, by Class of Outlay, 1985-87 
Thousands of dollars, except as noted 

Capital class 
1985 

actual 
1986 

estimate 
1987 

budget 

Percent change 
Capital class 

1985 
actual 

1986 
estimate 

1987 
budget 1985-86 1986-87 

Data processing and data 
communications equipment . . . 71,727 83,825 64,617 16.9 -22 .9 

Furniture and other equipment . . . . 21,378 21,826 18,588 2.1 - 14.8 
Land and other real estate 1,093 1,810 14,437 65.6 697.8 
Buildines 49,553 72,147 74,785 45.6 3.7 
Building machinery 

and equipment 3,766 6,249 7,608 65.9 21.8 
Leasehold improvements 701 3,005 3,506 328.7 16.7 

Total 148,217 188,861 183,540 27.4 - 2 . 8 
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latter is for small items related to 
renovation projects in the Districts of 
New York ($1.7 million), Chicago 
($1.6 million), and Cleveland ($1.1 
million). Of the $10.5 million for 
other equipment, the largest expendi-
tures are $2.5 million at New York, 
primarily for currency containers and 
carts; $1.7 million at San Francisco, 
mainly for various replacements; and 
$1.3 million at Richmond, primarily 
for a printing press. 

Building machinery and equipment 
are budgeted at $7.6 million, mainly 
for fixed items. The major expendi-
tures are $2.1 million at Chicago for 
backup power generators and the re-
placement of Detroit's heating and 
cooling system; $1.9 million at Phila-
delphia, primarily to replace trans-
formers containing PCBs; $1.2 mil-
lion at San Francisco, largely for an 
uninterruptable power system and 
emergency generators; and $1.0 mil-
lion at Cleveland mainly for the reno-
vation of elevators. 

Land and other real estate pur-
chases are budgeted at $14.4 million, 
primarily to house a computer con-
tingency center and other operations 
in the New York District. 

Leasehold improvements total $3.5 
million and are primarily at San Fran-
cisco ($2.2 million) and in the Chicago 
District ($0.9 million). 

Trends in Expenses and 
Employment 
For the 10 years ending in 1987, ex-
penses of the Reserve Banks have in-
creased an average of 6.7 percent per 
year in current dollars and 0.9 percent 
per year in 1977 dollars (chart 3.1). 
Increases were largest during the early 
1980s, when the Banks began imple-
menting the requirements of the 
Monetary Control Act (MCA) and 

the high rate of inflation drove up 
wages. During the period 1980 to 
1983, nominal expenses increased an 
average of 9.1 percent per year while 
the rate of inflation averaged 6.6 per-
cent. The most recent period, 1983 to 
1987, shows a return to the pre-MCA 
trends, with nominal expenses rising 
an average of 3.9 per year and the 
rate of inflation averaging 3.1 percent. 

Over the last decade the number of 
employees at the Reserve Banks has 
declined 1,138 ANP, or 4.7 percent 
(chart 3.2). In 1974, employment at 
the Reserve Banks peaked at 26,567 
employees; it then declined a total of 
3,624, or 13.6 percent, over the next 
five years under a Systemwide pro-
gram to increase productivity. Em-
ployment increased in 1980 and 1981 
because of the MCA; however, over 
the next three years, employment de-
clined a total of 1,320, or 5.5 percent. 
It reached 22,669 in 1984, its lowest 
level in the 1977-87 period. Employ-
ment rose again in 1985 and 1986 as 
bank supervisory examiners were add-
ed and actions were taken to handle 
increasing volume. Employment is 

Chart 3.1 
Operating Expenses of the Federal 
Reserve Banks, 1977-871 

Billions of dollars 

1977 1982 1987 

1. For 1986, estimate; 1987, budget. 
2. Calculated with the GNP implicit price deflator. 
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Chart 3.2 
E m p l o y m e n t at the F e d e r a l Reserve 
B a n k s , 1 9 7 7 - 8 7 1 

ANP, in thousands2 

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

1. For 1986, estimate; 1987, budget. 
2. See text note 2 for definition of ANP. 

budgeted to decline in 1987 by 219 
ANP in part because of budget re-
straint in the spirit of the Gramm-
Rudman-Hollings legislation. 

Staff increases in bank supervision 
and regulation of 77, or 3.7 percent, 
and in fiscal services of 36, or 2.0 per-
cent, are offset by declines in other 
operational areas. The increase in 
bank supervision and regulation fol-
lows a 1986 staff increase of 192 ANP 
and brings the two-year growth in this 
area to 269, or 14.1 percent. The larg-
est staff decline for 1987, 212 ANP, 
or 2.2 percent, will occur in support 
and overhead. Staff in the monetary 
and economic policy operational area 
will decline in 1987 by 10, or 1.3 per-
cent, following a decline of 26, or 3.1 
percent, in 1986. And employment in 
services to financial institutions and 
the public will decline in 1987 by 111, 
or 1.3 percent. 

Volumes and Unit Costs 
Table 3.14 shows the changes in vol-
umes and unit costs in the major ser-
vices of the Reserve Banks between 
1986 and 1987. Total volume for all 
measured services is budgeted to in-
crease 3.0 percent over 1986. The de-
cline in unit costs, expected to be 0.7 
percent, is concentrated in check col-
lection, the automated clearinghouse, 
cash, and securities services. The rise 
in unit costs in fiscal services is due 
to declining volumes. Over the five 
years from 1982 to the level budgeted 
for 1987, volume increased an aver-
age of 4.4 percent per year, while unit 
costs in current dollars increased 0.4 
percent. 

Table 3.14 
Changes f r o m 1986 to 1987 
in V o l u m e s a n d U n i t Costs 
o f Federa l Reserve B a n k Services 

Percent 

Service Volume Unit cost 

Payments 
Commercial checks 2.2 - 1.8 
Automated clearinghouse 20.7 - 7 . 4 
Funds transfers 6.2 8.5 
Other 1.0 3.8 

Cash 
Currency 5.3 - 1.8 
Coin 2.3 2.1 

Fiscal agency 
Savings bonds 4.9 - 1.8 
Other Treasury issues -29 .3 16.6 
Other - . 7 4.5 

Securities and noncash services. . 4.3 - 3 . 0 

All 3.0 - . 7 3.0 - . 7 
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Chapter 3 

Federal Reserve Banks 

This chapter presents the expenses and 
budgets of the Federal Reserve Banks. 
An overview of all the Districts for 
1988 presents the aggregate budgets 
for personnel and nonpersonnel ex-
penses, major initiatives, and the bud-
get objective. Subsequent sections pro-
vide details for the four operational 
areas, objects of expense, capital out-
lays, and long-term trends. 

Appendix F gives further data, in-
cluding a summary of the budget 
performance of the Reserve Banks in 
1987 and trends in expenses by opera-
tional area. 

An Overview of the 1988 Budget 
For 1988, the Board of Governors has 
approved an operating budget of 
$1,245.1 million for the Federal Re-
serve Banks. This is an increase of 
$51.9 million, or 4.3 percent, over 
estimated expenses in 1987 after exclud-
ing $1.1 million counted in 1987 oper-
ating expenses for development of 
digitized image processing of checks 
(table 3.1).1 The Reserve Banks have 
not included in their budgets the $6.2 
million cost in 1988 for research and 
development of check image process-
ing, a project described later in this 
chapter. Also excluded are an esti-
mated $15 million of expenses to im-
plement the Expedited Funds Avail-
ability Act. These costs bring the 1988 
operating budget for the Reserve Banks 
to $1,266.3 million, an increase of $72 
million, or 6.0 percent, over 1987 
expenses. Implementation of the expe-

1. Appendix B describes the budget process 
for the Reserve Banks. 

dited funds legislation will also require 
$15 million of capital expenditures; 
when added to the capital budget, these 
costs will bring 1988 capital spending 
to $240.9 million. 

Personnel expenses comprise sala-
ries and benefits and account for 62 
percent of the Banks' expenses in 1988; 
at $775.8 million, they are $34.1 mil-
lion, or 4.6 percent, higher than esti-
mated for 1987. This increase is par-
tially offset by a reduction of 74, or 0.3 
percent, in the average number of 
personnel, to 23,031.2 This reduction 
includes the effect of early retirement 
programs, which the Board of Gover-
nors has approved at seven Reserve 
Banks. Employment will be lower in 
overhead services, services to the U.S. 
Treasury, and priced and nonpriced 
services to financial institutions; it will 
be higher in supervision and regulation 
and in monetary and economic policy. 

Nonpersonnel expenses are bud-
geted at $469.3 million, an increase of 
$16.7 million, or 3.7 percent. These 
expenses are influenced primarily by 
automation and building projects, 
which result in higher expenses for the 
following major items: depreciation 
and maintenance of equipment, rent, 
property depreciation, and real estate 
taxes. 

2. The term "average number of personnel" 
describes levels and changes in employment at 
the Reserve Banks. ANP measures the number 
of employees in terms of full-time positions for 
the time period. For instance, a full-time em-
ployee who starts work July 1 counts as 0.5 ANP 
for that year; two half-time employees who start 
January 1 count as one ANP. The ANP for any 
given year is the average of the number of 
full-time employees (measured in this way) in the 
months of that year. 
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Table 3.1 
Operating Expenses of the Federal Reserve Banks, 1986-881 

Thousands of dollars, except as noted 

Item 1986 1987 1988 Percent change 
Item actual estimate budget 1986-87 1987-88 

Personnel 729,531 741,724 775,805 1.7 4.6 
Nonpersonnel 431,759 452,547 469,297 4.8 3.7 

Total 1,161,290 1,194,271: 1,245,102 2.8 4.3 
1. Including the costs of support and overhead ing project; for 1988, the project was removed from the 

service (see appendix F, table F.4, note 1, for definitions). operating budget and placed in a separate account. See 
2. Includes $1.1 million for the check image process- table F. 1. 

