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FEDERAL.  RES ER V E  B A NK  OF NEW YORK

M arch  7, 1973

To the M em b er B anks in the  
Second F e d e r a l R e s e r v e  D is tr ic t:

I am  p le a se d  to p r e se n t  our f if ty -e ig h th  Annual R e p o r t, 
r ev iew in g  the m a jo r  e co n o m ic  and fin a n c ia l d ev e lo p m en ts  of 1972.

T he p a s t  y e a r  w itn e s s e d  an im p r e s s iv e  a c c e le r a t io n  of 
the eco n o m y 's  r e c o v e r y  fr o m  the 19 6 9 -7 0  r e c e s s io n .  Sp u rred  by  
abundant m o n eta ry  and f i s c a l  s t im u lu s , a s w e ll  a s  by a d ra m a tic  
im p r o v em e n t in co n su m er  and b u s in e s s  se n tim e n t, r e a l  output and 
e m p lo y m en t r o s e  s tr o n g ly  during 1972. W ith the aid of the P h a se  
Two c o n tr o ls  of the E co n o m ic  S ta b iliza tio n  P ro g r a m , m o r e o v e r ,  
p r o g r e s s  w as m ade in red u cin g  w age and p r ic e  in fla tio n .

T he p r o sp e c ts  for  continued  im p ro v em en t in the eco n o m y  
s e e m  good. The outlook  i s ,  h o w ev e r , c lou ded  by a num ber o f u n c e r ­
ta in t ie s .  T he U nited S ta te s  e x p e r ie n c e d  in  1972 the la r g e s t  in t e r ­
n a tio n a l tra d e  d e f ic it  in  it s  h is to r y  w h ich  cu lm in a ted  in  the exch an ge  
c r i s i s  o f e a r ly  1973. In fla tion ary  e x p e c ta tio n s , though so m ew h a t  
red u ced , have  by no m ea n s b een  b a n ish ed . And u n em p loym en t  
r e m a in s  a s e r io u s  p ro b lem  am ong so m e  m in o r ity  groups and young  
p e r so n s .

S om e s te p s  have b een  taken to d e a l w ith  th e se  p r o b le m s ,  
but th ere  i s  s t i l l  m u ch  u n fin ish ed  b u s in e s s . The r ea lig n m en t of 
in te rn a tio n a l exch an ge  r a te s  m u st be su pp orted  by a p p ro p ria te  s ta b i­
l iz a t io n  p o l ic ie s  in  the U nited S ta te s  and by a s in c e r e  e ffo r t on the 
p a rt o f a l l  nation s to red u ce  the m any rem a in in g  b a r r ie r s  that 
d is to r t  tra d in g  p a tte rn s . The P h a se  T h ree  w age  and p r ic e  r e s tr a in ts  
w il l  r eq u ire  v ig o ro u s  su r v e illa n c e  a s  w e ll  a s  v o lu n ta ry  co o p era tio n .  
A bove a ll,  i t  i s  im p e r a tiv e  that m o n eta ry  and f i s c a l  p o l ic ie s  b e c o m e  
l e s s  s t im u la tiv e  than th ey  w e r e  la s t  y e a r . The tig h ten in g  of bank 
r e s e r v e  p o s it io n s  in  r e c e n t  m onth s and the r e s tr a in t  in co rp o ra ted  
in  the new  F e d e r a l budget p ro v id e  ground for en co u ra g em en t.

—

A L F R E D  HAYES 
P r e s id e n t
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Fifty-eighth Annual Report 
Federal Reserve Bank of New York

The United States economy made progress in 1972 in reducing unemployment 
and moderating inflation. On the international side, 1972 was much calmer than
1971. Nevertheless, continuing imbalances in the pattern of world trade con­
tributed to intermittent strains in the foreign exchange markets. These strains 
intensified to crisis proportions in early 1973, precipitating a further devalua­
tion of the dollar.

The domestic economy expanded in a remarkably vigorous and steady 
fashion during 1972. After a few lingering doubts about the strength of con­
sumer demand in the opening weeks, the vitality of the expansion never 
again came into serious question. The resurgence in consumer confidence was 
reflected in the higher proportion of incomes spent for goods and services and 
the marked increase in consumer willingness to take on instalment debt. A 
parallel strengthening in business psychology was manifested in a stepped-up 
rate of plant and equipment spending and a gradual pickup in outlays for 
inventory. Confidence in the economy was also reflected in the strength of the 
stock market and in the stability of the bond market, where rates showed little 
net change over the year as a whole despite the vigorous economic upturn. 
On several occasions during the year, the financial markets responded to shift­
ing appraisals of the outlook for peace in Vietnam. For the year as a whole, 
consumer and business sentiment benefited from rising public expectations that 
a resolution of the conflict was in prospect and that East-West tensions were 
easing.

The underpinnings of the business expansion were to be found in part in the
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stimulative monetary and fiscal policies that had been pursued in 1971 and 
were continued in 1972. Moreover, the restoration in 1971 of sounder liquidity 
positions and tighter management control of production efficiency had also 
helped lay the groundwork for a strong expansion in 1972. In addition, the eco­
nomic policy moves made by the President in August 1971 had served to renew 
optimism on the business outlook while boosting hopes that inflation would be 
brought under more effective control. Finally, of course, the economy was able 
to grow as vigorously as it did in 1972 because sufficient leeway existed in terms 
of idle men and machines.

At the same time that real output was expanding strongly and unemployment 
declining, progress was also being made against inflation. Advances in money 
wage rates moderated and, despite sharp increases in food costs, most broad 
measures of prices also showed improvement. In the final quarter, however, 
overall consumer prices were still rising at an annual rate in excess of 3 percent. 
On balance, the 1972 experience with the Phase Two program of wage and price 
controls represented a successful use of incomes policy to help moderate cost in­
flation after demand pressures have been brought under control.

The Federal Reserve again sought in 1972 to encourage growth in the mone­
tary aggregates rapid enough to sustain the expansion of real economic activity, 
and thus help to lower unemployment, but not so rapid as to undermine efforts 
to reduce the rate of inflation. Over the twelve-month period as a whole, the 
narrowly defined money supply grew by 8.3 percent, more than IV2 points 
above the growth in 1971, while the broad money supply rose at about the 
same rapid rate as in the previous year and the growth of bank credit ac­
celerated markedly. To some extent, the statistical record for the year with re­
gard to the money supply was colored by the unexpected and undesired burst of 
growth registered in the final month. For example, the expansion of Mx in the 
twelve months ended in November was a slower 7.3 percent. Nevertheless, 
growth in the aggregates in 1972 was somewhat more rapid than would seem 
desirable, if a noninflationary environment is to be achieved and maintained.

In the opening months of 1972, the Federal Open Market Committee sought 
supplies of bank reserves and money market conditions sufficiently stimula­
tive to ensure that a marked slowdown in monetary growth that had emerged 
in late 1971 did not continue into the new year. In view of this earlier shortfall, 
the very rapid growth of Mi that materialized in the first quarter, though 
greater than expected, was not by itself a source of serious concern. At the 
same time, however, it was clear that such rates should not be allowed to per-
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sist for long, and the Committee did aim at more moderate growth for the 
second quarter. Given the underlying strength in the economy, this objective 
resulted in progressively firmer conditions in the money market, and the Federal 
funds rate moved generally higher beginning in early March.

The money supply leaped upward in early July for reasons that are still 
not clear and for the third quarter as a whole rose materially more rapidly than 
had been anticipated at the beginning of the quarter. Against this background 
and with continued strong growth in the economy, bank reserves were supplied 
less willingly and the Federal funds rate edged up further. During the final quarter 
of the year, growth in the aggregates was again more rapid than expected, reflecting i 
a sharp rise in demand deposits during December. It was, however, encouraging 
that growth in the aggregates apparently slowed markedly in early 1973.

Sharp deviations of the monetary aggregates from the growth rates desired 
and expected, such as occurred in July and December, underscore the difficulties 
of exercising precise control over these aggregates. Largely with a view to im­
proving its ability to regulate their behavior, the Open Market Committee began 
in February to experiment with the use of tolerance ranges for the growth rate of 
reserves available to support private nonbank deposits (RPD). During most of 
1972, the Committee also formulated explicit target ranges for the money supply 
and bank credit proxy, using RPD tolerance ranges as a guideline to the volume 
of reserves that might be needed in meeting these money and credit objectives. 
The emphasis on RPD tolerance ranges in making day-to-day decisions on the 
volume of reserves to be supplied by open market operations varied somewhat 
over the course of the year. During most of the year, the behavior of RPD rela­
tive to the FOMC’s prescribed tolerance ranges was a significant factor in for­
mulating weekly objectives with respect to the volume of nonborrowed reserves 
and the associated expected behavior of such measures as the Federal funds rate 
and the volume of member bank borrowings from the Federal Reserve Banks. 
At times, however, the behavior of the money supply itself relative to FOMC 
target ranges also played a major role in the operating decisions of the Open 
Market Account Management. During most periods, moreover, the FOMC 
indicated upper and lower limits on the desired levels of the Federal funds rate 
as constraints on the pursuit of objectives for the behavior of RPD and the 
broader monetary aggregates. In some intervals, the Account Management’s 
actions were also conditioned by the state of capital market pressures. Inter­
national developments and considerations regarding Treasury financings were 
additional factors at times.
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Like monetary policy, fiscal policy was stimulative in 1972. Although the 
Federal budget deficit for the calendar year was smaller than in 1971, it was still 
large. Concern over the possibility that fiscal policy might be getting out of 
control was heightened during the year by studies suggesting that the growth of 
existing programs alone would produce sizable deficits for some time to come 
unless new taxes were enacted. Although the Congress did not pass a proposed 
$250 billion ceiling on spending for fiscal 1973, the President announced that 
he would nevertheless attempt to hold outlays to that level. Moreover, the 
Congress did initiate a study of ways to improve control of overall appropriations 
totals in future years. Certainly fiscal moderation will be a vital factor in hold­
ing the economy to a steadily expanding course that avoids rekindling demand 
inflation. Even apart from direct effects on spending, heavy Treasury borrowings 
associated with excessive fiscal stimulus may add to the difficulties of holding 
growth in the monetary aggregates to suitably moderate proportions without at 
the same time creating unwelcome upward pressures on interest rates. Conflicts 
between the need to facilitate heavy Treasury borrowings and the need to avoid 
excessive growth in bank credit have created problems in the past. Such conflicts 
could recur in the future if attempts to hold down the size of Federal deficits 
prove ineffective.

The international financial scene remained troubled in 1972. The system of 
exchange rates worked out in the Smithsonian agreement of December 1971 
generally survived the severe strains that were placed on it at times in 1972, 
and the dollar closed the year quite firm in the markets. Nevertheless, renewed 
pressures on the exchange rate structure developed early in 1973, leading to a 
further realignment of rates based on a second devaluation of the dollar. Early 
in 1972, when a widely anticipated reflow into dollars failed to materialize 
in significant volume, the dollar dropped sharply against most major currencies. 
Some foreign central banks began absorbing dollars to hold the exchange rates 
within the Smithsonian limits, while certain central banks also took direct ac­
tions to discourage dollar inflows. Given these visible demonstrations of sup­
port for the new rate structure, as well as passage by the Congress in March of 
the dollar devaluation bill, the dollar subsequently strengthened, some reflows 
to the United States did begin to appear, and for a time our official settlements 
account moved into surplus. The dollar weakened markedly again in late June 
and July, however, following the floating of the pound. With rumors circulat­
ing that the European currencies as a group might be floated jointly against the 
dollar, the Continental central banks had to take in large amounts of dollars
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until market fears were quieted on July 17 by official reassurances that the Smith­
sonian agreement would be upheld.

Market confidence gained notably further on July 19 when the Federal 
Reserve resumed intervention in the foreign exchange markets. At the same 
time, Chairman Burns announced that Federal Reserve operations in defense 
of the Smithsonian agreement would be undertaken whenever advisable and 
that the suspension of the use of the swap network had been lifted. With the 
market’s most pressing fears alleviated, attention turned to the longer run gains 
for the dollar that were expected to stem from the devaluation. The dollar 
remained generally stronger over the balance of the year, and only the Japanese 
yen among the major currencies held persistently at its ceiling. The situation 
continued delicate however, as was underlined by the speculative crisis that 
developed in early 1973, prompting a substantial further realignment of ex­
change rates.

The United States balance-of-payments deficit declined sharply in 1972 from 
the extraordinary 1971 level that had been swollen by the flight out of dollars in 
that year. Nevertheless, by any other test, the deficit remained very large, and 
there was actually a substantial deterioration in our trade account to a sizable 
deficit, almost two thirds of which was with Japan. It was to be expected that 
the immediate effect of devaluation would be a worsening in our trade accounts, 
with the benefits coming only later. In the event, the merchandise trade deficit 
did reach its peak in April, but the subsequent improvement was small and un­
certain. While the overall trade performance in 1972 proved disappointing, 
there are still good reasons for expecting the delayed impact of devaluation and 
the further devaluation of February 1973, along with our relatively favorable 
price performance, to produce in time a significant strengthening in our trade 
picture. Given the size of the Japanese component of our trade deficit, however, 
the outcome will depend importantly on the extent of the corrective measures 
undertaken by Japan. Also important will be our own efforts in the United 
States to fashion internal policies consistent with an improvement in our ex­
ternal balance.

