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BOARD OF GOVERNORS
OF THE

FEDERAL RESERVE SYSTEM

WASHINGTON, DO. C. 2055

PAUL A, VOLCKER
CHAIRMAN

March 24, 1981

The Honorable Jake Garn

Chairman

Committee on Banking, Housing
and Urban Affairs

United States Senate

Washington, D. C. 20510

Dear Chairman Garn:

The concerns and questions raised in the recent letter from
you and Senator Proxmire about weekly money supply data have been dis-
cussed and debated by the Federal Reserve Board, the Federal Open Market
Committee, and the staff for some time. The issues are extremely
important and strong arguments—-other than Freedom of Information Act
implications--can be made for and against publication of weekly data.

There is nearly unanimous agreement by all observers that
weekly money statistics are extremely erratic and therefore poor indi-
cators of underlying trends. While monthly data can often deviate
considerably from such trends, the weekly observations are particularly
"noisy". Week-to-week changes are quite large and recent estimates
indicate that the "noise"” element--attributable to the random nature
of money flows and difficulties in seasonal adjustment--accounts for plus
or minus $3.3 billion in weekly change two-thirds of the time. Such a
large erratic element appears intrinsic to money behavior, rather than
implying poor underlying statistics. In 1980, weekly M-1A and M-1B
statistics revised on average only about $300 million between the first
published and "final" data several weeks later, though in twelve weeks,
revisions were larger than $500 million, and the largest single revision
was $1.6 billion.

The great preponderance of active market participants are by
now aware of the highly volatile nature of the weekly series. Publica-
tion has had that educational advantage, and the data to be used with
a certain caution. However, from time to time overreactions have
occurred.
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The Honorable Jake Garn
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As a result of concerns about the reaction to and significance
of weekly figures, the Federal Reserve has considered possible revisions
to its current publication schedule or to its method of presentation.
One option might be to delay weekly publication an additional seven days
to incorporate more data--an important issue with additional reporters
under the Monetary Control Act. This could reduce revisions to the
weekly statistics. On the other hand, this option would increase the
risk of inadvertent leaks and would increase the interval over which
market participants might react to guesses and rumors of money stock
changes, based in part on fragmentary data such as may be available in
the weekly figures from large banks on deposits and loans. Even if no
greater volatility in interest rates occurred over the unpublished
interval, lagged publication of a more accurate, but still different
than expected, change in weekly money might simply postpone the market
reaction. In any event, weekly revisions are usually small, as noted
above, relative to the underlying volatility of the series.

Another option might be to publish seasonally unadjusted money
data in order to reduce the "importance" of the statistics. Our concern
here is that market participants would then create their own seasonally
ad justed series. The availability of a large number of conflicting
series would only heighten market confusion, and might inevitably lead
to questions to the Federal Reserve about what it considers to be the

"normal seasonal"” change in a particular week if what might seem to be
an unusual change occurs in a seasonally unad justed figure.

Another approach might be to publish data only monthly--as is
now done, because of data reporting problems, with M-2 and M-3--and/or to
publish weekly, but only a moving average series of weeks. Under the
monthly approach, market participants would still try to estimate weekly
series from bank balance sheets and clearing house data, and the market
could be swept by rumors and guesses on movements in the money supply.
And they would also probably attempt to glean the weekly number from a
moving average series. In any event when a monthly figure was finally
published, deviations from market expectations could.cause yet further
changes in interest rates as the new information was incorporated into
market expectations. I might note that this has not been a significant
problem with monthly publication of M-=2 and M-3. A relatively small
portion of these aggregates are supported by reserves, and they have
played a less important role in the day-to-day targeting process than
M-1.

