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VOLCKER GIVES
MONETARY POLICY
OBJECTIVES FOR 1983

Federal Reserve Chairman Paul

Volcker, in Congressional testimony
on February 16, outlined the objec
tives and rationale of monetary poli
cy in 1983. He noted that the job of
setting targets for 1983 was greatly
complicated by widespread eco
nomic and regulatory changes that
have affected the historic relation

ships between money and the econ
omy. As a result, he said, the Fed
eral Open Market Committee
(FOMC) decided to put substantial
weight on the broader aggregates of
M2 and M3 (which, by encompas
sing a broader range of assets
should be less sensitive over time to

financial innovations) and to widen
the M1 target to 4-8 percent. In set
ting the ranges, Volcker stressed
that monetary growth during the
year would be judged "in the light of
developments with respect to eco
nomic activity and prices, taking
account of conditions in domestic

credit markets and internationally."

Free copies of the Federal Reserve
report, "Monetary Policy Objectives
for 1983," are available upon re
quest from the Public Information
Department, Federal Reserve Bank
of San Francisco, P.O. Box 7702,
San Francisco, CA 94120. Phone:
(415) 974-2246. Excerpts from the
report follow.

"The FOMC is well aware that past
cyclical expansions have typically
been accompanied by sharp in
creases in 'velocity,' particularly for
the narrower aggregates. We as
sume that, to some degree, that pat-

(Continued on page 2)

S.F. FED UNVEILS ECONOMICS EXHIBITION

On February 14, the Federal
Reserve Bank of San Francisco

opened a major educational exhibi
tion about economics to the public.
Installed in the lobby of the Bank's
new twelve-story headquarters
building at 101 Market Street, "The
World of Economics" is open to the
public weekdays from 9 a.m. to 4
p.m. Admission is free of charge.

The exhibition consists of twenty
separate displays that together
present the core concepts of eco
nomics in a lively walk-through
format. It makes full use of contem

porary exhibition technology includ
ing moving electronic and mechan
ical displays, computer games,
murals, and historical photographs.
The displays cover such economic
topics as supply and demand, the
circular flow of income and spend
ing, economic growth and the role of
government policy in stabilizing the
economy. Four computer games

give visitors the chance to assume
the roles of chairman of the Federal

Reserve Board and President of the

United States in "hands-on" formu

lation of monetary and fiscal policies.

The unique economics exhibition
was called "an experiment in public
education" by the Board of Gover
nors of the Federal Reserve Sys
tem. To complement the exhibition,
the San Francisco Bank plans to
offer an in-class education program
to grade school and high school
teachers. The education program
will include lesson plans, teacher
guides and all other elements
needed to teach economics as a

distinct subject or as part of other
social sciences. It is divided into six

"clusters," each of which treats a
different economic topic, for ex
ample, market theory or economic
history. The program was devel
oped with the help of the Economic
Literacy Council of California.



REGULATIONS AND OPERATIONS UPDATE

Regulation Z—Truth in Lending: On January 27, 1983,
the Federal Reserve Board made public its final determi
nations on the consistency of certain parts of the laws of
Arizona, Florida and Missouri. It found parts of Arizona
law inconsistent with Regulation Z. Effective October 1,
1983, creditors in those states are prohibited from using
provisions in their state laws that are preempted as incon
sistent with relevant federal law. The preempted provi
sions were detailed in the Federal Register notice of the
date of determination. Creditors may start omitting the
preempted disclosures at any time before October 1,
1983.

The board delegated the making of future determinations
of the consistency of state truth-in-lending laws with fed
eral laws to the director of the Board's Division of Con

sumer and Community Affairs, subject to Board review.

For further information, please contact David M. Vandre
in Consumer Affairs at (415) 974-2965.

FOR PUBLIC COMMENT

Regulation K—International Banking Operations: The
Board is considering comment (requested by March 14,
1983) on draft regulations to implement the Bank Export
Services Act (BESA) which authorizes investments in
export trading companies by bank holding companies and
certain other banking organizations. The BESA is part of
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the Export Trading Company Act of 1982.

The regulations proposed by the Board are limited to
clarifying ambiguities in the law and providing key defini
tions and basic guidance to investors as to the policies
and procedures the Board will follow in carrying out its
responsibilities under the Act.

For further information, please contact Rodney E. Reid in
International Regulations at (415) 974-2266.

Regulation Y—Bank Holding Company Regulation: On
February 22, the Federal Reserve Board asked for public
comment on a proposal to amend Regulation Y to add
discount securities brokerage and securities credit lend
ing to the list of nonbanking activities permissible for bank
holding companies. Comments should reach the Board
by April 8, 1983.