As 1972 ended, the underlying task of public policy for the year ahead—  
and indeed for the longer run—remained a familiar one: to strike the right 
balance between encouraging healthy economic growth and avoiding inflationary 
pressures. With the economy showing sustained and vigorous growth, and with 
the early 1973 currency crisis highlighting the need to improve our competitive 
posture internationally, the emphasis seemed to be shifting to the problem of
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inflation. The Phase Three program of wage and price restraint can contribute 
to dampening inflation in 1973. Unless productivity growth is unexpectedly 
large, however, the expansion of real output must eventually begin to slow down 
to the economy’s longer run growth potential if generalized demand pressures 
on prices are to be avoided. Indeed, while the unemployment rates of a bit 
over 5 percent that prevailed at the close of 1972 were still too high, it seems 
doubtful whether the much lower rates of 4 percent and below often cited as 
appropriate definitions of full employment do in fact represent feasible goals 
for the United States economy—unless there are improvements in the struc­
ture of labor and product markets and public policies influencing their opera­
tion. There is little doubt that overall unemployment rates can be brought down 
to 4 percent or less, for a time at least, by sufficient stimulation of aggregate 
demand. However, the resultant inflationary pressures have in the past proved 
exceedingly difficult to contain. After a point, moreover, it is questionable just 
how much, if any, additional reduction in unemployment can be permanently 
“bought” by accepting a stepped-up rate of inflation.

Our first requirement is to avoid overstimulative monetary and fiscal policies 
that sustain or add further to expectations of rising prices. Widely held expec­
tations of inflation are by themselves an important source of actual inflation. 
The easing of such expectations would tend to raise the levels of employment 
compatible with price stability. Beyond encouraging public confidence in the 
prospects for stable prices, however, gains with respect to both inflation and 
unemployment can be achieved through appropriate changes in government 
programs and private practices affecting the function of labor and product 
markets. To be sure, improvements in this area are not always easy to imple­
ment. Nevertheless, they remain a major key to achieving better performances 
with respect to both prices and employment. Success in this effort would also 
do much over the longer run to enhance the country’s competitive position in 
world markets.
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TH E  UNITED S TA TE S  ECONOM Y IN 1972

Business Conditions: Progress Against Inflation 
Amidst a Broadly Based Expansion

The breadth and balance of the economic expansion in 1972 were evident 
in the strong performance of virtually every component of aggregate demand. 
Overall, the nation’s output of goods and services—measured by real gross 
national product (GNP)—rose 6.4 percent. This was the most rapid increase 
in output since 1966 and one of the largest on record. By December, indus­
trial production had risen 6.5 percent above the pre-recession peak established 
in late 1969 (see Chart 1). The unemployment rate— which had hovered 
near 6 percent throughout 1971 and the first half of 1972—fell to 5.1 percent 
by the year-end, its lowest level since August 1970. At the same time, prices 
of most goods and services other than food and raw materials rose at rates sig­
nificantly below those experienced in the months prior to the beginning of the 
wage-price control program in August 1971. Despite this improvement, the 
overall rate of inflation remained high when viewed in a broader historical con­
text that includes the immediate pre-1965 period, and farm prices soared.

c o n s u m e r  a n d  b u s i n e s s  e x p e n d i t u r e s .  Throughout the year, con­
sumers and businessmen showed considerably greater willingness to spend than 
they had in the two preceding years. During 1970 and 1971, consumers had 
saved unusually large proportions of their incomes, as the combination of 
relatively high unemployment and rapid inflation prompted caution in planning 
outlays and in incurring debt. In 1972, consumer confidence improved dramati­
cally in response to the rise in employment and personal income. In addition, 
public sentiment was buoyed by the progress toward the cessation of hostilities 
in Vietnam. Reflecting their emerging optimism, consumers increased their 
expenditures at an even faster rate than the substantial rise in personal dis­
posable income. While purchases of nondurable goods and services were 
stepped up, the sharpest increase in spending was for the acquisition of durable
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goods. About half of the rise in durable goods outlays was for automobiles. 
However, demand for furniture and household appliances was also strong as a 
result of the continuing boom in residential construction. This spending on 
durables was facilitated by a record increase in consumer debt.

As in the two preceding years, consumers in 1972 continued to channel a

C h a rt  1. R ISIN G  O U T P U T  A N D  F A L L IN G  U N E M P L O Y M E N T : R ea l G N P  ro se  
s tro n g ly  in 1 9 7 2 . In the  in d u stria l s e c to r, p ro d u ctio n  su rp a sse d  its  p re v io u s  
p eak by A p r il .  A ft e r  s lo w in g  som ew hat in la te  s p r in g  and ea r ly  sum m er, it  c o n ­
tin u ed  to  advance  sh a rp ly  o v e r  the  b alan ce  o f the  ye ar. D e sp ite  th e  s tre n g th  of 
th e  e co n o m ic  ex p an s ion , the  un em plo ym ent ra te  rem a in e d  about 6 p e rce n t  u n til 
Jun e as g a in s  in e m p loym en t w ere  m atch ed by ra p id  g row th  o f th e  la b or fo rc e . 
B y  th e  end o f the ye ar, how ever, the un em plo ym ent ra te  had fa lle n  to  5 .1  p e r­
ce n t, its  lo w est le v e l s in ce  A u g u s t  19  7 0 .
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large part of their savings into mortgage-specialized financial intermediaries. 
Attracted by yields that remained highly competitive with those on short-term 
market instruments, deposits at the nation’s mutual savings banks and savings 
and loan associations increased by a record $43 billion. These intermediaries, 
in turn, increased their residential mortgage holdings by a record amount. The 
terms on which home mortgage credit was extended were relatively comfortable 
during the year. To be sure, interest rates on home mortgages began to edge 
upward in the spring, but they still ended the year below the levels prevailing 
at its beginning. Moreover, the ratios of mortgage loans to the prices of the 
homes whose purchases they financed rose appreciably over the year.

With mortgage credit readily available and the underlying demand for 
housing remaining strong, the number of housing units started in 1972 totaled 
a record 2.4 million, well above the 2.1 million units begun in 1971 and the
1.4 million started in 1970. Overall expenditures on residential construction 
also rose to a new record. The progress toward meeting the nation’s housing 
needs reflected in these figures was augmented by the continuing expansion 
of mobile home acquisitions for permanent residences as well as recreational 
purposes. During 1972, mobile home shipments totaled nearly 576,000 units, 
compared with 492,000 in 1971.

Spending on plant and equipment rose 9 percent in 1972, slightly less than 
had been anticipated early in the year but still markedly above the 2 percent 
growth of 1971. An important turnabout took place in the manufacturing sector 
of the economy, where plant and equipment spending rose about 4 percent fol­
lowing a sharp decline during the preceding year. With a relatively high propor­
tion of capacity in manufacturing remaining idle during much of the year, a 
large part of the increase in investment was concentrated in cost-reducing ma­
chinery and pollution-control devices.

Inventory investment, which had been somewhat sluggish during 1971 and 
early 1972, strengthened markedly later in the year. To some extent, the earlier 
sluggishness of inventory accumulation reflected the mildness of the inventory 
correction undertaken during the 1969-70 recession. In contrast to previous 
cyclical contractions, businessmen continued to add to their inventories through­
out the latest recession. Although the rate of inventory accumulation tapered 
somewhat in 1971, the generally sluggish rise in economic activity caused the 
ratios of inventories to sales to remain relatively high in many sectors. As 
business sales rose in 1972, however, the inventory-sales ratios dropped sharply, 
prompting an acceleration of inventory accumulation as the year progressed.
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GOVERNMENT EXPENDITURES AND RECEIPTS. The vigorous growth of 
private spending in 1972 was both stimulated and augmented by a highly ex­
pansionary fiscal policy. To be sure, the Federal Government deficit, measured 
on a national income accounts basis, narrowed to $18.5 billion in the 
calendar year 1972 from $21.7 billion in 1971. However, it still remained 
extremely high by comparison with other post-World War II years. Federal 
outlays rose by a near-record amount in 1972, as a large increase in purchases 
of goods and services was accompanied by continued growth of transfer pay­
ments to individuals and a sharp rise in grants-in-aid to state and local gov­
ernments. Additional fiscal stimulus was provided by tax cuts. As a result of 
the passage of the Revenue Act of 1971, a number of personal tax reduc­
tions scheduled originally to take effect in 1973 were accelerated to January 1,
1972. The act also provided for the repeal of the excise tax on automobile 
purchases, established a retroactive 7 percent tax credit on business investment 
in equipment, and liberalized tax depreciation allowances. To some extent, 
however, these tax reductions were offset by increased social security tax pay­
ments resulting from the increase in the social security tax base that went into 
effect during the year.

The stimulative effect of the increased Federal outlays and tax reductions was 
also mitigated somewhat by unusually large overwithholding of personal in­
come taxes. In addition to the tax reductions, the Revenue Act of 1971 instituted 
new withholding schedules which established higher withholding rates in an effort 
to correct the underwithholding that many taxpayers had experienced in the past. 
Although provision was made for the claiming of withholding exemptions in 
addition to the standard exemptions, relatively few taxpayers took advantage 
of this possibility, and several billion dollars was withheld from paychecks in 
excess of accruing personal tax liabilities. The enlargement of the tax base as the 
economy expanded also contributed significantly to higher Federal Govern­
ment receipts.

State and local governments in 1972 enjoyed an overall budgetary surplus 
of $12.6 billion on a national income accounts basis, up sharply from $4.8 
billion in the preceding year. Expenditures advanced at about the same rate as 
in 1971, but revenues of state and local governments rose considerably faster. 
This revenue gain stemmed both from the rise in tax receipts associated with the 
recovery of the economy and from the large increase in Federal grants-in-aid. 
With the disbursement of $2.7 billion in revenue-sharing payments in Decem­
ber, these grants rose to a level more than double that which had prevailed as
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recently as 1968. The increased reliance of state and local governments on 
Federal grants may help partially to insulate their finances and expenditures 
from the effects of fluctuations in credit availability in the future.

EMPLOYMENT, WAGES, PRODUCTIVITY, AND PRICES. The vigorous
growth of the economy brought about a marked improvement in the employ­
ment situation. Total employment increased over the year by 3.4 percent, a 
rate well in excess of the long-run historical trend of about 1.7 percent. The 
most dramatic improvement was in the manufacturing sector, where a sub­
stantial number of workers had been laid off during the two preceding years. 
Toward the end of 1971 and in the early months of 1972, the number of em­
ployees on manufacturing payrolls rose significantly while the rate of layoffs 
dropped sharply. During 1972, close to 900,000 workers were added to manu­
facturing payrolls, and there was also substantial improvement in the cyclically 
sensitive measures of average number of factory hours worked and hours of 
overtime.

The unemployment rate remained close to 6 percent until June, as the gains 
in employment were matched by unusually rapid growth of the civilian labor 
force. The latter, in turn, stemmed from the larger than average expansion of 
population of labor-force age, as well as from the growing reentry into the 
labor force of individuals who had previously ceased looking for employ­
ment. The civilian labor force was also increased by the continued reduction of 
the armed forces and the resultant entry of Vietnam veterans into the labor 
force. The growth of the civilian labor force slowed somewhat during the second 
half of the year, but the increase over the entire year was still above historical 
standards. While unemployment at the year-end remained a serious social prob­
lem, much of it was concentrated among reentrants and younger workers. At 
the same time, the unemployment rate for workers twenty-five years of age or 
more had fallen to 3.2 percent, its lowest level since the spring of 1970 when 
the overall unemployment rate was about 4.5 percent.

The gains in employment were accompanied by encouraging, albeit uneven, 
progress toward the abatement of wage and price inflation. Despite a post-freeze 
bulge of wage increases in December 1971 and January 1972, average hourly 
earnings, adjusted for the effects of overtime in manufacturing and shifts of em­
ployment among industries, rose at a slower rate during 1972 than in any year 
since 1967. Over the last eleven months of 1972, adjusted average hourly eam-
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C h a rt 2 . W A G E  C H A N G E S : A ft e r  a sharp  but b r ie f  b u lg e  fo llo w in g  th e  w age  
fre e ze , a ve ra g e  h o u rly  e a rn in g s  g rew  at a co n s id e ra b ly  s lo w er ra te  o v e r  m ost 
o f 1 9 7 2  than th e y  had d u rin g  the  f ir s t  e ig h t  m onths o f 1 9 7 1 .

1972 Dec 1970 Aug  1971 Jan  1972 Aug  1971
to to to to

Aug  1971 Jan  1972 Dec 1972 Dec 1972

Average hourl y earnings of production and nonsupervisory workers in the private nonfarm 
economy. Data are adjusted for seasonal variation, for interindustry shifts of employment, and 
in manufacturing for overtime.

Annual data represent net changes over the year. Other data are expressed at annual rates 
of change from the first to the last month cited in each case.

ings rose at a 5.8 percent annual rate, substantially less than the 7.2 percent rate 
of increase in the eight months of 1971 preceding the freeze (see C hart 2 ) . 
However, while the rate of increase in earnings fluctuated widely from  m onth 
to month, there was a tendency toward larger increases as the year progressed.

Aside from  the controls administered by the Pay Board, the more m oderate 
rise in wages reflected the relatively light collective bargaining calendar in 1972. 
M ajor contract settlements involving only 2.8 million workers were negotiated 
in the year. By comparison, m ajor contracts involving some 4.7 million workers 
are scheduled to expire during 1973. A  light volume of contract negotiations 
tends to hold down the rate of wage increase, since the first-year increases called

1969 1970 1971
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for in settlements are generally greater than those that become effective in sub­
sequent years.