In general, there is considerable merit to the view that
weekly data as such convey little information and that weekly seasonal
ad justments are subject to substantial uncertainty. However, the Board
is not certain at present that the public interest would necessarily
be better served if any of the alternatives noted above were adopted.
While no one can be sure of their judgment in this respect, it does
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The Honorable Stephen L. Neal
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Accordingly, the Board would support legislation to raise
the aggregate limitation on the creation of eligible bankers'
acceptances contained in paragraph 7 of section 13 of the Federal
Reserve Act (12 U.S.C. § 372) and to extend such limitation to
nonmember commercial banks and to U.S. branches and agencies of
foreign banks. However, in view of the fact that funds raised
through the issuance of eligible bankers' acceptances described
therein currently are exempt from reserve requirements, we believe
that an immediate increase to 150 per cent of unimpaired capital
and surplus for all institutions, and, with permission of the
Federal Reserve, to 200 per cent of capital and surplus, would
be appropriate. We believe that it is important to retain the
present requirement that Board permission be obtained by insti-
tutions desiring to issue acceptances up to the higher limit in
order to preserve the confidence of market participants. Therefore,
the Federal Reserve should be authorized to prescribe certain
standards, including minimum capital requirements, general con-
dition, and level of exposure to risk that an institution must
meet in order to issue eligible acceptances up to the proposed
200 per cent maximum. Of course, any legislation on this issue
should not restrict the ability of the Board to impose reserve
requirements on eligible acceptances at some future time if the
needs of monetary policy required it. We have enclosed draft
legislation that would accomplish these objectives.

Since eligible bankers' acceptances are currently a
reserve-free source of funds to institutions subject to Regulation
D, the Board is reluctant to expand significantly this vehicle,
which in many respects is the equivalent of raising funds through
the issuance of reservable managed liabilities. However, the
approach of extending the limitation to all depository institutions
and expanding the limitation modestly will afford competitive
relief to member banks without adversely affecting monetary policy.
In view of this, we believe that all eligible acceptances--secured
and unsecured--should continue to be subject to the aggregate
limitation. We also believe that it is desirable to preserve
the existing documentation requirements in order to assure that
these acceptances are in fact issued in connection with current
transactions.

You also ask whether expanded bankers' acceptance authorityfﬁi
could contribute to increasing exports by middle market U.S. com-
panies. As of December 31, 1980, approximately 25 per cent of
outstanding bankers' acceptances were issued in connection with
export transactions. There is no evidence to suggest that expanded
acceptance authority would alter that ratio in the future. More-
over, those banks that serve the middle market, i.e., the larger
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As a result of concerns about the reaction to and significance
of weekly figures, the Federal Reserve has considered possible revisions
to its current publication schedule or to its method of presentation.
One option might be to delay weekly publication an additional seven days
to incorporate more data--an important issue with additional reporters
under the Monetary Control Act. This could reduce revisions to the
weekly statistics. On the other hand, this option would increase the
risk of inadvertent leaks and would increase the interval over which
market participants might react to guesses and rumors of money stock
changes, based in part on fragmentary data such as may be available in
the weekly figures from large banks on deposits and loans. Even if no
greater volatility in interest rates occurred over the unpublished
interval, lagged publication of a more accurate, but still different
than expected, change in weekly money might simply postpone the market
reaction. In any event, weekly revisions are usually small, as noted
above, relative to the underlying volatility of the series.

Another option might be to publish seasonally unad justed money
data in order to reduce the "importance” of the statistics. Our concern
here is that market participants would then create their own seasonally
ad justed series. The availability of a large number of conflicting
series would only heighten market confusion, and might inevitably lead

Lo questions to the Federal Reserve about what it considers to be the
"normal seasonal" change in a particular week if what might seem to be
an unusual change occurs in a seasonally unad justed figure.

