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I appreciate this opportunity to discuss and review the

Federal Reserve System's expenses and budget with this Subcommittee,

In view of my testimony in late January on the broader issues

of Federal Reserve budgetary independence, I will concentrate

today on the record of our expense and budget performance over

time and prospects for 1986. I will also present the Board's

views on H.R. 2204.

The Committee has been given copies of our new publica-

tion entitled Annual Report: Budget Review. It brings

together in one place detailed information about our spending

plans for 1986 and comparisons with expenditures in 1984 and

1985. We are now in the process of reviewing the format of that

document for 1987 and would welcome any comments and suggestions

you may have to make next year's edition even more useful. We

have also supplied the Committee with answers to specific

questions raised in Chairman Fauntroy's letterf other informa-

tion requested by your staff, and copies of our Planning and

Control System (PACS) reports which detail expenditures.
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employment, and productivity, service by service and unit by

unit.

In my January testimony I summarized the planning,

budget and control processes that we have established for both

the Reserve Banks and the Board of Governors. Additional detail

is presented in the Budget Review and I would be happy to answer

any questions that you may have about the process.

I believe the process is thorough and effective, supported

by strong management and staffs. Within the Reserve Banks,

experienced and widely respected directors, drawn from business

and various professions, are an integral part of the process.

Many of those directors are responsible in their private capacities

for managing large organizations and staffs. Their input to

management of the Reserve Banks —• I think unique for a public

body -- is truly one of the strengths of the System. I am

delighted to have with me today Chairmen Rogers and Weitnauer

of the Federal Reserve Banks of Dallas and Atlanta, who I am

sure, would be happy to respond to any questions you would like

to direct to them.
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As another matter of general background, Reserve Banks'

budgets are in large part subject to the competitive discipline

of the marketplace. Specifically, about 40 percent of Reserve

Bank expenses arises from services provided to depository institu-

tions for which, by law, we charge fees adequate to cover costs

and imputed taxes and profits; in fact, fees collected for these

services amount to some 50 percent of all our spending. These

services, to a great extent, are actually and potentially avail-

able elsewhere, so there is a strong and direct incentive to

maintain efficiency. Indeed, in some respects the Federal

Reserve is at a competitive disadvantage because of our commitment

to provide our basic services to all depository institutions

that request them on a non-discriminatory basis. In other words,

we neither price on the basis of what the market can bear nor

limit our provisions of particular services to "profitable" high

volume areas.
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A 10-year Overview

The effectiveness of our budget process must be measured

by its results. As I indicated in my January testimony, in the

ten-year period from 1976 to 1986 Federal Reserve spending has

increased at an average annual rate of about 0.8 percent in

constant dollars or 6.8 percent in nominal terms. During that

period, as you know, System operations and therefore expenses

were heavily impacted by the Monetary Control Act (MCA) which

extended reserve requirements to all nonmember banks and thrifts,

requiring us to create and maintain new data collection and

account maintenance systems, and extended access to our services

to all depository institutions. In 1980, for instance, only

5,400 member banks were subject to reserve requirements;

today some 17,250 banks and thrift institutions have such

requirements.

If the ten-year period is divided into roughly three

equal parts — pre-MCA, a transition period for implementation,

and post-MCA — performance stands out even more clearly:
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Pre-MCA, from 1976 to 1979f nominal expenses

increased at an annual rate of 4.7 percent, more

slowly than the consumer price index;

During the MCA implementation phase from 1980

to 1982, expenses increased at an annual rate of

11,7 percent, only 1.7 percent faster than

consumer prices despite the large outlays involved

in dealing with so many more institutions; and

Post-MCA, from 1983 to 1986, expenses increased by

4.7 percent on average, about 1 percent faster than

the CPI.

Total employment in the Federal Reserve System is budgeted

at 24,886 for 1986, a decline of 1,746 or 6.6 percent from the

level at the end of 1976. During that period, weighted measures

of aggregate unit volume of services increased by 41.2 percent.

Clearly, productivity in the System has increased very signifi-

cantly by almost 4 percent per year.
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Attached charts and tables depict changes real unit

costs and volumes for various priced and non-priced services

since 1977 (the first year of entirely comparable data). For

priced services -- wire and securities transfers, check processing

and ACH transactions — the data show that during the transition

period to pricing of our services, there were sharp volume

losses, particularly in check collection, by far the most

costly service. Because of substantial elements of fixed

costs, real expenses could not be cut at the same rate as

volume decreased; thus, real unit costs increased. However,

since 1983 unit costs have again declined in almost every area,

bringing real unit costs substantially lower than in the 1970's.

Gains in productivity have also been made in non-priced

service areas, which are comprised principally of fiscal agency

operations for other governmental units and the provision of

currency and coin. In these services also, volumes have increased

and real unit costs have declined or risen only slightly during

the same time periods.
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Gramm-Rudman-Hol1 ings

Before I review the Reserve Banks' and the Board's 1986

budgets let me comment on our actions in response to the

Gramm-Rudman-Hollings Act. As I indicated to the Subcommittee

in Januaryf even though the System is not covered by the Act,

the Board decided to reduce total System budgeted expenses for

1986 in a manner consistent with the spirit of the law. The

Board carefully reviewed possible approaches to comparability

with Gramm-Rudman-Hollings requirements and determined that a

reduction of $18 million in the System's (Reserve Banks and

Board of Governors) approved 1986 budget for non-priced services

(and for the total budget) was appropriate. The Board also

decided the reduction should be borne by the Reserve Banks and

the Board on the basis of both the relative size of the budgets

of each of the thirteen components of the System and the relative

size of their expense increases over the last three years. The

Board provided guidance on the areas in which cuts were to be

avoided if possible — including bank supervision — and the
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Reserve Banks and Board responded with specific plans for

achieving the required reductions.

