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The year 1982 was one of mixed 
performance for the U.S. economy. 
The good news was that the inflation 
rate was reduced from over 10 per
cent in 1980 to 6 percent in 1982, and 
that there was a significant decline 
in interest rates in the second half 
of the year. The bad news was the 
unexpectedly severe recession in 
which real GNP fell 1.8 percent, the 
sharpest decline since 1947. Weak 
output was mirrored in a 10.8~per
cent unemployment rate (a postwar 
high) and a 68-percent utilization 
rate for the nation's capital stock 
(a postwar low). 

The major factors behind the weak 
economy in 1982 were the high level 
of interest rates and a very strong 
dollar in foreign exchange markets 
that prevailed for much of the year. 
High interest rates were a special 
hindrance to the recovery in housing 
and business fixed investment, 
while a strong dollar undermined 
the U.S. international competitive 
position at home and abroad. 

Prospects for recovery in 1983 have 
been greatly improved by a signifi
cant decline in interest rates in the 
second half of 1982 and by the recent 
declines in the international value 
of the dollar. The housing industry 
already has shown substantial re
covery from its very depressed levels 
in the summer of 1982. Anticipated 
strength in consumer spending, 
inventory investment and Federal 
government purchases should be 
sufficient to offset the weaknesses 
in business fixed investment and 
net exports so that on balance 1983 
should be a year of modest recovery. 

The major policy challenge facing 
the Federal Reserve in 1983 is how 
much further it can encourage a re
duction in short-term interest rates, 
over which it has the most influence, 
without re-igniting fears of renewed 
inflation several years down the 
road. Such fears of future inflation 
could cause long-term interest rates 



to rise. This problem is com pound ed 
by the extraordinari ly large gove rn 
men t deficits (recen tly esti ma ted 
at bet ween $150 and $200 billion 
annually) expec ted ove r the nex t five 
year s. If these deficits are to be 
finan ced in a non-inflationa ry man
ner, then int erest rates mus t be high 
eno ug h to att ract private savers 
to purchase them . However, those 
rat es may be too high to support sus
tained recove ry in interest-sensitive 
ind us tries such as hou sing and autos 
th at have been most depressed by 
th e recession . The Federal Reserve 

. will be walking a fine line in 1983 
\between encouraging lower interes t 
~a tes to stin:ulate a ~us ta i nable re
covery, while ass unng that rates are 
ho t so low as to res ult in the deficit 

/being financed by excessive money 
/ creati on and, therefore, by inflation. 

/	 With passage of the Mo ne tary Con
trol Act of 1980, Congres s required 
the explic it pricing of payments 
services previous ly supplied " free," 
to ban ks holding Federal Reserve 
determ ined required reserves. Con
gress also specified that all cos ts the 
Federal Reserve incurs to provide 
these services, plu s a " private sec tor 
ad jus tme nt factor," be recove red in 
the explici t prices charged . Th e 
ad justment factor rep res en ts tax an d 
capit al cos ts the Fede ral Reserve 
would incur we re it a private 
corpora tion. 

To ensure that its services mee t the 
need s of a competitive marketplace, 
this Bank is maki ng every effort to 
control costs and to imp rove ser
vices . By working closely with other 
Reserve Banks in the System , these 
efforts should improve the efficiency 
of the nation 's payments mechani sm 
significantly. During 1982, the Bank 
maintained the effective presence 
necessary for provision of key se r
vices and introdu ced severa l product 
enha nce me nts that promote effi
ciency and improve the qua lity of 
our se rv ices . 

The Reserve Bank's new Sa n Fra n
cisco Head qu arters bu ilding was 
nearing comp letion by year's end, 
with in terior speci al finish work on 
the ground and twe lfth floor s re
maining for com pletion in ea rly 
1983. O ne of the pub lic feat ures of 
the new bu ilding is a large wa lk
throu gh educational exhibit ion on 
the ground floor. Called "The World 
of Economics," the exhibition is of 
mu seum qu ality and uses a broad 
range of mod em mu seu m tech 
nology to present and explain key 
economic principles in lively an d 
en tertaining ways . You are invited 
to pa rticipate in th is wo rld-class 
exhibition at your conve nience 
du ring the coming year. 

Man agement ben efited grea tly 
du ring 1982 from the broad-based 
expe rie nce and judg ment of the 
Bank 's d irectors at its Headquarters 
O ffice and at its four branches. The 
di rector s provided guidance on 
major managem ent decisions and 
planning goa ls, especially with 
regard to impl em entation of the 
Mon etary Control Act. In add ition , 
they supplied information on eco
nom ic and finan cial condi tions to 
sup po rt the Fed eral Reserve's for
mul at ion of monetary policy. Today, 
37 public-spirited men and wo men 
serve as d irectors , rep resenting a 
grea t variety of econo mic interest 
and non- profi t organizations from 
many areas of the West. 
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We are gra teful to all of these indi
vid ua ls and to those who comp leted 
term s as directors during 1982. They 
are : Fred erick G . Larkin, Jr. (Chair
ma n of the Executive Com mittee, 
Sec urity Pacific National Bank) and 
Clair L. Peck, [nr. (Cha irma n of the 
Boa rd , c.L. Peck, Contractor) at our 
Sa n Francisco office; Phillip W. 
Sch neider (Former Northwest 
Regional Executive, Nat ional Wild
life Federa tion) at Portlan d; Fred H . 
S tring ha m (Pres ident, Valley Bank 
an d Trust Company) and Robert A. 
Erkins (Geothermal Agri-Aquacul
turi st , White Arrow Ranch) at Salt 
Lake City; an d Donald L. Mellish 
(Chairma n of the Board, National 
Ban k of Alaska) and Merle Adlum 
(President, Puget Sound District 
Council, Maritime Trades Dept. 
AFL-CIO) at Seattle . 

Fina lly, we wish to express our 
apprecia tion to the officers and staff 
whose efforts and dedicat ion made 
1982 a success . The ir challen ge was 
es pec ially great as they moved the 
Reserve Bank from the five separate 
buildings it has occupied in recent 
yea rs to its new headquarters under 
one roof. 

Caroline Leon etti Ahmanson 
Cha irma n of the Board 

,~~ ~ 
I.

John J. Balles 
Preside nt 
January 26,1983 
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Real Growth and Inflation 

For th e record , 1982 mu st go down 
in th e books as showing the largest 
an n ual decline in the na tion's ou tput 
of goo ds and services since the 
1946-47 shift from a wartime to 
a peacetime economy. Altho ug h the 
gross nation al product in current 
dollars topped $3 trillion , a gain of 
four percent ove r 1981, real GNP fell 
by 1.8 percent whe n adj ustment is 
made for inflation. Only in 1975did 
th e year- to-year decrease in real 
GNP (1.1 percent) come close to 
mat ching las t year's poor economic 
perf orman ce . 

Al tho ugh the 2.S-percent decline in 
GNP during this most recent reces
sio n was no larger than the average 
decl ine in the six preced ing busi ness 
cycles, it followed the pre viou s 
downturn in 1980 mu ch more closely 
th an is typ ical. As a result of these 
two back-t o-hack recession s the 
u nemploym ent rate reached 10.8 
percent at year-end, the highest 
level since 1940, and the number 
of bu siness failures rose more than 
50 pe rcent ove r 1981 to reach the 
high est level since 1932. 

Th e decline in economic activity in 
1982, however, sho uld not divert 
a tte n tion from the pos itive develop
men ts that were taking place du ring 
th e year. O n the favorable side of the 
ledger were the decline in the annual 
ra te of inflat ion (as measured by the 
im plicit pri ce deflator for GNP) from 
9.4 pe rcent in 1981 to only 6 percent 
in 1982, an d the sharp fall in interes t 
rat es beg in ning in the second half 
of th e year. 

Both th e we ak per forma nce of the 
rea l eco no my and the magnitude of 
the decline in the ra te of inflation 
came as a sur prise to econ omists an d 
policymakers alike . As the year 
opened, most forecas ters were pre
dicting that th e economy soo n 
would begin to recover from the 
recession and wo uld be expa nding 
s tro ng ly by year-end . Mos t expected 
on ly a modest fur ther decline in the 
in flation rat e from the 8.S-percen t 
rat e experienced in the last half of 
1981. Reflecting the progress already 
made in red ucing the rate of infla
tion, however, in teres t rates we re 
ex pected to continue the decline 
begun in 1981 th ough some rebou nd 
in rates wa s anticipated in the last 
half of th e year as the econo my 
expanded out of the recession. 

These rela tively optimistic economic 
pred ictions reflected forecas ters ' 
ex pecta tions th at fiscal po licy wo uld 
be s tro ngly expansionary as the 
se cond-s tage of the Admin istratio n's 
three- year tax-cut package we nt into 
e ffect on July 1. Progress in brin ging 
down infla tion and interest rates 
was expected to spark recovery in 
such int erest-sensitive sectors of the 
econo my as residential cons truc 
tion , a u tos and plant and eq uipment 
inves tmen t. Whi le continu ing to 
lean against inflation, moneta ry 
po licy was expected not to hinder 
th e downward mov eme nt in interest 
ra tes . 

In fact, in teres t rates ceased th eir 
downward movem ent in January of 
1982and remained fairly stable a t 
high levels un til July. Th is resul ted 
bo th from a slowi ng in mon etary ex
pansion, as the Fede ral Rese rve 
sou ght to cou nter the abo ve-target 
mon etary grow th in the fourth 
qu arter of 1981, and from the in
creased realizat ion that massive 
government deficits wo uld put 
severe pressure on financia l markets 
for seve ral years into the future . 
Since the rat e of inflation continued 
to decline in the firs t halfof1982, th e 
failure of no mina l in teres t rates to 
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decline further meant that real inte r 
es t rate s rose in the first quarter of 
1982. For exam ple, whe n consu mer 
~e rising at an annual rate 

/	 ~. f 7 percent, the 91-day Treasu ry bill 
rate exceede d 12 percent, giving a 
shor t-term real interest rate of abou t 
5 percent, sharpl y high er than the 
historical avera ge ofabo u t 1 percent. 
Altho ug h real rates declined by 
abo ut 2 lh percent in the last half 
of th e year, the y remain ed h igh by 
historical standards a t year-e nd. 

In addi tion, despite the cu t in federal 
income tax rat es effective in July, tax 
po licy in 1982 wa s less expans ionary 
than had been an ticipa ted . Socia l 
Security contributions were raised, 
sta te and local taxes continue d their 
lon g-run upward trend, and rising 
prices an d he nce no minal incomes 
con tinue d to have the effect of rais
ing effective tax rates by moving 
ho use ho lds into higher tax brackets . 
As a result, tot al tax collections by all 
levels of governme nt represented 
31.5 percent of GNP in the thi rd 
quarte r of 1982. This was only 
modestly below the 32.8 perce n t 
recorded in the firs t ha lf of 1981 
before the tax-cut progr am began. 

The General Decline 
The result of the se monetary and 
fiscal po licy developments was that 
the econ om y-instead of recovering 
briskly in 1982-remained in reces
sion. The decl ine in activ ity sp read 
from housing, au tos and the pri 
mary metals, which already were 
depressed prio r to the sta rt of the 
recession in July 1981, to con sump
tion, business fixed investment and 
exports . 