The slowing in the pace of advance in money wages helped to restrain price 
inflation by moderating upward pressures on costs of production. An even more 
important factor in holding down these costs was the 5 percent increase in out­
put per hour of work. As a result of this rapid gain in productivity, which is 
typical of the early phase of an economic expansion, unit labor costs in the 
private economy increased at their slowest rate since 1965.

Price inflation also moderated somewhat in 1972. While consumer prices 
rose at about the same rate during 1972 as a whole as they had in 1971, the 
inclusion of the three-month price freeze in late 1971 conceals the slowing that 
occurred in 1972 relative to the pre-freeze performance. Moreover, the use 
of current mortgage interest rates in the consumer price index tends to distort 
the comparison between the past two years. In early 1971 mortgage rates fell 
sharply, thereby moderating somewhat the rise in the overall consumer price 
index. In 1972, in contrast, mortgage costs had little effect on the overall rate 
of price increase. Consequently, a better picture of the slowing of inflation is 
obtained by comparison of the performance of the consumer price index ex­
cluding mortgage interest costs during the post-freeze period—the thirteen 
months ended December 1972—with the pre-freeze performance during the first 
eight months of 1971 (see Chart 3). Viewed in this way, the 3.6 percent post­
freeze annual rate of rise did represent a noticeably slower advance than the
4.5 percent rate of increase in the pre-freeze months of 1971.

A somewhat greater slowdown in inflation occurred among the wholesale 
prices of industrial commodities. These prices rose at an annual rate of 3.5 per­
cent during the thirteen-month period ended December 1972, down from the 4.7 
percent rate of increase during the pre-freeze period of 1971. There was, more­
over, a gradual though irregular diminution in the rate of increase in industrial 
wholesale prices as 1972 progressed. For example, during the final quarter of 
the year, these prices rose at an annual rate of only 2 percent.

Food prices, however, rose sharply last year, particularly at the wholesale 
level. Wholesale prices of farm products and processed foods and feeds rose at 
an annual rate of nearly 15 percent during the thirteen months ended Decem­
ber 1972, up from 6.5 percent during the first eight months of 1971. Moreover, 
advances in agricultural prices tended to accelerate during the year, even before 
an extraordinary jump in December. These rises, as well as the continued in­
creases in other wholesale and consumer prices, made it clear that inflation still

17

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



C h a rt 3 . P R IC E  C H A N G E S : E x c e p t  fo r  foo d  p r ic e s , th e  ra te  o f p r ic e  in fla tio n , 
at both th e  w h o le sa le  and the  re ta il le v e ls , w as s lo w e r d u rin g  P h a se  Tw o than  
it  had been in  th e  f ir s t  e ig h t  m onths o f 1 9 7 1 . H o w ev er, fo o d  p r ic e s  sk y ro c k e te d , 
p a rtic u la r ly  a t th e  w h o le sa le  le v e l.

CONSUM ER PRICE IN D EX 
• Excluding m ortgage interest costs

W HOLESALE PRICE IN DEX 
Industrial com modities

wmmm

W HOLESALE PRICE IN D EX 
Farm  products and processed 

__foods and feeds

f »H I
W m /.
m m

1970 1971 1972 Dec 1970 
to

Aug  1971

Aug 1971 
to

Nov 1971

N ov 1971 
to

Dec 1972

Aug 1971 
to

Dec 1972

All data are seasonally adjusted. Annual data represent net changes over the year. Other data 
are expressed at annual rates of change from the first to the last month cited in each case.
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remained a serious problem as 1972 ended, despite sixteen months of price and 
wage controls.

Monetary Policy and Credit Market Developments

Monetary policy in 1972 sought to achieve growth in the money and credit 
aggregates at rates that would support the economic recovery without under­
mining efforts to reduce inflation. Early in the year the pursuit of this objective 
entailed strenuous efforts to stimulate the money supply’s growth in the wake 
of a period of sluggishness in late 1971. However, the immediate objective of 
System policy soon shifted to the attainment of moderate money supply growth. 
This change in focus was motivated initially by the somewhat more rapid ad­
vance of Mi in the first quarter than had been anticipated; however, its appro­
priateness over the balance of the year was reinforced by the mounting evidence 
of the strengthening recovery in economic activity.

Over the year as a whole, the narrowly defined money supply (Mx)—  
currency outside commercial banks and private demand deposits adjusted 
— grew 8.3 percent, up from 6.6 percent in 1971 (see Chart 4). The broad 
money supply (M2)—which adds to Mx savings accounts and time deposits at 
commercial banks other than large certificates of deposit (CDs)—rose 10.8 
percent in 1972, slightly less than in the preceding year. While the growth of 
consumer-type time accounts and savings accounts at commercial banks slowed 
slightly during 1972, large-denomination CDs grew at approximately the same 
rapid rate as in 1971. Total bank credit rose very strongly during 1972. Ad­
justed to include loans sold by banks to their affiliates, bank credit rose 14 per­
cent in 1972, up from 11.3 percent in 1971.

The nation’s credit markets experienced greater stability in 1972 than they 
had for several years. To be sure, money market rates displayed pronounced 
movement in the first quarter, first declining, as the System—in its attempt to 
stimulate Mx growth—made reserves abundant, and then reversing course as the 
System became less generous in supplying nonborrowed reserves (see Chart 5). 
Afterward, rates drifted mildly upward, except for a more brisk advance in 
December. The rise in short-term rates put little upward pressure on bond yields,
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C h a rt 4 . M O N E T A R Y  A G G R E G A T E S  A N D  B A N K  C R E D IT : T h e  g ro w th  o f  M l  
a c c e le ra te d  in  1 9 7 2  fo r  th e  th ird  c o n s e c u tiv e  y e a r. M 2 , how ever, g re w  a t a 
s lig h t ly  s lo w e r ra te  than in the  p re c e d in g  ye ar, as  s a v in g s  a cco u n ts  and tim e  
d e p o s its  o th e r  than la rg e -d e n o m in a tio n  C D s  in c re a se d  som ew hat le s s  than in  
1 9 7 1 . B a n k  c re d it , s p u rre d  by s tro n g  dem and fo r  lo an s , ro se  su b sta n tia lly .
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Ml=Currency plus adjusted demand deposits held by the public. M2=M1 plus commercial bank 
savings and time deposits held by the public less negotiable certificates of deposit issued in 
denominations of $100,000 or more. Total bank credit=commercial bank investments and loans 
adjusted for transactions with affiliates.

The growth rates of M l and M2 are computed from daily average levels in the final month of the 
preceding period and the final month of the period covered. The bank credit growth rates are 
based on levels as of the close of the period covered and the close of the preceding period. 
Quarterly figures are expressed at seasonally adjusted annual rates.

however, since the capital m arkets were buoyed by a lessening of inflationary 
expectations as well as by some m oderation in the dem and for long-term funds. 
Reflecting the overall healthy tone of the capital m arkets and investor confidence 
regarding the durability of the economy’s growth, the m ajor stock indexes

TO TA L  B A N K  CREDIT
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reached record highs in early December, although anxiety regarding the Vietnam 
situation prompted some price retreat in the last three weeks of the year.

MONETARY POLICY SEEKS TO SUPPORT A NONINFLATIONARY EXPAN­

SION. As the year opened, the Federal Open Market Committee (FOMC) 
was concerned about the slow expansion of Mx that had occurred during the 
last few months of 1971 despite a substantial easing of money market condi­
tions. It was feared that a continuation of this trend could prove harmful to the 
emerging recovery. Against this background, and in view of the very slow 
growth of reserves during the fourth quarter of 1971, the Committee majority 
voted at both the January and February meetings to place greater emphasis on 
reserve growth objectives, in addition to money market conditions, as a means 
of achieving the desired increase in the money supply. At the February meeting, 
and over the balance of the year, the FOMC’s instruction with regard to reserves 
was specified in terms of reserves available to support private nonbank deposits 
(RPD).

This Bank’s President dissented from the decisions taken at the January 
and February meetings. He felt that it was undesirable to place primary empha­
sis upon reserves as an operating target, believing that reserves were much 
less meaningful than other money and credit aggregates in working toward the 
Committee’s fundamental economic objectives. Moreover, he was reluctant to 
issue directives that could lead to a further relaxation of money market con­
ditions at a time when such conditions had already eased significantly and 
when there was some evidence that the economy was improving. He was con­
cerned that a further easing of money market conditions could fuel inflation­
ary anticipations, in addition to having potentially serious consequences inter­
nationally.

Pursuant to the Committee’s directive, reserves were supplied generously 
through late February. In providing reserves, outright purchases were conducted 
in United States Treasury coupon obligations and Federal agency securities, with 
purchases of Treasury bills generally confined to repurchase agreements. This 
operational procedure reflected both the Federal Reserve System’s ongoing con­
cern for the markets for long-term funds and the need for the Trading Desk 
to maintain a portfolio position that would permit absorption of Treasury bills 
in the event foreign central banks sold substantial volumes of their holdings. 
These holdings had been built up heavily in 1971 with dollars accumulated in
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efforts to support the pre-December 1971 exchange rates. The sale of these bills 
might have ensued on a large scale if the sizable reflow of dollars from abroad 
that had been widely expected in the wake of the Smithsonian currency realign­
ments in December had materialized. As it turned out, only a small amount 
of bill sales by foreign central banks emerged, and these institutions’ holdings 
actually increased modestly on balance over the year.

In response to the abundant supply of reserves, interest rates on most short­
term credit market instruments fell sharply, and member bank borrowings at 
the discount window dropped to a frictional minimum. Although money supply 
growth remained sluggish in January, it accelerated in February. By late Feb­
ruary evidence began to accumulate that RPD were growing ahead of expecta­
tions. Consequently, the System supplied nonborrowed reserves less generously 
and money market conditions firmed in March. Short-term interest rates rose 
briskly and, by the time of the FOMC meeting on March 21, the Federal 
funds rate had risen to 4 percent. At that meeting, it was decided to aim for 
money market conditions and a range of RPD growth consistent with more 
moderate growth of the money and credit aggregates than appeared to be emerg­
ing for the first quarter.

Initially, the growth of the aggregates slowed with relatively mild additional 
upward movement in short-term interest rates. Over the second quarter, the 
growth of Mx slowed to a seasonally adjusted annual rate of 6.1 percent, com­
pared with 9.2 percent in the first quarter. By the end of June the Federal funds 
rate advanced to 4Vi percent, the level of the Federal Reserve discount rate. 
Unexpectedly, the growth of Mt accelerated sharply in early July. As the System 
sought to slow the growth of Mx by providing nonborrowed reserves somewhat 
more grudgingly, the Federal funds rate rose above the discount rate, and mem­
ber bank borrowings at the Federal Reserve discount window increased sharply 
(see Chart 5). This permitted total reserves to grow at an annual rate of 3.6 
percent during the third quarter despite a decline in nonborrowed reserves at 
an annual rate of 0.8 percent, and Mi expanded at an annual rate of 8.2 percent. 
On September 21 this Bank’s directors, deeply concerned over the risks that 
intensifying inflationary pressures might pose for the domestic economy and 
for the international position of the dollar, voted to raise the discount rate to 
43A percent. The directors believed that the action was appropriate in light of 
the recent rise in short-term market interest rates, the tendency toward exces­
sive growth of money and credit, and projections of strong economic expansion. 
The Board of Governors of the Federal Reserve System, however, disapproved
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the increase, feeling that the discount rate was not far out of line with short­
term  m arket rates and that an increase would give a misleading indication of 
policy. The directors reaffirmed their action at their next meeting, on October 5, 
but again the Board of Governors disapproved.

In O ctober and Novem ber the growth of slowed to a rate well below 
that of the third quarter. O n Novem ber 9, two m ajor Federal Reserve regula-

C h a rt  S . I N T E R E S T  R A T E S  A N D  M O N E Y  M A R K E T  C O N D IT IO N S : Lo n g -te rm  
in te re s t  ra te s  w ere  g e n e ra lly  s ta b le  in 1 9 7 2 . H ow ever, sh o rt-te rm  ra te s  f lu c tu ­
a ted  m ore  w id e ly , in it ia lly  d e c lin in g  as the  F e d e ra l R e s e rv e  m ade non borrow ed  
re s e rv e s  abundant and then r is in g  as the  S yste m  s u p p lie d  n on borrow ed  re s e rv e s  
m ore g ru d g in g ly  in p u rsu it  o f m o d erate  g ro w th  o f the  m on e tary  a g g re g a te s .
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tory changes became effective. Under an amendment to Regulation D, reserve 
requirements against demand deposits of commercial banks were made a func­
tion of bank size rather than geographic location, as had been the case pre­
viously. In addition, an amendment to Regulation J required all banks using 
Federal Reserve check collection facilities to pay for checks in funds available 
on the same day that the checks are presented to them. The change in Regu­
lation J provided an opportunity to correct a downward bias in the estimated 
money supply.

The growth of M 1 accelerated in December despite a significant firming of 
money market conditions. For example, the Federal funds rate rose from about 
5 percent at the end of November to about 5Vs percent by late December, while 
nonborrowed reserves declined at an annual rate of 14.6 percent in December. 
Total reserves, however, grew rapidly as member banks made extensive use of the 
discount privilege. After the turn of the year, in order to bring the discount 
rate into closer alignment with short-term rates generally, the Board of Gov­
ernors approved a V2 percentage point increase in the discount rate in mid- 
January and again in late February 1973. These actions raised the discount 
rate to 5 V2 percent. Short-term rates of interest climbed sharply during the first 
two months of 1973 and the growth of Mi slowed.

