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M e s s a g e  f r o m  t h e  C h a i r m a n  a n d  t h e  P r e s i d e n t

_  ------------- J

■ p  , ----------

j  ■^ . •* • ..  11 .

V  -

f x

Y  "jjk m m m m  
j  m

i. jSSSriji in*
/

/
/

*  *1 i
III  ;J 

m  > t i t . ”

Robert P. Black 
President

Leroy T. Canoles, Jr. 
Chairman of the Board

e a re  p le a s e d  to p resen t 
the 1987 A n n u a l R e p o r t  

o f th e  F ed era l R e se rv e  
B ank  o f  R ich m o n d . This y ea r  w e 
fea tu re  an  a r t ic le  o n  e le c t r o n ic  
p a ym en ts . For the past fiv e  years  
at th e  F ed era l R e se rv e  B ank  o f 
R ic h m o n d , a s p e c ia l p la n n in g  a n d  
m a n a g e m e n t unit h e a d e d  b y  First 
V ic e  P res id en t Jim m ie M o n h o llo n  
h as d ir e c t e d  d e v e lo p m e n ts  in 
e le c t r o n ic  paym en ts  fo r  th e  en tire

F ed era l R e se rv e  System . In " E le c 
tr o n ic  P aym ents in  R e tro sp e ct ,"  
S e n io r  V ic e  P resid en t B ru ce  
S u m m ers  e x a m in e s  the pa ttern  
a n d  ex ten t o f u se  o f e le c t r o n ic  
fu n d s  transfers a n d  ch arts  a c o u r s e  
fo r  th e ir  future.

T h ree  sh orter  a rt ic le s  c o m p le te  
th e  textu a l p o r t io n  o f the rep ort. 
Two— o n e  o n  fin a n c ia l s e rv ice s  
a n d  o n e  o n  s u p e rv is io n  a n d  r e g u 
la t io n — fo c u s  o n  th e  a p p lica t io n  
o f e le c t r o n ic  t e c h n o lo g y  to  B ank 
fu n ctio n s . T h e  th ird  p resen ts  a 
rev iew  o f m o n e ta ry  p o l i c y  in  1987, 
a y ea r  that h e ld  an  u n u su a l m ix 
ture o f c h a lle n g e s  fo r  System  
p o licy m a k e rs . W e h o p e  that you  
w ill fin d  the a rt ic le s  in terestin g  
a n d  in form ative .

O n  b e h a lf  o f  o u r  d ire c to rs  a n d  
staff, w e w ish  to thank y ou  fo r  the 
c o o p e r a t io n  a n d  su p p o rt  y ou  e x 
te n d e d  to us th ro u g h o u t th e  year.

C h a irm a n  o f th e  B oa rd

P resid en t
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M o n e t a r y  P o l i c y

A s 1987 b e g a n  a n d  as it 
p r o g r e s s e d , th e  F ed era l

■ R e se rv e  fa c e d  th e  c o n 
t in u in g  c h a lle n g e  o f p r o v id in g  
e n o u g h  lig u id ity  to s u p p o rt  a fifth 
y ea r  o f e c o n o m ic  e x p a n s io n  w ith 
ou t r isk in g  an  in c re a s e  in  in fla 
tion a ry  p ressu res . A s  in  o th e r  
re ce n t  years, this task w as c o m p l i 
c a te d  b y  u n ce r ta in ty  o v e r  h ow  
d e r e g u la t io n  in  b a n k in g  m arkets 
h a d  d is to r te d  re la t io n sh ip s  b e 
tw een  the m on eta ry  a g g r e g a te s  
a n d  e c o n o m ic  activ ity . B e c a u s e  o f 
this u ncerta in ty , the F ed era l O p e n  
M arket C o m m itte e  d id  n ot set an  
a n n u a l ta rget ra n g e  fo r  th e  M l 
a g g r e g a te . T h e  C o m m itte e  d id  
set a n n u a l ta rget ra n g e s  fo r  the 
b r o a d e r  M 2 a n d  M 3 a g g r e g a te s , 
b u t in  m a k in g  its m o n th -to -m o n th  
p o l i c y  d e c is io n s  it a lso  fo c u s e d

d ir e c t ly  o n  a n u m b e r  o f o th er  
in d ica to rs  in c lu d in g  in fla tion , 
e c o n o m ic  c o n d it io n s , a n d  the e x 
c h a n g e  rate.

T h ro u g h  m ost o f th e  year, the 
S ystem  s o u g h t  to  m o d e ra te  a r ise  
in  in fla tion  e x p e c ta t io n s  that was 
a p p a re n t ly  t r ig g e r e d  b y  in cre a se s  
in  c o m m o d ity  p r ic e s  a n d  d e c lin e s  
in  th e  fo r e ig n  e x c h a n g e  v a lu e  o f 
th e  d o lla r . T h e s e  e x p e c ta t io n s  in 
te n s if ie d  in  la te  sum m er, a n d  o n  
S e p te m b e r  4  the F ed era l R e se rv e  
ra ise d  th e  d is c o u n t  rate from  5!/2 
to  6 p e r c e n t  in  o r d e r  " t o  d e a l 
e ffe c t iv e ly  a n d  in  a tim ely  way 
w ith  p o te n tia l in fla tion a ry  p r e s 
su res ." T his in c r e a s e  w as th e  first 
s in c e  M a rch  1984.

Senior Vice President A1 Broaddus reports 
on economic conditions in the aftermath 
of the stock market plunge.

T h e  p r im a ry  c o n c e r n  o f p o l i c y  
sh ifted  a b ru p tly  in  O c t o b e r  f o l 
lo w in g  th e  r e c o r d  p lu n g e  in the 
s to ck  m ark et. In th e  afterm ath  o f 
th e  cra sh , th e  F ed era l R eserv e  
a ff irm e d  "its  rea d in e ss  to  serv e  
as a s o u r c e  o f  l ig u id ity  to su p p o rt  
th e  e c o n o m ic  a n d  fin a n c ia l sys
tem ," a n d  th e  f in a n c ia l system  su r
v iv e d  w ith ou t m a jo r  d is lo ca tio n s .

T h e  g o a l  o f c o n t in u e d  e x p a n s io n  
in  1987 w ith ou t a s ig n ifica n t r ise  
in  the in fla tion  rate p r o v e d  to b e  
an  a tta in a b le  on e . T h e  e c o n o m y  
g re w  at a rate o f  a b o u t  4 p e r ce n t , 
w ell a b o v e  th e  co n s e n s u s  fo re ca st . 
T h e  p r ic e  le v e l ro se  b y  a p p r o x i
m a te ly  3^2 to  4  p e r c e n t . In du stria l 
p r o d u c t io n , w h ich  h a d  b e e n  v ir 
tu a lly  flat in  1985 a n d  1986, 
c l im b e d  b y  r o u g h ly  5 p e rce n t . A s  
th e  y ea r  c a m e  to  a c lo s e , how ever, 
th ere  r e m a in e d  an  u n u su a l 
a m ou n t o f  u n ce r ta in ty  ov er  the 
c o u r s e  o f  th e  e c o n o m y  in  the 
m on th s  to  c o m e .

JAN FEB M A R  A PR  M A Y JUN JUL AUG SEP O C T  N O V  DEC

Concern over the possibility of a resurgence in inflation was especially evident in bond 
yields;  which rose sharply in the spring and again in the late summer and early fall.

3 0 - Y E A R  T R E A S U R Y  B O N D  Y I E L D
(Weekly: January 2, 1987 to December 25,1987)
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S u p e r v i s i o n  a n d  R e g u l a t i o n

I t w as n ot to o  m an y years  a g o  
that it w as c o m m o n  fo r  a 
b a n k 's  g e n e r a l b o o k s  to  b e  

k ep t o n  a h a n d -p o s te d  "B o s to n  
L e d g e r ,"  a n d  fo r  the n o is e  o f an  
e a r ly  m o d e l  p r o o f  m a c h in e  to  b e  
th e  m ost ta n g ib le  e v id e n c e  o f 
t e c h n o lo g ic a l  p ro g re ss . E xam in ers 
c o u ld  e a s ily  tra ce  the p r o g r e s s io n  
o f item s th ro u g h  fa ir ly  e le m e n ta ry  
a c c o u n t in g  system s. Today, the 
s u b d u e d  h u m  o f a c o m p u te r 's  
cen tra l p r o c e s s in g  unit is 
e v id e n c e  o f a d ra stic  c h a n g e  that 
has o c c u r r e d  in  the way b a n k s 
k e e p  u p  w ith  tran saction s .