Overall consumer sp ending rose by 
o ne pe rcen t in real terms in 1982, 
ab out halfo f the increase in 1981 and 
well below the lon g-term trend of 
3.8 percent ave rage annua l growth . 
Th e o nly o ther major category of 
expenditures showing real growth 
was federal gov ern ment out lays for 
nati on al defen se , which increased 7 
percent. Real expe nd itur es for gross 
private domestic investment more 
than reversed the gai n in 1981 and 
decl ined to their low est level since 
1978. The reduction in fixed inve st
ment hit both res ide ntial building 
and business plant and equipment 
expenditures . The federal gov ern
ment 's non -defense expe ndi tures 
exhi bited no real growth in 1982, 
while s ta te and local government 
o u tlays declined for the second yea r 
in a row. Finally, net exports of 
goods and se rv ices declined sharp ly 
for th e second straigh t year. This 
wa s due to a substan tial decline in 
net exports of U.S. goo ds, pa rtially 
o ffse t by a sma ll increase in net 
expor ts of se rvices. 

Th e weakness in con sumption 
spending wa s evide n t in all of the 
maj or areas of con sumer purchases . 
Durable goods expe ndi tures, bein g 
more se nsitive to int erest rates, were 
particularly d epressed. Risin g un 
em p loy ment left the level of wag es 
and sa laries vir tually unchan ged 
after July, so that the chief sources 
o f increase in person al income were 
gai ns in personal int erest income 
and in transfer payments (including 
unem ploym ent compen sat ion). The 
expe cted increase in consumption 
from the combination of the pe rsona l 
tax cu t and th e cos t of living increase 
to Social Security bene fits in July, 
faile d to materialize . Although auto 
sales d id revive stro ng ly in the 
fourth quarter, this appears to have 
been more the result of declining 
interest rat es and price-reduction s 
than th e delayed influ ence of the 
mid -year tax cut. For the year as 
a w hole, dom estic au to sales 
a mo un ted to 5.7 million un its, 
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making 1982 the worst year for 
Detroit sin ce 1961. 

Reflecting both high mort gage rates 
and soft prices of existing housing, 
new home construction lan guished 
through most of the peri od . Hous
ing star ts barely exceed ed one 
million un its for the year. As in the 
case of autos, the fort un es of the 
housing industry and of mortgage 
lenders improved in the closing 
months of 1982. By the end of the 
year housin g starts were running at 
a 1.25-mill ion annual rate . Con ven
tion al mo rtgage rates fell abo ut 4V2 
percentage po int s to about 13 per
cent by the end of th e yea r, bringing 
the purchase of a new hom e within 
the reach of a greater number of 
househ olds. Mortgage len ders 
ben efited as the spread between the 
curren t market cost of funds and the 
yield on the ir mortgage portfolios 
narrowed . 

Investment Continuing Slide 
Real expe nditures for busi ness plant 
and equipment decreased by nearly 
4 percent in 1982 and the decline 
accelerated as th e year progressed . 
Recent surveys of investment inten
tion s suggest that thi s weak ness will 
carry over into 1983. In othe r circum
stances , cap ital spend ing might be 
expected to respond favo rab ly to 
declinin g interes t rates , pa rticularly 
w hen reinforced by the tax red uc
tion s and other investment in
centives bestowed by th e Economic 
Recovery and Tax Reform Act of 
1981. Despite these incentives, 
however, busin essm en, faced wi th a 
capacity utilization rate of less than 
68 pe rcen t, historically high real in 
terest rates, and a 15-percent decline 
in corporate profits, found little en
couragement to en ter th e long-term 
com mitme nts associated with majo r 
capital inves tment projects . 

Inventory investment is the most 
volatile sec tor ove r the bus iness 
cycle. As inventory stocks rise rela
tive to sa les, businessmen cu t back 
on new production and attemp t to 
trim the level of inventories to cur
ren t an d expected sa les . In the first 
half of 1982, net inve ntory liqu ida
tion amounted to nea rly $25 billion 
(at an an nua l ra te). Inventory inves t
ment turned posi tive in the th ird 
qua rter but th is accumulation ap
pears to have been largely inv olun
tary and the result of sa les fallin g 
below expectations . A further in
ven tory reductio n of $38 billion was 
made in the fourth qu arter, sugges t
ing that inventory stocks a t the 
beginning of 1983 are closer to 
desired levels. Thus, inventory in
vestment should make a substantial 
contribution to the early stages 
of the recovery. 

Th e farm sec tor continued to experi 
ence hard times which can only be 
compared to th e Great Depression 
of th e 1930s. Net farm income de
cline d by 60 pe rcent between 1979 
a nd 1980. Altho ugh 1981 saw some 
mod est recovery the index of prices 
received by farmers fell by more 
th an three percent in 1982, while 
prices paid by farm ers rose by 
3 .5 pe rcent. As a res ult, real in
comes declined a fur ther 25 pe rcen t 
to their lowest level since 1932. The 
depressed sta te of the farm economy 
is reflected in the fortunes of the 
farm equipment industry, whe re 
production fell by 26 percent during 
th e year. 

Domest ic developments, such as the 
declin es in hou sing and ma nufac
turing, generally are cited as the 
main cau se of the fall in real output 
in 1982. However, the foreign sector 
a lso pla yed a key role in the ove rall 
decline. Exports of goo ds and ser
vices d ropped by almost seven per 
cen t and impo rts increased sligh tly. 
As a result , our net export posi tion 
deteriorated from a $24 billion sur 
plus (in current dollars) in the four th 
quarter of 1981 to a $7 billion deficit 
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in last year's fourth quarter. The 
main reasons for this decline were 
the strength of the American dollar, 
which largely resulted from the high 
level of domestic real interest rates 
relative to our trading partners, and 
the fact that most other industrial 
economies also were in recession. 

Portents for the Future 
The developments of 1982 promise 
to have a significant influence on the 
economy in the months and years 
ahead. The decline in the rate of 
inflation and in interest rates is the 
most favorable development. Infla
tion is expected to stabilize at around 
5 percent in 1983 which , though high 
by historical experience in the 
United States, is a far cry from the 
raging inflation of the winter of 1980 
when it reached a peakof12 percent. 
Lower interest rates should hasten 
the recovery of those interest
sensitive areas of the economy 
which have been badly battered 
in the past two years. 

Consumption will be helped by a 
substantial strengthening of house
hold balance sheets . Since 1980 there 
has been a modest increase in the 
personal saving rate, reaching 61/2 
percent in 1982, reflecting both high 
real interest rates and tax cuts. 
Although the higher saving rates 
contributed to the overall sluggish
ness of consumer demand , they 
enabled households both to add to 
their stocks of financial assets and 
to liquidate their installment obliga
tions at a rapid rate . The ratio of 
repayments of installment debt to 
after-tax income was just under 15 
percent in 1982 compared to almost 
171/2 percent in 1979. Consequently, 
when consumers feel more confi
dent about the future, they will be 
better able to assume debt in order to 
purchase durable goods. The boom 
in the stock market also is a favorable 
sign since the individual feels more 
comfortable spending for goods and 
services when his wealth position 
improves . On the other hand, con 

sumption spending no lon ger is 
being stimulated by the rising value 
of owner-occupied homes as it was 
during the 1970s. 

The employment outlook is less 
favorable. Not only is unemploy
ment at its highest level in more than 
40 years, but it is much more perva
sive . While manufacturing and 
construction workers usually have 
higher cyclical unemployment rates 
than other employment groups, 
service industry, administrative and 
other white collar workers now are 

Change ( Ik ) appearing in the ranks of the jobless. 
Professional and technical workers, 
and managers on the middle rung of 
the organizational ladder have been 
especially hard hit, as businesses cut 
costs to make their organizations 
more efficient and to lower the 
break-even point of their opera
tions. Although these effects already 
have shown up in increased produc
tivity, the unemployment rate may 
be slow to fall, since scaled-down 
firms will absorb fewer additional 
workers as output begins to recover. 
Martin Feldstein, Chairman of the 
Council of Economic Advisors, has 
expressed the opinion that even 
under the best of circumstances, the 
unemployment rate will not fall 
below 6 to 7 percent until 1987. 

Money and the Economy 
Monetary policy was conducted 
during 1982 in an environment of 
financial stress which possibly was 
more severe than at any time during 
the postwar period . Acute financial 
pressures were apparent in the non
financial corporate sector, the fed
eral government sector and the U.S. 
banking community. 
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Th e nonfinan cial cor porate sector 
faced weak final sales, record debt 
service burdens, high short-to-long
term debt ratios, decreasing profit 
ma rgi ns and a very highl y leveraged 
fina ncial s tructure . These pressures 
were aggrava ted by the high level 
of long -te rm interest rates and low 
volu me of long-term financing 
activity during the first half of 1982. 
Th us it was not possible for any sig
ni ficant lengthening of the average 
matu rity of corporate debt to occur. 

Fin ancial market un certain ty was 
heightened during the year by un
fold ing news that federal govern
ment deficits wo uld reach historic 
highs and remain large for several 
years . Compounding the un cer
tainty wa s the awareness that large 
quantities of debt owed to U.S. 
banks by several de veloping coun
tries would have to be rescheduled , 
with some coun tries requiring the 
as sistance of international agencies , 
su ch as th e Bank for International 
Settlements and the Inte rnat ional 
Monetary Fund. 

Wh ile monetary policy during 1982 
was conditioned by an unu sual set 
of financial pressures on the econ
omy, the basic thrust of policy con
tinued to be toward promoting 
lo ng-run, non-in flationa ry, real 
economic growth. When the Federal 
Reserve embarked on its an ti-infla 
tion policy in late 1979 it was recog
nized that in the short run the effect 
of th is poli cy would be to raise in
terest rates, reduce the demand for 
goods and se rvices, and to cause 
some contraction in output and 
employment. However, it was ex
pected th at this contractionary effect 
would be short-lived . Reduced ag
gre gate demand would lessen the 
upward pressure on costs and 
prices . Co nfid ence that the Fed eral 
Res erve would su stain its policy 
w ould lead households, firms and 
fina ncia l market participants to scale 
back their long-ru n inflation expec
tati ons . And as both actual and 
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expected inflation decline d, the in
flati on premium built into both 
sho rt - and long-term intere st rates, 
was expected to narrow and rates 
were expect ed to de cline , leading to 
a revival in aggregate demand and 
improved grow th in employment. 

Events ha ve not unfolded acco rd ing 
to this optimistic scenario. The rate 
of inflation has, ind eed, declined 
sha rply. By the fourth qu arter of 1982 
prices were risin g a t as-percent 
annual rate, compared with almost 
9 percent during 1981 and more 
than 10 percent during 1980. Most 
observers have concluded that pro
gress in ge tting in flation down has 
been gre ater than they would have 
predicted in 1979. But despite thi s 
subs tantial reduction in the rat e of 
in flation, nominal in teres t rates 
remained high in the first half of 
1982, two and a half yea rs after the 
sh ift to a mo re res trictive moneta ry 
policy. It was not until the second 
hal f of 1982 that a major decline in 
in terest ra tes took place . As a res ult, 
real interest rates-which measure 
the true cost of borrowing after 
tak ing inflation in to account-were 
high by historical standa rd s and par 
ticularly by comparison with the 
de cade of the se venties . Perhaps 
reflecting the high real cost of bor
rowing, output and employment 
ha ve contracted for a lon ger period 
th an in any previou s recession in the 
postwar period. 