BANK CREDIT AND CAPITAL MARKET DEVELOPMENTS. The accelera­
tion of bank credit growth in 1972 reflected a marked increase in the volume 
of bank loans. In contrast, banks acquired municipal and Treasury securities at 
a slower rate than they had in 1971. The strong recovery in business sentiment 
was reflected not only in a large increase in outstanding commercial and in­
dustrial loans, but also in bank commitments to make loans in the future. For 
most of the year, the growth of business loans was concentrated outside New 
York, while loan demand at the New York City banks remained relatively 
weak until late in the year. Loans to nonbank financial institutions rose sharply, 
as finance and mortgage companies borrowed heavily to support their increased 
volume of lending. In addition, consumer loans extended by banks grew at an 
accelerated rate, as did real estate loans. Loans for the purpose of purchasing 
or carrying securities other than United States Government obligations rose 
sharply, as substantial amounts of margin credit were employed to acquire 
equities. The Board of Governors, taking note of the sharp increase in margin 
credit over the year, raised the initial margin requirement for purchasing or
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carrying stocks by 10 percentage points to 65 percent, effective November 24.
While business demands for short-term funds rose substantially in 1972, 

their demands for long-term capital moderated somewhat. To a considerable 
extent, this resulted from the greater volume of internal cash flow made avail­
able through the growth of profits and the somewhat more liberal deprecia­
tion allowance rules. Consequently, more internally generated funds were 
available to finance the large growth of capital expenditures. Furthermore, the 
liquidity buildup of the preceding two years had removed much of the incentive 
to borrow in the long-term markets for the purpose of accumulating cash or 
other short-term assets. Consequently, corporations floated $27 billion of 
bonds during 1972, well below the record $32 billion of 1971 (see Chart 6). 
By comparison, equity financing in 1972 was about equal to the record $13 
billion volume of 1971.

The volume of state and local government bond flotations in 1972 was only 
slightly below that of 1971 and well above that of any other previous year. Net 
funds raised in the credit markets by state and local governments declined 
significantly from 1971, however, as these units retired maturing bonds and re­
duced short-term borrowings. This decline in borrowings was made possible by 
the growth of tax receipts and Federal grants-in-aid. Because of the large over­
all budget surplus, financial investment by state and local governments exceeded 
the increase in their debt for the first time since 1947, and they were thereby 
able to improve their liquidity positions substantially.

Overall borrowings of the Federally sponsored credit agencies rose slightly 
in 1972. The farm credit agencies—the Federal Land Banks, Federal Inter­
mediate Credit Banks, and Banks for Cooperatives—raised approximately the 
same amount as in 1971. In the housing area, the Federal Home Loan Banks 
(FHLB) redeemed a small amount of their outstanding obligations, although 
their advances to savings and loan associations rose slightly. These advances 
had declined in the first five months of the year; in the last seven months of the 
year, however, they rose sharply as mortgage lending by savings and loan asso­
ciations exceeded their deposit inflows. In contrast to the reduction of FHLB 
consolidated obligations outstanding, the outstanding debt of the Federal Na­
tional Mortgage Association rose $1.5 billion in support of its secondary mort­
gage market operations.

As a result of the large increase in Federal tax receipts, Treasury borrowing 
needs over the year were considerably lighter than in 1971. The Treasury took 
advantage of this situation and the generally firm tone of the markets to prerefund
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Chart 6. BO ND  AN D  STO C K  FLO TA TIO N S B Y  M AJO R  SEC TO R S: Corporations 
raised considerably less funds in the domestic bond market in 19 72 than during: 
the two preceding years, but they continued to raise funds in the equity market 
at a near-record rate. State and local governm ent bond flotations in 19 72 were 
slig h tly  below those of 1971 but well above those of any prior year.

STATE AND LOCAL GOVERNMENT BOND FLOTATIONS

1968 1969 1970 1971 1972

Estimates of new issues maturing in more than one year sold for cash in the United States.

$6.4 billion in securities coming due in 1974 and 1975 when large amounts 
of outstanding debt were scheduled to mature. Of the $16.1 billion in new 
cash that was raised during the year, $3.9 billion was derived from the sale of 
nonmarketable issues sold to foreign central banks. By the close of the year, 
foreign official institutions held $20.6 billion of such issues, up from $16.7 
billion a year earlier. A total of $30.3 billion in marketable Treasury securi­
ties was held in custody for them by this Bank at the end of the year, compared 
with $26.5 billion at the end of 1971.
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TH E  UNITED S TA TE S  
AND W O RLD ECONOM Y IN 1972

The fabric of international economic cooperation was severely tested during
1972. Defense of the Smithsonian agreement required heavy exchange market 
intervention at times by foreign central banks, and numerous restrictions on 
capital movements were erected by governments abroad. Nevertheless, the long- 
run growth in world trade was maintained. Although the outlook for a basic 
overhaul of the international monetary system appeared to improve somewhat 
following the annual International Monetary Fund (IMF) meeting in Septem­
ber, at which representatives of the major countries expressed a strong desire 
to resolve their differences, serious problems continued to confront the inter­
national economy. This was underscored by the turmoil in the foreign ex­
change markets during the early weeks of 1973 that led to the February de­
valuation of the dollar and other exchange rate changes.

Strains on the International Economy

The Smithsonian accord of December 18, 1971 alleviated the most pressing 
problems that had confronted the international economy in the wake of the 
upheavals occurring earlier in that year. The pattern of floating exchange rates 
that had developed following the suspension of dollar convertibility in August
1971 was replaced by a new set of “central” rates. These provided an effec­
tive revaluation of major foreign currencies vis-a-vis the dollar as well as 
the widening of the margins for exchange rate fluctuations to 2V\ percent 
above and below the new rates. The agreement also specified an increase of 8.57 
percent in the United States official gold price, to $38 an ounce. The United States 
removed its import surcharge, and several foreign governments began to relax 
exchange restrictions enacted earlier in 1971. These steps eased a severe threat
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to business confidence in the major trading countries. The uncertainties surround­
ing exchange rate movements as well as the danger of additional controls and 
restrictions had become particularly troublesome in the countries of Western 
Europe, where an economic slowdown combined with continuing cost-push 
inflationary pressures was already complicating government stabilization policies.

The settlement was initially greeted with relief in the foreign exchange 
markets, and the dollar quickly moved close to its new ceiling with respect to 
a number of major foreign currencies. Some of the speculative funds that had 
previously fled the United States began to return. This reflux came to an end 
early in January, however, with the bulk of the earlier outflows remaining 
abroad. In part, this reflected a growing awareness of the immense difficulties 
remaining in the way of a reconstituted international financial system. Many mar­
ket participants concluded that, in the meantime, the dollar was bound to weaken 
and, hoping to make additional profits, refrained from reversing their positions. 
This strategy was reinforced both by the widened Smithsonian bands, which 
greatly increased the potential speculative gains, and by the changing pattern of 
international interest rate differentials which, early in the year, was becoming 
more unfavorable to the United States.

The failure of a large-scale reflux to develop as some had expected was a 
major disappointment, and foreign exchange market conditions deteriorated 
sharply after the start of the new year. During January and February, the dollar 
came under heavy pressure at times (see Charts 7 and 8), causing several foreign 
central banks to add substantially to their already swollen dollar holdings. Increas­
ingly during this period, doubts were expressed about some central banks’ will­
ingness to continue defending their Smithsonian limits. In addition, it was 
becoming more evident that the United States trade account was likely to remain 
in substantial deficit for some time.

By March, however, a calmer tone developed in the markets and the dollar 
strengthened through most of the spring months. This occurred despite our con­
tinuing large basic balance deficit which was largely offset by an inflow of short­
term funds. Thus, little official intervention occurred. Several factors contributed 
to this change in market sentiment. First, the decisiveness of foreign official 
intervention earlier in the year had helped reassure the market that the Smith­
sonian accord would continue to be upheld. In addition, the German and Japa­
nese governments, among others, took steps to impede foreign purchases of their 
currencies. In mid-March, Congressional approval of an increase in the dollar 
price of gold removed some of the uncertainty hanging over the market. Finally,

28

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



United States short-term interest rates had begun to rise in mid-February, while 
rates in Europe were generally easing as governments there attempted to stimu­
late their lagging economies.

This improved market atmosphere was abruptly transformed in mid-June 
when a crisis that originated with the British pound quickly grew into a serious 
threat to the entire Smithsonian rate structure. While the dollar had been show­
ing a firmer market tone, a pessimistic attitude was developing with respect 
to sterling. Price and wage inflation—a severe problem in all the European 
countries—had become particularly troublesome in the United Kingdom, 
threatening to undermine the gains from the 1967 devaluation. Following signs 
that the United Kingdom’s surplus on current account was eroding, and with in­
creasing difficulties on the labor front, a wildcat dock strike touched off a wave 
of speculation in mid-June, necessitating heavy intervention in defense of sterling. 
This intervention was conducted primarily in European Community (EC) cur­
rencies in accordance with an earlier decision by the United Kingdom to join 
with its prospective Common Market partners in limiting fluctuations among 
their currencies to 2 XA  percent, just half the range permitted under the Smith­
sonian accord.

After a flight of the equivalent of some $2.6 billion to the EC countries in 
only six days, sterling was floated on June 23 as the British authorities an­
nounced a temporary suspension of their participation in both the Smithsonian 
accord and the EC agreement. Continental currencies immediately rose to their 
Smithsonian ceilings in anticipation of a severe tightening of capital controls, 
a joint float of the Common Market currencies, or some combination of the 
two. European currency markets were then closed down, and an emergency 
meeting of the Community Finance Ministers was scheduled for June 26. At 
that meeting, the Ministers reaffirmed their determination to defend both the 
Smithsonian parities and the narrower Common Market band. Nevertheless, 
neither the Ministers’ statement nor subsequent drastic controls by Switzerland 
and Germany to prevent unwanted capital inflows were sufficient to restore 
confidence in the prevailing structure of exchange rates. Rumors of an imminent 
joint EC float persisted, generating additional flows of over $6 billion from dol­
lars into European currencies and the Japanese yen. The markets finally began 
to calm on July 17 following a reaffirmation of the EC Finance Ministers’ sup­
port of the Smithsonian parities as well as indications that they were actively 
developing a common position on international monetary reform within the 
framework of the Smithsonian agreement.
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C h a rt 7. E X C H A N G E  R A T E S :  T h e  G erm an m ark and th e  F re n ch  fra n c  rem ained  
w ell a bove  th e ir  ce n tra l ra te s  d u rin g  m o st o f 1 9 7 2 . T h e  S w iss  fra n c  firm e d  
d u rin g  th e  s te r l in g  c r is is , w h ile  th e  B r it is h  pound fe l l sh a rp ly  b e fo re  d r ift in g  
s t i l l  low er la te r  in th e  ye ar.

Movements in exchange rates are measured as percentage deviations of weekly averages of 
New York noon offered rates from the central rates (and, in the case of the United Kingdom, 
the middle rate) established under the Smithsonian agreement.The upper and lower intervention 
limits are indicated by dashed lines.
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Chart 8. EXCH AN G E R A TES : Heavy buying pressure kept the Japanese yen 
close to its Smithsonian ce iling  during most of 1972, while the Belgian  franc 
and the Netherlands guilder generally traded at premiums over their central 
rates. A fter firm ing during the firs t part of the year, the Canadian dollar eased 
toward the year-end. The Italian lira remained weak throughout 1972.

Movements in exchange rates are measured as percentage deviations of weekly averages of 
New York noon offered rates fromthe central rates established under theSmithsonian agreement 
(except for the Canadian dollar). The upper and lower intervention limits are indicated by dashed 
lines. Movements in the Canadian dollar are measured as percentage deviations from the $0.92% 
official parity established in May 1962.The Canadian dollar has been floating since June 1,1970.
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On the morning of July 19, the Federal Reserve, with the agreement of the 
German central bank, entered the New York market with a sizable offer of 
German marks. The intervention was described by Chairman Burns later in the 
day as a move by the United States authorities “to play our part to restore order 
in foreign exchange markets and do our part in upholding the Smithsonian 
agreement”. The United States Treasury also noted: “The action reflects the 
willingness of the United States to intervene in the exchange markets upon 
occasions when it feels it is desirable to help deal with speculative forces. The 
action indicates absolutely no change in our basic policy approach toward 
monetary reform and the necessary efforts on all fronts to achieve a sustainable 
equilibrium in our balance of payments.” On August 10, the Federal Reserve 
began intervening in a second European currency, the Belgian franc.

