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NO CHANGE IN POLICY: VOLCKER

On October 8, the Federal Reserve
Board approved another half-point
drop in the discount rate to 91/2 per
cent. At the same time, the Federal
Open Market Committee voted to
leave its June to September M1
growth target at the annual rate of 5
percent, near the upper limit of this
year's target range. The two moves
led to some speculation that the Fed
was changing its monetary policy,
but Chairman Paul A. Volcker stated

that the moves are consistent with

prevailing economic circumstances
and represent "no change in the
basic thrust of policy."

In a speech to the Business Council
on the weekend of October 9, Chair
man Volcker explained that the drop
in the discount rate was "in an im

mediate sense, designed to main
tain an appropriate alignment with
short-term market rates." He added

that the Fed lowered the discount

rate "against a background of con
tinued sluggishness in business
activity, the exceptional recent
strength of the dollar on the ex
change markets, and indications of
strong demands for liquidity in some
markets."

He believed that the recent general
drop in interest rates is not unusual
in a recession but may also reflect
"market conviction" that the funda

mentals for economic recovery are
in place.

About charges that the Fed is aban
doning a disciplined money policy,
Volcker cautioned against reading
too much into any single measure of
the economy, such as M1, "or even
all the measures in the short run."

He warned: "We have to be alert to

the possibility that relationships
may be disturbed by technological
or regulatory changes in banking, or
more broadly by shifts in liquidity
preferences and velocity."

As examples of regulatory changes,
he cited the upcoming maturity of
almost $31 billion of "All-Savers'
Certificates" that will in large part be
rolled over, and the introduction of
"money market fund-type" deposit
accounts for banks and thrifts. He

said that "both the 'ups' and 'downs'
in M1 reflecting these regulatory
changes will be artificial and virtual
ly meaningless in gauging underly
ing trends in 'money' and liquidity."

With respect to changes in money
demand, Volcker reminded his audi
ence of what he had emphasized in
July: "money supply growth above
the Fed's target range would be tol
erated in certain circumstances."

These circumstances include "eco

nomic uncertainty and turbulence"
that would lead to "stronger than
anticipated demands for money."
He said that the FOMC, in looking at
the recent behavior of different com

ponents of the money supply, bank
ing and financial markets, and the
behavior of velocity and interest
rates, concluded that letting the
monetary aggregates "run some
what above their target ranges has
been fully acceptable."

Volcker repeated the Fed's policy
that "continuing progress toward re
storing price stability is an essential
part of building a solid base, not just
for recovery but for sustaining ex
pansion over a long period."

Thomas Warren

WARREN HEADS
COMPUTER SERVICES

Thomas C. Warren has returned to

the Federal Reserve Bank of San

Francisco as a senior vice president
of the Computer Services Group.
He replaces Kenneth A. Grant who
is leaving to manage his personal
business career. Warren also joins
the Bank's Management Committee.

Since last November, Warren has
been first senior vice president of
bank operations at Oakland's Cen
tral Bank. He had served as vice

president of computer systems for
the Federal Reserve Bank before

joining Central Bank in 1979 as
president of its data-processing
subsidiary, Computer Dynamics, Inc.

Warren has an extensive back

ground in both computer systems
and operations at commercial
banks and savings and loan asso
ciations. He was previously em
ployed in those capacities at the
Bank of California, Home Federal

(Continued on page 4)



REGULATIONS AND OPERATIONS UPDATE

toraneous ReRegulation B—Equal Credit Opportunity: The Board
adopted two interpretations of Regulation B, effective
April 1, 1983. Each interpretation applies to both credit
scoring and judgmental systems for evaluating credit
applicants.

The first interpretation provides that a creditor is not re
quired to consider income at all. But ifthe creditor chooses
to consider any form of income, the creditor cannot dis
count or exclude any of the "protected" forms of income
—alimony, child support, separate maintenance, part-time
employment, retirement benefits, and public assistance.