Another way of de scrib ing the fact 
that both the rate of inflation and the 
level of output have declined mo re 
in 1982 than would have been ex
pected on the basis of the observed 
behavior of the money s tock, is to 
attribu te it to the sharp drop in 
velocity since late 1981. The velocity 
of money represents the ratio of the 
nominal gross national product to 
the sto ck of money. As such, it 
measures the average number of 
spending transactions in which each 
dollar of money is used durin g a 
year. For example, with an M1 



money stock of around $470 billion 
and a GNP of rou gh ly $3 trillion, 
velocity wa s somewhat less than 7 
in the fourth qu arter of 1982. 

Over the decad e of the 1970's, M1 
velocity rose at annual rate s of 
around 3112 percen t. Sin ce late 1981, 
however, there has been an abrupt 
reversal in this long upwa rd trend 
in velocity. Instead of rising 3% 
percent , velocity declined by almos t 
5 percent betwee n the four th quarter 
of 1981 and the four th quarter of 
1982. This development was totally 
unexpected, as it was the first sig
nificant decli ne in veloci ty in the last 
thirty years . Consequently, nominal 
GNP increased onl y 4 pe rcent in 
1982. Although this produced th e 
good news tha t in flation cam e do wn 
more rapidly than expec ted, it also 
bro ught the bad news of declining 
real output and sharply rising 
un employment. 

Th e Federal Reserve began to re
cognize th is "velocity" pro blem in 
mid-1982. Chairman Pa ul Volcker 
expressed his concern over the be
ha vior of velocity in his July 1982 
testimony to Congress: 

"M1 velocity- particularly for 
periods as short as th ree to six 
mo n ths-is his torically volatile. A 
cyclical tendency to slow (relative 
to its upwa rd trend) during reces
sio n is common . But an actual 
de cline for two consec utive quar
te rs, as happened late in 1981 and 
th e first quarter of 1982, is rather 
unusual. The magni tude of the 
decline d ur ing the first qu arter was 
larger than in any qua rter of the 
entire postwa r period ." 

The continued weakness of the 
econom y and th e atyp ical behavior 
of velocity were factors which con
tributed to the decision of the Fed
eral Reserve to lower th e d iscount 
rate seven times from July to the en d 

of the year. The disco unt rate, which 
is the rate paid by depository insti tu
tio ns for very short-term bor rowed 
funds from the Federa l Reserve, 
remained unchan ged at 12 percent 
during the first ha lfof1982.Betwee n 
July 21 and Aug ust 27 the d iscount 
ra te was lowered four times in incre
me nts of one-half percentage point 
each to 10 percent. The rate was 
reduced th ree times further betwee n 
October and Dece mber, ending the 
yea r a t 81J2 percent. 

Largely in response to the inte res t 
ra te decline in the last ha lf of 1982 
monetary growth accelerated. M1 
(currency plus checkable deposits) 
g rew a t an an nual rate of 12 percent 
in the second half of 1982, compared 
with growth of 4.8 percent in the 
first six mont hs. While part of the 
grow th in M1 during the final qu ar
te r of the year was du e to the tem
porary placemen t of funds from 
maturing All-Savers Certifica tes 
in to transactions accounts, it was 
clear that greater monetary stimulus 
had been provide d owing to the con
tinued weak economy and the unex
pected decline of velocity. 

Monetary Control Problems 
At the same time as the Federal 
Reserve was responding to the un
expected weakness of the real econ
om y, short-run mo netary con trol 
was made temporarily mo re difficult 
by a series of institu tional cha nges. 
In the four th qu ar ter of the year a 
large block of All-Savers Certifica tes 
matu red and were no t renewed by 
their ho lders . It was expected that 
some of these fun ds would be held 
temporarily in transactions balances 
and thus would contrib ute to a 
temporary bulge in M1. 

More importantly, two new typ es of 
deposit accou nts were introduced, 
one becoming available on Decem
ber 14, 1982, the other on January 5, 
1983. The first of these- kn own as 
the Money Marke t Deposit Account 
-enabled banks and th rift institu
tions to com pete with money ma rket 
funds by offering an insured account 
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bearing an unregulated yield and 
offering the right to a limited num
ber of thi rd- party transfers per 
month (maximum of six). Th is was 
expec ted to draw funds ou t of trans
action s accounts and thus lead to a 
de cline in MI. Early ind ication s are 
that these accounts have been en
thu siastically received by investors. 
However, mo st of the fun ds going 
in to the new Money Market Deposit 
Accounts appear to be coming from 
shor t-term savings-type accounts . 
The second new account-the su per
NOW account- enables institu tions 
to pay market rates of return on 
insured checking accounts wit h a 
$2500 minimum . This is att racting 
fund s back in to MI. 

Becau se the effects of these various 
innovations on the pu blic's de ma nd 
to hold Ml were so un cert ain, the 
Federal Open Mark et Comm ittee 
(FOMC) decided in October tempo
rarily to suspend Ml targetin g and to 
rely instead on M2 and M3, which 
includ e savings-type and inves t
ment- type instruments of con 
sumers an d businesses, in addi tion 
to transactions balan ces. It see ms 
probable that the focus away from 
Ml will be maintained throu gh the 
ea rly part of 1983, as informa tion 
is ga thered on how the pub lic is 
respond ing to the se inn ovations. 
When the major shift of funds 
between accounts has bee n com 
pleted, it may be pos sible to return 
to targeting MI. However, since a 
su bs tantial part of Ml is likely to 
consist of accounts whi ch yield an 
unregu lated interest rate, the selec 
tion of an app ropria te growth target 
will be inhe rently more d ifficult. 
This is a challenge whic h policy 
makers mu st face in 1983. 

Credit Markets 
Cred it markets in 1982 were influ 
ence d both by general economic 
cond itions-esp ecially the sharp 
reduction in the rate of inflation and 
the dram at ic wea kening of the real 
eco no my - and by the policy actions 
of the fiscal and monetary authorities. 

In the earl y part of the year, mon
e tary policy rem ain ed tight as the 
Federal Rese rve soug ht to bring the 
monetary aggregates back to their 
long-run targets . As a resu lt, both 
long- and short-term inte rest rates 
remained high . This was desp ite a 
subs tantial decline in the ra te of 
inflation. In retrosp ect, it appears 
that the System 's tight monetary 
policy may ha ve offset the tendency 
for reduced inflation to bring in ter
est rates down . As a result, whe n 
po licy was relaxed somew ha t at 
mid-year in respon se to the un
usually weak economy, in teres t 
rates declined dramatically. Between 
the end of Jun e and the end of De
cember the interest rate on Federal 
funds declined almos t 600 basis 
points to below 9 percent. The prime 
lending rate fell from 16V2 percent 
to 11V2 percent. Similar declines 
occu rred in the long-t erm fina ncial 
markets. The yield on Aaa corpo rate 
bonds, for example, declined from 
nearly 16 pe rcent in July to less than 
12 percent by year-end . 

Despite such declines, interes t rates 
remain high by historical standards, 
reflecting both inves tors ' nervous
ness that inflation might erup t again 
in the future and the pressure on 
financial markets of un precedent
ed ly large Federal borrowing. In the 
fiscal year end ing in Sep tember 
1982, the U'.S. Treas ury ran an over
all deficit amo unti ng to $110.7 
billion . It is es timated that during 
calendar 1982 the Treas ury absorbed 
more than half of all net fund s raised 
in the nation 's credi t markets. The 
federal deficit is expected to be even 
higher in 1983 and without action by 
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the fiscal authorities either to raise 
taxes or to curtail expenditures, the 
deficit will remain in the $100-200 
billion range for several years. 

Although economic recovery will in
crease the pool of saving available to 
finance these deficits, it also will in
crease private credit demands. Thus 
most commentators suggest that a 
major decline in Federal deficits is 
required for there to be any signifi
cant easing in financial markets. 

International Financial Strains 
Considerable strains developed in 
international financial markets 
during the year over the risks of 
international lending to the devel
oping nations. It is estimated that 
the aggregate debt of non-OPEC 
developing countries doubled from 
$350 billion in 1978 to $700 billion 
in 1982. About one-half of this debt 
was owed to private banks. 
The bulk of it was concentrated in 
about a dozen countries, many of 
which had to put off repaying the 
principal; a few could not even pay 
the interest. 

A number of developments led to 
this situation. First, in 1979-82 the 
world economy slid into a prolonged 
recession, resulting in a sharp fall in 
the world demand for the develop
ing countries' exports and in precipi
tous declines in the prices of primary 
products. Unwilling to cut back their 
economic growth, a number of these 
countries resorted to large foreign 
borrowings. Second, interest rates 
climbed to historical highs in inter
national financial markets. These 
high interest rates not only increased 
the burden of interest payments for 
the borrowing countries but also 
caused them to shift to short-term 
credits, resulting in bunching-up 
of maturing debts and liquidity 
crunches for some of the borrowers. 
Third, several developing nations 
had followed inappropriate ex
change-rate policies, keeping their 
exchange rates fixed in the face of 

rapid domestic inflation. The result 
was rising trade deficits and large 
capital outflows. Fourth, a decline in 
world demand for oil during 1982 
reduced the petroleum exports of 
several developing countries; Mex
ico was particularly hard-hit by this 
development. Finally, confronted 
with the deteriorating world 
payments condition, some banks 
abruptly reduced new credits to the 
developing nations during 1982. 

In this situation the governments of 
the United States and of other major 
industrial countries attempted to aid 
the debtor nations by providing 
emergency credits to tide them over 
the short run. In December, the 
In ternational Monetary Fund agreed 
to extend $4 billion medium-term 
credit to Mexico in support of an 
austerity program for reducing its 
balance of payments deficit. This 
move set the pattern for a strategy 
worked out by the major industrial 
nations to extend aid to the hard
pressed debtor nations, conditioned 
upon the borrowing nations' agree
ment to adopt appropriate policies 
for adjusting their balance of pay
ments. Given the large amount of 
funds that are being put together for 
shoring up the international agen
cies' lending resources, the sharp 
decline in interest rates since last 
July, and the expected recovery, 
however modest, of the world econ
omy, the prospect for the interna
tional financial markets should 
improve in 1983. 
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Histor ically, business conditions in 
the Twelfth Federal Reserve Distri ct 
have been better than those in the 
nation taken as a whole. However, 
current economic conditions in the 
nine state s of the District seem 
inconsistent with the popular view 
that the Western economy is rela
tivel y recession-proof. The West 
traditionally has been a leader in the 
development of new indust ry and it 
en joys a large supply of skilled labor 
and entrepreneurs. Yet the Western 
region 's economy has reacted rela
tively adversely to the 1982 national 
recessionary conditions. 