Although a total of only $31.5 million in foreign currencies was actually 
sold between July 19 and September 1, news of the action exerted a calming 
influence on market psychology. For the first time the Smithsonian accord 
was felt to be actively defended by central banks on both sides of the Atlantic. 
This new evidence of solidarity prompted traders to reconsider the huge short 
positions in dollars which they had built up following the sterling crisis. More­
over, the longer run prospects for the United States trade balance seemed to be 
improving. A continuing deceleration of inflation in this country contrasted 
sharply with the situation generally prevailing in Europe, where labor unrest 
and wage and price pressures were accompanying the start of economic recovery 
there. Furthermore, an agreement reached with the Soviet Union in early July 
raised the prospect of large-scale United States grain sales to that country. All of 
these factors contributed to some unwinding of speculative positions and to a sig­
nificant strengthening of the dollar from late July through September. A reflux 
of short-term funds brought the United States official payments position into 
rough balance in the late summer despite continuing large current-account defi­
cits. The foreign exchange markets remained generally calm during the closing 
months of the year, but the dollar came under considerable pressure early in
1973 and on February 12 a 10 percent devaluation was announced. At the 
same time, the Japanese yen was allowed to float and quickly appreciated with 
respect to the new value of the dollar.
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Persistence of Inflationary Pressures in Europe

With the easing of exchange rate pressures during the latter part of 1972, at­
tention in Western Europe increasingly shifted to the severe domestic inflation 
that prevailed in that region. European governments regarded the large influx 
of dollars earlier in the year as a major threat to anti-inflationary programs, and 
over the course of the year they maintained and strengthened a broad array 
of direct and indirect exchange restrictions designed to ward off additional in­
flows. During the final quarter of 1972, however, the central banks of Switzer­
land and Germany were able to sell dollars in the foreign exchange markets. In 
addition to reducing their dollar holdings, these sales helped absorb some of 
their countries’ excessive domestic liquidity.

There were indications during the closing months of the year that several 
European countries would once again turn to some form of incomes policy 
to deal with the problem of inflation. In part, this reflected a widespread feeling 
abroad that United States wage and price controls were largely responsible for 
the lessening of inflationary pressures in this country at the same time that a 
vigorous economic expansion was getting under way. European concern over 
rising prices and wages was further underscored by a program designed to coor­
dinate anti-inflationary efforts agreed upon in early November by the EC Council 
of Ministers. The agreement fixed a number of quantitative policy goals and had 
as its immediate objective the reduction of the rate of inflation to an average of 
4 percent in 1973. Shortly after the agreement was reached, monetary policy was 
tightened in a number of EC countries, causing short-term interest rates to move 
significantly higher. Thanks to the relatively firm tone of the dollar and the 
insulating effects of existing exchange controls, these moves did not trigger 
large-scale capital inflows at that time.

The anti-inflationary program was only one of a number of steps taken 
toward European economic integration during 1972. As mentioned before, the 
intra-Community currency bands were narrowed earlier in the year. In Septem­
ber, an agreement to establish a European Monetary Fund was signed. Negotia­
tions for a Europe-wide free trade area for industrial goods were completed 
during the year, and the agreement went into effect for most countries on 
January 1, 1973. Early in 1973, a modification of the settlement arrangements 
under the existing narrow-band scheme went into effect, permitting the EC 
central banks to defer until 1975 settlement of the gold portion of the debts 
incurred in support of their currency margins. These developments could have
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important long-run implications for European integration, although the com­
plete economic integration of the EC would require far more coordination of 
policies than has thus far emerged.

Improved Prospects for International 
Monetary Reform

The annual IMF meeting held in late September generated optimism for the 
continued functioning of the Smithsonian accord as well as for eventual 
agreement on the long-run reform of the international monetary system. Ad­
dresses by President Nixon and Secretary of the Treasury Shultz were gen­
erally well received. The latter contained a number of specific proposals and 
was seen as evidence that the United States was now prepared to take an active 
role in negotiating international monetary reform. Representatives of other 
major countries indicated that, although substantial differences regarding specific 
measures remained, these could ultimately be reconciled or compromised. The 
task of working toward a consensus on a new monetary system and related 
problems in other spheres was assigned to a new group, the Committee of 
Twenty, representing major nations as well as groups of smaller countries 
within the IMF. The foreign exchange developments in early 1973 have made 
this task all the more urgent.

To carry out its mandate successfully, the Committee will have to come 
to grips with a number of difficult issues. First, it is clear that some means 
must be developed to insure that, in the future, external disequilibria are cor­
rected without undue delay by adequate adjustment measures. In this connec­
tion, the Committee must reach an agreement on the overall structure of the 
exchange rate system, including criteria for changing par values, the permissible 
range of exchange rate fluctuations, and the role, if any, of floating exchange 
rates. Second, a viable international monetary system must provide for growth 
in international liquidity sufficient to support a steadily rising volume of inter­
national transactions. The Committee will therefore need to consider the future 
composition of reserve assets, including the role of reserve currencies, special 
drawing rights, and gold. Third, some means must be found to reduce the
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destabilizing effects of speculative capital flows without impeding legitimate 
international commercial transactions. Fourth, the Committee will have to 
consider the problems inherent in the large buildup of foreign official dollar 
holdings. Finally, the Committee must address itself to the general prob­
lem of insuring ongoing cooperation in a broad range of international eco­
nomic affairs. The need for countries to agree on mutually consistent goals and 
adjustment criteria is far greater than in the past when we allowed our inter­
national payments to respond more or less passively to developments abroad.

The Committee’s deliberations are taking place against a backdrop of both 
large continuing United States payments deficits and large surpluses recorded 
by Japan and the EC. The persistence of these imbalances increases the diffi­
culties of negotiating long-run international monetary reform. Furthermore, the 
sharply deteriorating exchange market conditions that developed early in 1973 
posed a more immediate threat to the international economy. Thus, on Febru­
ary 12, Secretary Shultz announced a series of actions designed to bring about a 
stronger international order. First, the par value of the dollar was to be lowered 
by an additional 10 percent. Second, the President would propose legislation 
designed to encourage a reduction in the barriers to international trade and, at 
the same time, to provide safeguards against the disruption of domestic markets 
as a result of rapid changes in international trade. Third, the United States 
planned to phase out its controls over investment and lending abroad. The Sec­
retary stated that these measures will “serve to move our economy and the world 
economy closer to conditions of international equilibrium in a context of com­
petitive freedom. They will accelerate the pace of successful monetary and trade 
reform.”

The United States Balance of Payments

Although the United States balance of payments improved in 1972, it neverthe­
less remained in substantial deficit (see Chart 9). Despite a sharp decline in the 
official settlements deficit, from nearly $30 billion in 1971 to just over $10 
billion, it was still the second worst on record. At the same time, the basic 
balance (the current account plus long-term capital flows) once again regis-
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C h art 9 . U N IT E D  S T A T E S  B A L A N C E  O F  P A Y M E N T S :  B o th  th e  o f f ic ia l and  
basic b a la n ce s  rem ained  in su b sta n tia l d e f ic it  d u rin g  1 9 7 2 . T h e  tra d e  b alan ce  
d e te rio ra te d  sh a rp ly  from  1 9 7 1 , w ith  o n ly  a s lig h t  im p ro vem en t a p p aren t d u r­
ing the  la s t  ha lf o f th e  ye ar.

BALANCE O N  CURRENT A C C O U N T A N D  
L O N G -TER M  CAPITAL (BASIC BALANCE)

Surplus

Wmmm

Deficit

sam

1972

Q u a r te r ly  data are expressed at annual rates, seasonally adjusted. 

*F irst three quarters at an annual rate, seasonally adjusted.
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tered a sizable deficit. Most of the official settlements deficit was recorded 
during the early months of the year and during the weeks immediately follow­
ing the floating of sterling, periods when the viability of the entire Smithsonian 
rate structure was called into question. The basic balance, on the other hand, 
remained in substantial deficit throughout the year.

One of the most disappointing aspects of the nation’s payments position dur­
ing 1972 was the very sharp deterioration in the merchandise trade balance 
despite the currency realignments of 1971. Although the trade deficit receded 
from its worst position in the spring, for all of 1972 it came to a record $6.8 
billion, about two and one-half times the 1971 figure. The dollar devaluation 
of late 1971 actually had a perverse short-run influence on the trade account. 
As was to be expected, its adverse impact in raising the dollar value of our im­
ports was felt more quickly than its favorable effect on the volume of exports 
and imports. The trade balance during the year was also adversely affected by the 
relative cyclical positions of the United States and foreign economies. The rapid 
economic expansion taking place in this country served to pull in additional im­
ports, while foreign purchases of United States products were held down by 
lagging economic recovery abroad. In addition, the prevalence of widespread 
excess capacity overseas provided a strong incentive for foreign exporters to 
maintain their share of the United States market. The trade balance was hurt 
as well by speculatively induced orders placed prior to the Smithsonian agree­
ment, which probably increased the volume of goods imported into the United 
States during the early months of 1972. Moreover, toward the end of the year 
our imports from Japan may have been increased by expectations that the yen 
would again be revalued. Finally, a growing shortage of domestic supplies led 
to a rise of close to $1 billion in our fuel imports.

Another major disappointment of 1972 was the absence of a sustained, large- 
scale reversal of the massive short-term capital outflows that had taken place 
during the currency crisis of 1971. In large part, this reflected the general prob­
lem of confidence in the Smithsonian rate structure. Indeed, additional outflows 
were generated when the dollar was under pressure, and those reflows that did 
occur coincided with periods of relative calm in the foreign exchange markets. 
Improvement in our underlying payments position and progress toward a new 
international monetary system can be expected to induce additional reflows in 
the future.

While the overall United States balance-of-payments performance during the 
year was disappointing, there were nonetheless several encouraging develop­
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ments. Our long-term capital position improved somewhat, as United States 
direct investment outflows in 1972 receded from the record level reached dur­
ing the previous year. United States firms reduced the rate of growth of their 
overseas plant and equipment expenditures and, in addition, they may also have 
run down the funds that they had transferred abroad during 1971. At the same 
time, net foreign direct investment in the United States recovered from last 
year’s speculatively induced outflows. Foreign investors showed a sharply 
increased interest in United States corporate equities and in the offshore bond 
issues of American corporations, a high proportion of which were convertible 
into common stock. In part, this probably reflected the vigorous pace of eco­
nomic expansion in this country and a renewal of foreign confidence in the 
United States stock market, which registered new highs during the year. Favor­
able interest rate differentials may have contributed to the increased tendency 
of United States corporations to borrow abroad.

The nation’s short-term capital position also showed a marked improvement, 
in large part because the huge speculatively induced outflow recorded as errors 
and omissions in 1971 was not repeated on such a scale in 1972. In addition, 
the liabilities of United States branches and agencies of foreign banks to their 
head offices rose sharply over the course of the year, while the liabilities of 
United States banks to their foreign branches showed little change. This 
contrasted with very sharp declines in 1971 and largely reflected reduced 
short-term Euro-dollar interest rates. On the other hand, total bank-reported 
short-term claims on foreigners rose by about the same amount as during 1971. 
While dollar deposits by Japanese monetary authorities were used to liquidate 
previous borrowings from United States banks during the first three quarters of 
the year, by the year-end short-term claims on Japan had once again reached 
the level of a year earlier. At the same time, the liberalization of the Voluntary 
Foreign Credit Restraint Program late in 1971 led to very sizable increases in 
export-related bank claims.

Although the improvements in the capital flows were greatly welcomed, a 
major share of attention continues to be focused on our merchandise trade per­
formance. Any lasting improvement in the United States payments position will 
certainly require a substantial turnabout in the trade balance, and there is a 
growing understanding that a change in par values, taken by itself, may not be 
sufficient to bring this about. However, the pickup in economic growth abroad 
and the progress made in moderating inflation in this country, when added to 
the favorable influence of the two dollar devaluations, should lead to an even­
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tual improvement. In the longer run, of course, our exports and imports will also 
be affected by the future shape of international trade policies. At present, discus­
sions between the United States and the EC are taking place, within the Gen­
eral Agreement on Tariffs and Trade (GATT), concerning the structure of the 
Common Market’s nontariff trade barriers and its preferential trade agreements 
with other countries. Moreover, the trade agreements negotiated during the 
year with the Soviet Union, together with the partial reopening of trade channels 
between the United States and the People’s Republic of China, raise the pos­
sibility of a sharp expansion in our currently quite small trade with Communist 
countries. Changes in the pattern of international trade over the next few years, 
which will be heavily dependent upon further progress in liberalizing trade poli­
cies, could well affect the world economy as profoundly as the current negotia­
tions on international monetary reform.
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TH IS BANK’S OPERATIO NS

Volume and Trend of the Bank’s Operations

The volume of many of this Bank’s operations grew at a strong pace during
1972. This growth reflected not only the brisk economic recovery, but also 
the continuing implementation of basic structural changes in the Bank’s services 
to an expanding economy dependent upon the rapid and efficient transfer of 
funds. Toward this goal, a major innovation in the payments mechanism during 
1972 was the opening of regional offices for overnight processing and early- 
morning delivery of checks for payment in immediately available funds. The 
operation of these Regional Check Processing Centers (RCPCs) will reduce 
the volume of Head Office check processing operations.

Two RCPCs became operational in the Second District in 1972: one is located 
in Freeport, Long Island, and the other is an in-house facility at the Buffalo 
Branch. The Long Island RCPC, in operation since September 1972, processed
27.5 million checks with a value of $10.3 billion by the year-end, and the West­
ern New York RCPC in Buffalo, in operation since October 1972, processed 
6.8 million checks with a value of $1.9 billion. A third is to be opened at 
Cranford, New Jersey, early in 1973 to serve the twelve northern counties of 
New Jersey. A feasibility study is also under way for the establishment of a 
fourth center in the upstate New York Head Office territory. The Cranford 
RCPC will be the sixth largest check processing center in the Federal Reserve 
System in terms of the number of items processed. Its volume is expected to 
average 1.2 million checks daily, or roughly one third of the Head Office’s 
1972 volume of approximately 3.7 million daily items. The Second District 
RCPCs will ultimately be linked electronically with this Bank by terminals which 
will be on line with a computer-based message switching and accounting system 
at this Bank.