Tables 6 and 7 detail where reductions are being made

by the Reserve Banks and the Board. The revised budget for the

Reserve Banks now totals $lf165 million, an increase of 4.3 per-

cent over 1985 expenses, and a staff level of 23,381, an increase

of 1.7 percent or 397 positions over 1985 staff levels. Over half

the staff increase is due to increases in supervision and regulation.

The Board's budget now totals $85 million, an increase of 3.9

percent over 1985 expenses. Board employment is budgeted at

1,505, a decline of 26 or 1.7 percent from 1985.

Our revised budget for the System now totals $1,251

million, an increase of $51 million or 4.3 percent over 1985

actual expenses.* Table 8 gives a breakdown of total expenses

by our four service lines.

*Budget data excludes expenditures for new currency paid to the
Bureau of Engraving and Printing, budgeted at $186 million in
1986.
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Reserve Bank Budgets for 1986

The Banks1 1986 budgets are affected by several new

initiatives/ which we believe to be of high priority. These

initiatives include:

1) Supervision and Regulation:
efforts to increase the
frequency and scope of
examinations of state member
banks and inspections of bank
holding companies.

2) Treasury Direct Access Book-Entry:
an on-line book-entry system for
the safekeeping of marketable
Treasury securities for indivi-
duals and small investors.

Budget
expense

$8.2 million

Additional
staff

180

$5.4 million 111

3)

4)

5)

Large Dollar Return Item Notification: $4,0 million
implementation of a program on
large dollar return item notifica-
tion consistent with legislative
proposals to improve funds avail-
ability to consumers.

118

Small and Disadvantaged Businesses:
implementation of procedures for
acquiring goods and services from
small and disadvantaged businesses.

Building Moves:
one-time expenses relating to
current year costs incurred in
moving into three new branch
buildings and renovating one
head-office building.

$1.2 million

$5.1 million

16

Excluding these initiatives and one-time costsf adjusted Reserve

Bank budgets would increase only 2.2 percent from the 1985

expense level.
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On a service line basis, the largest budget increase is

planned in Supervision and Regulation where the 1986 budget totals

$166 million, an increase of 9.0 percent over 1985 expenses.

Examination activities alone are budgeted to increase 18 percent

to provide for increasing the frequency and scope of bank and bank

holding company examinations and for improving communications with

those institutions1 directors. Most Banks began to implement the

new program in 1985 and it is expected to be fully in place by the

end of 1987.

Employment in Supervision and Regulation as a whole is

budgeted to increase by 219, or 11.4 percent; within this total

we are planning to add 180 people for the expanded supervisory pro-

gram. Our total bank and bank holding company field examination

force is budgeted at 983 by year end. Increases in applications,

offsite monitoring and analysis of banks and bank holding

companies, and monitoring of reserve accounts also require
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additional supervisory personnel. Table 9 shows the increases

in staff and volume of activities in supervision and regulation

from 1979 to 1986, As indicated, this has been an area of

personnel growth, but at a far slower rate than most activity

measures.

Expenses for Services to Financial Institutions and the

Public constitute the largest portion of Bank budgets at $764

million, nearly 66 percent of the total budget for the Reserve

Banks.* Expenses are budgeted to increase $21 million, to a level

2.8 percent higher than in 1985.

Most of this expense category ($489 million) relates to

services offered to depository institutions for which fees are col-

lected in accordance with the provisions of the MCA. The volume

of priced services from year to year is largely driven by demand,

and expenses are fully recovered by revenue received, which is

* These services include (1) check and noncash collection, wire
transfers, automated clearinghouse transactions, book-entry
securities transfers, securities safekeeping, and cash trans-
portation, primarily on a priced basis; and (2) currency and
coin processing, government check processing, loans to depository
institutions, and public programs, on a non-priced basis.
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anticipated to be $617 million in 1986. This revenue amount

provides for full recovery of actual expenses plus imputed

costs that would have actually been incurred had a private

business firm provided the service — largely taxes and cost of

capital.

Volumes are expected to increase in all major operations

while real unit costs are expected to decline (see Table 10).

Staff for these services is budgeted at 8f859f an increase of

105 or 1.2 percent. Those staff increases are primarily devoted

to improvements to the payments mechanism, such as the wire

notification program for the return of large dollar checks.

Expenses for Services to the U. S. Treasury and

Government Agencies total $140 million, an increase of $9 million

or 6.8 percent over 1985.* Most of this increase is accounted

for by the new "Treasury Direct" system for on-line book entry

safekeeping of marketable Treasury securities for individual

* These services include savings bonds, sales and safekeeping
of government securities, government account and coupon pro-
cessing, funds and ACH transfers, and processing of checks.
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investors. Reserve Banks expect to add about 111 additional

people to run "Treasury Direct." At the same timef the Treasury

will be able to reduce its staff by approximately 400 as a

result of the transfer of this function to the System, resulting

in considerable overall cost savings to the government.