The economies of Alaska , Arizona, 
California, Hawaii, Idaho, Nevada , 
Oregon, Utah and Washington were 
depressed in 1982. For the Distri ct as 
a whole, unemployment was higher 
th an the 10.8-percent national rate in 
November. The slowing of job 
gro wth in the early part of the year 
turned into actual net job losses in 
many areas. The depressed level of 
economic activity reflected in large 
part the nationwide recession, but 
special conditions in some of the 
Western states exaggerated the 
effect of the national downturn . 

Two Western Problems 
Two main problems appeared to 
underlie the exaggerated Western 
response to the national recession . 
First, some of the states' economies 
are unusually dependent on a few 
resource extraction or industrial 
sectors . This limited diversification 
lessens the West's protection from 
(and indeed exaggerates) cyclical 
downturns. 

The second problem is a paradox. 
The relative attractiveness of future 
prospects in the West has induced 
continued in-migration which can 
raise unemployment rates by swell
ing the labor force . Employment 
creation is hard-pressed to match 
the population growth rate during 
prosperous times; in recessionary 
conditions the task is that much 
more difficult. With the exception of 
Oregon all of the Western states 
presently are net recipients of new 
migrants. Nevada 's popu lation 
grew the fastest in the West, in
creasing 63.5 percent in the decade 
ended in 1980. 

One Diversified State 
California is the onlv state in the 
District that is fully ;'diversified" 
industrially. Its economy is 
composed of a broad mix of agricul
tural, manufacturing, service and 
resource-based industries (such as 
lumber production and petroleum 
extraction). 

In this sense, the industrial pattern 
of California 's economy is very 
much like that of the nation as a 
whole. Indeed, California 's auto
mobile manufacturing and other 
heavy industries have been as hard
hit as those elsewhere . Jobs in this 
sector have declined by almost one
third since 1979. High interest rates 
also have weakened formerly strong 
housing demand, led to weak con
struction activity, and depressed the 
allied lumber industry in the state. 
The aerospace and electronics 
industries-although potentially 
more recession-proof in California 
because of their defense orientation 
-suffer from the same slu ggish 
demand and weak foreign markets 
that plague these industries nation
wide. California agriculture, while 
producing record harvests in many 
crops, also is struggling because of 
continued high operating costs, low 
prices and weakened foreign de
mand as a result of the strong doll ar. 
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Although all of these de velopments 
are true of analogous activities 
nationwide, California had an un
employm ent rate of 11.2 percent in 
late 1982, somew hat high er th an the 
national rate . The major explanation 
for the s ta te's rela tive ly poor 
employment performan ce would 
appear to be the continued strong 
influx of workers-including illegal 
immi grants-who continue to be 
attracted by California 's lon g-term 
prospects . The legal civilian labor 
force alone grew nearl y three 
percent th is year in Ca liforn ia, while 
the nat ional increase averaged only 
1.6 percent. 

Less Diversified Economies 
In contrast to California , man y states 
in the District depend on a few ma jor 
industries or resources, and their 
economic problems clearl y are 
linked to this fact. For example, the 
econ omies of the Pacific Northwest 
states-although more diversified 
now th an in the past-remain 
hea vily dependent on the lumber 
and wood products industry. 

As high interest rat es and a weak 
exp ort market plague th is credit
sensiti ve industry, softwood lumber 
production in the Northwest has 
dropped nearly 35 percent from its 
peak level in 1978. In Oregon, this 
sec to r represents nearly on e-third of 
th e s ta te's manufacturing em ploy 
ment. Thus, it was ine vitable that 
Oregon would suffer an exaggerated 
downturn. Its overall unemploy
ment rat e was 12.5 percent in 
November of 1982, well above 
th e national average. Some local 
unemployment rates in Oregon 
exceed 30 percent. 

Similarl y, the state of Washington, 
with 15 percent of its workers 
em ployed by the lumber and wood 
products industry, ha s felt the effect 
of th e economic slump both locally 
and statewide . Th e unemployment 
rate ha s soared above 20 percent in 
some counties and the rate for the 
st ate as a whole was 12.9 percent in 
November. Washington has suf
fered additionally because the major 
weakness in the airline industry has 
hurt its important airframe manu
facturing business . 

The in termoun tain sta tes and 
Alaska, traditionally known for their 
orien tation toward the mineral in
dustry, have suffered serious de
clines in mining activity. Arizona, 
for example, is the nation 's largest 
copper producer, providing two 
thirds of the nation's copper output. 
But weak worldwide demand for 
copper has depressed its price and 
forced the shutdown of several large 
mines . Employment in copper min
ing in Arizona has fallen 45 percent 
in the last year, leaving 10,000 of the 
s ta te 's co pper min ing employees ou t 
of work . Low prices for gold, silver, 
and molybdenum have cur tailed 
mining activity in Nevada as well, 
causing a loss of 11percent of mining 
job s between August 1981 and 
August 1982. 

A similar s tory can be told about 
Idaho's silver mining industry. 
Idaho's Silver Valley produced 40 
pe rcent of the nation 's silver in 1981, 
but depressed silver prices have 
forc ed three primary min es to close 
th is ye ar, leavin g 2,800 wo rkers job
less . Thi s is a 50-percent drop in 
min ing employm ent that has de vas 
tated several counties' economies . 
Local unemployment rates run as 
high as 33 percent. 
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Fortunately, de spite the severi ty of 
these de cline s in mining activity, the 
effe ct on these s ta tes' general econo 
mie s ha s not been as severe as that of 
the decline of the lumber indust ry in 
the North wes t. Th e relat ively 
s ma ller proportion of total employ 
ment e ng aged in these reso urce in
dust ries has meant sma ller econo mic 
repercu ssions . Thus, the November 
unemploym ent ra tes for Idah o and 
Ar izo na were 9.9 and 10.5 percent 
respectively- when the na tiona l 
average was 10.8 percent. 

The Luckier Ones 
Some Western sta tes are relative ly 
prosperous, despite their see ming ly 
less-diversified econo mies. Weak
ened energy dem and, for exa mple, 
has stifled growth in Utah 's vas t 
energy-related industri es 
including coal, oil and gas . But the 
growth of defense manufacturing 
and information processin g indus 
tries in the state is helping to offse t 
the losses experien ced in the raw 
materials industries . 

The state of Utah also has be nefi tted 
from special dem ogra phic circum 
stances . Unlik e California, the pre
viously rapid rate of labor force 
in-migration has slowe d an d the 
s tate's homogen eous, h igh qua lity 
labor force and cohesive socia l 
community have buffered the 
impact of the nation al recession . 
Utah thus enjoyed th e second low 
es t un employm ent ra te in the Wes t 
in November a t 9.3 percen t. 

Alaska, dep endent upo n petroleum 
extraction , con tinues to enjoy the 
ben efits of th is massive so urce of 
revenue despite the weakness in 
wo rld dem and for crude oil that has 
low ered oil prices . It has mai ntai ned 
better than average economic condi 
tion s, with a Novembe r unempl oy
ment rate of 9.9 percent. And new 
jobs continue to be genera ted. 

Hawaii, altho ug h dep endent on 
only th ree major ac tivities
tou rism , agric ulture an d the military 
-has not suffered as mu ch as might 
be expec ted from its lack of d iversifi
cation. Indeed , the s ta te enjoys the 
lowest unemploym ent rate in the 
Wes t-6.9 percen t in November
and employm ent th is yea r has been 
buoyed by an unusu ally s tro ng 
tou rist season. The number o f visi
tors to Hawaii is expected to pass the 
record mark of four million - an 
increase of nearly eig h t percent over 
the level a yea r ago . This grow th, 
combined wi th the grow th in mili
tary activity, has counterac ted the 
effects of a wo rld ove rsupply of 
sugar and pineapples that ha s 
lowered their p rices and caus ed cut
backs an d job losses in the agricul
tu ral sec tor. 

Special Problems 
In addi tion to the general problems 
crea ted by the national recession 
a nd by lack of div ersification in 
certain regional economies, some 
Western sta tes have suffered from 
unusu al struc tura l or policy prob
lem s . Certain industri es in Washing
ton and Oregon, for example, had to 
cope wi th a 58-percent increase in 
th e price of electric power in October 
owi ng to a realignment of Bonneville 
Power Ad minis trat ion rates. The 
ra te increase affects most the heavy 
users of direct service electrical 
power, such as alumin um proces
sors who already face a glutted 
product mar ket. 

Fiscal aus teri ty has jeopa rdized 
govern me nt jobs th rough out the 
District , bu t es pecia lly those in 
California w he re a legacy of bud get 
co ntrol re ferenda has crea ted strong 
p ressure for reductions in the size of 
the sta te's bure aucracy. This year, 
nearly 24,000 sta te and local govern 
ment em ployees lost their jobs and 
Ca lifornia's recently pa ssed budget 
ac tually was be low that of a year ago . 

The nati on al recession has reduced 
th e growth in Nevada's gambling 

revenues as consumers tighten their 
belts, but the problem has been com
pounded by the loss of the state's 
monopoly on ga mbling . The indus
try now is legal in Atlantic City, New 
Jer sey. As a result, Nevad a's 
un employm ent rate grew to 11.7 
percent this No vember, from 7.0 
percent one yea r ago , and ga ming 
revenue growth in 1981 fell sharply. 

Ca liforn ia 's diversified agric ultura l 
sec tor was battered by natural as 
well as economic storms . Early rains 
destroyed 20 percent of the tomato 
crop in Se p tembe r an d damaged 
valuab le g rape crops. In addi tion, an 
unusu ally stro ng do llar and compe 
tition from subs idized import s 
threaten the viability of the sta te's 
raisin crop. 

Future Prospects 
De spite the comparatively poor 
unemploym ent sta tistics for the 
West, the eco no mic ou tlook for the 
Twelfth District states may not be as 
bad as it appea rs . It is clear from the 
in-migration trends that workers 
continue to have confide nce in the 
future vitality of the region. The 
West 's civilian labor force grew 
nearly three percent in 1982-almos t 
twice as fast as the national rate of 
1.6 percent. 

Ind eed , there is consi derable basis 
for this en thus iasm . The West har
bors a disprop ortion ate sha re of the 
nation 's agricultu ral capacity, much 
of its high- technology ind us try, and 
substantial natural and h uma n re 
so urce bases . In addition, the ind us 
tries of man y of these sta tes are 
oriented toward defense products 
and are, therefore, expected to 
ben efit from the projected annua l 
increases in the Reagan Ad minis tra
tion's defen se budget. 

These characteristics, com bined 
wi th a modern tran sporta tion and 
communications infrast ru cture, 
should permi t th e Wes t to rebound 
solidl y. Therefore, the West sho uld 
recover more rap id ly tha n the nation 
as a whole as the economy tu rns up. 
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The challen ges posed by another 
yea r of high interest rates, acceler
a ting depos it deregulation , and a 
slo wdown in the Western economy, 
te sted Twelfth District depository 
in stitutions' ability to maintain asset 
qua lity and earnings. Alth ough Dis
trict banks posted earnings of nearly 
$1.7 billion in 1982 almost all 
measures of profitability suffered, 
especially during the first half of the 
yea r. Earnings rebounded in the 
se cond hal f as interest rates fell and 
margins widened , but not by 
enough to post an increase over 
1981 earnings . Still, West ern banks 
fared better than many of their bu si
ne ss and household custome rs, 
w hose finan cial conditions con
tinued to deteriorate under the pre s
sure of heavy borrowing costs and 
across-the-board weakness in 
product and labor markets. 