The volume of non-Government checks handled by this Bank rose 6.3 percent 
to 1,011 million in 1972, reflecting both the higher level of business activity 
and the increased use of the Bank’s facilities by commercial banks which had 
previously cleared checks through correspondent banks or by direct presentation.
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This shift in the routing of checks drawn on banks in the Second District arose 
primarily as a result of the accelerated check payment schedule provided in the 
1972 revisions to Regulation J. The importance of the changes in Regulation J 
to the check processing areas was further indicated by the elimination of time- 
schedule float and a substantial reduction in the remittance float. The dollar 
value of non-Govemment checks, however, decreased 37 percent to $1,556 
billion with the discontinuance of most of the checks used for transfers of large 
sums of Euro-dollar funds. These transfers are now processed on a net settle­
ment basis through the computerized facilities of the New York Clearing House. 
The number of Government checks processed at this Bank declined 2.6 percent 
to 71 million in 1972, while the dollar value was marginally lower at 
$32 billion.

The number of return items rose 5 percent over 1971, reflecting the increase 
in the number of checks handled. The number of items returned has remained 
at about V2 percent of the number of checks processed.

With the increasing volume of financial transactions and the growing use of 
the wire transfer system, the number of wire transfers of funds increased 16.3 
percent to 2.2 million in 1972 (excluding transfers between Federal Reserve 
Districts for Treasury accounts). The dollar volume rose 15 percent to $5,875 
billion. Approximately 70 percent of the wire transfers of funds in 1972 re­
flected third-party transfers. During the year, two more banks became on-line 
participants in the communications network, and several out-of-city banks are 
expected to come on line during 1973.

In furtherance of the program for automating securities operations, additional 
steps were taken in 1972 to expand significantly the computerized telegraphic 
transfer of Government securities and the related book-entry procedure for 
these obligations. This marked the first full year of the unrestricted use of the 
Government Securities Clearing Arrangement by the twelve New York City 
banks that participate with this Bank in the computer-based telegraphic transfer 
system for United States Treasury (and some Federal agency) securities. The 
use of wire transfers to effect virtually all deliveries of these securities between 
the participating banks resulted in a marked increase in the scope of this 
service during 1972. Specifically, the number of all transfers of marketable 
securities processed rose approximately 50 percent to 706,000 and the par 
value expanded 65 percent to $1,169 billion. Still further growth in clearing 
volume is forecast, based on the anticipated conversion of agency securities 
to book-entry.
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SO M E M EASURES OF TH E  V O LU M E OF O PER ATIO N S OF
TH E  FEDERAL RESERVE BANK OF NEW  YORK (including Buffalo Branch)

N u m b e r  o f  p ie c e s  h a n d le d  (in thousands)*

Currency received..................................................................

Coin received! ......................................................................

Gold bars and bags of gold c o in ............................................

United States Government checks..........................................

All other checks  ̂ ..................................................................

Return item s..........................................................................

Postal money orders .............................................................

Collection items ....................................................................

United States Government coupons p a id ................................

All other coupons p a id ...........................................................

Credits for direct sendings of collection item s.......................

Food stamps redeemed .........................................................

Issues, redemptions, servicing by fiscal agency departments:

United States savings bonds and notes..............................

All other obligations of the United States...........................

Obligations of Federal agencies ........................................

Obligations of international organizations...........................

Custody of securities:

Pieces deposited in and withdrawn from unissued stock

held by this Bank as fiscal agent........................................

Pieces received and delivered for safekeeping accounts___

Coupons detached .............................................................

Wire transfers of marketable securities..................................

Wire transfers of funds|| .......................................................

1 9 7 2

1,770,599

2,363,612

111

71,249

1,011,117

5,518

24,874

16,380

2,324

2,347

216

282,221

32,261

3,460

1,165

141

36,672

1,041

3,341

706

2,159

1 971

1,738,273

2,247,294

209

73,165

951,481

5,253

26,327

17,361

2,701

2,619

206

279,327

31,578§

4,776§

1,483

150

38,255

1,009

3,993

470

1,856

See facing page for footnotes.
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SO M E M EASURES OF TH E  V O LU M E OF OPER ATIO N S OF
TH E  FEDERAL RESERVE BANK OF NEW  YORK (including Buffalo Branch)

Am oun ts handled (in millions of dollars)

Advances ...............................................................................

Currency received ................................................................

Coin receivedf ......................................................................

Gold bars and bags of gold coin ...........................................

United States Government checks .........................................

All other checks  ̂ ................................................................

Return item s..........................................................................

Postal money orders..............................................................

Collection items ....................................................................

United States Government coupons p a id ................................

All other coupons p a id ...........................................................

Credits for direct sendings of collection item s.........................

Food stamps redeemed .........................................................

Issues, redemptions, servicing by fiscal agency departments:

United States savings bonds and notes..............................

All other obligations of the United States..........................

Obligations of Federal agencies..........................................

Obligations of international organizations..........................

Custody of securities:

Par value of pieces deposited in and withdrawn from

unissued stock held by this Bank as fiscal agent...............

Par value of pieces received and delivered for safekeeping

accounts ............................................................................

Par value of wire transfers of marketable securities^ .........

Wire transfers of funds|| .......................................................

1 97 2

28,763

13,620

285

1,566

32,374

1,556,369

3,258

656

4,056

1,545

1,805

760

477

1,966

1,451,762

61,256

3,617

837,134

943,786

1,168,893

5,875,052

1 97 1

23,365

13,419

266

3,000

33,242

2,475,833

2,968

697

3,810

1,580

2,026

964

444

1,788§

1,376,727§

69,860

3,383

995,994

792,525

710,623

5,107,154

★ Two or more checks, coupons, etc., handled as a single item are counted as one "piece” ,
t  Excludes shipments of new coin from the Mint.
$ Includes checks drawn on reserve accounts held at this Bank. For 1972 includes also 27.5 million checks for $10.3 

billion processed by the Long Island Regional Check Processing Center, Freeport, and 6.8 million checks for $1.9 
billion processed by the Western New York Regional Check Processing Center, Buffalo.

§ Revised.
U Excludes Treasury transfers between Federal Reserve Districts.
f  Total includes denominational exchanges with par value of $21.8 billion in 1972 and $18.2 billion in 1971.
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As a result of an April 1972 revision of Treasury Department regulations 
governing the book-entry procedure for Government securities, substantial 
progress was made in converting additional securities held by the banks par­
ticipating in the Government Securities Clearing Arrangement. These banks 
have constituted a pilot group for testing the expanded procedures prior to 
adoption on a System-wide basis, and many of the conversions that have been 
made represented securities held by them for customers, including both nonbank 
dealers and fiduciary accounts. These deposits raised the total book-entry bal­
ances held at this Bank to $150 billion at the year-end, an increase of 6 percent 
from a year earlier. The various Federal Reserve Banks are now preparing to 
announce to all member banks their readiness to establish book-entry accounts 
for customers’ securities, including trust accounts, with respect to both Treasury 
and Federal agency obligations subject to the issuance of book-entry regula­
tions by the various agencies. By the year-end, two agencies—the United States 
Postal Service and the Farm Credit Administration—had issued such regula­
tions; other agencies are expected to do so shortly.

The volume of this Bank’s fiscal agency operations grew slightly during 1972. 
The total dollar amount of transactions handled for the United States Treasury 
(other than United States savings bonds and notes), Federal agencies, and 
international organizations increased 4.6 percent to $1,517 billion. However, the 
number of definitive securities handled declined 25.6 percent, to 4.8 million, as 
a result of the continued expansion of the book-entry procedure and the Govern­
ment Securities Clearing Arrangement.

Total assets held by this Bank for foreign and international accounts rose 
$10.1 billion to close the year at a record high of $78.3 billion. As in 1971, 
when the increase was $29.9 billion, this expansion reflected mainly the United 
States payments deficit on an official settlements basis. In 1972, total holdings 
of gold, United States Government securities, and other assets for foreign 
accounts rose $8.7 billion to $65.1 billion and holdings for international ac­
counts increased $1.4 billion to $13.2 billion. The overall growth in assets was 
chiefly in the form of an increase of $8.1 billion in holdings of United States 
Government securities to $58.2 billion.

Second District member bank borrowings at the discount window increased 
substantially during 1972. The increase in credit was attributable chiefly to a 
greater use of the discount window by “country” banks during the final quarter 
and by large New York City banks in December. This borrowing helped mem­
ber banks meet temporary adjustment problems caused by stringency in the
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money market and by strengthening loan demand pressing against a limited 
supply of reserves. Borrowing at the window, furthermore, was encouraged by 
a growing gap between an unchanged discount rate and rising money market 
rates. Total advances rose 23 percent to $28.8 billion and, on a daily average 
basis, the gain was 32 percent to $132.6 million. Outstanding advances reached a 
record high of $1,503.7 million on October 25, a settlement day when there was 
a scarcity of reserves available for purchase in the Federal funds market. The 
percentage of member banks borrowing at the discount window during the year
1972 was about the same as in 1971 (35.1 percent in 1972 and 35.8 percent 
in 1971).

Prior to the implementation of the changes in Regulations D and J, member 
banks were reminded that the discount window was available to assist in cushion­
ing the impact on reserve positions of the new check collection procedures. The 
facility was also offered to nonmember commercial banks, if those institutions 
suffered a significant liquidity problem in adjusting to the new procedures. In 
this District, member bank borrowings attributable to the rules changes did not 
bulk large in the weeks following their implementation, and no requests for 
credit were received from nonmember banks.

As fiscal agent for the Federal Government’s Emergency Loan Guarantee 
Board, this Bank has reviewed all financial statements, reports, notices, and 
certificates submitted to it by Lockheed Aircraft Corporation and the lending 
banks, including monthly and quarterly unaudited financial statements of the 
company and its pledged subsidiaries, quarterly reports of the L-1011 produc­
tion program, all Securities and Exchange Commission and stockholder reports, 
and annual audited financial statements. In connection with requests for take­
downs of guaranteed loans, the Bank has compared the submitted plan for ex­
penditures with actual and forecast expenditures. The Bank has also prepared 
material for use in the Emergency Loan Guarantee Board’s Annual Report.

In the light of cost overruns experienced by Lockheed in the L-1011 produc­
tion program, this Bank’s monitoring efforts were increased. The enlarged 
monitoring program has included a continuation of those analyses and reviews 
of the various financial statements and reports required of Lockheed under the 
Credit Agreement and requested by the Emergency Loan Guarantee Board and 
its staff. A weekly report is also prepared, giving the latest information about the 
L-1011 program and other Lockheed developments. These weekly reports by 
telephone are supplemented by weekly submissions by Lockheed of certain key 
charts and schedules, which are then reviewed by this Bank.
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Average employment at the Bank declined slightly in 1972. The number of 
officers and employees at the Head Office and at the Buffalo Branch averaged 
4,715 in 1972, compared with 4,744 the previous year. At the end of 1972, 
total employment was 4,874.

During 1972, more than 861,000 copies of the Bank’s booklets and over 
963,000 copies of Bank periodicals were distributed. About 11,000 visitors 
toured the Bank, and 119 talks and seminars were given by members of the 
Bank’s staff.
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Financial Statements

S TA TE M E N T OF EARNINGS AND EXPENSES FOR
TH E  CALENDAR YEARS 1972 AND 1971 (In thousands of dollars)

1 9 7 2  197 1

Total current earnings ......................................................................  971,295 959,232

Net expenses ...................................................................................  90,074 83,671

Current net earnings 881,221 875,561

Additions to current net earnings:

Profit on sales of United States Government securities
and Federal agency obligations (net) ............................................ 770 26,060

All other ...........................................................................................  516 46

Total additions 1,286 26,106

Deductions from current net earnings:

Loss on foreign exchange transactions (net) ....................................  13,477 2,152

All other ...........................................................................................  107 59

Total deductions 13,584 2,211

Net additions or deductions (— ) .....................................................  — 12,298 23,895

Net earnings available for distribution 868,923 899,456

Dividends paid .................................................................................. 11,928 11,342

Payments to United States Treasury (interest on
Federal Reserve notes) ..................................................................  843,245 880,050

Transferred to surplus ......................................................................  13,750 8,064

S U R P L U S  A C C O U N T

Surplus— beginning of y e a r ............................................................... 192,854 184,790

Transferred from net earnings for y ea r.............................................. 13,750 8,064

Surplus— end of year 206,604 192,854
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S TA TE M E N T  OF C O N D ITIO N

In thousands of dollars

Assets D E C . 3 1 , 1972 D E C . 3 1 , 1971

Gold certificate account ..................................................................  2,063,888 1,957,162

Special Drawing Rights certificate account ......................................  93,000 93,000

Federal Reserve notes of other B anks .............................................. 205,956 163,812

Other cash .......................................................................................  17,435 21,120

Total 2,380,279 2,235,094

Advances and discounts ..................................................................  926,100 16,750

Acceptances:

Bought outright .............................................................................. 70,461 79,663

Held under repurchase agreements .................................................  36,306 180,919

United States Government securities:

Bought outright'*' ............................................................................  17,702,177 16,714,335

Held under repurchase agreements .................................................  97,500 1,222,305