T h e  s c o p e  o f c h a n g e  has g o n e  far 
b e y o n d  a u tom a tion  o f a c co u n ts . 
In terest rates h a ve  b e e n  d e r e g 
u la ted , n ew  s e r v ic e s  h ave  b e e n  
a d d e d , b a n k s  that w ere  o n c e  in 
d e p e n d e n t  units h ave  b e c o m e  
h o ld in g  c o m p a n y  a ffilia tes.

H ow  d o  e x a m in e rs  k e e p  a b rea st?  
T h ere  is n o  ea sy  answ er, bu t 
tw o key w ord s  a re  tra in in g  an d , 
a u tom a tion .

O n -t h e - jo b  tra in in g  rem ain s the 
fo rem ost te a ch e r , fo r  th ere  is n o  
su bstitu te  fo r  e x p e r ie n c e  g a in e d  
in  th e  fie ld . T h e  ra p id ly  c h a n g in g  
b a n k in g  e n v iron m en t o f today, 
h ow ever, n e ce ss ita te s  a c o m p r e 
h e n s iv e  a n d  form a l tra in in g  p r o 
g ra m  fo r  b o th  n ew  a n d  e x p e r i 
e n c e d  ex a m in ers .

Intensive, informal training sessions help 
novice examiners develop necessary skills.

F orm al s c h o o ls  a re  s p o n s o r e d  b y  
th e  B o a rd  o f G o v e r n o r s  a n d  th e  
F ed era l F in a n cia l Institu tions 
E xam in ation  C o u n c i l  (F F IE C ). 
G ra d u a te  s c h o o ls  o f b a n k in g  a n d  
s c h o o ls  s p o n s o r e d  b y  state b a n k 
in g  a sso c ia tio n s  a re  a lso  u s e d  e x 
ten sively . D u rin g  1987, a p p r o x i
m a te ly  th ree -fou rth s  o f the f ie ld  
e x a m in in g  fo r c e  a tte n d e d  o n e  or  
m o re  o f th ese  fo rm a l s c h o o ls , a n d  
s e n io r  p e rs o n n e l s e rv e d  as in 
s tru ctors  in  severa l. In a d d it io n , 
th e  E xa m in in g  D ep a rtm en t c o n 
d u c te d  tw o b a n k  h o ld in g  c o m p a n y  
s c h o o ls  at state b a n k in g  d e p a r t 
m en t o ff ic e s  fo r  jo in t u se  b y  
state e x a m in e rs  a n d  d ep a rtm en t 
p e rs o n n e l.

E d u ca tio n  is a lso  p r o v id e d  o n  a 
co n t in u o u s  b a sis  b y  in form a l d e 
p a rtm en ta l tra in in g  sess ion s . S u b 
je c ts  c o v e r e d  are  as d iv e rse  as

lo a n  d o cu m e n ta t io n  a n d  paren t 
h o ld in g  c o m p a n y  ca sh  flow  a n a ly 
sis, b u t la te ly  n o  s u b je c t  has b e e n  
e m p h a s iz e d  m o re  than  the u se  of 
p e rs o n a l c o m p u te rs .

N ot to o  m an y y ea rs  a g o , e x 
a m in ers  c a r r ie d  la rg e  b r ie fca s e s  
b u lg in g  w ith  w o rk p a p e rs  w h en  
they e n te r e d  a b a n k . Today, at 
least o n e  e x a m in e r  ca rr ie s  a p e r 
son a l co m p u te r . T h e  co m p u te r  is 
u s e d  to  en ter, a n a ly ze , review , an d  
ed it  data . In m an y  in sta n ces , the 
ex a m in a tio n  re p o rt  is p r in te d  on ly  
w h en  it is c o m p le t e d  a n d  rea d y  
fo r  m a ilin g .

In 1988, th e  FFIE C  w ill e n c o u r a g e  
b a n k s to  su bm it th e ir  rep orts  o f 
c o n d it io n  e le c t ro n ica lly . It is 
p o s s ib le  that e x a m in a tio n  reports  
w ill s o m e d a y  b e  sen t to ba n k s in 
th e  sa m e fa sh ion .

The personal computer is a valuable ad
junct to both field examinations and office 
analytical work.
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I

F i n a n c i a l  S e r v i c e s

Group meetings foster the exchange of ideas and information between the users of Federal 
Reserve on-line services and members of the Customer Support staff.

le c t r o n ic s  a n d  te le c o m m u n i
c a t io n  c o n t in u e  to p la y  in 
c r e a s in g ly  la rg e  ro le s  in  the 

F edera l R e se rv e 's  p ro v is io n  o f 
safe, s o u n d , a n d  e ff ic ie n t  s e r v ic e s  
that a re  r e sp o n s iv e  to  cu s to m e r  
n e e d s . In 1987, th e  thrust w as on  
im p ro v in g  th e  t e c h n o lo g y  fo r  p r o 
v id in g  o n -l in e  s e rv ice s , a n d  o n  
d e v e lo p in g  m a jo r  n ew  s e r v ic e  
o ffe r in g s .

T h e F ed era l R e se rv e  p r o v id e s  o n 
lin e  s e r v ic e s  b y  m ea n s  o f the F O X  
(F ed  O n lin e  X c h a n g e )  system , 
w h ich  transm its p a ym en ts  a n d  in 
fo rm a tion  b e tw e e n  th e  F ed era l 
R eserv e  a n d  f in a n c ia l institutions

b y  w ay o f p e rso n a l c o m p u te rs  a n d  
o rd in a ry  t e le p h o n e  lin es. A p p r o x i 
m a te ly  300  fin a n c ia l institu tions 
w ere  F O X  u sers b y  y e a r -e n d  1987. 
A n  a d d it io n a l 100 institu tions that 
cu rre n tly  u se  u n in te llig e n t te rm i
nals fo r  fu n d s  a n d  se cu r it ie s  tran s
fers w ill h a ve  c o n v e r te d  to p e r 
son a l c o m p u te r  t e c h n o lo g y  b y  
ea r ly  1988. Now, m an y  sm a ller  
institu tions ca n  jo in  th e  la rger, 
h ig h -v o lu m e  ba n k s that u se  d ire c t  
c o m p u te r -t o -c o m p u te r  c o n n e c t io n s  
to o b ta in  th e  c o n v e n ie n c e , t im e li
n ess, e ff ic ie n cy , w id e r  ra n g e  o f 
s e rv ice s , a n d  g re a te r  se cu r ity  
o ffe r e d  b y  o n -lin e  se rv ice s .

T h e  B ank 's C u s to m e r  S u p p o rt  
D ep a rtm en t h as a staff d e d ic a t e d  
to su p p o rt  u sers  o f o n - l in e  se r 
v ic e s . Its m e m b e rs  train  n ew  
u sers, an sw er g u e s t io n s , a n d  h e lp  
so lv e  p ro b le m s . T h is g r o u p  takes 
p r id e  in  b e in g  re s p o n s iv e  to u ser  
g u e s tio n s  a n d  sen s it iv e  to n ew  
s e r v ic e  n e e d s . C u s to m e r  S u p p o rt  
h o ld s  a n n u a l u ser  g r o u p  m e e t in g s  
at v a riou s  lo c a t io n s  in  the D istrict 
to g iv e  o n -lin e  u sers  the o p p o r 
tun ity  to  e x c h a n g e  id ea s , p r o v id e  
fe e d b a c k  c o n c e r n in g  s e rv ice s , 
a n d  lea rn  a b o u t fu tu re  p la n s .