For the first time in man y years, 
Western banks slipped behind their 
national coun terparts in both asset 
expansion and earnings perfor
man ce . Indeed , West ern banks ' 
consu mer banking operations, long 
a source of strength, hampered 
man y banks in the region as house 
hold loan demand remained slow 
and the cos t of con sumer deposits 
soa red . Despite the weak showing 
in the ag gre gate , however, many 
individual Western banks we re able 
to record sizea ble earnings gains . 

Recession Hurts Credit Demand 
The reces sion that plagued the 
Western region's businesses and 
househ old s also cur tailed thei r de
mands for credit th rou gh most of 
1982. With weak loan growth and 
little ch an ge in banks' secur ities 
holdings, total bank credit growth 
was anemic; only commercial and 
industri al lending continued to show 
moderate strength. However, much 
of th at was tied to poor business 
cond itions and the unwillingn ess to 
use alte rna tive sources of financing 
rather th an to a resurgence in eco 
nomic activity. 

Commercial and industrial loans ac
cou nted for hal f of the $13 billion 
(6 percent growth) in total loan s. 
Through much of the year busi 
nesses were under severe pressure 
to meet their borrowing needs in the 
short end of the market. Incre ased 
borrowing from banks filled the 
funding gaps arising from firms ' 
temporary working capital need s. 
Western banks we re a source of 
interi m credit when funds in the 
commercial paper or long-term 
bond markets either dried up or 
became prohibitively expensive . 
While this boosted banks' business 
loan growth through out much of 
1982, it reflected th e fundamental 
weakness of the econ omy and dis
ruptions in the normal lines of 
long-term financing . 

By year-end, however, much of the 
pressure on business loan deman d 
had subsided. Interest rates had 
fallen significantly, and the finan cial 
markets had begun to function in a 
more normal manner. Borrowers 
began takin g advantage of the 
declines in lon g-t erm interest rate s 
to raise funds in the equity and bond 
markets ; simultaneously borrowers 
began to paydown th eir short-term 
bank loan s. 

Western
 
Finance
 

Ch.-mge lq.) 

30 r-T....,...-r-~--r-r-...... 

28 

26 

24 

22 

20 

18 

16 

14 

12 

10 

8 

6 

4 

2 

-4 H-+-+-H-+-+J-

Western Bank loans 

15
 



Faced much of the year with high 
mortgage and consumer credit 
interest rat es , as well as the specter 
of rising unemployment, Western 
households severely curtailed bank 
borrowing. Real estate loans did 
increase by $3 billion (a four-percent 
increase) but most of the strength 
came from commercial real estate 
activity. Residential mortgage 
growth fell well below the rapid 
pace of recent yea rs . Both supply 
and demand considerations ac
counted for the weakness. High 
rat es had an obvious effect on th e 
demand for both housing and mort
gages. Moreover, many Western 
financial institutions-with sizeable 
portfolios of low-yielding long-term 
fixed rate mortgages-also have 
taken actions to limit their exposure 
to in teres t rate risk by limiting new 
extensions of fixed-rate mortgages 
or by selling rather than holding 
new mortgages . 

Consumer loans for durables such as 
automobiles, app liances, furniture, 
etc.. exhibited continued weakness 
in 1982. In fact , consumer loans
primarily installmen t credit-at 
Western banks, have stagnated 
since 1979. While in 1982 the decline 
in consu mer loans wa s very sm all , it 
signaled the inability and unwilling
ness of many consumers to increase 
their debt burden amid continued 
concern over the course of the 
economy. Increased competition for 
consumer loan and credit card 
business from both out-of-district 
institutions and thrifts with newly 
au tho rized consumer lending au
thority, may ha ve eroded Western 
banks' sh are of this market. 

Funding Costs Up 
Competition from money market 
funds and thrifts for both bu sin ess 
a nd consumer balances, as well as 
the acceleration in deposit interest 
rate ceiling deregulation, also kept 
the cost of funds up. Almost the 
entire 1982 increase in domestic 
deposits ($16 billion) came in instru
ments payin g market returns, plac
ing continued upward pressure on 
costs. In addition, a $3-billion 
increase in non-deposit sou rces, 
primarily Federal funds and repur
chase agreements, also provided 
banks with ample funds to expand 
asse t grow th during th e year. 

Western banks recorded a $2-billion 
increa se in NOW account balances, 
but small-denomination time de
posits (under $100,000) provided th e 
bulk of new deposits. Of course, the 
strength in sm all time deposits re
flected the enormous populari ty of 
market-return depos it instruments 
and the wide variety of newly 
au th oriz ed instruments that became 
available in 1982, which induced a 
continued flow of below-market
return checking and savings bal
ances into th es e accounts . Large 
time deposits ($100,000 and over), 
which represent nearly one-third of 
domestic deposits at District banks, 
also continued to be a major source 
of funding, especially earlier in 
the year . 

The surge in small denomination 
time deposit grow th in 1982 was 
even more dramatic when one notes 
that Western banks reported a 
$l-billion decline in holdings of 
six-month money market certificates 
($28 billion as of December) . Indeed, 
other factors such as the sha rp 
decline in short-term interest rate s 
boosted growth in the 2Y2-year 
small-savers certificate (SSC s). 
SSCs jumped by over $3 billion to 
the $9-billion level. All-Savers Cer
tificates began maturing in October, 
and quickly declined in importance; 
by ye ar-end they were surpassed by 
ceiling-free IRA balances which had 
grown to $1.5 billion. The 7- to 
31-day money market account 
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authorized in September also was a 
big hit with depositors, although, at 
year-end many of th ese dep osits 
were transfered into the newly 
authorized ceiling-free insured 
money market deposit account 
(MMDA) . Authorization of the 
MMDA's for offering in mid
December resulted in a dramatic 
shift in the composition of banks' 
consumer deposit base, as over $15 
billion rapidly moved out of check
ing, NOW's, sa vings and other 
types of sh ort-term consumer 
instruments and into the new 
account. The au thoriza tion of th e 
Super NOW account in January is 
likel y to continue this trend . 

Earnings Slump 
Aggregate earnings of Western 
banks deteriorated in 1982, falling 
about ten percent from 1981, as 
many institutions suffered from nar
rowed interest margins, wea k as set 
growth and rising loan losses. Con
tinued upward pressure on over
head expe nses, especially personnel 
costs and occupancy expenses, also 
were felt by many institutions. 
While Distri ct banks genera lly 
po sted mu ch stronger second half 
results becau se lower interest 
rates lessened pressures on 
margins, most banks' second half 
earnings also suffered because of 
the necessi ty of adding to th eir loan 
loss cushions . 

Net interest income a t Western 
banks rose sligh tly in 1982 as 
earnings from the $13 billion 
increase in loan volume mor e than 
offset reduced earnings from nar
rowed margins on the remainder of 
the portfolio. Despite the overall 
reduction in interest margins, 
caused primarily by the soaring cost 
of consumer deposits, there were 
some bright spots on the funding 
sid e as well. Falling interest rat es 
and weak loan demand combined to 
help Western banks to record size
able reductions in expens es for off
sh ore borrowing, as well as for 
managed liabilities and other 
purchased funds . 



Unl ike int erest income, operating 
earnings failed to keep pace with 
op erati ng expe nses. Thus, th e sma ll 
increase in net inte res t income ea sily 
was overshadowed by co ntinue d ' 
sharp increase s in overhead 
expe nses an d a trem endou s jum p in 
banks' provision for loan losses. The 
fifty perc ent increase (nearly $.5 
billion ) in loan loss p rov isions at 
Western banks wa s th e mo st signifi
can t factor in lowering District 
banks' aggregate earn ings in 1982. 
Like their coun terparts e lsewhere in 
the nation , District banks suffered 
across-the-board deteriorat ion in 
asse t qu ality in most loan ca tegories. 
Th is erosio n of ass e t qua lity was a 
reflection of th e trou bled na ture of 
man y nat ional and int ern at ional 
credits held by large institutions, as 
we ll as problem loan s arising fro m 
the depressed local mar ket s facing 
some smaller ban ks. And w hile 
ea rn ings have suffered, most ban ks 
have taken sign ifican t s teps to pro 
vide a n adequate cus hio n agai ns t 
future losses arising from the we ak
ened s ta te of the eco nomy. 

Twelfth District Thrifts 
Th e hou sing slum p as we ll as in
cre ased com petition among various 
typ es of fina nc ial inst itution s as a 
result of deregulation, have made 
1982 another difficult yea r for 
Wes tern savings and loan associa 
tions . Apart from the accelerated 
pace of deposit ra te deregul ation , 
the year represented a continuation 
o f trends th at have emerged ove r the 
last severa l years . Like banks, S&Ls 
continued to witness a change in the 
composi tion of their po rtfolio of lia 
bilit ies to one which is both high er 
cos t and mo re in terest-rate sensi
tive. O n th e asset side , mortgage 
lending ac tivity continued at a very 
slow pace as high interes t rates and 
flat or declining housing prices pro
vided little incentive for cons ume rs 
to buy hou sin g. Ho wever, d ur ing 
the last h alf of 1982, mort gage inter
es t ra tes he ad ed down ward . This 
trend , if it contin ues, ma y provide 
th e st im ulus to mortgage dem and 

that th e S&L ind us try has been look 
ing for. 

Thrifts were more success ful in 
re ta ining fun ds th is yea r than last. 
Whereas in p revio us years money 
flowed o u t of S&Ls in to high -yield 
mo ney market fund accounts, in 
1982 thrifts we re au tho rized to offer 
severa l new deposi t instruments 
that enabled the m to compete more 
effective ly for fun ds . Preliminary 
es tima tes sho w an $8 billion deposit 
infl ow for Twelfth District S&Ls in 
1982, abo ut two -thirds of wh ich was 
in large certificates of deposit 
($100,000 and more). Passbook 
sa vings and NO W accoun ts cap 
tured so me tran sito ry fun ds in the 
la tter part of the yea r, wh ile total 
market -return small-den omi nation 
time d eposits we re up by about $2 
billio n even af ter the All-Savers 
ru noff . Along wi th the new MMDA 
these instru ments help ed to retain 
co nsumer funds that might other
wise have bee n lost to mon ey market 
fu nds . 

Many S&Ls still found them selves 
facin g con tinued op erati ng losses in 
1982 as th e cos t of funds crept up and 
yields on mortgage portfolios re 
main ed low. While a t some ins titu
tions ope rating losses continued to 
reduce ne t wo rth, in the face of 
lower in te rest rates and a modes t 
recov ery in housing, the indust ry 
o u tlook a t year-end 1982 had bright 
e ned considerably. 