Another approach might be to publish data only monthly--as is
now done, because of data reporting problems, with M-2 and M-3--and/or to
publish weekly, but only a moving average series of weeks. Under the
monthly approach, market participants would still try to estimate weekly
series from bank balance sheets and clearing house data, and the market
could be swept by rumors and guesses on movements in the money supply.
And they would also probably attempt to glean the weekly number from a
moving average series. In any event when a monthly figure was finally
published, deviations from market expectations could.cause yet further
changes in interest rates as the new information was incorporated into
market expectations. I might note that this has not been a significant
problem with monthly publication of M-2 and M-3. A relatively small
portion of these aggregates are supported by reserves, and they have
played a less important role in the day-to-day targeting process than
M-1.

In general, there is considerable merit to the view that
weekly data as such convey little information and that weekly seasonal
ad justments are subject to substantial uncertainty. However, the Board
is not certain at present that the public interest would necessarily
be better served if any of the alternatives noted above were adopted.
While no one can be sure of their judgment in this respect, it does
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Action assigned Mr. Ettin

Congress of the United States
PHouse of Representatives

STEVE NEAL
5TH DisTRICT, NORTH CAROLINA March 13, 1981

The Honorable Paul A. Volcker
Chairman

Federal Reserve Board of Governors
20th Street and Constitution Avenue
Washington, D. C. 20551

Dear Mr. Chairman:

Several banks have recently brought to my attention a problem
posed by the statutory ceiling imposed on eligible bankers
acceptances. I am now considering introducing legislation to
increase this ceiling, and it would be extremely helpful to
me to know your view of this problem.

As you know, the current law as amended in 1915 establishes a
ceiling equal to 50 per cent of a bank's unimpaired capital

and surplus, with authority for the Federal Reserve Board to
increase a bank's ceiling to 100 per cent of such amount. It

is my understanding that the Board has granted the 100 per cent
ceiling to all major banks and that many banks across the country
are 'up against the 100 per cent ceiling and, hence, are placed

at a competitive disadvantage to foreign bank branches and non-
member banks. Also, since 1915 the role U. S. banks have played
in international trade financing has increased greatly.

My proposal would maintain a ceiling on acceptances and preserve
the Board's role in regulating that ceiling. It would increase
the ceiling to 200 per cent and give the board authority to
increase it further to 300 per cent. I would envision the
process whereby a bank's ceiling is increased from 200 per cent
to 300 per cent as being more than a pro forma approval process.
It should entail a vigorous review of the bank's financial
position.

As chairman of the House Banking Subcommittee on International
Trade, I am particularly interested in the possibility that
expanded bankers acceptance authority could be used to expand
American exports by middle market U. S. companies.

Some bankers have told me that they would like to attract new
customers to bankers acceptance financing, but are unable to

do so because their banks have already reached the 100 per cent
ceiling. Bankers acceptance financing can provide middle market
companies with trade financing at rates competitive with commercial

WASHINGTON OFFICE: HOME OFFICE:

2463 RAyBURN House OFFICE BUILDING - DISTRICT MOBILE OFFICE: 421 FEDERAL BuUILDING
WASHINGTON, D.C. 20515 TRAVELS THE DISTRICT WINSTON-SALEM, NORTH CAROLINA 27101
PHONE: (202) 225-2071 To SERVE You PHONE: (919) 761-3125
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BOARD OF GOVERNORS
OF THE

FEDERAL RESERVE SYSTEM
WASHINGTON, D. C. 2055

PAUL A.VOLCKER
CHAIRMAN

March 25, 1981

The Honorable John Melcher
United States Senate
Washington, D, C. 20510

Dear Senator Melcher:

Thank you for your letter of March 13 requesting that
a copy of regulations pertaining to the transfer of funds from
a bank to a savings and loan association be sent to Mr. Bernard
Grimmer of Billings, Montana. You indicated that Mr, Grimmer
had his disability benefit check from the Veterans Administra-
tion deposited automatically in his bank in Missoula, Montana,
and was experiencing difficulty in having these funds trans-
ferred to a savings and loan in Billings,