A  w id e  ra n g e  o f s e r v ic e s  is a v a il
a b le  to o n -l in e  cu sto m e rs , a n d  
e a c h  s e r v ic e  w as d e v e lo p e d  w ith 
th e  h e lp  o f the fin a n c ia l institu 
tion s  th em se lv es . T h e  O p e ra t io n s  
A d v is o r y  C o m m itte e , m a d e  u p  o f 
rep resen ta tiv es  o f f in a n c ia l institu 
tion s  th ro u g h o u t th e  Fifth D istrict, 
p lays a key ro le  in  th e  d e s ig n  o f 
s e rv ice s . T h ro u g h  th e ir  c o m m e n ts  
at m e e t in g s  a n d  th e ir  p a r t ic ip a 
tion  in m arket r e se a rch  surveys, 
m e m b e rs  o f this c o m m itte e  p r o 
v id e  v a lu a b le  a id  in  id e n tify in g  
s e r v ic e  n e e d s  a n d  im p rovem en ts .

W h e th e r  it's a fu n d s  o r  s e cu r it ie s  
transfer, in fo rm a tion  re la ted  to 
c h e c k  p resen tm en t o r  ca sh  d e 
p osits  o r  o rd e rs , a c c o u n t  b a la n c e  
in g u ir ie s , o r  re p o r t  o f  tra n sa c 
tion s— it's a ll a v a ila b le  o v e r  the 
F ed era l R eserv e 's  o n - l in e  n etw ork .
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E l e c t r o n i c  P a y m e n t s  i n  R e t r o s p e c t
B ru ce  J. S um m ers

n r  h e  " ca s h le s s  a n d  c h e c k le s s ”  
s o c ie ty  has b e e n  a d o m in a n t 
th em e  in  th e  th in k in g  o f 

b a n k e rs  fo r  tw enty  years . B e c a u s e  
e le c t r o n ic  fu n d s  tran sfer (E FT) 
rep resen ts  a b re a k th ro u g h  in  the 
p a y m en t p r o c e s s , m ost d is cu s s io n s  
o f e le c t r o n ic  p a ym en ts  h a v e  d e a lt  
o n ly  w ith  e x p e c t e d  fu tu re  d e v e lo p 
m en ts. In con trast, th is a r t ic le  
fo c u s e s  o n  th e  le sson s  o f th e  past. 
T h e re  is n ow  e n o u g h  e x p e r ie n c e  
w ith  EFT to  p erm it a m e a n in g fu l 
h is to r ica l e x a m in a tio n  o f th e  u ses 
a n d  s u c c e s s e s  o f e le c t r o n ic  
p a ym en ts.

Paym ent S ystem  (C H IP S ). C H IP S  
is p r im a r ily  u s e d  fo r  d o lla r  d e 
n o m in a te d , fo r e ig n  e x c h a n g e , a n d  
in tern a tion a l tra d e  p a ym en ts . T he 
a v e ra g e  v a lu e  o f a C H IP S  p a y 
m en t is a b o u t  $3 .0  m illion .

T h e  re m a in in g  EFT system s are 
p r in c ip a l ly  c o n s u m e r  o r ie n te d . 
T hey  in c lu d e  the a u tom a ted  c le a r 
in g  h o u s e  (A C H ), a u tom a ted  te lle r  
m a c h in e  (A T M ), a n d  p o in t -o f-s a le  
(P O S ) system s. T h e  A C H  is a 
v a lu e -d a te d  m e ch a n ism ; that is, 
p a ym en ts  settle  o n e  to  tw o b u s i

n ess  days a fter they  are o r ig i 
n a ted . A C H  p a ym en ts  con sist 
p r im a rily  o f s o c ia l  se cu r ity  a n d  
sa lary  p a y m en ts , a n d  p re a u th o r 
iz e d  in su ra n ce  p rem iu m  d eb its . 
T h e  A C H  is a lso  u s e d  b y  c o r p o 
rations to c o n c e n tr a te  ca sh  b a l 
a n c e s  a n d  is b e g in n in g  to b e  u se d  
fo r  v e n d o r  p a ym en ts . In con trast 
to F ed w ire  a n d  C H IP S , the A C H  
is p r im a r ily  a sm a ll-d o lla r  m e c h a 
nism . T h e  a v e ra g e  va lu e  o f an 
A C H  p a y m en t is a b o u t $3 ,300 , 
a n d  o v e r  80  p e r c e n t  o f all A C H  
p a ym en ts  h a v e  a v a lu e  o f $1 ,000  
o r  less.

Electronic Payments Overview

B e fo re  c o n d u c t in g  this e x a m in a 
tion , it is u se fu l to rev iew  the 
ty p e s  o f e le c t r o n ic  p a ym en ts  that 
a re  cu rre n tly  in  use. T h e  o ld e s t  
a n d  m ost m ature  EFT system  is 
Fedw ire, th e  F ed era l R eserv e 's  
la r g e -d o l la r  fu n d s tran sfer s e rv ice . 
F ed w ire  is u s e d  fo r  t im e -c r it ica l 
p a ym en ts , lik e  in te rb a n k  p u r 
ch a s e s  a n d  sa les  o f ov e rn ig h t 
fu n d s , rea l estate  c lo s in g s , a n d  so 
forth . T h e  a v e ra g e  v a lu e  o f a F e d 
w ire  p a y m en t is a b o u t $ 2 .6  m il
lio n . T h e  N ew  York C le a r in g  
H o u se  A s s o c ia t io n  a lso  o p e ra te s  a 
la r g e -d o l la r  fu n d s  tran sfer system  
c a l le d  C le a r in g  H o u se  In terb a n k

Senior Vice President Bruce J. Summers explains a proposed innovation in Federal 
Beserve electronic payments to First Vice President Jimmie B. Monhollon.
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A TM  n etw ork s a re  p r im a r ily  u s e d  
fo r  ca sh  w ithdraw als. T h e  a v e ra g e  
A TM  tra n sa ction  is v e ry  sm all, 
a b ou t $40  p e r  tra n sa ction . A TM  
n etw orks p r o c e s s  th e  h ig h e s t  v o l 
u m e  o f a ll EFT system s. P O S  sys
tem s p erm it c o n s u m e rs  to p a y  for  
p u rch a se s  th ro u g h  d ir e c t  d e b its  to 
th eir  a c c o u n ts . L ik e  A T M  tra n sa c 
tions, P O S  tra n sa ction s  a re  sm all- 
d o lla r  p a ym en ts , a v e r a g in g  a b o u t 
$25 p e r  tra n sa ction . S o m e  P O S  
system s are  o n -lin e , rea l-t im e  sys
tem s that tran sfer fu n d s  to  th e  
m erch a n t im m ed ia te ly . O th e r  sys
tem s a re  o ff - l in e  a n d  u se  th e  A C H  
for  c le a r in g . C u rren tly , P O S  sys
tem s are  u s e d  p re d o m in a n tly  b y
o il c o m p a n ie s , g r o c e r y  ch a in s , 
a n d  c o n v e n ie n c e  stores. A b o u t  66 
m illion  tra n sa ction s  w ere  p r o 
c e s s e d  in  1987.