1983 Prospects 
The rapid increase in the pace of 
depos it de regulation taken by the 
Deposito ry Inst ituti on s Deregu la
tion Committee in late 1982 will se t 
the tem po for heightened compe ti 
tion in 1983. No t only will banks a nd 
thri fts fina lly have sh ort-term 
ceiling- free deposit acco un ts to com
pete with money market mutual 
funds , bu t it is likely that these 
ins tru me nts will be a precurso r to 
additional " ma rke t-de term ined" 
instruments . Thus , com pe tition 
should int en sify for bo th cor porate 
an d cons umer savings . Additional 
emphasis will be placed on the 
ability of institu tions to de sign 
instruments an d services , and to 
price those services in such a 
manner that the package is not o nly 
a ttrac tive to cons ume rs bu t profi t
able to the ins titutions . 

Competition for saving s will have an 
effect on lending op erations . With 
business loan de ma nd likely to re
main weak, at least th rou gh the 
early s tages of the recovery, 
institutions will have to search for 
profitable lending oppor tu nities . 
Certain ly, cons umer ins tallme n t an d 
mortgage len d ing could be po ised 
for a recovery if the ge ne ra l level of 
interest rates continu es its gra d ual 
decline. However, more int erest
sensitive consumer deposits also a re 
likely to affect the form as well as the 
cos t 'o f mort gage an d install ment 
contracts , as institutions take steps 
to promote mo re ad jus tab le rat e loan 
products an d to implemen t more 
cost effective service fee sched ules . 
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During 1982 the operations of the 
Federal Reserve Bank of San Fran 
cisco continued in an atmosphere of 
rapid financial innovation . This 
environment has been influenced 
heavily by passage ofthe Depository 
Institutions Deregulation and Mon
etary Control Act of 1980 (MCA). 
However, another historic piece of 
legislation was signed into law as the 
year drew to a close : the Gam-
St. Germain Depository Institutions 
Act of 1982 is expected to foster still 
more competitive innovation . 

Under the MCA of 1980, Congress 
required depository institutions to 
be subject to reserve requirements 
established by th e Federal Reserve 
System . The MCA wa s intended to 
promote im proved monetary con
trol and greater competitive equity 
amo ng institutions with simil ar 
powers . In addition, the Act 
provided access to Federal Reserve 
se rvices, a t explicit prices, for 
all institutions subject to re
serv e requ irements set by the 
Federal Reserve. 

The Twelfth Federal Reserve Dis
trict, which is served by five Reserve 
Bank offices (San Francisco, Los 
An geles, Portland, Salt Lake City 
and Se attle) is th e largest in the 
Federal Reserve System in terms of 
population, geographic size and 
industrial activity. It includes the 
s ta tes of Alaska, Arizona , Califor
ni a, Hawaii, Idaho, Nevada, 
Oregon, Utah and Washington, and 
serves a tot ai population of more 
th an 38 million people. The Reserve 
Bank provides finan cial services-in 
the areas of checks, coin , currency, 
U.S. fiscal agency services, and elec 
tronic fund transfers-to this large 
regional economy. 

Complex Environment 
While the San Francisco Federal 
Reserve Bank shares the same re
spon sibilities and functions as other 
Reserve Banks in their role as central 

bankers, certain aspects of the Dis
trict are unique. Almo st 30 percent 
of the population of the Twelfth 
District resides in the four-county 
Los An geles metropolitan area . In 
addition, the District serves a poten
tial market of 4,000 financial insti 
tutions spread over five time zones. 
Geogr aphic disparity a lso is an 
important characteristic. The vast
ness of the region served, and 
the complexity and variety of the 
population in the District, mean 
that Reserve Bank services must be 
tailored to regional needs. 

New Services 
The Bank formed a Financial Serv
ices department in 1981 to market 
its priced servi ces to financial insti
tuti ons as provided by the MCA . 
Each of the Bank's five offices se rves 
institutions located in its respective 
zon e, but Distri ct-wide responsibil
ity for the planning and direction of 
the priced services resid es in the 
Operations Division of the Distri ct 's 
Head Office . 

One of the earl y serv ice innovat ions 
by the Bank was a new on-line 
communication s service, called 
Fed l.ine, that was introduced in 
April 1982. Fed Line originally was 
offered on a test bas is to six pilot 
institutions. The reception has been 
so enthusia stic that Fedl.ine com
pu ters were installed in over one 
hundred financial institutions in 
1982 and ove r four hundred more 
are sched uled for installation in 
the coming yea r. 

Initially, subscribers to the service 
will use Fed Line 's micro computers 
to tran sfer funds directly through 
the Federal Reserve's communica
tion s sys tem (FEDWIRE). In 1983, 
however, Fed Line will enable users 
to pe rform a variety of transactions 
directl y through the Fed eral Re
serve's communication sytem. 

Western 
Central 
Bank 
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Growth of Payments Services 

Automation 
Implementat ion of com puter sys tem 
en hancements to suppor t MCA 
programs continued to flow from 
the Bank 's Compu ter Services 
G rou p through out th e year. Check 
float mo ni toring and re porting was 
improved , and a ne w system to 
mon itor th e Fed's transportati on 
network and to track the flow and 
timely receipt of cash letters 
through out the Federal Reserve was 
developed . Together, these 
innovat ions provide the me ans to 
eva lua te the po ten tial for fur ther 
reduction s in float and th e gra n ting 
of credi t to fina ncial ins titu tions 
based on act ua lavailab ility of funds. 

The SHARE sys tem for automated 
sec urities handling, which was de 
veloped by the San Francisco 
Res e rve Ban k in cooperation with 
th e St. Louis and Kansas City 
Reserve Ba nks, was in full pro duc
tion a t th ese three Reserve Banks 
d uring 1982. The Dallas Reserve 
Ban k also ins talled the sys tem in 
1982. In addi tion, planning com
men ced for ins talla tion of SHARE at 
th e Chicago and New York Reserve 
Ba nks in 1983. Th e Cleveland and 
Bost on Reserve Banks also will begin 
th e SHARE installation process in 
1983. Th us , th e San Francisco 
Reserve Bank has ass umed a leading 
role wi thin th e Federal Reserve 
Sys tem in implemen ting resource
sha red software . 

The new Federal Reserve nat ional 
communica tions network, called 
FRCS -80, was installed in San 
Francisco d uring 1982. This new 
communications sys tem permits 
improved re liabi lity and increased 
ca pacity to serve the Federal Reserve 
and depository institu tion s more 
effec tive ly. Improved securi ty for 
transmitting in forma tion and 
increased efficiency of communi 
ca tions circui t usage a t lower 
total cos ts also res ult from the 
implementation of th is sta te-of-the 
art ne twork . 

The Res erve Ban k also des igned and 
ga ined approval for a new intradis 
trict comm unications network to 
link th e five offices of the Sa n Fran
cisco Reserve Ban k. This network, 
ca lled SPINE, is compa tible wit h, 
and com plemen tary to FRCS-80 and 
shou ld generate th e same type of 
be ne fits within th e Twelfth Distri ct 
that FRCS-80 is providi ng nation 
w ide . SPINE will be installed at th e 
Los Angeles Branch during 1983 and 
at the Reserve Bank's other three 
branches by lat e 1984. 

Among th e man y 1983 au tomation 
projects tha t targe t internal operat
ing efficiency improvemen ts, there 
are two that are particular ly worthy 
of mention . One is a new online 
en try system for acco unting applica
tions; another is the developm ent of 
a chargeback system to moni tor the 
costs a nd usage of au toma ted serv 
ices to user functions. Both are 
target ed for ins ta llation ea rly 
in 1983. 

Many of these innovations in auto 
mation were facilita ted by the move 
of the San Francisco Reserve Bank's 
da ta cen ter in September to its new 
headqu arters. The upgrad ing of 
computer capacity, th e inst alla tion 
of an improved network con tro l 
center, and planned fu ture com
puter upgrades in the Bank 's bra nch 
offices , have posi tioned th e Twel fth 
District to meet the major cha llenges 
foreca st for th e 1980s . Wit h these 
major en hancemen ts the Reserve 
Bank sho u ld be ab le successfu lly to 
handle th e increased processing 
needs of th e Federal Reserve 
Sys tem, the Twe lfth District, and the 
financial ins titu tions it serves . 
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Payments Services 
In planning the fu ture of paym ents 
services in a pr iced enviro nment 
the Reserve Bank has put heavy em 
phasis on qua lity and cos t contro l. 

..	 The Ban k handles approxima tely 
sev en million checks da ily from 
throughout the Distri ct. Since a 
critical element in man agin g all 
check products, new or existing, is 
the qua lity of the serv ices, a special 
customer in forma tion book was pre
pared to provide financia l institu 
tion s with a clear un de rstan d ing of 
the Ban k's processing procedures 
an d to help red uce er rors caused by 
improper inpu t. 

Funds tran sfer (FEDWIRE) has been 
the fastes t growi ng bank service in 
the past two yea rs . O n-line fun d s 
tran sfers now const itute 99 pe rcen t 
of total FEDWIRE ac tivity in the 
Twelfth District. Impl em entation of 
the new FedLine service men tion ed 
ear lier, is expected to encourage 
most of the remai ning one pe rcen t of 
vol ume to mov e from off-line to the 
mu ch mare efficient on-l ine duri ng 
1983. More importan tly, FedLine 
pro vides th e same type of computer
ized access to sma ll- and medium
sized finan cial ins titu tions that, up 
to now, has only been available to 
large financial ins titu tions . 

The Autom ated Clearing Hou se 
(ACH ) was another fast- growin g 
service offered by the Bank d uring 
1982. The major products offered by 
ACH are debit an d cred it orig i
nations which cons ist ma inly of 
gove rnmen t d isbursements, cor.. 
porate payrolls . cash concentration, 
and insuran ce drafts . Th e Twe lfth 
District accounts for 20 percent of 
total Sys tem vo lu me in th ese 
combined areas. 

Cash, Securities Services 
The Reserve Bank continued to meet 
the growing cash and Treasury 
securities needs of the institutions 
and public doing business in the 
Twelfth District. Notwithstanding 
the growing popularity of electron ic 
funds transfer and the continuing 
use of paper checks, substantial 
amoun ts of coin and currency con 
tinue to be needed by the Western 
economy. In 1982, the Reserve Bank 
p u t into circulation 4.8 billion coins 
and 1.8 billion piece s of paper cur
re ncy . High sp eed cur rency sorting 
mac hines handle 1,200 pieces of 
currency a minute, au toma tically 
det ectin g coun terfeits and destroy
ing currency not fit for further use . 
O u tpu t of this equipme nt stead ily is 
im proving the quali ty of currency 
in circulation . 

The Reserve Ban k is the fiscal agent 
for the Ll.S. Go vernment and in this 
role it handled substantial amount s 
of bills, notes, bonds and other 
Treasury securities. An automated 
Treasury-bill processing system 
enables the Bank to handle a high 
volume of bids in T-bill auctions 
such as those generally associated 
with very high interest rates. For 
reasons of efficiency, the Reserve 
Bank has consolidated a significant 
portion of its savings bond opera
tions for the entire District in its 
Los Angeles office . 