There are no Federal regulations that directly regulate
the transfer of funds from a bank to a savings and loan associa-
tion. Several Federal regulations may apply, however, should

the bank wish to transfer these funds through an electronic

funds transfer system to the savings and loan association. The
Board's Regulation E (12 CFR § 205), issued pursuant to Sec-

tion 904 of the Electronic Fund Transfer Act, establishes con-
sumer protections for individuals using electronic money transfer
services at financial institutions. 1In addition, if the transfer
of funds was to be sent by the bank through the Federal Reserve's
wire transfer network, the Board's Regulation J (12 CFR § 210)
would govern the rights and liabilities of the Federal Reserve
Bank as between the commercial bank and the savings and loan
association.

Since the nature of Mr. Grimmer's difficulty was not
identified in your letter, I am unable to provide any specific
information on how he might resolve his problem, We are sending
directly to Mr, Grimmer copies of the two Federal Reserve regu-
lations identified above and a booklet describing the consumer
protections of the Electronic Fund Transfer Act, and we are
indicating to him that he may contact us for more information
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224.01 MISCELLANEOUS BANKING PROVISIONS

CHAPTER 224

MISCELLANEOUS BANKING PROVISIONS

224 01  Definitions

22402 Banking. defined

224 03 Bankirg. unlaw(ul. without charter. penalty
22405 Municipaliny not preferred creditor

TABLE REPRINTED IN PART

224 06 Fadehty bonds for bank officers and emplosves
22407 Chechstoclcar at par

224.01 Definitions. As used in ¢hs 220 to
224:

(1) Unless the context requires otherwisc, the
term “bank™ mcans any banking institution
incorporated under the laws of thisstate

(2) The term “mutual savings bank™ mcans
any corporation organized pursuant 1o the laws
of this state for the organization of savings banks
and savingssocieties

(3) The term “lawful money™ means all
forms of money issued by or under the authoriy
of the United States as a circulating medium,
and includes any form of ceruificate declared to
be lawful money by any law of the United States.

224.02 Banking, defined. The soliciting.
receiving. or accepting of money or its equivalent
on deposit as a regular business by any person,
copartnership, association. Or corporation, shall
be deemed to be doing a banking business.
whether such deposit is made subject to check or
is evidenced by a certificate of deposit. a pass
book. a note. a receipt. or other writing, provided
that nothing herein shall apply to or include
money left with an agent, pending investment in
real estate or securities for or on account of his
principal. Provided. however, that if money so
left with anagent for investment shall not be kept
in a separate trust fund or if the agent receiving
such moneyv shall mingle same with his own
property, whether with or without the consent of
the principal, or shall make an agreement to pay
any certain rate of interest therecon or any
agreement to pay interest thereon other than an
agreement to account for the actual income
which may be derived from such money while
held pending investment, the person receiving
such money shall be deemed to be in the banking
business. ‘

Junior achiesement bank would be a banking business an
violates 224 03 62 Ay Gen 254 :
224.03 Banking, unlawful, without char-
ter; penalty. I1 shall be unluwlul for any person,
copartnership, association, or corporation todoa
banking business without having been regularly
organized and chartered as a national bank, a

state bank, & mutual savings bank, or a trust
company bank. Any person or persons violating
anv of the provisions of this section, cither
individually or as an interested party in any
copartnership, association, or corporation shall
be guilty of a misdemcanor and on conviction
thercof shall be fined 1n o sum not less than $300
nor more than $1,000, or by imprisonment in the
county jail not less than 60 days nor more than
onc year, or by both such fincand imprisonment.

224.05 Municlpality not preferred
creditor. If any bunk. banking institution or
trust company, being indebted to the state of
Wisconsin, or indebted to any county, €ity, town
or other municipality therein, for deposits made
or indebtedness incurred after April 23, 1899,
becomesinsolvent or bankrupt, the state, county,
city, town or other mumcipahty shall not be a
preferred creditor and shall have no preference
or priority of claim whatever over any other
creditor or creditors thereofl. but a just and fair
distribution of the property of such bank,
banking institution or trust company, and of the
proceeds thereof. shall be made among the
creditors thereof pro rata. according to the
amount of their respecuive claims. Nothing
herein contained shall in any manner affect the
provisions of law as they evisted on said date
providing for the pavment of unpaid taxes and
assessments, laborer’s claims, expenses of
assignment and execution of the trust.