C o m b in e d , th ese  e le c t r o n ic  
p a y m en t m e ch a n ism s  a c 
c o u n t  fo r  o n ly  1.2 p e r c e n t  

o f the n a tion 's  tota l n o n ca s h  
pa ym en ts .1 T hus, in  term s o f m ar
ket share, EFT h as n ot fu lf ille d  e x 
p e c ta tio n s  that it w o u ld  b e c o m e  
th e  w id e ly  a c c e p t e d  su bstitu te  for  
p a p e r  c h e c k s . Further, EFT v o l
u m e grow th  rates a p p e a r  to b e  
d e c lin in g , w ith  th e  e x c e p t io n  o f 
P O S , w h ich  is a v e ry  y o u n g  ser 
v ic e  w ith  m an y  a p p lic a t io n s  c o n 
s id e re d  p ilo t  p r o je c t s . In p a r 
ticu lar, as sh ow n  o n  the ch a rt, 
A C H  v o lu m e  g row th  has b e e n  
s low in g  s in c e  1980. In trad ition a l

1 Allen N. Berger, "The Economics of Elec
tronic Funds Transfer," Board of Governors of
the Federal Reserve System, October 2, 1985.
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The annual rate of growth in total A C H  volume processed by both the Federal 
Beserve and private operators averaged 25.5 percent in the late 1970s, then slowed 
to 19.7 percent over the next six years.

m o d e ls  o f th e  life  c y c le  o f a s e r 
v ic e , th is s ig n a ls  a m ature s ta g e  
that fo llow s  th e  low -grow th  start
u p  p e r io d  a n d  th e  " t a k e -o f f"  p e r i 
o d  o f a c c e le r a t in g  grow th . T h e  
s u g g e s t io n  o f  m aturity  fo r  the 
A C H  c o m e s  as a su rp rise , b e 
c a u s e  th e  A C H  is ty p ic a lly  v ie w e d  
as an  in fant system  o n  the th resh 
o ld  o f a c c e le r a t in g  g row th  a n d  
th e  m ost lik e ly  substitu te  fo r  th e  
c h e c k .

W h y  has the o b je c t iv e  o f s ig n if i 
ca n tly  in c r e a s in g  th e  e f f ic ie n c y  o f 
th e  p a y m en t system  b y  c o n v e r t in g  
from  c h e c k s  to  e le c t r o n ic  p a y 
m en ts n ot b e e n  m et?

Lessons from the EFT 
Experience

T h e  re ce n t  h is to ry  o f EFT revea ls  
fo u r  le sson s  that h e lp  e x p la in  the

s u c c e s s e s  a n d  fa ilu res  o f e l e c 
tr o n ic  p aym en ts.

Lesson 1: E FT  Is  N o t C h a lle n g in g  

a  S ta tic  C h e ck  System

It is im p orta n t to  u n d e rs ta n d  the 
o v e ra ll p a y m en t system  a n d  h ow  it 
a ffe c ts  EFT u sa g e . In p a rticu la r , it 
m ust b e  r e c o g n iz e d  that th e  c h e c k  
system  is itself c h a n g in g . T h e  
co s ts  o f  h a n d lin g  c h e c k s  a re  p r o b 
a b ly  fa llin g , s e r v ic e  is im p ro v in g , 
a n d  c o n s e g u e n t ly  th e  u sers  o f 
c h e c k s  are  p r o b a b ly  m ore , n ot 
less , sa tisfied .

C o n g r e s s  has re ce n t ly  p a s s e d  
le g is la t io n  that re g u ire s  fu rth er 
im p rovem en ts  in  th e  c h e c k  sys
tem . T h e  C o m p e tit iv e  E gu a lity  
B a n k in g  A c t  o f 1987 m a n d a tes  im 
p r o v e d  fu n d s  a v a ila b ility  fo r  d e 
p o s ito rs  o f c h e c k s . T h e  p r o c e s s
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le a d in g  to  th is le g is la t io n  has 
a lre a d y  re su lte d  in  m a jo r  e ffo rts  
o n  th e  p art o f th e  industry , in 
c lu d in g  th e  F ed era l R e se rv e  a n d  
d e p o s ito r y  in stitu tions, to  im p ro v e  
th e  c h e c k  retu rn  item  p r o c e s s .

Im p rov em en ts  in  th e  c h e c k  sys
tem  w ill c h a l le n g e  e le c t r o n ic  p a y 
m en t su bstitu tes  to  p r o v id e  b e tte r  
a n d  m o re  e ff ic ie n t  s e r v ic e  to  e n 
c o u r a g e  a m a rk e t-b a s e d  c o n v e r 
s ion  from  th e  c h e c k . O v e r  th e  
lo n g  run , h ow ever, im p ro v e d  
fu n d s  a v a ila b ility  w ill e n c o u r a g e  
g re a te r  u se  o f  EFT b e c a u s e , as 
d e s c r ib e d  b e lo w , th e  w riters o f 
c h e c k s  stan d  to  lo s e  so m e  o f the 
"b e n e f i t s "  o f c h e c k  float.

Lesson 2 : R e d u c tio n  in  C h e ck  

F lo a t Is  a  P re re q u is ite  to 

E FT  G row th

T h e sa v in g s  from  u s in g  EFT in 
p la c e  o f c h e c k s  p ro m is e  to  b e  s ig 
n ifica n t. For e x a m p le , a r e ce n t  
stu d y  h as sh ow n  that th e  c o s t  o f 
A C H  d ir e c t  d e p o s its  m a d e  b y  the 
U. S. g o v e rn m e n t  is s ig n ifica n tly  
less th an  th e  co s t  o f  m a k in g  th e  
sam e p a y m en ts  b y  c h e c k . But, th e  
loss  o f th e  floa t b e n e fit  to  the 
U. S. g o v e rn m e n t  from  u s in g  the 
A C H  fo r  sa la ry  a n d  b e n e fit  p a y 
m en ts m o re  th an  o ffse ts  th e  rea l 
r e s o u r c e  sa v in g s  (lo w e r  co s t )  o f 
u s in g  A C H .2

2 W illiam  C. Dudley, A Comparison of Direct 
Deposit and Check Payment Costs, Staff 
Studies 141, Board of Governors of the Federal 
Reserve System, November 1984.

Total c h e c k  c o l l e c t io n  floa t has 
d e c l in e d  in r e c e n t  years , e s p e 
c ia l ly  s in c e  th e  M o n e ta ry  C o n tro l 
A ct  o f  1980 r e g u ir e d  th e  F ed era l 
R e se rv e  to e lim in a te  o r  p r ic e  all 
floa t in  its p a y m e n t o p e ra tio n s . 
D a ily  a v e ra g e  F ed era l R e se rv e  
c h e c k  c o l l e c t io n  floa t has b e e n  
r e d u c e d  from  a p e a k  o f a p p r o x 
im a te ly  $ 6 .0  b i l l io n  in  1979 to 
a b o u t  $700  m illio n  to  $800  m illio n  
today. T his r e d u c t io n  is n ot su ffi
c ie n t  in -a n d -o f - it s e lf  to  c h a n g e  
b e h a v io ra l p a ttern s , h ow ever, b e 
c a u s e  an  e s t im a te d  $183  b il l io n  in 
c h e c k  p r o c e s s in g  a n d  m ail floa t 
still ex ists  in  th e  rest o f the c h e c k  
system .3

T h e  F ed era l R e s e rv e  h as e x a m in e d  
the p o s s ib ility  o f  sh ift in g  th e  co s t  
o f at least p art o f th e  floa t a r is in g  
in  th e  c h e c k  c o l l e c t io n  p r o c e s s  to 
th e  p a y o r  b a n k , that is, the in sti
tu tion  (a n d  b y  e x te n s io n  th e  in d i
v id u a l c h e c k  w riter ) b e n e fit in g  
from  c h e c k  floa t. A c c o r d in g  to  th e  
U n ifo rm  C o m m e r c ia l  C o d e  (U C C ) 
a n d  its in te rp re ta tion  b y  th e  
co u rts , h ow ever, c o l l e c t in g  in sti
tu tions, in c lu d in g  F ed era l R e se rv e  
B anks, a re  p r o v id in g  s e r v ic e s  to 
the c o l l e c t in g  p a rty  a n d  h a v e  n o  
r ig h t to  assess  c h a r g e s  to  the 
payor. T hus, s o u n d  e c o n o m ic  
a rg u m en ts  n o tw ith sta n d in g , the 
cu rre n t le g a l fra m ew ork  a p p a r 
en tly  d o e s  n ot p erm it a r e d is tr ib u 
tion  o f  floa t c o s t  to  th e  p a rty  m a k 

3 W illiam  C. Dudley, "The Tug-ofWar Over 
Float," Morgan Guaranty Survey, December 
1983, pp. 11-14.

in g  th e  d e c is io n  to  u se  c h e c k s . 
A b s e n t  a c h a n g e  in  the le g a l  e n 
v iro n m e n t, th ere  w ill c o n t in u e  to 
b e  a s tron g  d is in ce n t iv e  fo r  c o n 
v e r t in g  to EFT d u e  to th e  floa t 
b e n e fit  from  w ritin g  c h e c k s .