In the past a sizable proportion of the costs from the

services provided to the Treasury and other government agencies

has been reimbursed by those agencies. We had anticipated receiving

$107 million in reimbursements from the U. S. Treasury and other

government agencies at the time the Reserve Bank budgets were

approved. We have been informed by Treasury, however, that its

reimbursement to us this year could be considerably less — perhaps

only 30 percent of the amount budgeted. This is obviously a

matter of concern to us, and we believe it inconsistent with

appropriate budgetary policies especially when we are acting,

at their request, as fiscal agent. Other agencies for which we

provide fiscal services reimburse our full costs.
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The Monetary and Economic Policy service line budget

totals $96 million, an increase of $5 million or 5.4 percent

over 1985, with no changes in employment. The increase in expenses

reflects primarily growth in salaries and benefits as well as the

design and development of new computer programs for banking

statistics to provide for uniform systems for the entire System

and to enhance our capacity to process and analyze financial

data from depository institutions.

In addition to analyzing the Reserve Bank budgets by

service lines, we also look at individual objects of expense.

Of the 1986 budget increase of $48 million, personnel expenses

are expected to increase $29 million or 4.2 percent, including

provisions for staff growth of about 397 persons as noted above.

Because personnel expenses account for about 60 percent of

Reserve Bank expenses, human resources receive considerable

attention in the System. We pride ourselves on our ability to

attract and retain high caliber employees. At the Reserve Banks
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our salary policies are based on those prevalent in the area

in which each office is located. Market salary surveys are

conducted annually to help establish salary ranges.

According to our internal studies, the practice of using

local salary surveys resulted in annual 1984 savings to the

Federal Reserve System of $28,5 million in salary costs relative

to costs that would have been incurred if the Reserve Bank

employees had been paid under the Federal Government's pay

schedules. In some areas, including bank examination and

data processing, it isf of course, particularly important that

we maintain reasonably competitive salary levels, and that

requires special attention.

Equipment costs account for 13 percent of the total

budget and are budgeted at $160 million, an increase of 9.4

percent. Several automation efforts significantly affect

equipment expense growth. The System's long range automation

strategy commits us to standardize automation and communication

capabilities and software applications across all Reserve Banks
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and the Board, That costs money now, but we expect both savings

and better "back up" capability in the future.

The System's plans also include upgrading and replacing

obsolete check equipment in order to provide better service and

continuing implementation of enhanced office automation systems

in order to achieve greater productivity. We plan to purchase

additional personal computers used in our communications network

with financial institutions in order to expand the number of

depository institutions that have electronic access to the

Federal Reserve's financial services.

Equipment expenses primarily reflect rental, repairs and

maintenance, and depreciation. The depreciation expenses

($75 million) reflect the current year effect of both current

and prior year capital outlays in accordance with GAAP accounting.

Total capital outlays of $124 million for equipment are anticipated

in 1986, with about 75 percent accounted for by data processing

and data communications equipment. These are accounted for

directly in a capital budget (See Table 11).
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I might add that as part of our planning process, the

Reserve Banks develop long-range automation and communication

plans that cover virtually all data processing and data communica-

tions equipment acquisitions over a five-year planning period, with

specific cost projections over three years. Reserve Bank policies

require that competitive bidding practices be followed and that

careful lease-versus-buy analyses be performed.

Current building expenses are another large component of

bank budgets. These expenses are expected to increase 7.4 percent

to $99 million in 1986 reflecting increases in local tax rates

and assessments, utility rates and usage, renovations and

refurbishments, and rental costs in some Districts.

New buildings are expected to be completed this year

in Jacksonville, Omaha, and Los Angeles. One-time costs of

moving into new buildings are treated as current expenses, and

are expected to total $5.4 million in 1986. The building being

replaced in Omaha was occupied in 1925, while the Los Angeles
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building was constructed in 1928, and the Jacksonville building

in 1952. Rapid growth in operational volumes has resulted in

insufficient space in the present buildings and needs for modern-

ization have also contributed to the need for new facilities.

In each case a thorough analysis was made to explore the justifica-

tion for, and all alternatives to, a new building project. This

analysis included costs of the proposed building project, projections

of volume growth, the impact on operating efficiency, and the alter-

native possibilities of renovation of old buildings or lease.

Board Budget

The budget and personnel of the Board of Governors in

Washington is a relatively small part of total System expense,

amounting to about 6.8 percent of the whole.

The Board's 1986 budget is affected by three major

factors:
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1) Program Improvement Project (PIP):
A self-initiated staff reduction
project designed to enhance pro-
ductivity and eliminate lower-
priority work. The reduction
of 9 positions in 1984, 91 in
1985, and 51 in 1986 (151
positions) is expected to yield
$4.5 million in full-year
savings in 1987.

2) Supervision and Regulation:
An increase in staff, consistent
with a System-wide effort, to
enhance supervision of state
member banks and bank holding
companies.

3) Automation:
Provides for the operating
expense, including deprecia-
tion, for a new computer that
is expected to meet a usage
demand increase of 80 percent
over three years and office
automation equipment to improve
staff productivity.

1986
Budget

($1.3 million)
savings

1986
Positions

(51)
savings

$0.9 million 29

$1.1 million

In 1984 the Board of Governors undertook, at its own

initiative, a project to reduce or eliminate lower priority programs

in order to increase the overall efficiency of our operations.

The PIP program reduces staffing by 151 or 9.2 percent over a

two year period. A variety of personnel programs were used in an

effort to minimize the impact of the program — early retirement,
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internal training and reassignment/ and outplacement. Some

personnel savings will be offset by a decision to add 29

positions to the supervision and regulation function.