Major Initiatives in 1988 

Several major initiatives account for a 
large percentage of the budgeted in-
crease in Reserve Bank expenses: in 
building projects, programs for the 
U.S. Treasury, automation, supervi-
sion of banks and bank holding com-
panies, contingency back-up, and im-
proved cash operations (table 3.2). 

Building projects will cost $6.6 mil-
lion in 1988. The most significant are 
the renovation and addition at the 
Chicago building ($2.8 million); tran-
sitional costs for New York's remote 
operations center ($1.6 mill ion); a 
renovation and addition at Atlanta 
($800,000); asbestos containment at 
Minneapolis ($400,000); the increase 
in taxes, property depreciation, and 
cost of utilities for the new Jacksonville 
building ($300,000); and renovation 
and tenant improvements in Cleveland 
and Cincinnati ($500,000). 

Expenses for centrally provided 
Treasury services are budgeted to in-
crease $4.7 million, or 24.3 percent, 
with an increase of 82 ANP. Much of 
the increase is due to the first ful l year 
of operations of the Treasury Direct 
Access Book-Entry System (Treasury 
Direct) and the addition of reinvest-
ment activity to the system. Also, the 
Cleveland Bank is continuing the de-
velopment of an operation called the 

Public Accounting and Reporting Sys-
tem at an increase in cost of $290,000 
and is managing two savings bonds 
projects at the Pittsburgh branch at a 
cost of $420,000 in 1988. 

Automation initiatives in the System 
will add $3.9 million to operating costs 
in 1988. The major projects are a 
change in computer operating systems 
in San Francisco ($1.3 million), the 
expansion of the office automation 
project in New York ($1.2 million), 
and an office automation system for 
Minneapolis ($600,000). 

The guidelines of the Board of Gov-
ernors regarding the frequency of 
examinations and inspections of finan-
cial institutions and the demands for 
oversight of these institutions wil l 
continue to require more staff and 
higher operating costs in supervision 
and regulation: costs wil l rise $3.5 
million in 1988, and employment in 
the supervision service wil l increase 2.7 
percent, to 2,213 ANP. 

Back-up facilities are being estab-
lished to handle data processing con-
tingencies for critical operations, such 
as the transfer of funds and securities; 
such facilities will cost $2.9 million 
more in 1988 than they did in 1987. 
The most significant project is in the 
New York District and accounts for 
$2.6 million of the increment. 

Growth in the volume of currency 
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handled by the Banks requires an 
increase of $2.0 million and 59 ANP. 
The Federal Reserve Banks of Boston, 
Philadelphia, Richmond, Minneapo-
lis, and San Francisco plan to add 
shifts. The San Francisco District will 
also add two high-speed sorting ma-
chines in its Los Angeles Branch. 

Beyond the major initiatives, 0.4 
percentage point of the 4.3 percent rise 
in operating expense is due to increases 
of $2.8 million in rent at the New York 
office, of $1.4 million in the System's 
maintenance contract for currency 
processing equipment, and of nearly 
$1.0 million in real estate taxes in 
Boston. 

Table 3.2 shows that budgeted 1988 
expenses for operations continuing 
from 1987 will rise 2.4 percent over 
estimated 1987 expenses and that the 
initiatives just summarized will add 

Table 3.2 
Effect of Major Initiatives on the 1988 
Budget of the Reserve Banks 
Thousands of dollars, except as noted 

Item 

Operating expenses 
1987 estimate 
1988 budget 

Increase, 1987 to 1988 
Thousands of dollars . 
Percent 

LESS 
Major 1988 initiatives: 
Facilities 
Programs for the U.S. Treasury 
Automation 
Increased supervision of banks 

and bank holding companies... 
Contingency back-up 
Improved cash operations 

Total 

EQUALS 
Increase excluding major 

1988 initiatives 
Thousands of dollars 
Percent 

Amount 

1,193,171' 
1,245,102 

51,931 
4.4 

6,563 
4,748 
3,918 

3,460 
2,916 
1,961 

23,566 

28,365 
2.4 

1.9 percent for an overall growth of 4.3 
percent. 

Check Image Processing 
In addition to the initiatives discussed 
above, the Board of Governors has 
authorized further research and devel-
opment of digitized image processing 
of checks. The technology captures 
check images electronically for com-
puter storage and retrieval; it offers 
the promise of replacing microfilm, 
which the Federal Reserve uses to store 
images of truncated checks, including 
Treasury checks, and of speeding the 
transmittal of returned checks by sub-
stituting an electronic image for the 
physical check.3 

Research authorized by the Federal 
Reserve in 1985 and conducted on its 
behalf has demonstrated the feasibility 
of making a computerized image of 
one side of a check at high speed under 
laboratory conditions. The technical 
demonstration was completed in 1987 
at a cost for that year of approximately 
$1.1 million, distributed across the 
operating budgets of all the Districts. 

The next phases, for which $6.2 
million has been allocated in a special-
project account separate from the 
System's operating budgets, will test 
the high-speed capture of both sides of 
checks plus the ability to store and 
retrieve the image data. These phases 
will be first conducted under labora-
tory conditions with a limited volume 
of checks and then at a Reserve Bank 
under production conditions. 

The Federal Reserve will share the 
results of this research with the finan-
cial community, where it might also 

1. Excluding $1.1 mil l ion for the check image 
processing project. 

3. Truncated checks are those that are not 
routinely sent to the account holder when 
cleared. 
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offer widespread benefits in the stor-
age and exchange of check images. 

Budget Objective for 1988 
The 1988 objective for the Banks, 
approved by the Board of Governors 
in the spring of 1987, provided for the 
increase in general Bank expenses 
(those excluding expenses unique to 
one District) to equal 4.3 percent of 
total estimated 1987 operating ex-
penses. In addition, the objective pro-
vided a 0.6 percent rise over 1987 to 
cover expenses unique to one District 
and a 0.5 percent increase for work on 
check image processing, for an overall 
expansion of 5.4 percent (table 3.3). 
The Expedited Funds Availability Act 
was passed too late in the Federal 
Reserve budget process (August 1987) 
to include its associated expenses in the 
budget objective. 

The approved operating budget for 
general Bank expenses is 4.0 percent 
higher than estimated 1987 expenses, 
compared to the objective of 4.3 per-
cent. The total budget, 4.8 percent 
higher than 1987 estimated expenses, 
is lower than the overall objective by 
0.6 percentage point, or $7.2 million. 

Table 3.3 
Comparison of 1988 Budget of the Reserve 
Banks with 1988 Budget Objective 

Percent increase from 1987 estimated expenses 

Item 1988 
budget 

1988 
budget 

objective 

District expenses 
less those unique 
to one District 4.0 4.3 

Expenses unique 
to one District .3 .6 

Check image processing 
.5 project .5 .5 

Total 4.8 5.4 

Operational Areas 

The following discussion presents Re-
serve Bank expenses and employment 
in each of the four operational areas. 
They are summarized in tables 3.4 and 
3.5 and detailed in tables 3.6 through 
3.9. 

Monetary and Economic Policy 
Expenses for monetary and economic 
policy at the Federal Reserve Banks 
total $91.7 million and account for 
approximately 7 percent of their 1988 
budgets (table 3.6). Expenses are ex-
pected to increase $3.3 million, or 3.7 
percent, over 1987. Employment will 
increase 7 ANP, or 0.9 percent, to 788. 

The rise in cost reflects the net 
addition to staff, salary actions, and 
improvements in office automation. 
Staff members were added in New 
York for testing the replacement for 
an eight-year-old system used for open 
market trading, intensifying the moni-
toring and analysis of debt in less 
developed countries, and studying the 
feasibility of receiving data electroni-
cally from reporting institutions; in 
Atlanta for continuing a special effort 
to improve the quality of economic 
research; and in Dallas for supporting 
a Southwestern economic develop-
ment program. 

Supervision and Regulation 
Expenses for supervision and regula-
tion, which total $183.4 million, are 
expected to increase $13.3 million, or 
7.8 percent, over 1987 (table 3.7). This 
area now accounts for 14.7 percent of 
total System expenses, compared with 
12.8 percent in 1983. A staff level of 
2,213 ANP is budgeted, an increase of 
58, or 2.7 percent, over 1987. 
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Table 3.4 
Operating Expenses of the Federal Reserve Banks, by Operational Area, 1986-88 

Thousands of dollars, except as noted 

Operational area 1986 
actual 

1987 
estimate 

1988 
budget 

Percent 

1986-87 

change 

1987-88 

Monetary and economic policy 
Supervision and regulation 
Services to financial institutions 

and the public 
Services to the U.S. Treasury 

and other government agencies 

Total 

90,570 88,447 91,742 - 2 . 3 3.7 
163,915 170,067 183,397 3.8 7.8 

770,015 799,865 827,458 3.9 3.4 

136,789 135,892 142,504 - . 9 4.9 

1,161,290 1,194,271 1,245,102 2.8 4.3 

Table 3.5 
Employment at the Federal Reserve Banks, by Operational Area, 1986-88 

Average number of personnel, except as noted1 

Activity 1986 
actual 

1987 
estimate 

1988 
budget 

Percent change 
Activity 1986 

actual 
1987 

estimate 
1988 

budget 1986-87 1987-88 

Operational areas 
.9 Monetary and economic policy 791 781 788 - 1 . 2 .9 

Supervision and regulation 2,087 2,155 2,213 3.2 2.7 
Services to financial institutions 

and the public 8,799 8,767 8,746 - . 4 - . 2 
Services to the U.S. Treasury 

and other government agencies 1,819 1,826 1,800 .4 - 1 . 4 

Support and overhead2 

Support 4,469 4,517 4,541 1.1 .5 
Overhead 5,274 5,057 4,945 - 4 . 1 - 2 . 2 

Total 23,239 23,103 23,033 - . 6 - . 3 

1. See text note 2 for definition of ANP. 2. See appendix F, table F.4, note 1, for definitions. 

The increase in costs is driven by 
demands for resources in the bank 
supervision area. These demands arise 
from the continually changing condi-
tions in the banking industry. For 
example, deregulation has led bank 
holding companies to develop new 
service and product lines, which call 
for more examinations of banks and 
holding companies; moreover, firms 
throughout the industry are becoming 
larger and more complex. 