Lesson 3: C o n su m e r H ab its  

F avo r the  Use o f C heck s

Few u sers  a re  a c t iv e ly  s e e k in g  
n ew  p a y m en t s e r v ic e s  to su b sti
tu te fo r  the c h e c k . In d iv id u a ls  a re  
n ot; fo r  th em  th e  p a p e r  c h e c k  
v e ry  ta n g ib ly  rep resen ts  e a r n in g  
p o w e r  a n d  w ea lth . For in d iv id u a ls  
a n d  b u s in e sse s , c h e c k s  a lso  satisfy  
th e  n e e d  to  c o n tro l a n d  a c c o u n t  
fo r  tra n sa ction s  in  a m a n n er  that 
is co n s is te n t  w ith  tra d ition a l a c 
c o u n t in g  a n d  b o o k k e e p in g  
p r a c t ic e s .

o m e  b u s in e ss  a n d  g o v e r n 
m en ta l en tities , h ow ever, 
h a v e  a c t iv e ly  so u g h t ou t n ew  

p a y m en t m eth od s . T h e  g rea t r e li 
a n c e  n ow  p la c e d  o n  fu n d s tran sfer 
system s to  su p p o rt  m on ey  m ark et 
a ct iv ity  is a p ro m in e n t e x a m p le . 
O n ly  " im m e d ia te "  w ire  tran sfer 
system s h a ve  th e  s p e e d  a n d  a u to 
m a tion  to  su p p o rt  the in c r e a s in g ly  
a c t iv e  p a c e  o f tra d in g , e s p e c ia l ly  
in  n a tion a l a n d  in tern a tion a l 
m ark ets . In a d d it io n , EFT is b e in g  
e n c o u r a g e d  fo r  c o r p o r a te  p a y 
m en ts as an  e x te n s io n  o f e ffo r ts  to 
a u tom a te  m a n u fa c tu r in g  a n d  in 
v e n to ry  m a n a g e m e n t. T h e  a u to 
m a tion  o f c o r p o r a te  b ill p a y in g  
is b e in g  " p u l le d  a lo n g "  as p art o f 
th e  m u c h  la rg e r  m ov em en t tow ard
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total a u tom a tion . T h is  e x te rn a l 
m om en tu m  a p p e a rs  to  b e  g rea t 
e n o u g h  fo r  c o m p a n ie s  to  seek  
ways to  n e g o t ia te  th e  lo ss  o f floa t 
b en e fits  that cu rre n t ly  ex ist in  th e  
c h e c k  system . T hus, u se  o f n ew  
p a y m en t m e th o d s  a p p e a r s  to  d e 
p e n d  in  p art o n  th e  a c c e p t a n c e  
b y  co r p o r a t io n s  a n d  in d iv id u a ls  o f 
n ew  t e c h n o lo g y  in  th e  ov era ll 
m a n a g e m e n t o f th e ir  a ffa irs.

Lesson 4: C o m p le x ity  a n d  L ack  

o f S tan d a rd s  In h ib it  the  Use 

o f E FT

S evera l s p e c ia l iz e d  e le c t r o n ic  p a y 
m en t n etw ork s h a v e  b e e n  d e 
v e lo p e d  to  m eet th e  re g u ire m e n ts  
o f p a rticu la r  m ark et se g m e n ts . A  
ce r ta in  a m ou n t o f s p e c ia liz a t io n , 
fo l lo w in g  th e  n atura l d if fe r e n c e s  
in  b u s in ess  re g u ire m e n ts  fo r  v a r i
ou s  e le c t r o n ic  p a y m en t a p p l i c a 
tions, m a k es  sen se . For e x a m p le , 
w ire  tran sfer system s that se rv e  
th e  m o n e y  m arkets, s u ch  as F ed - 
w ire  a n d  C H IP S , m e e t  v e ry  d i f 
feren t n e e d s  than  d o  A T M  a n d  
P O S  system s that p r o v id e  a lter 
n atives to u s in g  ca sh  a n d  c h e c k s  
fo r  p u rch a se s  o f re la tiv e ly  sm all 
va lue. T h e  cu rre n t s p e c ia liz a t io n  
a m o n g  EFT n etw ork s b a s e d  o n  
d if fe r e n c e s  in  b u s in e ss  r e g u ir e 
m ents h as n ot c r e a te d  u n d u e  c o m 
p le x ity  fo r  d e p o s ito r y  institu tions 
o r  e n d  u sers . O n  th e  con tra ry , a 
c o n c e r n  w ith  c o m p le x ity  has 
a risen  as a resu lt o f  th e  la ck  o f 
sp e c ia liz a t io n .

h e  c o m p le x ity  o f th e  EFT 
p r o c e s s  h as b e c o m e  an  issu eI

J k  in  th e  c a s e  o f th e  A C H , 
w h ich  h a s  b e c o m e  a g e n e r a l p u r 
p o s e  system  s u p p o r t in g  b o th  c o r 
p o ra te  a n d  c o n s u m e r  transfers. 
C o r p o r a t io n s  a c t iv e ly  in v o lv e d  in  
b o th  c o r p o r a t e  a n d  c o n s u m e r  
tra n sa ction s  h a v e  b e c o m e  c o n 
c e r n e d  that th e  A C H  is o v e r ly  
c o m p le x  as a resu lt o f its b e in g  
m o d if ie d  to  s u p p o rt  m an y d if fe r 
en t ty p e s  o f  a p p lic a t io n s . For e x 
a m p le , a r e c e n t  su rvey  o f c o r p o 
rate ca s h  m a n a g e rs  fo u n d  that 
o v e r  tw o -th ird s  o f th e se  k n ow l
e d g e a b le  in d iv id u a ls  fin d  th e  d i 
versity  o f a p p lic a t io n s  fo r  w h ich  
the A C H  is u s e d  to  b e  so  d a u n t
in g  that they  ca n  n o  lo n g e r  r e a d 
ily  d if fe re n tia te  a m o n g  th e m .4

Prescriptions ior the Future

T h ese  fo u r  le sso n s  s u g g e s t  the 
e le m e n ts  o f a p la n  fo r  m a n a g in g  
th e  fu tu re  o f e le c t r o n ic  paym en ts. 
Four p r e s c r ip t io n s  a re  o ffe re d .

P re sc rip tio n  1: R ev ise  E x p e c ta 

tions  fo r E FT  to R e fle c t In s ti

tu tio n a l a n d  M a rk e t R e a litie s

M ark et sh are  s h o u ld  b e  a c c o r d e d  
less im p o r ta n c e  as a m ea su re  o f 
s u c c e s s  a n d  e x p e c ta t io n s  fo r  th e  
c o n v e r s io n  to  EFT s h o u ld  b e  r e 
v is e d  d o w n w a rd .5 T yp ica lly , th e

4 Steven F. Maier and Larry A. Marks, 
"Applications and Models: Cash Managers'
Use of ACH ," Journal of Cash Management, 
September/October 1986, pp. 46-48.

5 Jimmie R. M onhollon and Bruce J. Summers, 
"The Role of the Federal Reserve in the Elec
tronic Payments Evolution," Journal of Cash 
Management, May/June 1987, pp. 23-26.

m e a su re  o f  s u c c e s s  fo r  e le c t r o n ic  
p a y m en ts  is r e la te d  to  th e  o n e -  
fo r -o n e  d is p la c e m e n t  o f c h e c k s  b y  
e le c t r o n ic  tran sfers. It is u n r e a s o n 
a b le , h ow ever, to  e x p e c t  a la r g e -  
s c a le  c o n v e r s io n  from  c h e c k s  to  
e le c t r o n ic  tran sfers w h e n  in stitu 
t io n a l a n d  b e h a v io ra l fa cto rs  
c r e a te  a b ia s  in  fa v or  o f e x is t in g  
p a y m en t m e th o d s . F loat in ce n tiv e s  
that fa v or  c h e c k s , as w ell as c o n 
su m er h ab its , s h o u ld  b e  r e c o g 
n iz e d  as h a v in g  an  im p orta n t in 
f lu e n c e  o n  th e  o v era ll rate o f a c 
c e p t a n c e  o f e le c t r o n ic  p a ym en ts .