Expenses in the Board's largest functional area,

Monetary and Economic Policyy are budgeted to increase by only

2.2 percent to $46 million in 1986. The increase provides

additional automation resources necessary to improve handling of

the large volume of data required in analyzing and implementing

monetary and economic trends.

The Supervision and Regulation function is expected to

grow by 5.2 percent to $20 million in 1986. The increase in the

supervision area, which supports expanded and more frequent

examinations, is held down by the slower rate of growth in the

area of consumer affairs supervision and regulation.

The Board's personnel services budget totals $60 million,

an increase of $1 million or 2.1 percent from 1985. This

increase is significantly smaller than those registered in recent

years due to the deferral of a general pay increase, savings from
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the PIP project, and continued efforts to reduce fringe benefit

costs.

In generalf the Board of Governors has followed federal

pay scales in compensating its staff. As a result, salary

relationships are seriously distorted, with salary distinctions

among our top-level people entirely insufficient to reflect

differences in levels of responsibilities. Adverse effects on

the Board's ability to attract and retain the high caliber young

professionals we need are becoming clearer. Naturally, in the

light of our responsibilities this is a serious matter.

The Board's operating budget for nonpersonnel services

in 1986 totals $25 million, an increase of $3 million or 14.8

percent. The largest factor in this rise is equipment costs,

(including depreciation due to the addition of office automation

equipment), a new computer, and a backup data processing system.

Charts 8 and 9 show the Board's total operating expenses and

employment from 1981 through 1986.
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Miscellaneous Topics

Mr. Chairman, you have asked that I specifically address

certain other topics. One of these is the cost of the several

advisory councils to the Federal Reserve. The aggregate cost of

the advisory councils to the Federal Reserve Banksf including

those established for small business and agriculture, was about

$92,000 in 1985. These councils are comprised of some 250

representatives of nonmember banks and thrifts, small businesses,

and agriculture. Our expenditures represent travel reimbursements

and meals at council meetings. There are also three advisory

councils to the Board of Governors: the Federal Advisory

Council and the Consumer Advisory Council, created by statute,

and the Thrift Institution Advisory Council, created by the

Board when the MCA was enacted. In 1985, the cost of these

three councils was $164,000, representing travel, lodging,

meals, and compensation.

We believe the cost to us of having the Advisory Councils

is minor compared to the benefits we and the council members

derive from the exchange of information and views between the
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private sector representatives and System officials. We believe

this interaction has been very benefical to the System in its

ongoing operations and has provided additional insights into

conditions in the economies in which we operate.

In the case of cafeteria subsidiesf Reserve Banks are

authorized to absorb up to two-thirds of the costs of employees1

food, equipment and miscellaneous operating expenditures. As a

matter of practice, no Reserve Bank provides a subsidy of this

magnitude. On average the subsidy is about 55 percent, and has

been declining in recent years.

The Federal Reserve Board spends around $1.2 million

annually for printing of publications for distribution to the

public. Most of this cost is offset by receipts of about $1.1

million, primarily from subscriptions to the Federal Reserve

Regulatory Service. At the Federal Reserve Banks about $4 million

is spent for publications with roughly $150,000 offset by receipts.

The policy of the Federal Reserve has been to provide to the

public at minimal or no charge publications that improve public
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understanding of the monetary policy process and the Central

Bank. We are, however, looking at our publications1 policy

throughout the System to identify areas where additional

cost recovery may be appropriate.

The cost of acquiring currency has increased in recent

years. Essentially, the Board must incur these expenses in

order to provide the public with sufficient currency to meet

its demands. The actual cost of printing the currency is con-

trolled by the Bureau of Engraving and Printing. Nevertheless,

the Board, to the extent possible, endeavors to control these

expenditures through continuing contact and consultation with

the Bureau to encourage the use of the lowest-cost methods

consistent with quality. The Board also monitors the currency-

processing operations at the Reserve Banks to ensure that the

amounts of currency destroyed are the minimum necessary to meet

System guidelines on the quality of currency. In this way the

Board minimizes the number of new notes ordered each year and

the cost of printing new currency.
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H.R. 2204

I would also like to express today the Board's support for

H.R. 2204, which would increase the number of Class C directors

of the Federal Reserve Banks frora three to five.

The Federal Reserve System derives significant benefits

from the participation of directors drawn from each District.

The System receives from the directors of Federal Reserve Banks

and branches the benefit of their close contact with emerging

economic developments and opinion throughout the nation as well

as leadership and management skills in directing the operations

of the Reserve Banks that would not otherwise be available at

any price.

Under the Federal Reserve Act, the nine directors of

each Reserve Bank are divided into three classes of three directors

each, designated as Classes A, B, and C. The Class A and B

directors are elected by the member banks of the District? the

Class C directors are appointed by the Board of Governors. The

Act specifies that all directors shall be chosen without
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discrimination on the basis of race, creed, color, sex, or

national origin.

Class A directors are representative of the member

banks, and in practice have always been officers or directors

of such banks or of their holding companies. Class B and C

directors are to be selected to represent the public, with due

but not exclusive consideration to the interests of agriculture,

commerce, industry, services, labor, and consumers.

In appointing Class C directors, the Board seeks individuals

from diversified backgrounds so that a variety of viewpoints

may be brought to bear upon decisions relating to both the

administration of the Reserve Banks and decisions and advice

with respect to monetary and other policies. By increasing the

number of Class C directors from three to five, H.R. 2204 would

broaden further the opportunity for diversity among the directors

appointed by the Board of Governors.