As in the past, the Reserve Banks are 
attempting to use resources more effi-
ciently by increasing the use of per-
sonal computers in the field and in the 
office, by accelerating the develop-

ment of examiners, and by hiring 
candidates with relevant experience. 

Services to Financial Institutions 
and the Public 
The area of services to financial insti-
tutions and the public, which includes 
both priced and nonpriced services, is 
budgeted at $827.5 million and ac-
counts for approximately two-thirds 
of the operating expenses of the Re-
serve Banks (table 3.8). Expenses are 
rising $27.6 million, or 3.4 percent, 
above those in 1987; however, this 
area accounts for only a slightly higher 
share of total expenses than it did in 
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Table 3.6 
Expenses of the Federal Reserve Banks for Monetary and Economic Policy, 1986-88 
Thousands of dollars, except as noted 

Item 1986 
actual 

1987 
estimate 

1988 
budget 

Percent 

1986-87 

change 

1987-88 

Economic policy determination 
Open market trading 

Total 

79,437 75,729 76,847 - 4 . 7 1.5 
11,133 12,718 14,895 14.2 17.1 

90,570 88,447 91,742 - 2 . 3 3.7 

Table 3.7 
Expenses of the Federal Reserve Banks for Supervision and Regulation, 1986-88 
Thousands of dollars, except as noted 

Item 1986 
actual 

1987 
estimate 

1988 
budget 

Percent 

1986-87 

change 

1987-88 

Supervision of District 
financial institutions 

Administration of laws and regulations 
related to banking 

Studies of banking and financial 
market structures 

Total 

93,223 100,182 109,828 7.5 9.6 

64,325 63,012 65,801 - 2 . 0 4.4 

6,367 6,873 7,768 7.9 13.0 

163,915 170,067 183,397 3.8 7.8 

1983. Staffing is budgeted at 8,746 
ANP, which is 21 ANP, or 0.2 percent, 
lower than in 1987. 

Commercial check processing ac-
counts for almost half of the budgeted 
expenses in this area and, at 5,150 
ANP, about 60 percent of the staff. 
The increase in expenses in 1988 is 
expected to be only $7.8 million, or 2.0 
percent, over 1987, with a decrease of 
15 ANP. Even with a smaller staff, the 
System expects to handle a 2.7 percent 
increase in the annual number of 
checks processed, to 15.3 billion. Unit 
cost is not expected to change in 1988. 

Restraining the growth of expenses 
are early retirement programs, the 
consolidation of operations, incentive 
pay for productivity increases, and a 
new contract for interdistrict shipping. 
Expenses associated with implementa-
tion of the Expedited Funds Availabil-
ity Act are not included in these data. 

Expenses for currency processing 

($121.5 million), which are expected to 
increase $6.0 million, or 5.2 percent, in 
1988, will constitute nearly 15 percent 
of the budget in this area. Changes in 
staffing are expected to result in a net 
increase of 37 ANP, or 2.4 percent, 
because of sharp increases in volume 
in some Districts. Overall volume is 
anticipated to expand 6.3 percent, but 
unit cost is projected to rise only 0.1 
percent. New contracts for mainte-
nance on the high-speed currency sort-
ing machines will also raise costs in 
1988. The increase in staffing arising 
from higher volumes at some Districts 
is partially offset by a new "contain-
erization" process at New York that 
will permit a reduction of 19 ANP 
there. 

Expenses for the automated clearing-
house service are budgeted to rise $5.1 
million, or 8.3 percent. The change 
reflects a 16.6 percent expansion in 
volume and an adjustment in account-
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Table 3.8 
Expenses of the Federal Reserve Banks for Services to Financial Institutions 
and the Public, 1986-88 
Thousands of dollars, except as noted 

Service 1986 
actual 

1987 
estimate 

1988 
budget 

Percent change 
Service 1986 

actual 
1987 

estimate 
1988 

budget 1986-87 1987-88 

Currency and coin 150,134 153,353 160,163 2.1 4.4 
Commercial checks 379,781 397,474 405,307 4.7 2.0 
Other checks 18,226 19,169 19,017 5.2 - . 8 
Funds transfers 57,951 56,693 58,532 - 2 . 2 3.2 
Automated clearinghouse 55,462 61,479 66,601 10.9 8.3 
Book-entry securities transfers 19,962 23,108 25,919 15.8 12.2 
Definitive securities safekeeping 

and noncash collections 19,771 18,337 18,487 - 7 . 3 .8 
Loans to members and others 12,812 13,343 13,965 4.1 4.7 
Bank and public relations 35,120 36,999 38,610 5.3 4.4 
Other 20,797 19,911 20,856 - 4 . 3 4.7 

Total 770,016 799,866 827,457 3.9 3.4 

Table 3.9 
Expenses of the Federal Reserve Banks for Services to the U.S. Treasury 
and Other Government Agencies, 1986-88 
Thousands of dollars, except as noted 

Service 1986 
actual 

1987 
estimate 

1988 
budget 

Percent change 
Service 1986 

actual 
1987 

estimate 
1988 

budget 1986-87 1987-88 

Savings bonds 40,878 39,725 40,424 - 2 . 8 1.8 
Other Treasury issues 28,231 21,148 19,573 -25 .1 - 7 . 4 
Centrally provided 

Treasury agency services 12,972 19,560 24,308 50.8 24.3 
Government accounts 20,627 20,328 21,824 - 1 . 4 7.4 
Food coupons 12,131 12,261 12,574 1.1 2.5 
Other 21,950 22,870 23,801 4.2 4.1 

Total 136,789 135,892 142,504 - . 7 4.9 

ing to distribute the costs of data 
processing and data communications 
(DP/DC) more accurately. A decrease 
of 2 ANP is budgeted. Unit costs are 
expected to increase 1.1 percent. 

The costs for funds transfer are ex-
pected to increase $1.8 million, or 3.2 
percent, on balance, reflecting a 6.1 
percent rise in volume, an additional 3 
ANP, and a decrease due to the DP/DC 
accounting change. Unit costs are 
expected to increase only 1.9 percent. 

Costs for book-entry securities are 
expected to increase $2.8 million, or 
12.1 percent, because of an 11.7 per-
cent increase in volume, initiatives to 

reduce risk in the payments system, the 
DP/DC accounting change, and higher 
costs for the maintenance of shared 
software. 

The budget for public relations, 
which shows an increase of $1.6 mil-
lion, or 4.4 percent, over 1987 expens-
es, pays for conferences, printed and 
video materials, occupancy, educa-
tional exhibits, and postage. The staff 
level is expected to decrease 6 ANP. 

The "other" category will increase 
$900,000, or 4.7 percent, reflecting 
automation initiatives at New York 
for services to other central banks that 
will permit a decline of 10 ANP. 
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Services to the U.S. Treasury and 
Other Government Agencies 

Expenses for services to the U.S. Trea-
sury and other government agencies 
are budgeted at $142.5 million, an 
increase of $6.6 million, or 4.9 percent, 
from 1987 (table 3.9). This area ac-
counts for approximately 11 percent 
of operating costs. Staffing is budgeted 
to decrease 26 ANP, or 1.4 percent, to 
1,800 ANP. 

Consolidation of operations and 
higher levels of automation are two 
influences on these costs. Several Dis-
tricts are consolidating operations at 
one office. The Banks are seeking 
greater efficiency through the substitu-
tion of electronic ("book-entry") 
records for paper ("definitive") secu-
rities and through the use of high-
speed sorting machines to process food 
coupons and savings bonds. 

The most significant initiatives are 
in centrally provided Treasury servic-
es; expenses here are budgeted to 
increase $4.7 million, or 24.3 percent, 
and 82 ANP will be added to the staff. 
Much of this increase ($4 million and 
54 ANP) occurs because 1988 is the 
first full year of operation for the 
Treasury Direct system and because 
reinvestment activity has been added 
to that system. Treasury Direct, which 
handles all purchases of government 
securities by individuals in book-entry 
form, is managed in Philadelphia with 
local operations in each District. Its 
expansion permits an offsetting de-
crease in the operation that handles 
definitive securities—"other Treasury 
issues"—for which staff is decreasing 
52 ANP and expenses $1.6 million. 

Besides Treasury Direct, the increase 
in centrally provided Treasury services 
reflects three programs in the Cleve-
land District. First, Cleveland is con-
tinuing to develop the Public Account-

ing and Reporting System, which will 
increase costs $290,000 in 1988 and 
require an expansion in staff of 13 
ANP. Second, the Treasury has desig-
nated the Pittsburgh Branch to central-
ize the inscription of bonds by issuing 
agents and to eliminate the need for the 
consignment of savings bonds. This 
program will increase costs $213,000 
in 1988 and add 9 ANP. Third, the 
Pittsburgh Branch will explore the use 
of the Federal Reserve's high-speed 
check sorting equipment to process 
savings bonds. This program will re-
quire $208,000 and 6 ANP in 1988. 