A s  an  a ltern a tiv e  to  m arket share, 
a m o re  s p e c i f ic  m ea su re  o f th e  
c o n tr ib u t io n  o f EFT to th e  p a y 
m en t p r o c e s s  s h o u ld  b e  a d o p te d . 
EFT a p p lic a t io n s  that o ffe r  e n 
h a n c e d  s e r v ic e  o r  g re a te r  e f f i 
c ie n c y  s h o u ld  b e  in d iv id u a lly  

c a t a lo g u e d  a n d  a ssessed , ta k in g  
in to  a c c o u n t  an y  in stitu tion a l d is 
in ce n t iv e s  that m ust b e  o v e r c o m e . 
V ie w e d  in  this ligh t, the c u m u la 
tive  e v id e n c e  o f e x p e r ie n c e s , su ch  
as A C H  d ir e c t  d e p o s it , c o r p o r a te  
ca sh  c o n c e n tr a t io n , a n d  m o n e y  
m ark et tra n sa ction s , p a in ts  a m o re  
p o s it iv e  p ic tu r e  o f  EFT as a s u c 
c e s s fu l c o n tr ib u to r  to the p a y m en t 
p r o c e s s .

P re sc rip tio n  2 : Stress In s titu tio n a l 

C h a n g e  to E n co u rag e  E FT

In stitu tion a l c h a n g e s  that e l im i
n a te  a rt ific ia l b a rr ie rs  are a 
n e c e s s a r y  p re re g u is ite  to the 
b r o a d -b a s e d  a c c e p t a n c e  o f EFT.
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E lectronic Paym ents in R etrospect

In p a rticu la r , law s a n d  re g u la tio n s  
sh o u ld  b e  e x a m in e d  to  d e te rm in e  
if c h a n g e s  c a n  b e  m a d e  to p erm it 
c h a r g in g  floa t co s ts  to  c h e c k  
w riters. B e c a u s e  c h e c k  w riters 
c o n tro l h ow  p a y m en ts  a re  in iti
a ted , c h a r g in g  th em  at least part 
o f the c o s t  o f c h e c k  floa t w o u ld  
r e d u c e  w hat is p r o b a b ly  the s in g le  
m ost s ig n ifica n t  institu tiona l b a r 
rier  to  u se  o f EFT.

P re sc rip tio n  3: S im p lify  EFT

If m a rk e tp la ce  co m p la in ts  a b o u t 
c o m p le x ity  a re  a g a u g e , th en  " im 
m e d ia te "  w ire  tran sfer system s 
a p p e a r  to  b e  d o in g  th e ir  jo b  r e a 

s o n a b ly  w ell. Further, the o r ig in a l 
A C H  stru ctu re  u s e d  fo r  reta il a p 
p lic a t io n s  a lso  a p p e a rs  to m eet 
b a s ic  u ser  reg u irem en ts . T oday 's 
c o n c e r n  is c e n te r e d  a ro u n d  the 
s u p p o rt  p r o v id e d  in the A C H  fo r  
n ew  c o r p o r a te  trad e  paym en ts.

T h e  A C H  cu rren tly  su p p orts  
a w id e  ra n g e  o f p a ym en t a p 

p lica t io n s , in c lu d in g  sa lary  
a n d  p re a u th o r iz e d  d e b it  tra n sa c 
tion s  that r e g u ire  little e x p la n a 
tory  in fo rm a tion  a n d  v e n d o r  p a y 
m en ts that m ust fre g u e n tly  s u p 
p o rt  e x te n s iv e  am ou n ts o f in fo r 
m a tion  re la tin g  to  th e  u n d e r ly in g

tra n sa ctio n . T h e  A C H  d e s ig n  
s h o u ld  b e  fu n d a m e n ta lly  re v ie w e d  
to  d e te r m in e  if th e  c o m p le x ity  that 
a r ises  b y  c o m b in in g  w id e ly  d if fe r 
in g  p a y m en ts  in  o n e  system  c a n  
b e  r e d u c e d .

E fforts to  s im p lify  th e  A C H  s h o u ld  
tak e  in to  a c c o u n t  th e  p o s s ib ility  
that th e  n ew  c o r p o r a te  tra d e  p a y 
m en t a p p lic a t io n s  m ig h t b e s t  b e  
s u p p o r te d  in  a system  sep a ra te  
from  that d e s ig n e d  a n d  u s e d  fo r  
s im p le r  c o n s u m e r  a n d  c o m m e r c ia l  
tra n sa ction s . S e p a ra t io n  o f p a y 
m en t system s m ay b e  a w ay to 
s im p lify  s e r v ic e s  fo r  d iffe re n t 
c a t e g o r ie s  o f u sers . S u ch  s e p a r a 
t ion  m ig h t take th e  fo rm  o f an  e n 
t ire ly  d is t in ct set o f  form ats  a n d  
o p e r a t in g  ru les  fo r  h ig h ly  s p e c ia l 
iz e d  ty p e s  o f p a y m en ts . It is a lso  
p o s s ib le  that s o p h is t ic a te d  c o r p o 
rate tra d e  p a y m en t a p p lic a t io n s  
m ay b e  h a n d le d  o n ly  b y  a su b set 
o f d e p o s it o r y  in stitu tions, rather 
th an  b e c o m in g  a "u n iv e rs a l s e r 
v i c e "  lik e  A C H .

P re sc rip tio n  4: S tress P roven  EFT  

A p p lic a tio n s

If o n e  a c c e p ts  th e  p re s c r ip t io n s  
fo r  p r o m o t in g  p a y m en t system  
e f f ic ie n c y  c e n te r in g  a r o u n d  r e 
v is e d  e x p e c ta t io n s  fo r  EFT c o m 
b in e d  w ith  m a jo r  in stitu tion a l a n d  
stru ctu ra l c h a n g e s , th en  c le a r ly  
m u c h  w ork  is r e g u ir e d . T h e  p r o 
c e s s  o f  e f fe c t in g  in stitu tion a l 
c h a n g e  c o u ld  take years . In the 
m ea n tim e , h ow  s h o u ld  in vestm ent 
in  EFT b e  m a n a g e d  to  m a x im iz e  
e c o n o m ic  retu rn s?

The Federal Reserve's nationwide computer and communications network uses state- 
of-the-art technology to process ACH  and Fedwire transactions.
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E lectron ic Paym ents in R etrospect

A  shift in  e m p h a s is  aw ay from  
" e x o t i c "  A C H  a p p lic a t io n s

■ to  p ro v e n  u se s  w o u ld  p e r 
m it a c o n t in u e d  co m m itm e n t to 
EFT that is co n s is te n t  w ith  so u n d  
b u s in e s s  strategy. For e x a m p le , 
b a s e d  o n  F ed era l R e s e rv e  esti
m ates, th ere  is still a v e ry  la rg e  

u n ta p p e d  m ark et fo r  p re a u th o r 
iz e d  p a y m en ts  a n d  d ir e c t  d e p o s it  
A C H  s e r v ic e s , w h ic h  re p re s e n te d  
th e  o r ig in a l re a so n  fo r  d e v e lo p in g  
th e  A C H . It is e s t im a te d  that o n ly  
10 to  12 p e r c e n t  o f a ll in su ra n ce  
p re m iu m s a n d  6 to  8  p e r c e n t  o f 

a ll p a y ro lls  a re  m a d e  u s in g  the 
A C H . T h e  o b je c t iv e  o f in c r e a s in g  

th e  e f f ic ie n c y  o f th e  p a y m en t 
system  b y  c o n v e r t in g  from  c h e c k s

to EFT c a n  still b e s t  b e  m et b y  
fo c u s in g  EFT m a rk e tin g  e fforts  on  
p rov en  a p p lic a t io n s  w h o s e  fu ll 
p o ten tia l rem a in s  u n ta p p e d .