Federal agency obligations:

Bought outright ................................................................................ 332,538 117,495

Held under repurchase agreements...................................................  13,000 101,400

Total loans and securities 19,178,082 18,432,867

Other assets:

Cash items in process of collection .................................................  2,543,300 2,921,626

Bank premises .................................................................................. 7,482 8,280

All otherf .........................................................................................  258,960 329,686

Total other assets 2,809,742 3,259,592

Total Assets 24,368,103 23,927,553

★ Includes securities loaned— fully secured by United States Government
securities pledged with the Bank .............................................................. 27,100 35,370

t Includes assets denominated in foreign currencies and, for December 31,
1971, IMF gold deposited.
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S TA TE M E N T OF C O N D ITIO N

In thousands of dollars

Liabilities D E C . 3 1 , 1972 D E C . 3 1 , 1971

Federal Reserve notes ......................................................................  14,809,233 13,462,157

Deposits:

Member bank reserve accounts.........................................................  7,072,851 6,960,448

United States Treasurer— general account........................................ 388,169 386,977

Foreign* .........................................................................................  110,029 87,682

Otherf ............................................................................................... 571,067 850,279

Total deposits 8,142,116 8,285,386

Other liabilities:

Deferred availability cash items .......................................................  862,910 1,627,449

All other ...........................................................................................  140,636 166,853

Total other liabilities 1,003,546 1,794,302

Total Liabilities 23f954y895 23,541,845

Capital Accounts

Capital paid in .................................................................................. 206,604 192,854

Surplus .............................................................................................  206,604 192,854

Total Capital Accounts 413f208 385,708

Total Liabilities and Capital Accounts 24,368f103 23,927,553

Contingent liability on acceptances purchased for foreign
correspondents}: ..........................................................................  46,552 66,624

★ After deducting participations of other Federal Reserve Banks amounting to 214,600 206,360

t For December 31, 1971, includes IMF gold deposit.

j: After deducting participations of other Federal Reserve Banks amounting to 132,460 187,861
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Changes in Membership

During 1972 the total number of member banks of the Federal Reserve System 
in the Second District decreased from 340 to 335. The net reduction resulted 
from the merger of fifteen member banks, the organization of eight new member 
banks, and the conversion of two nonmembers into member banks. The 335 
banks represent 76 percent of all commercial banks and trust companies in this 
District and hold 96 percent of the total assets of all such institutions in the 
District.

N U M B E R  O F  O P E R A T IN G  M E M B E R  A N D  N O N M E M B E R  B A N K S  IN 
S E C O N D  F E D E R A L  R E S E R V E  D IS T R IC T  A T  T H E  Y E A R -E N D

Exclusive of savings banks, private banks, and industrial banks

D E C E M B E R 3 1 , 1972 D E C E M B E R 3 1 . 1971

Type of Bank Members
Non­

members
Percent

members Members
Non­

members
Percent

members

National banks* . . 243 0 100 244 0 100

State banks and 
trust companies 92 107 46 96 106 48

Total 335 107 76 340 106 76

★ Includes one national bank located in the Virgin Islands.

C H A N G E S  IN F E D E R A L  R E S E R V E  M E M B E R S H IP  IN 
S E C O N D  D IS T R IC T  D U R IN G  1 9 7 2

Total membership at beginning of year 340 

Increases:

New national banks ................................................................................................................  8

Nonmember banks converted into national banks ..................................................................  2

Decreases:

Member banks merged into other members.............................................................................. 14

Member bank merged into nonmember.................................................................................... 1

Total membership at the year-end 335
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c h a n g e s  in  d ir e c to r s . In March 1972, member banks in Group 1 elected 
Maurice F. Granville a Class B director for the unexpired portion of the term 
ending December 31, 1973. Mr. Granville is Chairman of the Board of Texaco 
Inc., New York, N.Y.

In October, William S. Renchard, a Class A director since January 1971, 
resigned as a director, effective December 31, 1972, in anticipation of his 
retirement in February 1973 as Chairman of the Board of Chemical Bank, 
New York, N.Y. To succeed Mr. Renchard, member banks in Group 1 in 
December elected David Rockefeller a Class A director for the unexpired portion 
of the term ending December 31, 1973. Mr. Rockefeller is Chairman of the 
Board of The Chase Manhattan Bank (National Association), New York, N.Y. 
At the same time, member banks in Group 3 elected Newman E. Wait, Jr., a 
Class A director and Jack B. Jackson a Class B director for three-year terms 
beginning January 1, 1973. Mr. Wait, President of The Adirondack Trust Com­
pany, Saratoga Springs, N.Y., succeeded Arthur S. Hamlin, President of The 
Canandaigua National Bank and Trust Company, Canandaigua, N.Y., who served 
as a Class A director for the three-year term that ended December 31, 1972. 
Mr. Jackson, President of J. C. Penney Company, Inc., New York, N.Y., suc­
ceeded Maurice R. Forman, Chairman of the Board of B. Forman Co., Inc., 
Rochester, N.Y., who served as a Class B director from January 1967 through 
December 1972. Prior to their service on the Bank’s board of directors, both 
Mr. Hamlin and Mr. Forman had served as directors of the Buffalo Branch of 
this Bank.

Also in December, the Board of Governors of the Federal Reserve System 
redesignated Roswell L. Gilpatric as Chairman of the board of directors and 
Federal Reserve Agent for the year 1973. Mr. Gilpatric, a partner in the 
New York law firm of Cravath, Swaine & Moore, has been serving as a Class C 
director since January 1969 and had served as Deputy Chairman during 1971 
and as Chairman and Federal Reserve Agent during 1972.

At the same time, the Board of Governors appointed Frank R. Milliken 
a Class C director for the three-year term beginning January 1, 1973, and also 
appointed him Deputy Chairman for the year 1973. As a Class C director and 
as Deputy Chairman, Mr. Milliken, who is President of Kennecott Copper 
Corporation, New York, N.Y., succeeded Ellison L. Hazard, Chairman of the 
Executive Committee of Continental Can Company, Inc., New York, N.Y.

Changes in Directors and Officers

51

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



Mr. Milliken had been serving as a Class B director since January 1972; he 
resigned from that position, effective December 31, 1972, to accept the 
appointment as a Class C director.

Buffalo Branch. In December, the Board of Governors appointed Donald 
R. Nesbitt a director of the Buffalo Branch for a three-year term beginning 
January 1, 1973. Mr. Nesbitt is the owner and operator of Silver Creek Farms, 
Albion, N.Y.; on the Branch board, he succeeded Morton Adams, President 
of Curtice-Burns, Inc., Rochester, N.Y., who was a Branch director from 
January 1970 through December 1972, serving as Chairman of the Branch 
board for the year 1972.

Also in December, the board of directors of this Bank appointed Claude 
F. Shuchter a director of the Buffalo Branch for a three-year term beginning 
January 1, 1973. Mr. Shuchter is President and Chief Executive Officer of 
Manufacturers and Traders Trust Company, Buffalo, N.Y.; on the Branch 
board, he succeeded David J. Laub, Chairman of the Board of Marine Mid­
land Bank—Western, Buffalo, N.Y., who served on the Branch board from 
January 1970 through December 1972. At the same time, the board of direc­
tors of this Bank designated Rupert Warren as Chairman of the Branch board 
for the year 1973. Mr. Warren, former President of Trico Products Corporation, 
Buffalo, N.Y., has been a Branch director since January 1971.

c h a n g e s  in  o f f ic e r s . Since January 1972, four officers have retired and 
one has resigned:

John J. Clarke, Vice President and Special Legal Adviser, retired on May 1,
1972, after completing over thirty years of service with the Bank. Mr. Clarke 
joined the Bank’s staff in 1941 and became an officer in 1946.

Spencer S. Marsh, Jr., Market Adviser, retired on May 1, 1972, after com­
pleting over forty-two years of service with the Bank. Mr. Marsh joined the 
Bank’s staff in 1929 and became an officer in 1946.

Gerald H. Greene, Assistant Cashier of the Buffalo Branch, retired on Octo­
ber 1, 1972, after completing forty-four years of service with the Bank, almost 
all of which was at the Buffalo Branch. Mr. Greene joined the Branch’s staff 
in 1928 and became an officer of the Branch in 1951.

Irving M. Auerbach, Manager, Statistics Department, resigned effective No­
vember 14, 1972, to accept a position as Vice President of Aubrey G. Lanston 
& Company. Mr. Auerbach joined the Bank’s staff in 1948 and became an 
officer in 1967.
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Arthur A. Randall, Assistant Cashier of the Buffalo Branch, retired on 
March 1, 1973, after completing forty-seven years of service with the Buffalo 
Branch. Mr. Randall joined the Branch’s staff in 1926 and became an officer 
of the Branch in 1965.

The following additional changes in the official staff, including the appoint­
ment of thirteen new officers, have been made since January 1972:

Fred W. Piderit, Jr., Vice President, and Benedict Rafanello, Assistant 
Vice President, were assigned responsibility for the Foreign Banking Regu­
lations Department effective February 7, 1972. The other assignments of Messrs. 
Piderit and Rafanello were continued.

Thomas O. Waage, Senior Vice President, and James O. Aston, Assistant 
Vice President, and Assistant Secretary, were assigned responsibility for the 
Payment Systems Department effective February 7, 1972, when that depart­
ment was transferred to the Cash and Collections function. The other assign­
ments of Messrs. Waage and Aston were continued. Mr. Aston’s appoint­
ment as Assistant Secretary was terminated on July 6, 1972. Mr. Waage was 
assigned to Public Information effective January 5, 1973; his assignment to 
Cash and Collections was continued.

The assignment of John C. Houhoulis, Manager, to the former Consumer 
Information and Securities Regulations Department was terminated effective 
February 7, 1972; his assignment to the Payment Systems Department was 
continued.

Everett B. Post, Vice President, was assigned as the officer in charge of 
Computer Services effective May 19, 1972.

Howard F. Crumb, Assistant Vice President, was assigned to Computer 
Services effective May 19, 1972, his responsibility for the Computer Opera­
tions and Computer Support Departments continuing. Mr. Crumb was ap­
pointed Adviser on January 4, 1973 and assigned to Computer Services.

E. Gerald Corrigan, formerly Chief of the Domestic Research Division, 
Domestic Research Department, was appointed an officer with the titles of 
Senior Economist and Assistant Secretary on July 6, 1972. On January 4, 
1973, Mr. Corrigan was appointed Secretary and his appointment as Senior 
Economist was terminated.

Edna E. Ehrlich, formerly Senior Economist, was appointed Manager on 
July 6, 1972 and assigned to the International Research Department.

Michael J. Hamburger, formerly Special Assistant in Research and Statistics, 
was appointed an officer with the title of Senior Economist on July 6, 1972.
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Fred H. Klopstock, formerly Manager of the International Research Depart­
ment, was appointed Senior Economist on July 6, 1972.

Margaret L. Greene, formerly Chief of the Financial Statistics Division, 
Statistics Department, was appointed an officer with the title of Manager on 
August 3, 1972 and assigned to the Foreign Department.

Aloysius J. Stanton, formerly Manager, was appointed Assistant Vice Presi­
dent effective October 1, 1972 and assigned to Cash and Collections, with re­
sponsibility for the newly established North Jersey Regional Check Processing 
Center.

Stephen P. Weis, formerly Chief of the Audit Analysis Division, Auditing 
Department, was appointed an officer with the title of Manager effective Octo­
ber 1, 1972 and assigned to the Security Custody Department.

Peter D. Luce, formerly Special Representative in the Bank Relations and 
Public Information function, Buffalo Branch, was appointed an officer at the 
Branch with the title of Assistant Cashier effective October 1, 1972.

Effective January 5, 1973, the Administrative Services function was re­
organized into two functions— (a) Accounting Control and (b) Building and 
Planning; at the same time a new function, the Service function, was established.

Richard A. Debs, formerly Vice President, was appointed Senior Vice Pres­
ident on January 4, 1973 and assigned to general administrative duties as an 
assistant to the President and the First Vice President. Mr. Debs’ assign­
ments to Government Bond and Safekeeping of Securities and to Open Market 
Operations and Treasury Issues were terminated effective January 5, 1973.

Thomas M. Timlen, Jr., formerly Vice President, was appointed Senior Vice 
President on January 4, 1973 and assigned to Accounting Control, Computer 
Services, Government Bond and Safekeeping of Securities, Personnel, and 
Service; his assignment to Loans and Credits was continued.

William H. Braun, Jr., Vice President, formerly assigned to Administrative 
Services, was assigned to Building and Planning effective January 5, 1973.

John T. Keane, Vice President, formerly assigned to Administrative Ser­
vices, was assigned to Accounting Control effective January 5, 1973.

Thomas C. Sloane, formerly Deputy General Counsel, was appointed Vice 
President on January 4, 1973 and assigned to Government Bond and Safe­
keeping of Securities.

Frederick L. Smedley, formerly Assistant Vice President, was appointed Vice 
President on January 4, 1973 and assigned to Service.

H. David Willey, formerly Assistant Vice President, was appointed Vice
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President on January 4, 1973 and assigned to Loans and Credits.
A. Thomas Combader, Assistant Vice President, formerly assigned to Ad­

ministrative Services, was assigned to Building and Planning, with responsi­
bility for the Building Operating Department, effective January 5, 1973.

James H. Oltman, formerly Assistant Counsel, was appointed Assistant Gen­
eral Counsel on January 4, 1973.