Consolidation of operations in the 
savings bond service is expected in 
four Districts and consolidation of 
definitive safekeeping in one District. 
These efforts are expected to reduce 
staff levels. About half of the Districts 
have budgeted funds for a new tax and 
loan accounting system that was devel-
oped by one Bank for the U.S. Trea-
sury under voluntary cost-sharing ar-
rangements. 

Objects of Expense 
The expenses of the Federal Reserve 
Banks are shown by personnel and 
nonpersonnel objects in table 3.10. 

Personnel expenses consist of sala-
ries for officers and employees, other 
expenses to compensate personnel, and 
retirement and other benefits. Total 
personnel costs account for 62 percent 
of total Federal Reserve expenses and 
are expected to increase $34.1 million, 
or 4.6 percent, in 1988. 

Salaries and other personnel ex-
penses account for nearly 52 percent of 
the Banks' budgeted expenses and are 
expected to increase $24.4 million, or 
3.9 percent, in 1988. Salaries are ex-
pected to increase 4.5 percent, while 
other personnel expenses are expected 
to decline 20.7 percent. Merit pay 
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Table 3.10 
Operating Expenses of the Federal Reserve Banks, by Object, 1986-88 
Thousands of dollars, except as noted 

Object 1986 
actual 

1987 
estimate 

1988 
budget 

Percent change 
Object 1986 

actual 
1987 

estimate 
1988 

budget 1986-87 1987-88 

PERSONNEL 
Officers' salaries 56,168 59,704 62,272 6.3 4.3 
Employees' salaries 523,309 547,203 571,833 4.6 4.5 
Other personnel 16,693 13,738 10,896 - 17.7 - 2 0 . 7 
Retirement and benefits 133,360 121,080 130,804 - 9 . 2 8.0 

Total personnel 729,531 741,724 775,805 1.7 4.6 

NONPERSONNEL 
Equipment 
Purchases 3,096 3,964 2,820 28.0 - 2 8 . 9 
Rentals 40,665 34,434 27,416 - 1 5 . 3 - 2 0 . 4 
Depreciation 68,000 76,578 82,874 12.6 8.2 
Repairs and maintenance 38,998 43,604 49,510 11.8 13.5 

Total equipment 150,760 158,579 162,621 5.2 2.5 

Buildings 
Insurance 610 887 917 45.3 3.4 
Taxes on Real Estate 22,213 21,871 24,666 - 1 . 5 12.8 
Property Depreciation 23,549 26,466 29,525 12.4 11.6 
Utilities 22,809 23,047 24,127 1.0 4.7 
Rent 14,976 17,461 20,814 16.6 19.2 
Other 13,607 18,499 17,948 36.0 - 3 . 0 

Total buildings 97,765 108,231 117,997 10.7 9.0 

Shipping 
Postage 13,464 12,337 13,275 - 8 . 4 7.6 
Other 68,416 69,845 69,351 2.1 - . 7 

Total shipping 81,880 82,181 82,626 .4 .5 

Other 
Supplies 46,005 46,725 47,952 1.6 2.6 
Travel 19,775 22,086 22,965 11.7 4.0 
Communications 15,255 12,570 12,602 - 17.6 .3 
Fees 11,207 11,223 9,577 .2 - 1 4 . 7 
Other 9,114 10,951 12,956 20.2 18.3 

Total other 101,356 103,555 106,052 2.2 2.4 

Total nonpersonnel 431,760 452,547 469,297 4.8 3.7 

Total 1,161,290 1,194,271 1,245,102 2.8 4.3 

increases of 4.8 percent are partially 
offset by reductions in overtime ex-
penses. Salary increases for promo-
tions, adjustments in structure, and 
reclassifications are offset by an in-
crease in turnover (the replacement of 
a departing employee by one with a 
lower salary) and by an increase in the 
time a position remains vacant. The 
decline in other personnel expenses 
reflects primarily the decline in the use 
of computer programmers on con-
tract. 

Each Federal Reserve office bases 
its salary structure for staff members 

other than officers on annual surveys 
of compensation offered by major 
employers in its community. Nation-
wide surveys are used to adjust the 
structure of officers' salaries. 

Expenses for retirement and other 
benefits, which account for 10 percent 
of the Banks' budgeted expenses, are 
projected to increase $9.7 million, or 
8.0 percent, in 1988. This increase 
reflects higher costs for hospital, med-
ical, and dental insurance, along with 
the effect of large claims in several 
Districts; an increase in the tax rate for 
social security; an increase in benefits, 
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reflecting payments to employees ac-
cepting early retirement; and resump-
tion of normal group life insurance 
premiums (the Districts did not have to 
pay any in 1987). 

Nonpersonnel expenses account for 
38 percent of the Banks' expenses and 
are projected to increase 3.7 percent. 
Equipment accounts for 13 percent of 
the Banks' expenses and are budgeted 
to increase 2.5 percent. Developments 
in priced services are responsible for 
the rise in equipment costs: initiatives 
to meet the changing needs and de-
mands of check collection; efforts to 
standardize automation and commu-
nication systems in response to the 
consolidation of financial institutions; 
progress toward encrypting communi-
cation links for various users of priced 
services; and continued work to ex-
pand and upgrade electronic networks 
that provide information to financial 
institutions. 

Building expenses, which account 
for 9 percent of total expenses, are 
expected to increase 9.0 percent in 
1988. Building renovations and repairs 
at Chicago, New York, Cleveland, and 
Dallas contribute to increases in depre-
ciation, taxes on real estate, and utility 
expenses. Rental expenses are 19.2 
percent higher, primarily because of 
the $2.8 million increase at New York. 
These increases will be partially offset 
by a decline in other building costs, 
which were swollen in 1987 in the 
majority of Districts by one-time, 
outside contractual expenses. 

Shipping costs, which account for 
nearly 7 percent of 1988 budgeted 
expenses, will increase only 0.5 per-
cent, as savings from a renegotiated 
contract for interdistrict transporta-
tion will offset an anticipated increase 
in postal rates. 

Other nonpersonnel expenses will 
rise only 2.4 percent. Increases in 
expenditures for travel—primarily for 

supervision and regulation—and for 
supplies, will be offset by projected 
declines in fees. 

Capital Outlays 

Capital outlays of the Reserve Banks 
are budgeted at $225.9 million, an 
increase of $66.0 mil l ion, or 41.3 
percent, from the 1987 level (table 
3.11). Capital budgets continue to be 
dominated by outlays for data process-
ing and data communications equip-
ment and for buildings. 

Outlays for data processing and data 
communication equipment total $92.8 
mil l ion in 1988, approximately 41 
percent of the total capital budget. 
This equipment includes new main-
frames or upgrades for Dallas ($6.4 
million), San Francisco ($4.8 million), 
the Los Angeles Branch ($4.3 million), 
Atlanta ($2.8 million), Richmond ($1.8 
million), Chicago ($1.4 million), and 
St. Louis ($1.4 million). New or up-
graded check processing equipment is 
expected at Chicago ($8.2 million), 
Cleveland ($5.2 million), Atlanta ($2.8 
million), and Richmond ($2.5 million). 
Outlays for computer peripheral equip-
ment are planned at New York ($4.1 
mill ion), Cleveland ($3.2 mill ion), 
Chicago ($2.6 million), and Richmond 
($2.4 million). Other major outlays 
result from office automation projects 
for New York ($3.6 million) and Min-
neapolis ($1.3 million). 

Building outlays total $86.2 million 
in 1988, about 38 percent of the total 
capital budget. The bulk of these 
outlays are in additions and improve-
ments at Chicago ($35.0 million) and 
Atlanta ($2.6 million). New buildings 
are budgeted for Charlotte ($18.5 
million) and Helena ($500,000). The 
initial phases of two building projects 
are budgeted for 1988: a remote oper-
ations center in New York ($1.5 
million, exclusive of land) and fees to 
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Table 3.11 
Capital Outlays of the Federal Reserve Banks, by Class of Outlay, 1986-88 
Thousands of dollars, except as noted 

Class 1986 1987 1988 Percent change 
Class actual estimate budget 1986-87 1987-88 

Data processing and data 
communications equipment 68,246 54,892 92,833 -19 .6 69.1 

Furniture and other equipment 19,623 20,151 24,435 2.7 21.2 
Land and other real estate 432 6,475 7,137 1,398.8 10.2 
Buildings 69,930 67,844 86,209 - 3 . 0 27.1 
Building machinery and equipment 3,697 7,814 12,296 111.4 57.4 
Leasehold improvements 3,389 2,748 3,008 -18 .9 9.4 

Total 165,317 159,924 225,918 - 3 . 3 41.3 

consider alternative space at Cleve-
land ($1.0 million). Asbestos abate-
ment continues in 1988 at Chicago 
($1.8 million), St. Louis ($500,000), 
San Francisco ($400,000), and Dallas 
($400,000). Minneapolis has an ex-
tensive asbestos problem, but proj-
ect costs for removal were not 
available. 

Purchases of furniture and other 
equipment are budgeted for $24.4 
million. Major outlays are planned to 
coincide with building improvements 
at Atlanta ($3.4 million) and Chicago 
($1.2 million). New York continues its 
currency containerization project at a 
cost of $1.2 million. 

Capital outlays for building machin-
ery and equipment are budgeted at 
$12.3 mill ion. Atlanta's budget of 
$900,000 is related to its building 
addition. Other major items are new 
or upgraded power-smoothing equip-
ment or uninterruptible power sys-
tems at Chicago ($1.8 million), Boston 
($1.5 million), Philadelphia ($1.3 mil-
lion), Cleveland ($800,000), Atlanta 
($400,000), San Francisco ($400,000), 
and Dallas ($100,000). 

Purchases of land and other real 
estate are budgeted at $7.0 million, 
allocated mostly to purchase land for 
the remote operations center at New 
York. 