Conclusion

W h e n  m e a su re d  u s in g  th e  tra d i
tiona l c o n c e p t  o f  m ark et share, 
g row th  in  e le c t r o n ic  p a ym en ts  has 
resu lted  in  u n fu lfi lle d  e x p e c t a 
tions. Yet, th e  r e c e n t  h is tory  o f 
EFT show s that in stitu tiona l c o n d i 
tions are la rg e ly  r e s p o n s ib le  fo r  
p re v e n tin g  a b r o a d -b a s e d  c o n v e r 
sion  from  th e  c h e c k . In a d d it io n  
to institu tional d is in ce n tiv e s , EFT 
grow th  has b e e n  hurt in  th e  1980s 
b e c a u s e  o f a shift in  m a rk etin g  
fo c u s  away from  tra d ition a l p a y 
m ent m arkets to  e x o t ic  n ew  m a r
kets. Further, b y  m ix in g  s im p le  
A C H  a p p lica t io n s  w ith  sop h is t i
ca te d  c o r p o r a te  tra d e  a p p lica t io n s  
in o n e  system , th e  EFT p r o c e s s  
has b e c o m e  m o re  c o m p le x .

T h e  o b je c t iv e  o f e n c o u r a g in g  a 
m o re  e ff ic ie n t  p a y m en t system  c a n  
b e s t  b e  m et b y  r e ly in g  o n  the 
m ark et p r o c e s s . T h e  fu ture o f EFT 
d e p e n d s  o n  in stitu tiona l c h a n g e s  
to  p r o v id e  m a rk e t-b a se d  e c o n o m ic  
in ce n t iv e s  fo r  u s in g  b e tte r  p a y 
m en t te c h n ig u e s , e s p e c ia l ly  
c h a n g e s  in  h ow  floa t costs  are 
b o r n e . For now , in vestm en t in  a n d  
p r o m o t io n  o f EFT s h o u ld  b e  r e 
fo c u s e d  o n  p ro v e n  m arkets that 
o ffe r  th e  g rea test p o ten tia l fo r  
v o lu m e  grow th  w ith  th e  least 
c o m p le x ity .

T his a p p r o a c h  w ill resu lt in  m o re  
rea lis tic  e x p e c ta t io n s  fo r  EFT 
grow th  a n d  a m o re  o r d e r ly  e v o 
lu tion  to  e le c t r o n ic  paym en ts.
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Norfolk, Virginia

DEPUTY CHAIRMAN 
R o b e r t  A .  G e o r g in e
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Trades Department 
AFL-CIO 
Washington, D.C.

R o b e r t  F . B a r o n n e r
Chairman of the Board and 

Chief Executive Officer 
One Valley Bank, N.A.
President and Chief Executive Officer 
One Valley Bancorp 

of West Virginia, Inc.
Charleston, West Virginia

T h o m a s  B . C o o k e r ly
President 
Broadcast Division 
Allbritton Communications 
Washington, D.C.

E d w a r d  H .  C o v e l l
President
The Covell Company 
Easton, Maryland

C h e s t e r  A .  D u k e
President and Chief Executive Officer 
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Marion, South Carolina
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Chairman of the Board and 

Chief Executive Officer 
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Chairman of the Board and 

Chief Executive Officer 
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Chairman of the Board and President 
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Washington, D.C.

H a n n e  M e r r im a n
Washington, D.C.

R IC H M O N D

First row: Floyd D. Gottwald, Jr.; Leroy T. Canoles, Jr.; Robert A. Georgine; 
Hanne Merriman. Second row: Thomas B. Cookerly; Edward H. Covell. 
Third row: Robert F. Baronner; Chester A. Duke; K. Donald Menefee.

FEDERAL A D V IS O R Y  C O U N C IL  M EMBER

J o h n  G .  M e d l in ,  J r .
Chairman, President, and 

Chief Executive Officer 
First Wachovia Corporation 
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Chairman of the Board 
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Charles W. Hoff III
President and Chief Executive Officer 
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Frederick, Maryland

loseph W. Mosmiller
Chairman of the Board
Loyola Federal Savings and Loan Association 
Baltimore, Maryland

Thomas R. Shelton
President 
Case Foods, Inc.
Salisbury, Maryland

C H A R L O T T E

CHAIRMAN 
Wallace I. lorgenson
President
Jefferson-Pilot Communications Company 
Charlotte, North Carolina

G. Alex Bernhardt
President
Bernhardt Industries, Inc.
Lenoir, North Carolina
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Orangeburg National Bank 
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Resigned from the Board in September after being 
transferred out of the District.

(Top Above) Seated: Charles W. Hoff III; H. Grant Hathaway; John R. 
Hardesty, Jr. Standing: Joseph W. Mosmiller; Thomas R. Shelton. 
(Bottom Above) Gloria L. Johnson; Raymond V. Haysbert, Sr.; Senior 
Vice President Robert D. McTeer, Jr.

Seated: G. Alex Bernhardt; Wallace J. Jorgenson; James G. Lindley; 
Senior Vice President Albert D. Tinkelenberg. Standing: John A. Hardin; 
James E. Bostic, Jr.; J. Donald Collier; James M. Culberson, Jr.
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Merrifield, Virginia
lames D. King 
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Senior Vice President
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Executive Vice President 
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Baltimore, Maryland
James V. McAveney
Senior Vice President
Financial Services Division
Loyola Federal Savings and Loan Association
Baltimore, Maryland

Philip S. Chenault 
Vice President
Virginia Credit Union League 
Lynchburg, Virginia

John J. Morales 
Executive Vice President 
Andrews Federal Credit Union 
Suitland, Maryland

Richard T. Clarke 
Vice President
American Security Bank, N.A. 
Washington, D.C.

H. Jerry Shearer
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Columbia, South Carolina
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Executive Vice President and Cashier 
The Charleston National Bank 
Charleston, West Virginia

John J. Sponski 
Group Executive Officer 
Sovran Bank, N.A. 
Norfolk, Virginia

Edward J. Cunningham 
Senior Vice President
Central Carolina Bank and Trust Company, N.A. 
Durham, North Carolina

Rita A. Smith 
Executive Vice President 
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Charleston, West Virginia

John P. Danahy 
Vice President
The National Bank of Washington 
Washington, D.C.

Loring E. Tilton 
Senior Vice President
Columbia First Federal Savings & Loan Association 
Washington, D.C.
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Baltimore, Maryland
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President
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Rick A. Wieczorek 
President
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Washington, D.C.
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Vice President
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Senior Vice President
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Michael T. Wilson
Chief Executive Officer and Executive Vice President 
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S m a ll B u s in e s s  

a n d  A g r ic u ltu r e  

A d v is o r y  C o u n c il

Chairman 
Leon A. Dunn, Jr.
Chairman and President 
Guardian Corporation 
Rocky Mount, North Carolina
Vice Chairman 
Julia M. Walsh 
Managing Director
Julia M. Walsh & Sons/Tucker Anthony 
Washington, D.C.
Watts Auman 
Manager 
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Dickie S. Carter
President and Chief Executive Officer 
Urban Service Systems Corporation 
Washington, D.C.
Michael Clark 
President
Clark Insurance Services Company, Inc. 
Richmond, Virginia
E. Allen Fisher
Secretary-Treasurer
West Virginia State Building and

Construction Trades Council, AFL-CIO 
Charleston, West Virginia
Cecil H. Gannon 
President
Cecil H. Gannon & Sons, Inc.
Easton, Maryland
Daniel P. Henson III 
Senior Developer 
Struever Brothers, Eccles & Rouse 
Baltimore, Maryland
Charles H. James II 
President
C. H. James & Co.
Charleston, West Virginia
William E. Masters 
President 
Perception, Inc.
Easley, South Carolina
Charles O. Strickler 
President
Rocco Enterprises; Inc.
Harrisonburg, Virginia
Julian D. Wiles, Sr.
President
J. D. Wiles Farms, Inc.
Fort Motte, South Carolina
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C o m p a r a t i v e  F i n a n c i a l  S t a t e m e n t s