Passage of H.R. 2204 would also address an issue raised

by the changed relationship of the Federal Reserve to nonmember
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banks and thrift institutions as a result of the Monetary Control

Act. As I mentioned before, the Monetary Control Act applied

reserve requirements to all depository institutions over a certain

size and made access to the Federal Reserve discount window and

payments services available to these institutions as well. The

System has taken a number of steps to ensure more effective

mutual communication with nonmember banks and thrift institutions,

including the appointment of thrift industry representatives to

the boards of 1.9 of our 25 Reserve Bank branches. Nevertheless,

among the types of depository institutions subject to reserve

requirements and with access to the discount window and payments

services, at present only member banks are assured of representa-

tion on the Boards of Directors of the Reserve Banks. The Board

therefore supports H.R. 2204's inclusion of nonmember depository

institutions specifically among the various groups that should

be considered in choosing Class C directors.

I might add that the Board would undertake normally to

provide that one Class C director at each Federal Reserve Bank
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would be drawn from nonmember banks or the thrift industry, with

some diversity across the System of individuals with nonmember

bank, savings and loan, savings bank, and credit union backgrounds.

We would also continue to encourage the service of those individuals

on branch boards.

In summary, the Board believes that providing an

opportunity for nonmember banks and thrift institutions to parti-

cipate in the deliberations of the Reserve Bank Boards of Directors

as provided by H.R. 2204, would be beneficial. At the same time,

the larger number of Class C directors, from a greater variety of

backgrounds, would permit the Board added flexibility in the

selection process to assure that our Bank directors adequately

reflect the diversity of the American economy and society.

Conclusion

The focus of my testimony today has been primarily on

the 1986 budget. I hope this and the additional materials sub-

mitted in advance of the hearing have been helpful in enabling

the Subcommittee to review the Federal Reserve's expenditures
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and budgetary processes. In closing, I would like to reemphasize

that the Board believes the Federal Reserve's budget processes have

worked well in controlling expenses. I would welcome any comments

you may have on our presentation of budget information and I am

prepared to address any questions you may have on either our

budget or H.R. 2204.

* * * * * * * * * *
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Table 1

Federal Reserve System
Expenses and Employment

1976 - 1986 Budget
(dollars in millions)

Expenses Personnel

1976
1977
1978
1979

1980
1981
1982

1983
1984
1985
1986 budget

Amount

650
672
703
747

852
948

1,041

1,100
1,145
1,199
1,251

Percent
Change

3.3
4.7
6.2

14.1
11.3
9.8

5.7
4.0
4.8
4.3

Amount

26,632
25,773
24,948
24,551

25,198
25,480
24,755

24,466
24,257
24,609
24,886

Percent
Change

(3.2)
(3.2)
(1.6)

2.6
1.1
(2.8)

(1.2)
(0.9)
1.5
1.1
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Service

Average Annual Growth Rate in Volume
By District and Service Area

1977 - 1986 Budget
(in percent)

Boston New York Philadelphia Cleveland Richmond Atlanta Chicago St Louis Minneapolis Kansas City Dallas San Francisco System

Fiscal Agency Operations
Currency and Coin
Funds Transfer
Commercial Checks
Automated Clearing House
Securi ti es/Noncash

5.2
5.2
16.0
(0.3)
28.4
3.9

4.7
6.5
15.3
0.0
15.4
5.0

1.0
7.6
15.5
(0.6)
29.3
17.2

(0.7)
5.6
12.1
0.3
26.4
7.6

0.9
9.9
12.8
(0.1)
35.2
3.6

2.8
8.2
12.1
3.3
25.8
15.7

3.1
3.2
9.8
(0.8)
29.8
0.2

0.7
2.9
14.2
(2.9)
23.2
8.5

3.9
3.7
12.8
3.0
28.2
9.5

3.1
6.1
15.2
(0.2)
16.8
5.8

8.0
8.9
16,3
3.8
21.0
7.2

2.5
9.3
16.1
3.4
23.3
(1.5)

2.1
7.0
14.0
0.9
24.7
6.2

Aggregate 3.1 3.9 3.5 2.8 3.5 5.2 1.8 1.8 4,8 2.9 6.3 5.0 3.9

Service

Average Annual Growth Rate in Unit Cost Adjusted for Inflation
By District and Service Area

1977 - 1986 Budget
(in percent)

Boston New York Philadelphia Cleveland Richmond Atlanta Chicago St Louis Minneapolis Kansas City Dallas San Francisco System

Fiscal Agency Operations
Currency and Coin
Funds Transfer
Commercial Checks
Automated Clearing House
Securi ti es/Noncash

(9.8)
(6.0)
(14.9)
0.0

(14.0)
(13.5)

(3.4)
(4.2)
(10.0)
(1.2)
5.4
(5.2)

(1.1)
(5.0)
(12.5)
(1.0)
(16.2)
(17.6)

(2.4)
(4.8)
(13.1)
(0.9)

(11.2)
(14.4)

(1.1)
(4.5)
(8.6)
0.5
(9.6)
(8.8)

(5.4)
(7.8)
(7.3)
(3.7)
(8.4)
(10.2)

(4.9)
(0.5)
(8.6)
0.4

(13.1)
(9.2)

(2.9)
(4.7)
(6.5)
(0.8)
(2.0)
(12.1)

(2.9)
(5.0)
(6.5)
1.4
(7.2)
(7.1)

(2.9)
(5.0)
(17.5)
(0.6)
(2.9)
(12.0)