The second interpretation concerns the selection and
disclosure of principal reasons for adverse actions on
credit applications.

The Board also withdrew, effective October 15, 1982,
some proposed amendments related to the mechanical
requirements of Regulation B. Their withdrawal does not
affect the substantive provisions of the regulation as they
relate to business credit (e.g., business creditors may not
discriminate on any prohibited basis).

For further information, contact David M. Vandre in Con
sumer Affairs at (415) 544-2762.

Regulation C—Home Mortgage Disclosure: The Fed
eral Reserve Board renewed the exemptions for the
states of Connecticut, Massachusetts, New Jersey, and
New York, effective November 5,1982. At the same time,
the Board terminated the existing exemption for state
chartered savings and loan associations in California,
since the state can no longer guarantee adequate en
forcement of its mortgage disclosure laws.

For further information, contact David M. Vandre in Con
sumer Affairs at (415) 544-2762.

Regulation D—Transaction Accounts: The Federal
Reserve Board determined that time deposits linked to
lines of credit on which checks or similar third party trans
fers can be drawn should be subject to the reserve re
quirements for transaction accounts. The new rule was
effective October 15,1982, but the Board has requested
comment on the technical aspects of the rule by Decem
ber 3,1982.

This ruling affects arrangements whereby depositors
maintaining time deposits are able to obtain a loan—
secured by the time deposit—by writing a check or similar
draft provided by the depository institution as part of the
arrangements establishing the time deposit. The Board
regards such arrangements as circumventing the reserve
requirements of Regulation D and the regulations of the
DiDC.

For further information, contact Gail Taylor in Statistical
and Data Services at (415) 974-2055.

Regulation D—Contemporaneous Reserve Require
ments: The Board amended Regulation D, effective Feb
ruary 2, 1984, to change from lagged to contemporane
ous reserve requirements. Refer to the accompanying
article for a fuller discussion.

For further information, contact Doren Helterline in Statis
tical and Data Services at (415) 974-3151.

Regulation E—Electronic Fund Transfers: The Board
adopted four amendments, effective October 12, 1982,
intended to reduce regulatory burdens without giving up
significant consumer protection:

1) An exemption from the entire regulation, for financial
institutions whose assets do not exceed $25 million, for
preauthorized transfers by government agencies and pri
vate corporations.

2) An exemption from the need to disclose, on terminal
receipts, the type of account involved in an automated
teller machine transaction, when only a single account
can be accessed.

3) An exemption from the requirement to provide a period
ic statement for each account, when a transfer is made
between accounts of the same consumer in the same

institution.

4) Modifications to the requirements for documentation
and error resolution procedures for transfers initiated out
side the United States.

For further information, contact David M. Vandre in Con
sumer Affairs at (415) 544-2762.

Regulation Q—Interest on Deposits: On September
17, 1982, the Depository Institutions Deregulation Com
mittee determined that its finders' fee ruling (which re
quires a finders' fee to be considered as part of interest
paid to a depositor) does not apply to fees paid to bona
fide brokers. The Committee defined a bona fide broker

as a person principally engaged in the business of acting
as a broker or dealer in regard to deposits, securities, or
money market instruments.

For further information, contact Robert D. Mulford in the
Legal Department at (415) 544-2256.

Regulation Z—Truth In Lending: The Board withdrew
its proposal to amend Regulation Z to require either that
seller's points be included in the finance charge or that
creditors disclose that seller's points are involved in the
transaction.

For further information, contact David M. Vandre in Con
sumer Affairs at (415)544-2762.

"Call Reports": The Federal Financial Institutions
Examination Council simplified previously announced re
quirements of the new Supervisory Supplement 1 to the

(Continued on page 3)
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CONTEMPORANEOUS RESERVES BEGIN IN 1984

The Federal Reserve Board agreed
to require depository institutions to
switch to contemporaneous reserve
accounting beginning February 2,
1984.