Improved Efficiency 
Bank management was continually 
cha llenged through out the yea r to 
s trike the appro pria te balan ce 
between cos t efficiency through 
inc reased productivity and qu ality 
of output. In pr iced services, the 
goa l was to compe te in the market 
p lace on the basis of qua lity and 
price whi le recovering all Federal 
Reserve costs plus a fixed mark-u p 
to reflect private sector costs such as 
taxes and cap ital cost s not incurred 
by th e Federal Reserve. The goal was 
to provide an appropriate leve l of 
quality at the lowest practical cost. 
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Management and staffalso faced the 
challenge in 1982 of consolidating 
th e Reserve Bank's headquart ers 
operation s from five separate build
ings in to a single new facility on San 
Francisco's historic Market Street. 
The move took place over several 
months to minimize the inevitable 
disruptions to communications and 
the continui ty of operations. The 
Bank's new headquarters provide 
su bs tan tially improved facilities 
for se rving the large and d iverse 
Western economy as well as provid
ing a more efficient work place for 
its officers and staff. 

Supervisory Developments 
Examina tion s of sta te member bank s 
in 1982 disclosed continuing pres
sures on bank earni ngs, liquidi ty 
and asse t qu ality. Although the 
condition of most banks supervised 
by this Reserve Bank rem ained gen 
erally sound, many institutions 
experienced declining profits and an 
increasing volume of troubled loans . 
Both of these condi tions gen erally 
reflected the effects of the economy 
on the banks' cus tomers. Of 48 
banks examined in 1982, the deteri 
orating condi tion of seven was 
severe enoug h to warrant formal 
corr ective agreemen ts. The Reserve 
Bank also examined 65 bank holding 
companies in 1982, and made formal 
agr eem ents with five on procedures, 
controls and policies to ensure 
improved future prospects . 

Early in the yea r two System-wide 
program s were implemented to 
achi eve greater efficiency in su per
visory ope rations. Arrangements 
w ere made with the state banking 
departments in California and 
Nev ad a to implement an Alternat
ing Exami nation Program in wh ich 
th e a nn ua l examination of certain 
so u nd and well managed banks will 
alt ernate between the Reserve Bank 
and the appropriate state bank ing 
d ep artment. In a separate agree
ment with the California Banking 
Department, it was determined that 
the examina tions of two multibillion 

dollar banks will be made jointly by 
the Reserve Bank and the State 
Banking Department on an ex
tended examina tion cycle. 

A new Commercial Bank Report of 
Examination, ado pted by the Board 
of Governors of the Federal Reserve 
System in mid-October, was used 
for three of the last examinations 
conducted by the Reserve Bank in 
1982, and will be used for all exam i
nations cond ucted in 1983. To facili
tate an orderly impl ementation of 
the new rep ort, the Reserve Bank 
completed an extens ive revision of 
the financial ratios used for pre
examination ana lysis in order to 
make these data compatible with the 
new report an d the Uniform Bank 
Performance Report used by all 
three of the Federal bank regulatory 
agencies. 

The indust ry-wide trend toward for
ma tion of ban k holding companies 
continued, as evide nced by receipt 
of 98 application s to form bank 
ho lding companies in 1982-an 
increa se of 66 percen t ove r 1981. This 
trend wa s par t of an increase in over
all applications volume, since exist
ing bank hold ing companies also are 
expanding thr ou gh bank and non 
bank acquisit ions and the establi sh
ment of de novo organizations and 
offices. The overall volume of all 
types of bank hold ing company 
applications was 306 in 1982, which 
is an increase of38 percent over 1981. 
The Reserve Bank also received thir
teen appl ication s for membersh ip in 
the Federal Reserve Sys tem, and 
four me rger applications in whi ch 
the su rvivin g institution was a state 
member bank. 
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Despite the increased demand upon 
its resources, the applications 
processing activity achieved an 
excellent record for timeliness in 
1982. All applications delegated to 
the Reserve Bank were processed 
within the mandated processing 
period, and the Reserve Bank's 
average processing time per applica
tion compared favorably with all 
other Reserve Banks. 

The expansion of international 
banking facilities continued its rapid 
pace in 1982, as 83 such new facilities 
were authorized in the District. 
Banking organizations also con
tinued to consolidate their Edge 
Corporation operations into ex
tended branch networks. Seven 
additional branch offices of Edge 
Corporations opened within the 
District during the year, and an 
additional headquarters office of one 
Edge Corporation was established to 
administer the branch network 
formed by consolidating individ
ually capitalized corporations. 
Examinations of such corporations 
are coordinated and directed by this 
Bank in concert with seven other 
Federal Reserve Banks. 

The Consumer Affairs staff proc
essed approximately 200 consumer 
complaints against state member 
banks in 1982, roughly the same 
number as in 1981. Another 200 
complaints were received against 
institutions supervised by other 
regulatory agencies, and were re
ferred to those agencies. The 
number of referrals dropped signifi.. cantly in 1982, suggesting that 
consumers are becoming more 
knowledgeable about where com
plaints should be directed . 

Of the complaints against state 
member banks, roughly one-third 
involved legitimate bank errors, 
which the banks voluntarily cor
rected once the matter was brought 
to their attention. Approximately 
half the complaints processed 
during the year involved matters 
covered under consumer laws or 
regulations; the other half con
cerned unregulated matters such as 
complaints about the time period 
required to clear checks . In addition 
to complaints , the Consumer Affairs 
staff responded to an estimated 1,100 
regulatory inquiries during the year, 
many of which were technical in 
nature requiring research and 
formal response . 

The Educational and Advisory Serv
ice continued to be offered to state 
member banks to assist them in 
understanding and complying with 
consumer laws and regulations. 
Depending on compliance condi
tions in the bank, limited or more 
extensive advisories were routinely 
conducted in connection with most 
compliance examinations, particu
larly when examinations revealed 
the need for special supervisory 
action . 

A 40-page consumer education 
booklet, completed by the Con
sumer Affairs staff as a Bank objec
tive in 1980 and published in mid
1981, met with continued success. 
Unexpected popularity led to print
ings totaling 35,000 by early 1982, 
and the advertisement of the booklet 
in a popular periodical in 1982neces
sitated a third printing to handle 
some 10,000 additional requests. 

Credit Activity 
The Bank continued to assist depos
itory institutions in meeting their 
liquidity needs by providing funds 
through the discount window. In 
1982, 105 Twelfth District institu
tions, including five thrift insti
tutions, had occasion to borrow 
from the Federal Reserve . While 
most of these institutions borrowed 
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for short-te rm adj us tmen t pur
poses, several borrowed under 
seasonal lines of credit or to meet 

financial health . By year-end, three 
of the ins titu tions had merged wi th 
other in st itutions. 

longer term liquidity needs. 

Each of the five offices of the District 
experienced a large increase in the 
am ount of collatera l pledged by 
institutions to secure potential bor
rowings at the discount window. At 
year-end the Reserve Bank held 
$18.5 billion in collat eral accounts, 
an increase of $7.3 billion (65 
percent) from the $11.2 billion level 
a t year -end 1981. 

A major accomplishment of the 
Credit Unit during the year was the 
implementati on of the Qualified 
Loan Review (QLR) program. The 
QLR program provides that qualify
ing institutions may pledge certain 
types of customer paper as collateral 
for advances at the discount window 
and for Treasury Tax and Loan 
deposit s witho u t the Reserve Banks' 
prior ana lysis and approval of the 
financial condi tion and credit

Emergency loans were made in 1982 
to seven institutions having serious 
fin ancial diffi culties . Working 
closely with other federal and state 
supervisory agencies, the District 
Credit Unit adm inistered loan s to 
enable these institutions to stay 
afloat pending mergers with 
stronger institutions or to regain 

worthines s of the pledging institu 
tion's customers. To quali ty for par
ticipation in the QLR pro gram an 
institution must, in the jud gment of 
its su perv ising agency and the 
Reserve Bank, be in sound finan cial 
condition and have a sa tisfactory 
internal loa n review and exam ina
tion program. 

Summary of Operations 
1979 

Volu me (thousa nds) 
1980 1981 °1982 

Custody Services 
Cash Services 

Currency pa id in to circuJati on 
Coin paid int o circula tion 

1,407,894 
4,007,145 

1,556,278 
4,895,306 1 

1,700,557 
4,649,901 

1,767,236 
4,779,409 

Securities Services 
Savings Bonds origina l issues 
Sa vings Bonds redem ptio ns processed " 
Other Treasu ry original issu es 
Food coupon s processed 

1,563 
328,567 

150 
223,232 

1,327 
372,420 

231 
274,058 

1,136 
402,885 

232 
318,497 

995 
339,820 

182 
313,761 

Payments Mechanism Services 
Check Processing Services 

CommerciaI checks processed 
Fine sort bundles processed 
Government chec ks processed 
Return ite ms processed 

1,358,985 
N/A 

109,761 
20,225 

1,406,489 
804,248 
106,470 
21,833 

1,393,822 
1,201,909 

103,154 
22,431 

1,210,143 
2,619,403 

101,310 
23,952 

Electronic Funds Transfer Services 
Wire tran sfe rs p rocessed 
Au to ma ted clea ring ho use tran saction s processed 

3,847 
32,448 

4,883 
41,298 

5,143 
55,483 

5,882 
76,944 

Discounts and Advances 
Total discounts a nd advances" 
N u mbe r of fina ncial institutions accom moda ted" 

1,318 
59 

1,092 
67 

1,821 
106 

1,281 
105 

"N um be r (no t in thou sands)
 
1 Un us ually h igh volume of payout d ue to impleme nta tion of d irect mint shipme nts to ban ks
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Branch Operations 
(Shown from left to right, s tand ing) 
Richard C. Dunn, Senior Vice President 
Richard T. Griffith , Executi ve Vice Presid en t, Distri ct Operations 
Angelo S. Carella , Vice President, Portland 
H . Pe te r Fra nzel , Vice President, Distric t Operations Administ ration 
(sea ted) 
A. Grant Hol man , Vice Pres ident, Salt Lake City 
David J. Ch rister son. Vice Preside nt, Operations 
Gerald R. Kelly, Se nior Vice President, Seattl e 
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Directors 
The central-bank func tion s of the 
Federal Rese rve are ha nd led 
through a na tionwide netw ork of 
12 Federal Rese rve Banks and thei r 
25 branches, under the policy guid 
an ce, coo rd ina tion an d general 
supervision of th e Board of Gover
no rs in Washin gton , D.C. The Head 
Off ice o f th e Federa l Reserve Bank 
of Sa n Francisco has a nine-member 
Board of Direc tors . Each of the 
Ban k's o ther offices a t Los Ange les, 
Portland , Sa lt Lake City an d Sea ttle 
has a seven -mem ber board . 

Federal Rese rve directors bring 
management expertise to the task 
of ov erseeing Reserve Bank opera 
tions. They also provide firs t-ha nd 
informati on on key economic devel 
opments in various a reas of th e 
District, com plementin g the Bank's 
internal re search effo rts. In addi 
tion, Board members give advice on 
the general d irection of monetary 
policy, especially wi th regard to 
the Ban k's d iscount rate . The Head 
Office Board has specific responsi
bility for initi ati ng changes in the 
discou nt rat e , subject to rev iew and 
approva l by th e Boar d of Governors . 