(6.2)
(3.3)
(7.4)
(1.2)
(2.0)
(3.8)

(1.0)
(2.9)
(7.4)
(1.4)
(4.0)
1.1

(2.9)
(4.6)
(10.0)
(1.0)
(6.9)
(8.8)

Aggregate (4.2) (3.4) (3.7) (3.5) (1.7) (4.5) (1.9) (2.9) (1.2) (3.7) (2.4) (1.1) (3.1)

Source: PACS Summary Reports; Unit Costs adjusted using the GNP deflator.
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Average Annual Growth Rate in Volume
By District and Service Area

1977 - 1979
(in percent)

Boston New York Philadelphia Cleveland Richmond Atlanta Chicago St Louis Minneapolis Kansas City Dallas San Francisco System

Fiscal Agency Operations
Currency and Coin
Funds Transfer
Commercial Checks
Automated Clearing House
Securities/Noncash

25.7
7.1
25.0
6.4

45.4
15.4

26.7
9.0
21.4
4.9
28.0
11.0

6.4
10.7
18.2
4.9

39.6
14.9

8.3
4.5
14.9
8.8

53.1
20.5

10.9
11.5
17.5
7.1

58.8
17.6

18.3
10.5
22.5
6.7

33,5
25.2

18.2
4.6
14.8
5.8

42.3
19.9

11.4
1.7

24.0
6.4
15.8
18.4

17.3
(2.8)
12.3
9.4
25.7
33.2

14.6
9.1
20.7
9o2

(3.9)
18.8

20.0
9.7
24.3
9.9
4.7
1.9

16.3
5.7
25.4
7.8

37.6
21.5

15.4
7.6
20.3
7*0
28,9
13.6

Aggregate 11.1 10.5 7.8 10.2 9.8 10.3 9.9 7.5 10.6 10.5 10.9 10.6 9.6

Average Annual Growth Rate in Unit Cost Adjusted for inflation
By District and Service Area

1977 - 1979
(in percent)

Boston New York Philadelphia Cleveland Richmond Atlanta Chicago St Louis Minneapolis Kansas City Dallas San Francisco System

Fiscal Agency Operations
Currency and Coin
Funds Transfer
Commercial Checks
Automated Clearing House
Securi ti es/Noncash

(26.6)
(1.8)

(34.8)
(11.7)
(15.0)
(24.6)

(20.7)
(9.5)
(9.7)

(11.*)
50.0
(18.4)

(11.3)
(14.6)
(19.4)
(6.9)

(32.0)
(19.0)

(9.6)
(8.1)

(28.3)
(12.0)
(28.6)
(31.1)

(8.8)
(2.7)

(23.0)
(11.2)
(10.1)
(11.1)

(17.1)
(9.7)

(23.8)

(11.1)
(8.4)
(26.5)

(23.1)
(8.8)

(22.6)
(5.9)

(11.7)
(23.3)

(21.8)
(13.1)
(5.0)

(12.6)
(3.4)
(20.3)

(18.2)
(15.7)
2.5
(9.7)
(23.7)
(18.0)

(20.1)
(13.1)
(9.9)

(10.4)
19.3
(21.0)

(14.3)
(6.1)

(16.1)
(11.5)
21.3
(4.7)

(12.1)
(12.2)
(22.6)
(8.4)

(14.6)
(21.5)

(16.2)
(9.1)

(12.4)
(10.2)
(4.4)
(18.7)

Aggregate (13.9) (12.2) (10.6) (13.3) (9.3) (11.5) (11.3) (13.4) (11.3) (11.7) (9.7) (9,7) (11.1)

Source: PACS Summary Reportsj Unit Costs adjusted using the GNP deflator.
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CO
Average Annual Growth Rate in Volume

By District and Service Area
1980 - 1982
(in percent)

Boston New York Philadelphia Cleveland Richmond Atlanta Chicago St Louis Minneapolis Kansas City Dallas San Francisco System

Fiscal Agency Operations
Currency and Coin
Funds Transfer
Commercial Checks
Automated Clearing House
Securi ti es/Noncash

(1.*)
1.7
29.5
(8.4)
29.5
(9.5)

(0.7)
5.3
21.2
(5.8)
11.5
(5.3)

(0.5)
7.6
22.4
(12.6)
31.1
(4.1)

(5.8)
3.7
13.1
(7.1)
31.9
(13.5)

(4.2)
5.7
18.2
(9.2)
46.2
(3.2)

(0.4)
5.9
15.0
(1.8)
25.6
2.5

(3.8)
5.4
13.8
(5.0)
29.2
(12.8)

(7.0)
2.1
14.7

(11.1)
27.4
(5.8)

(0.4)
1.8
12.7
1.7
28.4
(11.3)

(2.4)
8,5
23.2
(7.2)
19.4
(3.5)

4.2
6.9
20.7
(3.2)
28.7
(7.1)

(3.2)
10.1
15.2
(4.2)
30.7
(19.4)

(33)
6.0
18.3
(5.6)
28.8
(6.5)

Aggregate (2.8) (0.1) (3.2) (3.0) (2.5) 1.6 (1.8) (6.0) 1.9 (1.6) 1*9 0.6 (0.9)

Average Annual Growth Rate in Unit Cost Adjusted for Inflation
By District and Service Area

1980 - 1982
(in percent)

Boston New York Philadelphia Cleveland Richmond Atlanta Chicago St Louis Minneapolis Kansas City Dallas San Francisco System