Leasehold improvements total $3.0 

million, primarily for the Cranford 
regional check processing center in the 
New York District. Most of the New 
York Bank's check processing will be 
relocated there as the initial step in the 
Bank's strategy to open its remote 
operations center. 

Trends in Expenses 
and Employment 

For the 10 years ending in 1988, the 
expenses of the Reserve Banks have 
increased 6.6 percent per year on 
average in current dollars and 1.3 
percent per year in 1978 dollars mea-
sured with the GNP implicit price 
deflator (chart 3.1). Increases were 

Chart 3.1 
Operating Expenses of the Federal 
Reserve Banks, 1978-881 

Billions of dollars 

1. For 1987, estimate; for 1988, budget. 
2. Calculated with the GNP implicit price deflator. 
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Chart 3.2 
Employment at the Federal Reserve 
Banks, 1978-881 

ANP, in thousands2 

1978 1983 1988 

1. For 1987, estimate; for 1988, budget. 
2. See text note 2 for definition of ANP. 

largest during the early 1980s, when 
the Banks began implementing the 
requirements of the Monetary Control 
Act (MCA) and the high rate of infla-
tion drove up wages. From 1980 to 
1983, normal expenses increased an 
average of 9.1 percent per year in 
current dollars, while the rate of infla-
tion averaged 6.6 percent. Since then, 
a much lower trend has been evident, 
with nominal expenses rising an aver-
age of 3.9 per year, and prices an 
average of 3.0 percent. 

Over the last decade the number of 
employees at the Reserve Banks has 
declined 448 ANP, or 1.9 percent 
(chart 3.2). In 1974, employment at 
the Reserve Banks peaked at 26,567 
ANP; it declined a total of 3,624, or 
13.6 percent, over the next five years 
under a Systemwide program to in-
crease productivity. Employment in-
creased in 1980 and 1981 because of 
the MCA; however, over the next three 
years, employment declined a total of 
1,320, or 5.5 percent, reaching 22,669 
in 1984, its lowest level in the 1978-88 
period. Employment rose again in 1985 
and 1986 as bank examiners were 
added and actions were taken to handle 
increasing volume. Employment is 
expected to decline 136 ANP in 1987, 
in part because of budget restraint in 
the spirit of the Gramm-Rudman-

Table 3.12 
Changes from 1987 to 1988 in Volumes 
and Unit Costs of Federal Reserve 
Bank Services 
Percent 

Service Volume Unit cost 

Payments 4.5 .5 
Commercial checks 2.7 .2 
Automated clearinghouse 16.6 1.1 
Funds transfers 6.1 1.9 
Other 1.7 1.6 

Cash 5.0 .7 
Currency 6.3 .1 
Coin -2 .3 4.8 

Fiscal agency - 3 . 1 6.9 
Savings bonds - . 7 3.8 
Other Treasury issues -27.5 24.7 
Other fiscal agency - . 3 4.9 
Treasury Direct 33.6 .3 

Securities 
and noncash services 6.0 4.3 

Al l 3.7 1.5 3.7 1.5 

Hollings legislation. In 1988, employ-
ment is budgeted to decline 74 ANP, as 
measures to control costs, mostly in 
support and overhead, offset the added 
staff needed for supervision and regu-
lation and the growth in the number of 
items handled. 

Volumes and Unit Costs 
Total volume for all measured services 
of the Reserve Banks in 1988 is bud-
geted to increase 3.7 percent over 1987, 
and unit costs are expected to increase 
1.5 percent (table 3.12). The rise in unit 
costs is derived mainly from fiscal 
agency services, where volumes are 
declining relative to costs, and from 
securities services, where expenses are 
increasing relative to volumes. Unit 
costs in the two largest operations, 
check and currency, are expected to 
rise only slightly. On average, over the 
five years from 1983 to 1988, total 
volume increased 4.3 percent per year, 
while unit costs in current dollars 
decreased 0.1 percent per year. 

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

1987-1988



17 

Chapter 3 

Federal Reserve Banks 

The Board of Governors has approved a 
1989 operating budget of 51,330.5 mil-
lion for the Reserve Banks, an increase of 
$69.2 million, or 5.5 percent, over 1988 
estimated expenses. The Reserve Banks 
have excluded from their budgets, as 
they did last year, the costs for research 
and development related to special 
projects. This year these costs, totaling 
$11.1 million, are for check image 
processing ($1.7 million), a system for 
the optical detection of counterfeiting 
($3.3 million), and an electronic pay-
ments processor ($6.1 million). When 
the costs of special projects are included, 
the Reserve Banks' budgets total $1,341.6 
million, an increase of $75.4 million, or 
6.0 percent, over 1988 estimated ex-
penses (table 3.1). 

Employment, excluding special 
projects, is budgeted at 23,441 average 
number of personnel (ANP), an increase 
of 62 ANP, or 0.3 percent, from the 
estimated 1988 employment levels.1 

When the effect of special projects is 
included, 1989 employment at the Re-
serve Banks is budgeted at 23,476 ANP, 
an increase of 87 ANP, or 0.4 percent 
(table 3.1). In 1989, the Expedited Funds 
Availability Act accounts for an addition 
of 134 ANP; excluding this increment, 
Reserve Bank employment is down 47 
ANP. 

1. The term average number of personnel de-
scribes levels and changes in employment at the 
Reserve Banks. ANP measures the number of 
employees in terms of full-time positions for the 
time period. For instance, a full-time employee 
who starts work July 1 counts as 0.5 ANP for that 
year; two half-time employees who start January 1 
count as one ANP. The ANP for any given year is 
the average of the number of full-time employees 
(measured in this way) in the months of that year. 

Expenses for personnel, which com-
prise salaries and other compensation, 
account for $834.6 million, or 63 per-
cent, of Bank expenses in 1989, an 
increase of $45.8 million, or 5.8 percent, 
over 1988 (table 3.2). Nonpersonnel 
expenses, influenced primarily by spend-
ing on automation equipment and build-
ing projects, are budgeted at $495.9 
million, an increase of $23.4 million, or 
5.0 percent. 

The following two sections discuss the 
major initiatives and the budget objective 
for the Reserve Banks in 1989. Subse-
quent sections provide details for the four 
operational areas as well as objects of 
expense, capital outlays, and long-term 
trends. Appendix C gives details on 
capital outlays, special projects, and 
other special categories of expense. 
Appendix F gives further data by District 
and by operational area. 

Major Initiatives 
Several Bank-specific projects and two 
Systemwide initiatives account for a large 
portion of the budgeted increase in Re-
serve Bank expenses. The projects within 
specific Banks are automation initiatives, 
facility improvements, increased super-
vision of banks and bank holding com-
panies, initiatives for the U.S. Treasury, 
contingency back-up for critical opera-
tions, and enhanced check operations. 
The two Systemwide initiatives are the 
establishment of a National Information 
Center for data on depository institutions 
and improvements to the Federal Reser-
ve's electronic payments system. Table 
3.3 shows that, excluding the expenses 
for these programs ($26.4 million), the 
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total expenses of the Reserve Banks 
increase 3.6 percent in 1989. 

Automation efforts include the 
expansion of computer capacity in 
several Districts, the development of an 
information display system and 
continued expansion of an office 
automation system at New York, im-
proved communications and electronic 
networks at Chicago, and the continued 
conversion of operating systems at San 
Francisco. Many District budgets 
include funds for automation projects 
related to contingency back-up and 
efforts to improve the availability of 
systems, shown separately in table 3.3. 

Building projects of the Reserve 
Banks account for an incremental 
expense of $5.7 million. The largest such 
expenditures in 1989 are for building 
projects in Charlotte, Atlanta, and 
Chicago. Minneapolis is continuing an 
asbestos containment project and plans 

to start the complete removal of asbestos 
in 1989. The net increase attributable to 
these projects is reduced by the 
completion of $2.1 million of building 
projects in 1988; these include New 
York's relocation expenses to move 
check operations to its regional check 
processing centers, the expenses to move 
into the new Charlotte building, and 
moving expenses and rent associated 
with the Chicago building project. 

Expenses increase in supervision and 
regulation because of the greater 
complexity of examinations, more 
holding company examinations, more 
problem institutions, and the implemen-
tation of Regulation CC (Expedited 
Funds Availability). Increases in 
employment and costs occur in most 
Reserve Districts. 

Expenses for services to the U.S. 
Treasury increase primarily because of 
expansion of the Ohio Project, which is 

Table 3.1 
Expenses and Employment at the Federal Reserve Banks, 1988-89 

Category 1988 
estimate 

1989 
budget 

Change 
Category 1988 

estimate 
1989 

budget Amount Percent 

Expenses (millions of dollars) 
Operations 
Special projects 

Total 

Employment (average number 
ofpersonnel) 
Operations 
Special projects 

Total 

1,261.3 1,330.5 69.2 5.5 
4.9 11.1 

1,266.2 1,341.6 75.4 6.0 

23,379 23,441 62 .3 
10 35 

23,389 23,476 87 .4 

Table 3.2 
Operating Expenses of the Federal Reserve Banks, 1987-891 

Thousands of dollars. exceDt as noted 

Object 1987 1988 1989 Percent change 
Object actual estimate budget 1987-88 1988-89 

Personnel 743,168 788,807 834,626 6.1 5.8 
Nonpersonnel 448,665 472,491 495,861 5.3 4.9 

Total 1,191,833 1,261,298 1,330,487 5.8 5.5 

1. Including the costs of support and overhead (see 
appendix F, table F.3, note 1, for definition). 
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centralizing issuance of over-the-counter 
savings bonds; its expansion through-
out the Fourth District will add $1.2 
million in expenses and 17 ANR Two 
other savings bond projects in Cleveland 
and enhancements to the Treasury Di-
rect system at Philadelphia will also 
contribute to the 1989 increase in 
expenses. 