At that time, medium sized and
larger depository institutions must
post reserves on transaction ac
counts with a two-day rather than
the current two-week accounting
delay. Transaction accounts include
checking, NOW, automatic transfer,
and share draft accounts. Reserve

requirements on nontransaction lia
bilities will be met on a lagged basis.

Under the present lagged reserve
system, depository institutions must
post their required reserves in any
given week based on their deposit
levels two weeks earlier.

It is expected that contemporane
ous reserve requirements (CRR)
will improve the implementation of
monetary policy by strengthening

the link between reserves held by
depository institutions and the
money supply. The Board noted that
sizable slippages will remain be
tween reserves and money as short-
run flows are inherently volatile.

Under contemporaneous reserve
requirements, reserves will be
maintained over two-week periods
that will continue to end on a Wed

nesday. CRR will apply only to insti
tutions reporting their deposits on a
weekly basis. Certain institutions
with $15 million or less in total de
posits report deposits and calculate
required reserves quarterly. And
certain others, with reservable lia
bilities under $2 million, will be ex
empt from reserve requirements.

The Board decided in principle on
June 28, 1982 to adopt contempo
raneous reserve requirements on
transaction deposits but had left the
question of an effective date open
for later decision. 1jj§i
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S.E FED'S NEW LOGO

The San Francisco Federal Reserve

Bank adopted a new logo at the end
of September. A flying eagle in a
ring containing the name of the
Bank accompanies the Bank's
move to new headquarters at 101
Market Street and heralds funda

mental changes in Federal Reserve
services resulting from the Mone
tary Control Act of 1980.

The new logo was designed by
graphic artist William Rosenthal. flfc

Reports of Condition and Income (Call Report). Supervis
ory Supplement 1—on Past Due, Nonaccrual and Rene
gotiated Loans and Lease Financing Receivables—will
be effective starting with the call report for December
31,1982.

The Council also made several decisions with respect to
the public availability of information collected under Sup
plement 1. Information on loans past due 90 days and still
accruing interest, on nonaccrual loans, and on renegoti
ated troubled loans will be made available by the Federal
supervisory agencies upon request, beginning with the
report for June 30, 1983. Loans past due 30 to 89 days,
which previously would also have been publicly available,
will not be released.

Parts of Supplement 1 related to foreign banks and to
agricultural loans have been simplified. The item on com
mercial and industrial loans to foreign borrowers is de
leted. Banks whose agricultural loans are less than 1
percent of total loans may report agricultural loans as part
of all other loans rather than separately.

For further information, contact Ursula Braun in Domestic
Financial Reports at (415) 974-3145.

"Regulation L—Interlocking Bank Directorates: On
September 29,1982, the Federal Reserve Board and the
other federal banking agencies proposed several changes
in Regulation L. Among those changes are provisions to
simplify procedures for obtaining exceptions to the De
pository Institution Management Interlocks Act and ex

tensions of time to permit compliance with the Act; to
redefine certain terms of the Act; and to broaden the
circumstances under which the exception to the prohibi
tions of the Act is available on grounds of disruptive man
agement loss.

Comments on the proposed rules should be sent to the
Office of the Comptroller of the Currency and should refer
to Docket 82-19.

"Fair Housing Lending Laws": The Federal Financial
Institutions Examination Council sent to Congress a
study on the feasibility and desirability of establishing a
unified system for enforcing the fair lending laws and
regulations, implementing the Community Reinvestment
Act, and satisfying the public disclosure purposes of the
Home Mortgage Disclosure Act. The Council asked for
public comment by November 29, 1982 on the study's
recommendations.

For further information, contact David M. Vandre in Con
sumer Affairs at (415) 544-2762.