Fiscal Agency Operations
Currency and Coin
Funds Transfer
Commercial Checks
Automated Clearing House
Securities/Noncash

(5.4)
(5.2)

(14.5)
10.8
(12.8)
(10.6)

1.2
(2.6)
(1.6)
4.8
(3.6)
12.9

3.9
(0.1)

(10.5)
8.3
(8.0)
9.2

(0.2)
(3.8)

(12.2)
7.7
(7.5)
9.2

(2.0)
(4.5)
(11.6)
9.2

(11.6)
(11.7)

(6.8)
(6.5)
(5.9)
(0.2)
(4.9)
1.8

3.9
(1.6)
7.3
5.4

(13.1)
12.7

1.1
(2.1)'
(1.7)
8.8
5."2

11.2

0.9
(6.0)
(6.6)
7.4
5.1
6.1

(3.4)
(6.9)

(17.5)
5.5
0.2
8.1

0.6
2.0
7.9
8.8
(8.9)
18.5

2.7
(1.8)
(2.0)
3.8

(11.0)
31.5

1.3
(3.8)
(3.4)
5.7
(7.9)
8,0

Aggregate 1.8 2.4 3.7 2.4 2.0 (2.7) 3.9 5.3 4.0 0.8 6.0 1.9 2.2

Source; PACS Summary Reports; Unit Costs adjusted using the GNP deflator.
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Average Annual Growth Rate in Volume

By District and Service Area
1983 - 1986 Budget

(in percent)

Boston New York Philadelphia Cleveland Richmond Atlanta Chicago St Louis Minneapolis Kansas City Dallas San Francisco System

Fiscal Agency Operations
Currency and Coin
Funds Transfer
Commercial Checks
Automated Clearing House
Securi ti es/Noncash

1.1
7.0
2.9
2.9
20.0
9.2

(1*0)
6.1
8.2
2.2
12.4
10.3

(0.5)
6.1
9.4
6.6
23.2
37.5

(1.1)
7.7
10.1
2.1
11.2
19.8

0.1
12.3
6.6
3.5
17.7
2.2

(1.8)
8.7
5.2
5.5
22.3
21.8

1.4
0.9
4.5
(0.8)
24.4
1.5

1.7
4.1
9.2
(0.9)
24.0
15.5

1.0
8.6
13.1
0.9
29.2
16.2

1.8
3.0
7.1
0.7
26.5
6.8

5.3
10.0
9.4
6.3
24.2
22.3

0.4
10.6
12.3
7.1
11.6
3.2

0.1
7.4
7.9
3.0
19.6
13.1

Aggregate 3.9 3.9 6.6 3.7 5.0 5.4 0.7 5.2 4.1 2.7 7.5 5,7 4.9

Average Annual Growth Rate in Unit Cost Adjusted for Inflation
By District and Service Area

1983 - 1986 Budget
(in percent)

Boston New York Philadelphia Cleveland Richmond Atlanta Chicago St Louis Minneapolis Kansas City Dallas San Francisco System

Fiscal Agency Operations
Currency and Coin
Funds Transfer
Commercial Checks
Automated Clearing House
Securities/Noncash

(3.5)
(8.5)
(3.0)

(1.*)
(14.4)
(9.6)

3.0
(2.7)

(15.9)
(0.3)
(5.6)
(10.5)

0.7
(3.6)

(10.4)
(4.6)
(13.2)
(32.7)

(0.2)
(3.8)
(5.1)
(1.1)
(4.0)
(20.4)

3.7
(5.5)
2.0
0.3
(7.7)
(5.2)

2.3
(7.7)
1.0
(2.5)
(10.9)
(9.5)

(1.0)
4.7

(12.1)
0.1

(13.8)
(16.0)

5.0
(2.2)
(10.6)
(1.5)
(6.3)
(22.6)

2.6
1.8

(15.6)
2.8
(6.9)
(10.5)

(1.0)
0.7

(21.0)
0.1

(14.5)
(20.3)

(6.9)
(5.7)

(13.2)
(2.8)
(7.0)
(17.3)

2.2
1.4
(2.9)
(1.6)
7.7
(5.8)

1.2
(3.0)
(10.6)
(1.0)
(7.3)

(14.8)

Aggregate (3.7) (3.0) (5.4) (2.6) (0.4) (2.2) (1.3) (3.2) 0.4 (2.8) (4.6) 1.2 (2.7)

Source: PACS Summary Reports; Unit Costs adjusted using the GNP deflator.
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Table 6

Granun-Rudman-Hollings Reductions
All Reserve Banks

(Dollars in Thousands)

Expense Object

Personnel
Equipment
Travel
Building
Materials, Forms, and Supplies
Fees
Communications
Shipping
Miscellaneous

Total

Service Line

Reduction
in

Expense

$5,846
3,089
1,529
1,488
1,052
311
249
147

3,020

$16,732

Percent
of

Reduction

35%
18
9
9
6
2
2
1
18

100%

Support Services
Overhead Services
Nonpriced Services to

Financial Institutions
and the Public

Supervision and Regulation
Monetary and Economic Policy
Priced Services to Financial

Institutions and the Public
Services to the U.S. Treasury

and Government Agencies

$6,795
5,204
1,977

1,612
808
304

33

41%
31
12

10
5
2

Total $16,732 100%
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Table 7

Graimn-Rudman-Hollings Reductions
Board of Governors

(Dollars in Thousands)