Several Districts are improving the 
efficiency of check operations. Philadel-
phia is reviewing its needs for a new 
check processing system and plans to 
begin conversion in 1990. Atlanta will be 
replacing old equipment and software to 
respond to a strong growth in volume. 

Two new System initiatives, the Na-
tional Information Center and the elec-
tronic payments system project, will 
together add $2.3 million and 15 ANP. 
The National Information Center ($1.2 
million, 7 ANP) will maintain informa-

tion on the structure and finances of 
banks. This database will be available to 
Reserve Banks, the Board, and possibly 
other regulatory agencies. The electronic 
payments system project ($1.1 million, 8 
ANP) aims to improve the availability of 
these systems at all the Banks. 

Unusually large cost increases and the 
loss of rental income also contribute to 
the 1989 increment: health insurance 
premiums increase $6.0 million; ex-
penses to implement the Expedited Funds 
Availability Act, adjusted for one-time 
costs for training and postage, increase 
$5.4 million in 1989; and Boston will 
forego rental income of $1.0 million 
during the period that construction is 
done on the top three floors of the Bank. 
In the aggregate, these items represent 
about one-sixth of the overall increase in 
operating expenses and more than one-
fourth of the increase excluding major 
initiatives. 

Table 3.3 
Effect of Major Initiatives on the 1989 
Operating Expenses of the Reserve Banks 
Thousands of dollars, except as noted 

Item 

1988 estimate1 

1989 budget .. 

Increase, 1988 to 1989 
Amount 
Percent 

LESS 
Major 1989 initiatives: 
Automation 
Facility improvements 
Increased supervisory and 

regulatory activities 
Programs for the U.S. Treasury . 
Contingency back-up 
Improved check operations 
National Information Center 
Electronic payments system 

Total 

EQUALS 
Increase excluding major 

1989 initiatives 
Amount 
Percent 

Amount 

1,259,164 
1,330,487 

71,323 
5.7 

9,770 
5,663 

3,130 
2,214 
1,834 
1,541 
1,162 
1,115 

26,429 

44,894 
3.6 

1. Excludes one-time expenses of $2,134 million for 
improvements to facilities. 

Budget Objective for 1989 
The Board approved a 5.5 percent in-
crease in 1989 for Reserve Bank operat-
ing expenses (covering central bank and 
Treasury services and priced services, 
including the expedited availability of 
funds). At the time this budget objective 
was approved, it was anticipated that the 
Board would be requested to approve an 
additional $11.1 million for research and 
development on special projects (see 
appendix C). 

Total operating expenses, including 
those for expedited availability of funds, 
increase $69.2 million, or 5.5 percent; 
excluding expedited funds, these ex-
penses increase 5.1 percent (table 3.4). 

Operational Areas 
Tables 3.5 and 3.6 summarize Reserve 
Bank expenses and employment in each 
of the four operational areas. Tables 3.7 
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through 3.9 show expense details for 
each area. 

Monetary and Economic Policy 
Expenses at the Reserve Banks for mon-
etary and economic policy are budgeted 
at $95.8 million, about 7.2 percent of the 
Banks' operating expenses (table 3.7). 
The increase over 1988 estimated ex-
penses is $7.0 million, or 7.9 percent. 
Employment in this area is 786 ANP, an 
increase of 18 ANP, or 2.3 percent, over 
1988. 

Net additions to the Banks' staff (pri-
marily economists), salary actions, and 
automation initiatives are the main 
sources of higher spending. The 1989 
staffing level is slightly lower than that 
budgeted for 1988. 

Dallas plans to expand its staff by 6 
ANP over the 1988 estimate of 39 ANP 
to better address regional issues and to 
improve its monetary policy research. 
Richmond plans to add 2 ANP (the 
current level is 33) to enhance its work in 
international and regional studies. Auto-
mation initiatives, all at the New York 
Bank, include a new system to display 
information on the markets for govern-

Table 3.4 
Comparison of 1989 Budget of the Reserve 
Banks with 1989 Budget Objective 
Percent increase from 1988 estimated expenses 

Item 
1989 

budget 
objective 

1989 
budget 

Operating expenses 
excluding those 
related to the 
Expedited Funds 
Availability Act 4.7 5.1 

Expenses related to the 
Expedited Funds 
Availability Act .8 .4 

Total operating expenses 5.5 5.5 
Special Projects .3 .5 

Total 5.8 6.0 

ment and corporate securities and for-
eign exchange; a new system of trading 
and clearing securities; and streamlining 
the reporting series for government 
securities dealers. 

Supervision and Regulation 
Expenses for supervision and regulation, 
$201.5 million, increase $14.4 million, 
or 7.7 percent, over 1988 (table 3.8). 
This area now comprises 15.1 percent of 
total expenses for the Reserve Banks, 
compared with 13.2 percent in 1984. The 
1989 staff level of 2,250 ANP is an 
increase of 27, or 1.2 percent, over 1988. 
Since 1984, staffing has increased 365 
ANP. 

The 1989 increase in costs and ANP 
are the result of continued growth in the 
number of bank holding companies; 
increases in the number of de novo banks 
that, under Board guidelines, require 
more frequent examinations; the Sy-
stem's enhanced program for examina-
tions of international operations of U.S. 
banks and U.S. offices of foreign banks; 
and monitoring for compliance with 
Regulation CC. The increase for staff, 
spread over most Districts, is moderate 
compared with that in recent years. Other 
factors contributing to the cost increment 
are a greater emphasis on monitoring 
reserve accounts with respect to daylight 
and overnight overdrafts, the full year 
effects of the development of the National 
Information Center, and the continued 
expansion in the use of microcomputers. 

Services to Financial Institutions 
and the Public 
Expenses for services to financial institu-
tions and the public include both priced 
and nonpriced services (table 3.9). They 
are budgeted at $884.8 million and 
account for two-thirds of total expenses, 
a ratio only slightly higher than in 1984. 
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The budget is $41.8 million, or 5.0 
percent, larger than 1988 estimated ex-
penses. Staffing is budgeted at 9,049 
ANP, up 35, or 0.4 percent, from 1988. 
Expenses of priced services, budgeted at 
$579.0 million, are increasing 5.1 per-
cent; expenses of nonpriced services, at 
$305.8 million, are increasing 4.8 
percent. 

Commercial check processing is by far 
the largest service ($440.1 million), 
comprising almost half the budgeted 
expenses of this operational area and 
employing 5,478 ANP. Expenses for this 
service are increasing $19.3 million, or 
4.6 percent, over 1988, and the number 
of staff members will increase 42 ANP. 
The Banks expect to process 15.4 billion 

commercial checks in 1989, an increase 
of 2.8 percent, while unit cost is expected 
to increase 2.2 percent. Added expenses 
of $5.4 million and additional staff of 134 
ANP can be attributed to the full-year 
effect of the Expedited Funds Availability 
Act, which went into effect in September 
1988. This increase in staff is largely 
offset by the 1988 consolidation of check 
operations in the New York District in 
the regional check processing centers. 
The consolidation and the dropping of 
temporary workers used for the consoli-
dation allowed New York to reduce its 
ANP by 53 in 1989. 

Expenses for the currency and coin 
service are expected to rise $5.5 million, 
or 3.5 percent, in 1989 and to constitute 

Table 3.5 
Operating Expenses of the Federal Reserve Banks, by Operational Area, 1987-89 
Thousands of dollars, except as noted 

Operational area 1987 
actual 

1988 
estimate 

1989 
budget 

Percent 

1987-88 

change 

1988-89 

Monetary and economic policy 
Supervision and regulation 
Services to financial institutions 

and the public 
Services to the U.S. Treasury 

and other government agencies 

Total 

86,484 88,788 95,812 2.7 7.9 
170,428 187,123 201,539 9.8 7.7 

799,227 842,947 884,784 5.5 5.0 

135,693 142,440 148,352 5.0 4.2 

1,191,832 1,261,298 1,330,487 5.8 5.5 

Table 3.6 
Employment at the Federal Reserve Banks, by Activity, 1987-89 
Average number of personnel, except as noted1 

Activity 1987 
actual 

1988 
estimate 

1989 
budget 

Percent change 
Activity 1987 

actual 
1988 

estimate 
1989 

budget 1987-88 1988-89 

Operational areas 
Monetary and economic policy 775 768 786 - . 9 2.3 
Supervision and regulation 2,147 2,223 2,250 3.5 1.2 
Services to financial institutions 

and the public 8,776 9,014 9,049 2.7 .4 
Services to the U.S. Treasury 

and other government agencies 1,836 1,844 1,805 .5 - 2 . 1 

Support and overhead2 

Support 4,452 4,565 4,597 2.5 .7 
Overhead 5,024 4,964 4,954 - 1 . 2 - . 2 

Total 23,010 23,378 23,441 1.6 .3 

1. See text note 1 for definition of ANP. 2. See appendix F, table F.3, note 1, for definitions. 
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18.3 percent of the budget for this 
operational area. The Banks have bud-
geted 1,717 ANP in this service, a 
decrease of 22, or 1.3 percent. Volume is 
expected to increase 4.2 percent and unit 
cost to decline 1.3 percent. 

Expenses for the automated clearing-
house service in 1989 increase $5.1 
million, or 7.4 percent, and employment 
increases 18 ANP. The staff will expand 
primarily to accommodate a service the 
System intends to offer in 1989 called 
Government Notification of Change. 
Requested by the Treasury and the bank-
ing industry, this service converts paper 
documents to electronic form at the 
Reserve Banks. Volume for the ACH 
service is expected to increase 14.7 
percent and unit cost to decrease 7.2 
percent. 