Head Office 

Chairman of the Board and 
Federal Reserve Agent 

Ca ro line Leonetti Ahman son 
Cha irman of the Board 
Caroline Leonetti Ltd. 
H ollywood , California 

Deputy Chairman 
Alan C. Furth 
President 
So u the rn Pacific Com pan y 
Sa n Francisco , California 

Fre d W. And rew 
Cha irma n of the Board , 
Preside n t and Ch ief 

Exec u tive Office r 
S upe rior Fa rming Compa ny 
Bakersfie ld, Ca liforn ia 

Spencer F. Eccles 
Cha irman, Presid en t and 

Chief Executive Off icer 
Firs t Security Corporation 
Sal t Lake City, Utah 

Ole R. Mettler 
President and Chairm an of the Board 
Farmers & Merchan ts Ban k of 

Central California 
Lodi. California 

Togo W. Tanaka 
Cha irma n 
Gramercy Enterprises 
Los Ang eles , California 

J. R. Vaugha n 
Senior Me m ber 
Richa rd s, Watso n, Dreyfuss 

& Gersho n 
Los Angeles , Ca liforni a 

Geor ge H. Weye rhaeuser 
Pre sident and Chi ef 

Executive Off icer 
Weyerhaeu ser Company 
Tacoma, Washington 

Robert A. Young 
Chairman of the Board an d President 
Northwest Nat ional Bank 
Vancouver, Wash ington 

Federal Advisory Council Member 
Joseph J. Pin ola 
Chairm an of the Board 
First Inters ta te Bancorp 
Los Angeles , Ca lifornia 
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Furth 

And rew 

Eccles 

Mettler 
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Weyerhaeuser 
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Brown 

Goldsmith 

McMahon 

Schwaegler 

Dockson 

. \ ." ..' 

McAlpin-Grant 

Tooley 

Los Angeles 

Chairman of the Board 
Bruce M. Schwaegler 
President 
Bullock's-Bullocks Wilshire 
Los Angeles, California 

Thomas R. Brown, Jr. 
Chairman and Chief 

Executive Officer 
Burr-Brown Research Corporation 
Tucson, Arizona 

Robert R. Dockson 
Chairman and Chief 

Executive Officer 
California Federal Savings and 

Loan Association 
Los Angeles, California 

Bram Goldsmith 
Chairman of the Board 
City National Bank 
Beverl y Hills, California 

Lola McAlpin-Grant 
Assistant Dean for Special Projects 
Loyola Law School 
Los Angeles, California 

James D. McMahon 
President and Chief 

Executive Officer 
Western United National Bank 

(in organization) 
Encino, California 

William L. Toole y 
Managing Partner 
Tooley & Company, Investment 

Builders 
Los Angeles, California 
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Portland 

Chairman of the Board 
John C. Ham pton 
Cha irma n and President 
Willam ina Lumber Company 
Portland, Oregon 

Herman C. Bradley, Jr. 
President and Chief 

Executive Officer 
Tri-County Banking Company 
Junction City, Oregon 

Ca ro lyn S. Chambers 
Execu tive Vice Pre siden t/Treasurer 
Liberty Communication s, Inc. 
Eugene, Oregon 

John A. Elorria ga 
Cha irma n and Chief 

Execu tive Officer 
United States Nation al Ban k 

of Oregon 
Portland, Oregon 

Jack W. Gustavel 
P res iden t and Chie f 

Executive Officer 
The First National Ban k of 

North Idaho 
Coeur d 'Alene, Idaho 

William S. Naito 
Vice President 
Norcrest China Company 
Portland , Oregon 

G. "Johnny" Parks 
Northwest Regional Director 
Int ernational Lon gsh oremen 's & 

Wareho us emen's Union 
Portland, Oregon 

Hampton 

Ch ambers 

Elorriaga 

Parks 
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Ellis 

Bailey 

Malloll 

Nordstrom 

Phil ip 
'~ .. .. 

\, . ....::~ , 
I • 

Truex 

Seattle 

Chairman of the Board 
John W. Ellis 
Presiden t a nd Chief 

Exec u tive Officer 
P uge t So u nd Power & Light 

Co m pa ny 
Bell evu e, Washington 

Lonn ie G . Bailey 
Executive Vice President and
 

Ch ief Operating Officer
 
Farmer s a nd Merchants Bank
 

o f Rockford 
Spoka ne , Washington 

Byr on I. MaJlo tt 
Cha irman of th e Board an d 

C h ief Exec utive O fficer 
Sealaska Corpora tion 
Juneau , Alaska 

Jo h n N . No rds trom 
Co-Chairman of the Boa rd 
Nordst rom, Inc. 
Sea ttle, Washington 

Virgin ia L. Parks 
Vice President for Finance a nd 

Treasure r 
Sea ttle Unive rs ity 
Sea ttle, Wash ington 

W. W. Philip 
Cha irman, President and 

Chief Execu tive Officer 
Pu get Sou nd Bancorp 
Tacoma , Washington 

G . Rob ert Tru ex, Jr. 
Cha irman 
Rain ier Banco rporation and 

Rainier Na tio na l Bank
 
Sea ttle , Was hing ton
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Salt Lake City 

Chairman of the Board 
Wen dell J. Ashton 
Publisher 
De seret News 
Salt Lake City, Utah 

John A. Dahl strom 
Chairman of the Board 
Trac y-Collins Bank and 

Trust Company 
Salt Lak e City, U tah 

Lela M. Ence 
Executive Director 
Univers ity of U tah Alu m n i 

Association 
Salt Lake City, U tah 

Albert C. Gi anoli 
President and Chairman of 

the Board 
First National Bank of Ely 
Ely, Nevada 

Fred C. Humphreys 
President and Chief 

Executive Officer 
The Idaho Firs t National Bank 
Boise , Idaho 

Da vid N imkin 
Executive Director 
Salt La ke Neighborhood Housing 

Services, In c. 
Salt Lake City, Utah 

J. L. Terteling 
President 
The Terteling Company, Inc. 
Boise , Idaho 

Ashton 

Terteling 
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Comparative Statement of Account 
(Thousands of Dollars) 

Assets 
Gold certificate account 
Special Drawing Rights certificate account 
Othercash 

Loa ns to deposi tory institutions 

Federal Agenc y obliga tion s 

United Sta tes Governmen t securities:
 
Bills
 
Notes
 
Bonds
 

Total United State s Government securities
 
Total loans and secur ities
 

Cash item s in process of collection
 
Bank premises
 
O pera ting equipment
 

Other assets :
 
Denomina ted in foreign currencie s ,
 
All ot he r
 

Total assets
 

Liabilities 
Federal Reserve notes 

Deposits : 
To tal depository ins titutions-reserve accounts 
Foreign 
Other deposits 

Total deposits 

Deferred availability cash items
 
O ther lia bili ties
 

Total lia bilities 

Capital Accounts 
Capi tal paid in 
Su rp lus 

Tot al liabilit ies and capita l accounts 

. 

. 

. 

. 

. 

. 

. 

. 

. 

. 

. 

. 

. 

. 

. 

. 

. 
. 
. 

. 

. 

. 

. 

. 

. 

. 

December 31, 

1981 1982 

s 1,083,000 5 1,233,000 
380,000 518,000 

66,682 78,347 . 

14,640 2,800 

1,216,661 1,129,600 

6,580,908 6,879,306 
7,996,764 7,915,801 
2,453,292 . 2,345,411 

17,030,964 17,1 40,518 . 
18,262,265 18,272,918 · 

515,841 1,080,878 
74,622 . 103,914 . 
14,498 22,848 ' 

808,703 945,296 
392,140 4 18,700 

21,597,751 22,673,901 

14,984,308 15,730,215 

5,349,090 4,717,9 59 
51,359 34;440 
35,476 81,716 

5,435,925 4;834,115 

327,588 1,396;541 
431,330 265,766 

21,179,151 22,226,637 

209,300 . · 223,632 
209,300 223,632 

21,597,751 22,673,901 

34 



Earnings and Expenses 
(Thousands of Dollars) 

Current Earnings 
Discoun ts and adva nces 
Uni ted S tates Gove rnmen t secu rities 
Foreign cur rencies 
Incom e from services 
All o the r 

. 

. 

. 

. 

. 

Decembe r 31, 

1981 1982 

5 14,797 S 8,691 
1,938,292 1,978,747 

90,366 70,551 
12,848 38,341 

833 918 

Total curren t earn ings 2,057,136 2,097,248 

Current Expense s 
To ta l cu rre n t expe nses ' 
Less reimburseme nt for cer tain fiscal age ncy and o ther expenses 

. 

. 
99,674 
7,223 

116,726 
7,741 

Ne t expenses . 92,451 108,985 

Profit and Loss 
Curre n t net ea rn ings 
Additions to curren t earn ings 
Profi t on sales of United S tates Go vernment securities (ne t) 
All o the r 

. 

. 

. 

1,964,685 

0 
1,446 

1,988,263 

10,61/ 
0 

Tota l additions . 1,446 10,677 

Deduction s from cur rent net earni ngs 
Loss o n foreign excha nge tran sactions (ne t) 
Loss a n sales of United Sta tes Gove rn me nt securities (ne t) 
All othe r 

_ 
. 
. 
. 

49,265 
16,667 

1,404 

24,536 
a 

2,459 

To tal deductions . 67,336 26,995 

Net ad ditions (+ ) deduction s (- ) 
Earne d credits used by dep ository insti tut ion s 
Assess me nts for expe ndi tures of Board of Gove rno rs 
Net ea rn ings before paymen ts to United States Treasurv 
Divid en ds paid 
Paym en ts to United S ta tes Treasu ry (interes t on Federal Reserve notes) 

. 

. 

. 

. 

. 

. 

- 65,890 
51 

- 10,177 
1,888,567 

12,018 
1,861,514 

- 16,31 
- 1,294 
- 10,147 

1,960,504 
13,053 

1,933,119 

Tran sferred to surp lus 
Sur plus January 1 
Sur plus Dece mbe r 31 

_ 
_ _ 

_ 
_ 
_ _ 

. 

. 

. 

15,035 
194,264 
209,300 

14,332 
209,300 
223,632 
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San Francisco Office 
PO. Box 7702, San Francisco, California 94120 

Los Angeles Branch 
PO. Box 2077, Ter minal Annex, Los Angeles, Cal iforn ia 90051 

Portland Branch 
P.O. Box 3436, Portland, Orego n 97208 

Salt Lake Cit y Branch 
P.O. Box 30780, Sa lt Lake Cit y, U tah 84125 

Seattle Branch 
P.O . Box 3567, Termin al Annex, Seattle, Wash ington 98124 

This report was prepared by the s taff of the Federal Reserve Bank of 
Sa n Francisco: prod uced by Karen Rusk; gra phics designed by William 
Rosenthal; copy written by Jack H . Beebe , Joseph Bisignano, Gen e 
Drossel . Jen nifer Eccles, Elaine Foppian o, Michael W. Keran. Brian 
Motley, Randall Pozdena . Herbert Runyon and Gary C. Zimmerman . 
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