Edwin R. Powers, formerly Manager, was appointed Assistant Vice Presi­
dent on January 4,1973 and assigned to Computer Services.

Walter S. Rushmore, Assistant Vice President, formerly assigned to Admin­
istrative Services, was assigned to Accounting Control effective January 5, 
1973.

William M. Schultz, Assistant Vice President, formerly assigned to Personnel, 
was assigned to Service effective January 5,1973.

Jerry Berkowitz, formerly Chief of the Methods and Systems Division, Plan­
ning Department, was appointed an officer with the title of Manager on Janu­
ary 4, 1973 and assigned to the Auditing Department.

Louis J. Conroy, Manager, formerly assigned to the Service Department, 
was assigned to the Emergency Planning Department effective January 5, 1973.

Fred A. Denesevich, formerly Chief of the Wire Transfer Division, Collec­
tion Department, was appointed an officer with the title of Manager on Janu­
ary 4, 1973 and assigned to the North Jersey Regional Check Processing 
Center.

The appointment of Chester B. Feldberg as Secretary was terminated on 
January 4, 1973; his appointment as Assistant Counsel was continued.

Henry S. Fujarski, Jr., formerly Chief of the Accounting Division, Account­
ing Department, was appointed an officer with the title of Manager on Janu­
ary 4, 1973 and assigned to the Accounting Department.

Peter J. Fullen, formerly Chief of the Computer Programming and Train­
ing Division, Computer Support Department, was appointed an officer with 
the title of Manager on January 4, 1973 and assigned to the Computer Opera­
tions Department.

Ronald E. Long, Manager, formerly assigned to the Accounting Department, 
was assigned to the Service Department effective January 5, 1973.

Ernest T. Patrikis, formerly Attorney in the Legal Department, was ap­
pointed an officer with the title of Assistant Counsel on January 4, 1973.

Leopold S. Rassnick was appointed Assistant Secretary on January 4, 1973, 
continuing as Assistant Counsel.
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Sheila L. Tschinkel, formerly Chief of the Securities Analysis Division, Se­
curities Department, was appointed an officer with the title of Manager on 
January 4, 1973 and assigned to the Securities Department.

Anton S. Nissen was appointed an officer with the title of Manager effective 
February 1, 1973 and assigned to the Statistics Department. Immediately 
before his appointment, Mr. Nissen was a Senior Economist with the Board of 
Governors of the Federal Reserve System; prior to his association with the 
Board of Governors, Mr. Nissen was Chief of the Market Statistics Division, 
Statistics Department, of this Bank.

Gary S. Weintraub, formerly Special Assistant, Administrative Services, 
was appointed an officer of the Buffalo Branch with the title of Assistant Cashier 
effective February 1, 1973.

m e m b e r  o f  f e d e r a l  a d v is o r y  c o u n c il— 1973. The board of direc­
tors of this Bank selected Gabriel Hauge, Chairman of the Board of Manu­
facturers Hanover Trust Company, New York, N.Y., to serve during 1973 as 
the member of the Federal Advisory Council representing the Second Federal 
Reserve District. On the Council, Mr. Hauge succeeded David Rockefeller, 
Chairman of the Board of The Chase Manhattan Bank (National Association), 
New York, N.Y., who was this District’s member in 1972.
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Directors of the Federal Reserve Bank of New York

D IRECTO RS Term expires Dec. 31 Class Group 

D avid R o c k e f e l l e r  .........................................................................................................................................  1973 A  1
Chairman of the Board, The Chase Manhattan Bank (National Association), New York, N.Y.

N o r m a n  Br a s s l e r ..............................................................................................................................................  1974 A  2
Chairman of the Board, New Jersey Bank (National Association), Clifton, N.J.

N e w m a n  E . W a it , J r ............................................................................................................................................  1975 A  3
President, The Adirondack Trust Company, Saratoga Springs, N.Y.

M a u rice  F . G r a n v il l e  .................................................................................................................................. 1973 B 1
Chairman of the Board, Texaco Inc., New York, N.Y.

V acancy  ..................................................................................................................................................................  1974 B 2

J ack B. J a c k s o n ...................................................................................................................................................  1975 B 3
President, J. C. Penney Company, Inc., New York, N.Y.

R o s w e l l  L . G il p a t r ic , Chairman, and Federal Reserve A gen t................................................  1974 C
Partner, Cravath, Swaine & Moore, Attorneys, New York, N.Y.

F rank  R . M il l ik e n , Deputy Chairman ................................................................................................. 1975 C
President, Kennecott Copper Corporation, New York, N.Y.

A la n  P if e r  ...........................................................................................................................................................  1973 C
President, Carnegie Corporation of New York, New York, N.Y.

D IR E C T O R S — B U FFA L O  B R A N C H

R u p e r t  W a r r e n , Chairman .......................................................................................................................  1973
Former President, Trico Products Corporation, Buffalo, N.Y.

W il l ia m  B. A n d e r so n  ....................................................................................................................................  1973
President, The First National Bank of Jamestown, Jamestown, N.Y.

A n g el o  A . C o stan za  ....................................................................................................................................... 1973
President, Central Trust Company Rochester N.Y., Rochester, N.Y.

N o r m a n  F . B e a c h ..............................................................................................................................................  1974
Vice President, Eastman Kodak Company, Rochester, N.Y.

T h eo d o r e  M . M cC l u r e .................................................................................................................................. 1974
President, The Citizens National Bank and Trust Company, Wellsville, N.Y.

D on a ld  R. N e s b it t  .........................................................................................................................................  1975
Owner and operator, Silver Creek Farms, Albion, N.Y.

C la u d e  F . Sh u c h t e r  ........................................................ ..............................................................................  1975
President and Chief Executive Officer, Manufacturers and Traders Trust Company, Buffalo, N.Y.

M EM B ER  O F F E D E R A L  A D V IS O R Y  C O U N C IL ---- 1 9 7 3

G a b riel  H auge  ...................................................................................................................................................  1973
Chairman of the Board, Manufacturers Hanover Trust Company, New York, N.Y.

57

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



Officers of the Federal Reserve Bank of New York

A l f r e d  H a y e s , President 
W il l i a m  F. T r e ib e r ,  First Vice President

C h a r l es  A . C o o m b s , Senior Vice President 
R ich a rd  A . D e b s , Senior Vice President 
A la n  R . H o l m e s , Senior Vice President

R o b e r t  G . L in k , Senior Vice President 
T h o m a s  M. T im le n ,  Jr., Senior Vice President 
T h o m a s  O. W a a g e , Senior Vice President

D avid E. Bo d n e r , Vice President
W i l l i a m  H. B r a u n ,  J r ., Vice President
P e t e r  F o u se k , Vice President
G eo r g e  G arvy , Economic Adviser
E dw ard  G . G u y , Vice President 

and General Counsel
JOHN T. K e a n e , Vice President

L e o n a r d  L a p id u s , Vice President 
F r e d  W . P i d e r i t ,  Jr., Vice President 
E v e r e t t  B. P o s t ,  Vice President 
T h o m a s  C . S lo a n e ,  Vice President 
F r e d e r i c k  L . S m e d le y ,  Vice President 
P e t e r  D . S t e r n l i g h t ,  Vice President 
H . D a v id  W i l l e y ,  Vice President

J a m e s  O. A s to n ,  Assistant Vice President 
A . T h o m a s  C o m b a d e r , Assistant Vice President 
R o b e r t  L . C o o p e r ,  Assistant Vice President 
R o b e r t  J. C r o w l e y ,  Assistant Vice President 
H o w a r d  F . C ru m b , Adviser 
R ic h a r d  G . D a v is , Adviser 
K a r l  L . E g e , Assistant Vice President 
M a r t i n  F r e n c h ,  Assistant Vice President 
R a lp h  H . G e l d e r ,  Assistant Vice President 
R ic h a r d  H . H o e n ig , Assistant Vice President 
P e t e r  P . L a n g , Adviser
M a d e l in e  H . M cW h in n e y , Assistant Vice President 
P a u l  M e e k , Assistant Vice President

Ja m e s  H. O l t m a n ,  Assistant General Counsel 
S c o t t  E . P a r d e e ,  Assistant Vice President 
E d w in  R . P o w e r s ,  Assistant Vice President 
CHARLES R . P r i c h e r ,  Assistant Vice President 
A. M a r s h a l l  P u c k e t t ,  Assistant Vice President 
B e n e d ic t  R a f a n e l l o ,  Assistant Vice President 
W a l t e r  S. R u s h m o re ,  Assistant Vice President 
F r e d e r i c k  C . S c h a d r a c k ,  Jr., Adviser 
W il l i a m  M . S c h u l t z ,  Assistant Vice President 
A lo y s iu s  J. S t a n t o n ,  Assistant Vice President 
R o b e r t  C . T h o m a n , Assistant Vice President 
P h i l i p  V a n  O rm a n , Assistant Vice President 
R o b e r t  Y o u n g , Jr., Assistant General Counsel

P a u l  A ik e n ,
Manager, Computer Support Department 

B r u c e  G . A le x a n d e r ,
Manager, Personnel Department 

L eo n a rd  I. B e n n e t t s ,
Manager, Check Adjustment and 
Return Items Department

A l l e n  R . B iv e n s ,
Assistant Counsel 

J a m e s  H . Bo o t h ,
Manager, Regulations and Bank 
Analysis Department
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A r m o n d  J . Br a ig er ,
Manager, Savings Bond Department

Louis J. B r e n d e l ,
Manager, Planning Department

J o h n  C h o w a n sk y ,
Manager, Management Information Department

L o u is  J . C o n r o y ,
Manager, Emergency Planning Department

R ichard  D . C o o p e r s m it h ,
Assistant Counsel
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Officers (Continued)

E . G era ld  C o r riga n ,
Secretary

J o s e p h  R. C o y l e ,
Securities Trading Officer

F r ed  A. D e n e s e v ic h ,
Manager, North Jersey Regional 
Check Processing Center

A d a m  R . D ic k ,
Manager, Bank Relations Department

M a t t h e w  C. D r e x l e r ,
Manager, Building Operating Department

E dna  E . E h r l ic h ,
Manager, International Research Department

E u g e n e  P. E m o n d ,
Manager, Credit and Discount Department

C h e s t e r  B. F el d b e r o ,
Assistant Counsel

F r ed er ic k  L . F r e y ,
Chief Examiner

H e n r y  S. F u ja r s k i, J r .,
Manager, Accounting Department

P e t e r  J . F u l l e n ,
Manager, Computer Operations Department

M argaret L . G r e e n e ,
Manager, Foreign Department

M ic h a e l  J . H a m b u r g e r ,
Senior Economist

G era ld  H a y d en ,
Manager, Computer Planning Department

M a t t h e w  J . H o ey ,
Manager, Government Bond and 
Safekeeping Department

L e o n  R. H o l m e s ,
Manager, Cash Custody Department, and 
Manager, Collection Department

J o h n  C. H o u h o u l is ,
Manager, Payment Systems Department

W h it n e y  R. Ir w in ,
Manager, Cash Department

B ern a rd  J . J ackso n ,
Manager, Foreign Department

E dw ard  F. K ip f s t u h l ,
Manager, Foreign Banking Regulations Department

T h o m a s  P . K i p p ,
Manager, Check Processing Department

F r ed  H . K lo p s t o c k ,
Senior Economist

L e o n  K o r o b o w ,
Manager, Banking Studies Department

R o n a ld  E . L o n g ,
Manager, Service Department

A n t o n  S. N is s e n ,
Manager, Statistics Department

J o s e p h  M . O ’C o n n e l l ,
Manager, Check Processing Department

T h eo d o r e  N . O p p e n h e im e r ,
Assistant Secretary

E r n e s t  T . P a t r ik is ,
Assistant Counsel

L e o p o l d  S. R a ssn ic k ,
Assistant Counsel, and Assistant Secretary

M ary  J . R od g ers ,
Assistant Counsel

F ra n c is  H . R o h rb a c h ,
Manager, Personnel Department

E d w in  S. R o t h m a n ,
Manager, Foreign Department

H e r b e r t  H . R u e s s ,
Manager, Credit and Discount Department

Ir w in  D. Sa n d berg ,
Manager, Acceptance Department, and 
Manager, Securities Department

R a l p h  C . S c h in d l e r ,
Research Computer Officer

B e n j a m in  Sta c k h o u se ,
Manager, Bank Applications Department

R u d o l f  T h u n b e r g ,
Manager, Domestic Research Department

Sh e il a  L . T s c h in k e l ,
Manager, Securities Department

R u t h  A n n  T y l e r ,
Manager, Personnel Department

R ich a rd  V o l l k o m m e r ,
Manager, Government Bond and 
Safekeeping Department

W il l ia m  M . W a lsh ,
Manager, Research Computer Department

S t e p h e n  P . W e is ,
Manager, Security Custody Department

W il l ia m  H . W e t e n d o r f ,
Manager, Protection Department
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GEORGE C. S m it h , General Auditor 
J o h n  E . F lanagan , Assistant General Auditor 

JERRY B er k OWITZ, Manager, Auditing Department
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A n g u s  A . M acI n n e s , J r . ,  Vice President 
RONALD B. G ray , Assistant Vice President and Cashier

H arry  A. C u r t h , Jr., Assistant Cashier P e t e r  D. L u c e , Assistant Cashier
G ary  S. W e in t r a u b , Assistant Cashier

60

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



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