Expenses for the funds transfer service 
increase $3.5 million, or 5.6 percent, 
reflecting a staff reduction of 3 ANP 

and an increase in volume of 4.0 per-
cent. The growth of volume in this 
service has slowed because of mergers 
of bank holding companies and bank 
consolidations. 

Expenses for the book-entry securities 
service will increase $3.0 million, or 
11.2 percent, while ANP and volume 
remain about steady. Unit cost is increas-
ing 9.9 percent and can be attributed to 
two factors, higher costs to test and 
maintain the book-entry securities sys-
tem and improvements in contingency 
capabilities. 

Bank and public relations costs are 
expected to rise $2.1 million, or 5.3 
percent, and the associated staff is expand-
ing by 4 ANP. These increases are 
primarily the result of the growth of 
community affairs programs in several 
Districts. Also, the "other" service cate-
gory is rising $1.1 million, or 5.4 percent, 
reflecting automation efforts in the New 

Table 3. 7 
Expenses of the Federal Reserve Banks for Monetary and Economic Policy, 1987-89 
Thousands of dollars, except as noted 

1987 1988 1989 Percent change 
actual estimate budget 1987-88 1988-89 

Economic policy determination 74,069 74,635 78,659 . 8 5.4 
Open market trading 12,415 14,153 17,153 14.0 21.2 

Total 86,484 88,788 95,812 2.7 7.9 

Table 3.8 
Expenses of the Federal Reserve Banks for Supervision and Regulation, 1987-89 
Thousands of dollars, except as noted 

1987 1988 1989 Percent change 
actual estimate budget 1987-88 1988-89 

Supervision of District 
financial institutions 100,813 

Administration of laws and regulations 
related to banking 62,999 

Studies of banking and financial 
market structures 6,617 

Total 170,428 

111,688 122,123 10.8 9.3 

67,028 69,483 6.4 3.7 

8,408 9,934 27.1 18.2 

187,123 201,539 9.8 7.7 
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York District for services to other central 
banks. Staff in this service area is ex-
pected to decline by 6 ANR 

Services to the U.S. Treasury 
and Other Government Agencies 
Expenses for services to the U.S. Trea-
sury and other government agencies are 
budgeted at $148.4 million, about 11 
percent of total operating expenses of the 
Banks. The increase is $5.9 million, or 
4.2 percent, over 1988 (table 3.10). Total 
staffing is budgeted to decrease 39 ANP, 
or 2.1 percent, to 1,805 ANP. 

The reduction in ANP reflects major 

efforts over several years by the Reserve 
Banks and the Treasury to promote 
efficiency, generally through consolida-
tion of operations and the expansion of 
automation. Most Districts have bud-
geted reductions for 1989. 

Major operational changes are taking 
place in the savings bonds area: the Ohio 
Project, in the Cleveland District, featur-
ing centralized issuance of over-the-
counter savings bonds; the Masterfile 
Payroll program, which involves ac-
counting for, and printing, bonds pur-
chased through payroll deduction plans, 
a project also in the Cleveland District, 
with the Richmond and Minneapolis 

Table 3.9 
Expenses of the Federal Reserve Banks for Services to Financial Institutions 
and the Public, 1987-89 
Thousands of dollars, except as noted 

Service 1987 
actual 

1988 
estimate 

1989 
budget 

Percent change 
Service 1987 

actual 
1988 

estimate 
1989 

budget 1987-88 1988-89 

Currency and coin 153,764 156,434 161,942 1.7 3.5 
Commercial checks 398,051 420,830 440,143 5.7 4.6 
Other checks 18,979 17,911 20,064 - 5 . 6 12.0 
Funds transfers 56,668 61,376 64,843 8.3 5.6 
Automated clearinghouse 61,425 68,828 73,890 12.1 7.4 
Book-entry securities transfers 22,837 26,672 29,661 16.8 11.2 
Definitive securities safekeeping 

and noncash collections 18,148 17,105 16,585 - 5 . 7 - 3 . 0 
Loans to members and others 13,086 13,996 14,651 6.9 4.7 
Bank and public relations 36,194 40,219 42,368 11.1 5.3 
Other 20,076 19,571 20,637 - 2 . 5 5.4 

Total 799,227 842,947 884,784 5.5 5.0 

Table 3.10 
Expenses of the Federal Reserve Banks for Services to the U.S. Treasury 
and Other Government Agencies, 1987-89 
Thousands of dollars, except as noted 

Service 1987 
actual 

1988 
estimate 

1989 
budget 

Percent change 
Service 1987 

actual 
1988 

estimate 
1989 

budget 1987-88 1988-89 

Savings bonds 40,215 41,656 47,958 3.6 15.1 
Other Treasury issues 20,902 17,382 18,353 -16 .8 5.6 
Centrally provided 

Treasury agency services 20,270 25,493 22,011 25.8 -13 .7 
Government accounts 19,677 20,402 22,792 3.7 11.7 
Food coupons 12,217 12,903 13,030 5.6 1.0 
Other 22,412 24,605 24,209 9.8 - 1 . 6 

Total 135,693 142,440 148,352 5.0 4.2 
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Districts participating on a smaller scale; 
and consolidated operations of Series 
HH/H payments in the Philadelphia 
District. 

Objects of Expense 
The operating expenses of the Federal 
Reserve Banks for personnel and nonper-
sonnel are detailed in table 3.11. 

Personnel expenses comprise salaries 
for officers and employees, compensa-
tion to other personnel, and retirement 
and other benefits. Total personnel costs 

account for almost 63 percent of Reserve 
Bank expenses and are expected to in-
crease 5.8 percent in 1989. 

Total personnel expenses except those 
for retirement and other benefits account 
for nearly 52 percent of 1989 budgeted 
expenses and anticipated growth is $31.5 
million, or 4.6 percent. Salaries are 
expected to increase $35.7 million, or 
5.5 percent, and will be offset partially by 
a decline of $4.2 million, or 32.5 percent, 
in expenses for other personnel. Merit 
increases are the primary source of higher 
expenses for salaries. Also contributing 

Table 3.11 
Operating Expenses of the Federal Reserve Banks, by Object, 1987-89 
Thousands of dollars, except as noted 

Object 1987 
actual 

1988 
estimate 

1989 
budget 

Percent change 
Object 1987 

actual 
1988 

estimate 
1989 

budget 1987-88 1988-89 

PERSONNEL 
Officers'salaries 60,010 63,685 67,345 6.1 5.7 
Employees' salaries 545,358 579,838 611,844 6.3 5.5 
Other personnel 16,335 12,956 8,750 - 2 0 . 7 - 3 2 . 5 
Retirement and benefits 121,465 132,327 146,687 8.9 10.9 

Total personnel 743,168 788,807 834,626 6.1 5.8 

NONPERSONNEL 
Equipment 
Purchases 4,694 3,829 3,447 - 1 8 . 4 - 1 0 . 0 
Rentals 33,857 27,004 24,740 - 2 0 . 2 - 8 . 4 
Depreciation 75,802 78,432 85,619 3.5 9.2 
Repairs and maintenance 42,467 47,453 51,810 11.7 9.2 

Total equipment 156,820 156,717 165,616 - . 1 5.7 

Buildings 
Insurance 842 760 761 - 9 . 8 .1 
Taxes on Real Estate 21,710 25,005 27,181 15.2 8.7 
Property Depreciation 26,078 28,911 32,125 10.9 11.1 
Utilities 22.906 23,387 25,113 2.1 7.4 
Rent 17,119 21,611 21,500 26.2 - . 5 
Other 18,726 18,217 19.009 - 2 . 7 4.3 

Total buildings 107,381 117,890 125,687 9.8 6.6 

Shipping 
Postage 12,150 13,638 13,631 12.3 - . 1 
Other 69,200 68,979 70,180 - . 3 1.7 

Total shipping 81,350 82,617 83,811 1.6 1.4 

Other 
Supplies 47,282 49,333 51,077 4.3 3.5 
Travel 22,155 24,717 25,466 11.6 3.0 
Communications 12,291 11,976 12,009 - 2 . 6 .3 
Fees 11,357 11,308 12,652 - . 4 11.9 
Other 10,029 17,933 19,544 78.8 9.0 

Total other 103,114 115,267 120,747 11.8 4.8 

Total nonpersonnel 448,665 472,491 495,861 5.3 4.9 

Total 1,191,833 1,261,298 1,330,487 5.8 5.5 
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are promotions, reclassifications, and 
higher levels of staffing. These increases 
are partially offset by position vacancies 
(lag), by the replacement of a departing 
employee with one at lower pay (turn-
over), and reduced expenses for over-
time. The decrease in expenses for other 
personnel results from declining use of 
contract computer programmers and 
decreased need for temporary help in 
check operations. 

Expenses for retirement and other 
benefits, which account for 11 percent of 
the Banks' budget, are anticipated to 
increase $14.4 million, or 10.9 percent, 
in 1989. This increase is a result of the 
continued escalation in hospital and 
medical costs, a rise in the maximum 
salary subject to Social Security tax, and 
increased participation in the System's 
thrift plan. 

Nonpersonnel expenses account for 37 
percent of the Reserve Banks' expenses 
and are projected to increase 4.9 percent 
in 1989. Equipment expenses are 5.7 
percent higher for 1989 and will account 
for 12.4 percent of total operating costs. 
The increase results from the purchase of 
data processing and data communications 
equipment to handle increased workloads 
and improve contingency functions, the 
full-year impact of equipment purchased 
to meet the demands of the Expedited 
Funds Availability Act, and a shift from 
leasing to purchasing of equipment. 