Discount securities brokerage in the context of the pro
posal means buying and selling securities solely as agent
for the account of customers. The proposal specifically
excludes securities underwriting activities and the provi
sion of investment advice or research services. Securities

credit lending means extending credit for the purchase or
carrying of securities by nonbank subsidiaries of bank
holding companies pursuant to the Board's Regulation T
(Margin Credit extended by Brokers and Dealers). For
further information, please contact Robert A. Johnston in
Applications and Analysis at (415) 974-2352.

tern will emerge again. There is a
strong presumption that the target
ranges will not be exceeded or
changed without persuasive evi
dence, as in 1982, that institutions
or economic circumstances require
such change to meet our more basic
objectives...

"In approaching its policy judg
ments, I believe the Committee rec
ognized the desirability of achieving
and maintaining a lower level of in
terest rates to encourage growth,
but felt that this could only be realis
tic in a context of building on the
progress already made against in
flation. Efforts to force interest rates

down at the expense of excessive
liquidity creation could not be suc
cessful for long...

"The target range for M3, which
is least affected by institutional
change, was left at 6V2 to 91/2 per

cent, measured from the fourth
quarter of 1982 to the fourth quarter
of 1983.

"The target for M2 was set at 7 to 10
percent and the base was shifted to
the February-March average of this
year to minimize the institutional
distortions. Our assumption is the
flow of funds into M2 from other sav

ings media will have sharply sub
sided in coming weeks...

"The degree of emphasis placed on
M1 as the year progresses will be
dependent upon assessment of,
and the predictability of, its behavior
relative to other economic mea

sures, and the range may subse
quently be narrowed. Over the year,
growth in the lower part of the range
would be appropriate if velocity
rises strongly, as has usually been
the case during recoveries. An out
come near the upper end would be

appropriate only if velocity does not
rebound sharply from the declines
last year, and tends to stabilize
close to current levels...

"In addition, the Committee setforth
for the first time its expectations with
respect to growth of total domestic
nonfinancial debt, and felt that a
range of 8V2 to 111/2 percent would
be appropriate.

"I neither bewail nor applaud the cir
cumstances that have put a greater
premium on judgment and less
"automaticity" in our operations; it
is simply a fact of life. In making
such judgments, the basic point re
mains that, over time, the growth of
money and credit will need to be
reduced to encourage a return to a
reasonable price stability. The tar
gets set out are consistent with that
intent..." Ijjp



SAN FRANCISCO RESERVE BANK REPORTS
ON NEW DEVELOPMENTS IN 1982 OPERATIONS

In the first full year of operation with
priced services, the Federal Re
serve Bank of San Francisco put a
premium on new services and im
proved efficiency. The additional
challenges presented by a quickly
changing economy and financial
market and the ways in which the
San Francisco Fed met them are

presented in the 1982 Annual Re
port. An excerpt from the report on
developments in the Bank's opera
tions departments follows.

During 1982 the operations of the
Federal Reserve Bank of San Fran

cisco continued in an atmosphere of
rapid financial innovation. This en
vironment has been influenced

heavily by passage of the Deposi
tory Institutions Deregulation and
Monetary Control Act of 1980
(MCA). However, another historic
piece of legislation was signed into
law as the year drew to a close: the
Garn-St. Germain Depository Insti
tutions 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 the Federal Reserve
System. The MCA was intended to
promote improved monetary control
and greater competitive equity
among institutions with similar
powers. In addition, the Act pro
vided access to Federal Reserve

services, at explicit prices, for all
institutions subject to reserve
requirements set by the Federal
Reserve.

Complex Environment
While the San Francisco Federal

Reserve Bank shares the same

responsibilities and functions as
other Reserve Banks in their role as

central bankers, certain aspects of
the District are unique. Almost 30
percent of the population of the
Twelfth District resides in the four-

county Los Angeles metropolitan
area. In addition, the District serves
a potential market of 4,000 financial
institutions spread over five time

zones. Geographic disparity also is
an important characteristic. The
vastness of the region served, and
the complexity and variety of the
population in the District, mean that
Reserve Bank services must be tail

ored to regional needs.

New Services

The Bank formed a Financial Ser

vices department in 1981 to market
its priced services to financial insti
tutions as provided by the MCA.
Each of the Bank's five offices

serves institutions located in its re

spective zone, but District-wide
responsibility for the planning and
direction of the priced services re
sides in the Operations Division of
the District's Head Office.

One of the early service innovations
by the Bank was a new on-line com
munications service, called FedLine
that was introduced in April 1982.
FedLine originally was offered on a
test basis to six pilot institutions.
The reception has been so enthusi
astic that FedLine computers were
installed in over one hundred finan

cial institutions in 1982 and over

four hundred more are scheduled

for installation in the coming year.

Initially, subscribers to the service
will use FedLine's microcomputers
to transfer funds directly through the
Federal Reserve's communications

system (FEDWIRE). In 1983, how
ever, FedLine will enable users to
perform a variety of transactions
directly through the Federal Re
serve's communication sytem.