C O N D I T I O N

A s s e ts :

G o ld  certificate account
S pecia l Draw ing Rights certificate account
C oin
Loans to depository  institutions 
Federal ag en cy  obligations 
U. S. governm ent securities:

D e c e m b e r  3 1 ,  1 9 8 7  D e c e m b e r  3 1 , 1 9 8 6

933.000.000.00
461.000.000.00 

63,434,941.85
181.212.000.00 
638,222,016.06

959.000.000.00
461.000.000.00 

80,890,546.79
231.000.000.00 
672,887,594.81

Bills
Notes
Bonds

9,099,673,161.09
7,011,103,775.81
2,386,359,052.21

8,918,900,705.44
5,855,031,850.66
2,210,824,569.48

Total U. S. governm ent securities 18,497,135,989.11 16,984,757,125.58

Cash items in p rocess of collection 421,956,975.87 700,830,083.49
Bank prem ises 111,136,140.60 99,640,399.57
Furniture and eguipm ent, net 19,584,111.80 22,294,284.84
O ther assets 762,873,308.72 736,526,920.68
Interdistrict settlement account (1,736,454,431.36) (158,021,943.88)
A ccru e d  service  incom e 4,821,828.. 12 4,766,054.77

TO TA L ASSETS $20,357,922,880.77 $20,795,571,066.65

L ia b ili t ie s :

Federal R eserve notes 
D eposits:

D epository institutions
F oreign
O ther

$16,550,033,156.00

2,902,100,768.55
8,100,000.00

60,885,688.57

$17,149,730,871.00

2,644,737,594.34
7,650,000.00

44,628,035.02

Total deposits 2,971,086,457.12 2,697,015,629.36

D eferred  availability cash items 
O ther liabilities

382,874,070.33
226,089,397.32

564,081,639.47
182,440,026.82

TO TA L LIABILITIES 20,130,083,080.77 20,593,268,166.65

C a p it a l  A c c o u n ts :

C apital pa id  in 
Surplus

113.919.900.00
113.919.900.00

101.151.450.00
101.151.450.00

TO TA L LIABILITIES AND C APITAL A C C O U N T S $20,357,922,880.77 $20,795,571,066.65
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E A R N I N G S  A N D  E X P E N S E S

E a r n in g s :

Loans to depository  institutions 
Interest on  U. S. governm ent securities 
F oreign  currencies 
Incom e from  services 
Other earnings

1987
$ 1,736,474.67 

1,374,138,058.63 
18,592,590.56 
53,254,196.48 

757,809.39

1986
$ 8 ,683 ,418 .54  

1,393,795,931.93 
20,081,599.46 
52,082,122.89 

795,768.68

Total current earnings $1,448,479,129.73 $1,475,438,841.50

E x p e n s e s :

O perating  expenses 
C ost of earnings credits

85,224,519.55
8,253,737.39

82,432,182.17
7,809,201.41

Net expenses 93,478,256.94 90,241,383.58

CURRENT NET EARNINGS $1,355,000,872.79 $1,385,197,457.92

P ro f it  a n d  L o ss

A dditions to current net earnings:
Profit on  sales of U. S. governm ent securities (net) 
Profit on  foreign  exch ange transactions 
A ll other

3 ,539,914.02
97,430,955.51

55,808.80

5 ,797,536.06
100,502,150.57

191,382.70

Total additions 101,026,678.33 106,491,069.33
D eductions from  current net earnings: 

Losses on  foreign  exch an ge transactions 
A ll other

0
17,474.44

0
4 ,346,604.54

Total deductions 17,474.44 4,346 ,604 .54

Net additions or deductions + 101,009,203.89 +102 ,144 ,464 .79

Cost of unreim bursed Treasury services 
Assessm ent for expenses of Board of G overn ors 
Federal R eserve currency costs

3 ,444,185.72
4 ,405,700.00

14,984,887.04

0
5 ,019,100.00

16,595,017.76

NET EARNINGS BEFORE PAYMENTS TO U.S. TREASURY $1,433,175,303.92 $1,465,727,804.95

D is tr ib u t io n  o f  N e t E a r n in g s  

D ividends paid
Payments to U. S. Treasury (interest on Federal Reserve notes) 

Transferred to surplus

$ 6 ,431 ,001 .28  
1,413,975,852.64 

12,768,450.00

$ 5 ,798,974.83 
1,449,589,630.12 

10,339,200.00

TO TAL $1,433,175,303.92 $1,465,727,804.95

S U R P L U S  A C C O U N T
B alance at c lose  of previous year 
A ddition  of profits for year

$ 101,151,450.00
12,768,450.00

$ 90,812,250.00 
10,339,200.00

BALAN CE AT CLO SE O F CURRENT YEAR $ 113,919,900.00 $ 101,151,450.00

C A P I T A L  S T O C K  A C C O U N T  (Representing amount paid  in, which is; 50% of amount subscribed)

B alance at c lose  of previous year 
Issued during the year

$ 101,151,450.00
13,938,800.00

$ 90,812,250.00 
12,166,100.00

C a n ce lled  during the year
115,090,250.00

1,170,350.00
102,978,350.00

1,826,900.00

BALAN CE AT CLO SE O F CURRENT YEAR $ 113,919,900.00 $ 101,151,450.00
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S u m m a r y  o f  O p e r a t i o n s

O p e r a t io n  N u m b e r  A m o u n t  ($  th o u s a n d s )

C urren cy  and co in  p rocessed : 
C urren cy  rece iv ed  and verified 
C urren cy  verified  and destroyed 
C oin  rece ived  and verified

1987

1.787.276.000 
538,463,000

3.254.102.000

1986

1,531,763,000
598,266,000

3,383,000,000

1987

22,290,709
3,705,281

507,294

1986

19,365,754
4,788,919

513,816

C hecks handled:
C om m ercia l— processed*  
C om m ercia l— p a ck a ged  items 
U .S. governm ent

1,351,532,000
277,961,000

69,064,000

1,305,602,000
262,165,000

71,468,000

884,173,727
99,412,000

121,768,095

831,674,024
95,463,000

119,571,103

C ollection s items handled :
U .S. governm ent cou p on s paid 
N oncash items

107,000
164,680

154,000
174,736

81,251
451,837

88,504
549,155

U .S. governm ent securities issued, 
redeem ed , and exch an ged : 

Definitive 
Book-Entry

10,439,834
398,414

11,134,827
358,246

2,339,871
2,425,570,419

3,216,607
2,250,040,413

Funds transfers sent and rece ived 4,318,886 4,228,922 7,629,810,000 6,354,217,000

F ood  stamps redeem ed 181,570,000 190,676,000 840,804 887,483

Loans advan ced 1,478 2,792 6,166,700 28,594,200

‘ Excluding checks on this Bank.

O p e r a t i n g  E x p e n s e s

I t e m  A m o u n t  ( d o l la r s )

1987 1986

Personnel 55,784,834 54,118,490
Materials and supplies 4,347,044 4,117,490
Eguipm ent 13,405,628 12,797,856
Shipping 6,446,858 6,576,593
Travel 1,897,198 1,665,257
C om m unications 884,222 999,950
B uilding 9,783,867 9,349,997
Other 5,385,032 4,887,932

R ecoveries -4 ,6 5 5 ,6 8 3 -4 ,0 9 2 ,2 0 1
C ontra expense -2 2 8 ,8 4 2 -2 0 1 ,8 5 9
Shared cost distributed -3 ,3 4 2 ,1 3 6 -2 ,9 8 1 ,7 4 9
Shared cost rece ived 2,794,721 2,814,299

Total expenses 92,502,743 90,052,055
Reim bursem ents -7 ,2 7 8 ,2 2 3 -7 ,6 1 9 ,8 7 3

Net expenses 85,224,520 82,432,182
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