"Cash Transportation Fees": Armored carrier agree
ments have been renegotiated for three transportation
zones listed below in the San Francisco Federal Reserve

District. The new fees and zones became effective Octo

ber 28, 1982. For further information, contact:

Los Angeles
Salt Lake City
Seattle

Brent M. Duxbury
Don W Sheets

E. Ronald Liggett

(213) 683-8466
(801)322-7828
(206) 442-4492
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GARN-ST GERMAIN DEPOSITORY
INSTITUTIONS ACT OF 1982

President Reagan signed the Garn-
St. Germain Depository Institutions
Act of 1982 into law on October 15. A

partial list of Federal Reserve regu
lations immediately affected by the
new law follows. For further infor

mation, contact Robert D. Mulford in
the Legal Department at (415)
544-2256.

Regulation D: The Board has amended
Regulation D to allow banks that with
drew from Federal Reserve member

ship between July 1, 1979, and March
31, 1980 to phase in their reserve
requirements.

Regulation D: The first $2 million in re-
servable liabilities of any depository ins
titution are not subject to reserve re
quirements. This provision is scheduled
for implementation on or about Decem
ber 15,1982.

Regulation O: Loans by a bank to an
executive officer to finance his/her chil

dren's education need not be limited to

$20,000; loans to finance the purchase
or improvement of an executive offi
cer's residence need not be limited to

$60,000. The Federal Reserve Board
has already amended Regulation L to
conform to the new statute. The Garn

Bill also replaces the $10,000 figure
(for all other loans to an executive offi
cer) and the $25,000 figure (for insider
loans requiring advance approval from
Boards of Directors) with limits pre
scribed by the appropriate regulatory
agency. The Federal Reserve Board
has amended its regulation to retain
these figures for the present time.

Regulation Q: Depository institutions
may offer NOW accounts to government
units.

Regulation Y: The insurance activities
of bank holding companies are limited.

Regulation Z: Arrangers of credit no
longer have any Truth in Lending re
sponsibilities. In addition, loans made,
insured, or guaranteed pursuant to a
program authorized by Title IV of the
Higher Education Act of 1965 are no
longer subject to Truth in Lending. 1jj|i
COMPUTER SERVICES
(Continued from page 1)

Savings and Loan of San Diego, the
American Hospital Supply Corpora
tion, Glendale Federal Savings, and
Central Bank. He also has taught
data processing at the Savings and
Loan Institute.

Grant leaves the Federal Reserve

after 15 years. He has been integral
ly involved in the growth of the
Bank's computer systems from their
earliest stages and has been active
in the Fed's electronic fund transfer

efforts for several years. He joined
the San Francisco Fed in 1968, was

appointed manager of research pro
gramming in 1978, and became as
sistant vice president in charge of
the Bank's information systems two
years later. He was appointed direc
tor of computer systems in 1976
and, in 1979, became the youngest
senior vice president in the Federal
Reserve System. "fl|
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OPENING DAY BALANCE
FOR FED CUSTOMERS

Opening day balance information
on direct reserve accounts became

available to all Twelfth District finan

cial institutions that use the Fed's

on-line funds transfer services on

November 1,1982.

Institutions using the Fed's com
puter interface service will automat
ically receive opening day balance
information when they sign on. On
line institutions can request the in
formation by accessing specific
screens. For Fedwire terminals, the
information appears on the Display
Totals screen. FedLine users will

find their opening day balances dis
played on one of the Host Status
screens. Services to off-line cus

tomers have not changed. 1j|ji
HALF-WAY POINT
IN S.F. FED MOVE

At the end of October, half the em
ployees of the San Francisco Feder
al Reserve Bank were doing busi
ness in the new 101 Market Street

headquarters. The second, third,
fifth, and tenth floors are now occu
pied by a number of departments.
November's schedule brings more:
Files and Archives, Mail, Bulk Mail
and the Print Shop, the Research
Department and the Research Li
brary, and Public Information.

The final phase of the relocation of
San Francisco's central bank will be

complete in January, 1983. Ijflji