Automation

Implementation of computer system
enhancements to support MCA pro
grams continued to flow from the
Bank's Computer Services Group
throughout the year. Check float
monitoring and reporting was im
proved, and a new system to moni
tor the Fed's transportation network
and to track the flow and timely re
ceipt of cash letters throughout the
Federal Reserve was developed.
Together, these innovations provide
the means to evaluate the potential

for further reductions in float and the

granting of credit to financial institu
tions based on actual availability of
funds.

The SHARE system for automated
securities handling, which was de
veloped by the San Francisco Re
serve Bank in cooperation with the
St. Louis and Kansas City Reserve
Banks, was in full production at
these three Reserve Banks during
1982. The Dallas Reserve Bank

also installed the system in 1982. In
addition, planning commenced for
installation of SHARE at the Chi

cago and New York Reserve Banks
in 1983. The Cleveland and Boston

Reserve Banks also will begin the
SHARE installation process in
1983. Thus, the San Francisco
Reserve Bank has assumed a lead

ing role within the Federal Reserve
System in implementing resource-
shared software.

The new Federal Reserve national

communications network, called
FRCS-80, was installed in San
Francisco during 1982. This new
communications system permits im
proved reliability and increased
capacity to serve the Federal Re
serve and depository institutions
more effectively. Improved security
for transmitting information and in
creased efficiency of communica
tions circuit usage at lower total
costs also result from the implemen
tation of this state-of-the-art network.

The Reserve Bank also designed
and gained approval for a new intra-
district communications network to

link the five offices of the San Fran

cisco Reserve Bank. This network,
called SPINE, is compatible with,
and complementary to FRCS-80
and should generate the same type
of benefits within the Twelfth District

that FRCS-80 is providing nation
wide. SPINE will be installed at the

Los Angeles Branch during 1983
and at the Reserve Bank's other

three branches by late 1984.

Among the many 1983 automation
projects that target internal operat
ing efficiency improvements, there
are two that are particularly worthy

(Continued on page 4)
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of mention. One is a new online

entry system for accounting appli
cations; another is the development
of a chargeback system to monitor
the costs and usage of automated
services to user functions. Both are

targeted for installation early in 1983.

Many of these innovations in auto
mation were facilitated by the move
of the San Francisco Reserve

Bank's data center in September to
its new headquarters. The upgrad
ing of computer capacity, the instal
lation of an improved network con
trol center, and planned future com
puter upgrades in the Bank's branch
offices have positioned the Twelfth
District to meet the major chal
lenges forecast for the 1980s. With
these major enhancements the Re
serve Bank should be able success

fully to handle the increased proces
sing needs of the Federal Reserve
System, the Twelfth District, and the
financial institutions it serves.

Payments Services
In planning the future of payments
services in a priced environment the
Reserve Bank has put heavy em
phasis on quality and cost control.
The Bank handles approximately
seven million checks daily from
throughout the District. Since a criti
cal element in managing all check
products, new or existing, is the

OPERATIONS

quality of the services, a special
customer information book was pre
pared to provide financial institu
tions with a clear understanding of
the Bank's processing procedures
and to help reduce errors caused by
improper input.

Funds transfer (FEDWIRE) has
been the fastest growing bank ser
vice in the past two years. On-line
funds transfers now constitute 99

percent of total FEDWIRE activity in
the Twelfth District. Implementation
of the new FedLine service men

tioned earlier, is expected to en
courage most of the remaining one
percent of volume to move from off
line to the much more efficient on

line during 1983. More importantly,
FedLine provides the same type of
computerized access to small- and
medium-sized financial institutions

that, up to now, has only been avail
able to large financial institutions.

The Automated Clearing House
(ACH) was another fast-growing
service offered by the Bank during
1982. The major products offered by
ACH are debit and credit origina
tions which consist mainly of gov
ernment disbursements, corporate
payrolls, cash concentration, and
insurance drafts. The Twelfth Dis

trict accounts for 20 percent of total
System volume in these combined
areas.
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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 electronic
funds transfer and the continuing
use of paper checks, substantial
amounts of coin and currency con
tinue to be needed by the Western
economy. In 1982, the Reserve
Bank put into circulation 4.8 billion
coins and 1.8 billion pieces of paper
currency. High speed currency sort
ing machines handle 1,200 pieces
of currency a minute, automatically
detecting counterfeits and destroy
ing currency not fit for further use.
Output of this equipment steadily is
improving the quality of currency in
circulation.

The Reserve Bank is the fiscal

agent for the U.S. Government and
in this role it handled substantial

amounts of bills, notes, bonds and
other Treasury securities. An auto
mated Treasury-bill processing sys
tem 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. Wi