Building expenses will rise 6.6 percent 
for 1989 and account for 9.4 percent of 
total expenses. Building expansion and 
renovation projects at Chicago and At-
lanta and construction of a new building 
for the Charlotte Branch of the Richmond 
Bank contribute to increased expenses 
for property depreciation, real estate 
taxes, utilities, and other building opera-
tions. Depreciation expenses will also 
increase in 1989 as numerous smaller 
renovation and repair projects are com-
pleted. Offsetting increased rental ex-

pense at New York and Atlanta is a 
decrease of $900,000 in Chicago as the 
Bank gives up rental space and moves 
back to its newly expanded main building. 

Shipping costs account for 6.3 percent 
of the 1989 budget and will increase 1.4 
percent next year. This increase is pri-
marily the result of expanded check 
routes necessary for expedited funds. 
Partially offsetting the 1989 increase is 
the reduction in postage expenses in-
curred in 1988 to inform depository 
institutions of the requirements for expe-
dited funds. 

Expenses for other nonpersonnel will 
increase 4.8 percent to accommodate 
additional software and the higher cost of 
supplies. 

Capital Outlays 
Capital outlays of the Reserve Banks are 
budgeted at $231.7 million, an increase 
of $28.4 million, or 14.0 percent, over 
the estimate for 1988 (table 3.12). The 
capital budgets of the Reserve Banks 
continue to be dominated by equipment 
for data processing and data communica-
tions and by building projects. 

Outlays for data processing and data 
communications equipment total $87.6 
million in 1989, approximately 38 per-
cent of the capital budget. The machines 
include mainframes or upgrades for New 
York ($6.4 million), Cleveland ($4.9 
million), Richmond ($2.6 million), and 
Kansas City ($7.4 million); new or 
upgraded check processing equipment 
for Cleveland ($1.0 million), Richmond 
($2.6 million), and Atlanta ($3.0 mil-
lion); peripheral computer equipment 
and upgrades for New York ($4.2 mil-
lion), Chicago ($1.7 million), and San 
Francisco ($1.3 million); and data pro-
cessing equipment to support the asbestos 
abatement project at Minneapolis ($4.6 
million). 
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Building outlays amount to $57.0 
million in 1989, approximately 25 per-
cent of total capital outlays. The major 
items in this account are the building 
additions and improvements in Boston 
($1.3 million), New York ($3.8 million), 
Cleveland ($4.1 million), and Kansas 
City ($1.2 million); consulting fees for 
the New York District's East Rutherford 
operations center ($2.3 million); a new 
building design in Dallas ($4.9 million); 
the new Helena site, in the Minneapolis 
District ($7.6 million); and the new 
building at Charlotte, in the Richmond 
District ($5.1 million). 

Major purchases of furniture and other 
equipment, which total $30.2 million for 
1989, are planned for Boston ($1.0 
million), Richmond ($800,000), Atlanta 
($2.7 million), New York ($1.2 million), 
and Minneapolis ($1.2 million). 

Outlays for building machinery and 
equipment are budgeted at $ 13.3 million. 
Improvements to facilities for emergency 
power are planned at Cleveland ($1.8 
million) and Dallas ($1.4 million), and 
Kansas City is updating its building 
support systems ($3.1 million). 

Purchases of land and other real estate, 
at $34.4 million, are primarily for the 
acquisition of land if a proposal for a new 
building at Dallas is approved ($23 
million) and for the purchase and site 

preparation for New York's East Ruther-
ford operations center ($10.7 million). 

Leasehold improvements, which total 
$9.1 million, are primarily at the Minne-
apolis Bank and are related to its asbestos 
removal project ($6.6 million). 

Trends in Expenses 
and Employment 
From 1979 to 1989, expenses of the 
Reserve Banks have increased an average 
of 6.7 percent per year in current dollars 
(chart 3.1). In the 1980-83 period, when 
the Banks began implementing the Mon-
etary Control Act (MCA) and inflation 
drove up wages, the annual average 
change was 9.1 percent. The average for 
the 1984-89 period is 4.5 percent per 
year. Figured in constant (1979) dollars, 
the annual rate of growth was fairly 
steady over the decade, averaging 1.8 
percent. 

Over the last decade the number of 
employees at the Reserve Banks has 
increased 337 ANP, or 0.1 percent per 
year (chart 3.2). From 1974, when the 
average number of personnel at the 
Reserve Banks was at its peak of 26,567, 
employment declined 3,624 ANP, or 13.6 
percent, to 22,943 in 1979 under a 
Systemwide program to increase pro-
ductivity. Employment increased in 1980 

Table 3.12 
Capital Outlays of the Federal Reserve Banks, by Class of Outlay, 1987-89 
Thousands of dollars, except as noted 

Class 1987 1988 1989 Percent change 
Class actual estimate budget 1987-88 1988-89 

Data processing and data 
communications equipment 45,162 86,404 87,638 91.3 1.4 

Furniture and other equipment 22,394 23,511 30,237 5.0 28.6 
Land and other real estate 1,759 2,262 34,419 28.6 1,421.5 
Buildings 58,715 78,178 56,964 33.1 -27 .1 
Building machinery and equipment 6,163 9,678 13,311 57.0 37.5 
Leasehold improvements 4,121 3,275 9,105 -20 .5 178.0 

Total 138,314 203,308 231,673 47.0 14.0 
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Chart 3.1 
Operating Expenses of the Federal 
Reserve Banks, 1979-891 

Billions of dollars 

1.2 

1.0 

.8 

1979 1984 1989 

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

and 1981 because of the MCA; however, 
over the next three years, employment 
declined a total of 1,320, or 5.5 percent, 
reaching 22,669 in 1984, its lowest level 
in the 1979-89 period. Employment rose 
again in 1985 and 1986 as bank examiners 
were added and actions were taken to 
handle increasing volume. Employment 
declined in 1987 by 229 ANP, in part 
because of the budget restraint attending 
the Gramm-Rudman-Hollings legisla-
tion. Employment was budgeted to in-
crease 369 ANP in 1988 and 62 in 1989, 
primarily to implement the Expedited 
Funds Availability Act. 

Volume and Unit Cost 
Volume for all measured operations is 
budgeted to increase 3.2 percent over 
1988, and unit cost is expected to rise 
by 1.8 percent (table 3.13). With this 
expectation for 1989, the five year 
(1984-89) average annual growth rate 
will be 3.5 percent for volume and 1.5 
percent for unit cost. Implementation of 
the Expedited Funds Availability Act is 
the major reason for the increase in unit 
cost in 1989, although efforts to improve 
availability in the funds transfer service 
and declining volumes in many of the 
fiscal services also contribute to the 
increase in unit cost. 

1988 Budget Performance 
The 1988 Bank budgets, excluding pro-
visions for implementation of operations 
related to the Expedited Funds Availabil-
ity Act, were approved in December 
1987 for a total of $1,245.1 million, an 
increase of $48.9 million, or 4.1 percent, 
from estimated 1987 expenses. The Re-

Table 3.13 
Changes from 1988 to 1989 in Volumes 
and Unit Costs of Federal Reserve 
Bank Services 
Percent 

Service Volume Unit cost 

4.3 1.1 
Commercial checks 2.8 2.2 
Automated clearinghouse 14.7 - 7 . 2 
Funds transfers 4.0 3.2 
Other .4 2.9 

Cash 4.2 - 1 . 3 
Currency 5.7 - 2 . 4 

- 5 . 3 6.7 

Fiscal agency - 2 . 6 8.1 
Savings bonds - 3 . 6 6.7 
Other Treasury issues - 9 . 1 14.4 
Other fiscal agency .5 8.5 
Treasury Direct 1.3 2.8 

Securities 
and noncash services - . 8 7.4 

All 3.2 1.8 3.2 1.8 

Chart 3.2 
Employment at the Federal Reserve 
Banks, 1979-891 

ANP, in thousands 

1979 1984 1989 
1. For 1988, estimate; for 1989, budget. See text note 1 

for definition of ANP. 
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serve Banks now estimate 1988 expenses 
will be $1,249.7 million (again excluding 
provisions for operational aspects of 
expedited funds), which is $4.6 million, 
or 0.4 percent, over the approved budget. 
One-half of this overrun is attributable to 
incremental expenses for (nonopera-
tional) educational efforts and postage 
related to the expedited funds mandate, 
which the Reserve Banks were unable to 
absorb completely within approved bud-
gets. Of the Districts estimated to be over 
their approved budgets, five of them 
notified the Board of their expected 
overrun. The budget overruns of the 
remaining Districts are within the guide-
line allowed by the Board. 

The Reserve Banks, while attempting 
to hold down costs overall, have found it 
necessary to direct additional resources 
in several areas. Problems with check 
operations in Boston, New York, and 
Cleveland required additional staff, as 
did increased responsibilities in Philadel-
phia and Dallas for supervision and 
regulation. The 1988 budget proposed by 
Dallas had been reduced with the under-
standing that the Bank could exceed its 
budget provided that resources were 
needed for supervision. Efforts to im-
prove the availability of automated func-
tions and support for programming has 
increased expenses and staffing levels at 
Richmond and Kansas City. 

1988 Budget Performance 
on Expedited Funds 
In early 1988, the Director of the Division 
of Federal Reserve Bank Operations, 
acting under authority delegated by the 
Board, approved supplemental expense 
budgets, totaling $12.5 million, for the 
12 Districts to carry out the Expedited 
Funds Availability Act. The Reserve 
Banks now estimate these supplemental 
expenses at $11.6 million, which is $0.9 

million, or 7.8 percent, less than the 
approved amount. The Boston District 
expects to exceed its supplemental bud-
get; all other Districts anticipate spending 
an amount equal to, or less than, their 
approved amounts. • 
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