Expense Object

Salary
Retirement
Insurance

Subtotal Personnel

Fees
Travel
Publications Committee
Stat. & Supplies
Furniture & Equipment
Rental
Books & Subscriptions
New Projects
Contracts
Tuition
Subsid. & Contrib.
Official Dinners
Depreciation
Other

Subtotal Non-personnel

Total

Reduction
in

Expense

$485
10
14

$510

$7
98
50
76
16
52
3
92

320
5

33
25
31
79

$886

$1,396

Percent
of

Reduction

35%
1
1

37%

1%
7
4
5
1
4
0
7

23
0
2
2
2
6

63%

100%
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H
Total Expenses by Service Line

1985 and 1986 Budget

(Dollars in Millions)

Boston

New York

Philadelphia

Cleveland

Richmond
Atlanta

Chicago

St Louis
Minneapolis

Kansas City

Dallas
San Francisco

Reserve Banks 1

Board 1/
System $1

1985

$66.7

218.5

61.4

64.9

87.6

101.3

133.5

55.9

55.9

71.4
72.1

128.4

,117.4

82.0

,199.4

Total

1986

Budget

$68.4

222.7

65.5

68.8

90.6

105.6

139.6

58.8
57.2

75.2

75.5

137.5

1,165.4

85.2

$1,250.6

Percent

Change

2.6%

1.9
6.7
6.1
3.5
4.3
4.5
5.2
2.4
5.4
4.7
7.1
4.3
3.9
4.3%

1985

$7.7

29.5
7.4
7.6
9.7
12.1

22.5

6.4
8.0
12.6

11.0

17.5

152.0

23.0

$175.0

Supervisior

and
Regulation

1986 Percent

Budget Change

$8.1

31.1
7.5
9.8
10.2

13.4

24.7

7.2
8.3

14.2

12.3

18.8

165.5

24.9

$190.4

5.3%

5.5
1.1

28.4

5.3
10.9
9.7
11.8

4.2
12.4

11.3

7.6
8.9
8.3
8.8%

Financial
Institutions

1985

$46.5

129.8

35.2

44.5

65.1

73.3

87.4

37.4

39.8

46.9

49.5

87.4

742.9

3.2
$746.1

and the

Public

1986

Budget

$46.8

128.9

37.2

45.5

66.8

75.5

90.3

38.9

40.2

48.7

50.8

93.8

763.5

3.4
$766.9

Percent

Change

0.7%

(0.7)

5.8
2.2
2.6
3.0
3.3
4.1
1.1
3.8
2.7
7.2
2.8
6.2
2.8%

U.

1985

$6.9

30.5

13.6

8.3
8.5
8.9

15.7

7.4
4.2
6.8
6.4
14.2

131.5

0.0
$131.5

S. Treasury
and

Government

Agencies

1986

Budget

$7.2

31.5

16.3

8.8
8.9
9.6
16.2

7.8
4.3
7.1
6.9
15.8

140.4

0.0
$140.4

Percent

Change

5.2%

3.2
19.4

6.1
4.7
8.6
3.0
4.5
0.5
3.6
7.5
11.6
6.7
--

6.7%

1985

$5.5

28.7

5.2
4.4
4.2
7.0
7.9
4.6
3.9
5.0
5.2
9.3

90.9

55.8

$146.7

Monetary
and

Economic

Policy

1986

Budget

$6.2

31.2

4.6
4.7
4.7
7.1
8.3
4.9
4.5
5.2
5.5
9.2

96.0

56.9

$152.9

Percent

Change

11.7%

8.9
(12.6)

6.2
10.5

1.1
5.7
6.2
15.2

4.7
6.6
(1.6)
5.6
2.0
4.2%

1/ The Board's data have been adjusted to allocate System Policy Direction and Oversight to the service line structure corresponding to that of the
Reserve Banks.
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Table 9

Supervision and Regulation
Employment and Volumes
Federal Reserve Banks

Supervision
and Commercial

Regulation Field BHC Bank BHC
Personnel Examiners Inspections Examinations Applications

1979
1980
1981
1982
1983
1984
1985
1986 budget 2,131

1,410
1,587
1,733
1,795
1,862
1,885
1,912
2,131

805
836
800
804
809
820
869
983

697
863

1,062
1,240
1,325
1,505
1,707
2,543

981
1,000

904
836
756
788
111
911

605
848
943

1,449
1,635
1,668
2,337
2,922
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Table 10

Changes in Volume and Real Unit Cost
1985 - 1986 Budget

(in percent)

Fiscal Agency Operations

Currency and Coin

Transfer of Reserve Account
Balances

Commercial Checks

Automated Clearing House

Securities/Noncash

Aggregate

Volume

1.1

6.8

7.0

2.5

12.8

12.7

4.4

Unit Cost

0.7

(3.7)

(5.2)

(0.1)

(12.1)

(10.6)

(2.2)
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EH Capital Outlays of the Federal Reserve Banks,
by Capital Class, 1984-86

(Thousands of dollarsf except as noted)

Class

Data processing and data communication
equipment

Furniture and other equipment

Land and other real estate

Buildings

Building machinery and equipment

Leasehold improvements

Total, all classes

1984

44,781

14,137

1,641

23,724

3,082

1,355

88,720

198 5

71,727

21,378

1,093

49,553

3,766

701

148,217

1986
Budget

91,876

22,244

5,221

103,760

7,328

955

231,382

Percent
change,
igss^se

28.1

4.1

377.6

109.4

94.6

36.2

56.1
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Chart 1
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Chart 2

Productivity at Reserve Banks
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Chart 4
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