224.06 Flidelity bonds for bank officers
and employes. ( 1) Asa condition precedent to
qualification or entry upon the discharge of his
duties, every person appointed or elected to any
position recquiring the receipt, payment or
custodv of monev or other personal property
owned by a bank or in its custody or control as
collateral or otherwise. shall give a bond in some
responsible corporate surety company, heensed
todo business in thas state, i such adequate sum
as the directors shall require and approve In heu
ol individual bonds the commissioner  miy
accept a schedule or blanket bond which covers

12/77

-~
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BOARD OF GOVERNORS
OF THE

FEDERAL RESERVE SYSTEM

WASHINGTON, D. C. 20551

PAUL A. VOLCKER

March 24, 1981 CHAIRMAN

The Honorable Norman E, D'Amours
House of Representatives
Washington, D. C. 20515

Dear Mr. D'Amours:

Thank you for your recent letter concerning the
availability of NOW accounts to governmental units. As you
are aware, the Consumer Checking Account Equity Act of 1980
(P.L. 96-221) provides that depository institutions may offer
interest-bearing checking accounts to individuals and non-
profit organizations organized primarily for religious,
philanthropic, charitable, educational, and other similar
purposes. The objective of the Consumer Checking Account
Equity Act of 1980 is to permit depository institutions
throughout the nation to offer NOW accounts by extending
VOW account authority beyond New England, New York, and New
Jersey. The statutory language adopted by Congress parallels
the regulations previously adopted by the Board and the
Federal Deposit Insurance Corporation concerning NOW account
eligibility.

Based upon this statutory background, the Board's
staff prepared a compilation of the numerous determinations
previously made by the Board concerning what entities are
operated primarily for educational and charitable purposes,
I have enclosed a copy of this announcement for your infor-
mation. Separately constituted governmental entities such
as school districts and educational institutions have always
been eligible for NOW accounts since they are operated pri-
marily for educational purposes. However, State and local
governmental bodies have never been regarded as eligible
for NOW accounts since they are organized primarily for
governmental purposes.

The Board's staff has been asked to prepare a
comprehensive study of the NOW account eligibility criteria
in order to provide greater consistency among the categories
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BOARD OF GOVERNORS
OF THE

FEDERAL RESERVE SYSTEM
WASHINGTON, D. C. 20551

April 1, 1981 PAUL A. VOLCKER
’

CHAIRMAN

The Honorable Arlen Erdahl
House of Representatives
Washington, D, C. 20515

Dear Mr. Erdahl:

Thank you for your letter of March 10 requesting
comment on an inquiry from the City Administrator of Mahtomedi,
Minnesota, concerning the eligibility criteria for NOW accounts,
As you are aware, until December 31, 1980, only depository insti-
tutions in New England, New York, and New Jersey could offer NOW
accounts. The Consumer Checking Account Equity Act of 1980
provides that beginning December 31, depository institutions
throughout the nation may offer NOW accounts to individuals and
nonprofit organizations operated primarily for religious, edu-
cational, charitable, philanthropic and other similar purposes,

In enacting this statute to extend the benefits of
NOW accounts nationwide, Congress chose the language that had
previously been adopted by the Federal Reserve and the Federal
Deposit Insurance Corporation concerning the types of depositors
already eligible to maintain NOW accounts. The regulations of
the agencies have always permitted certain governmental entities
such as housing authorities and school districts to maintain NOW
accounts since such governmental entities are separately constituted
and are operated primarily for educational, charitable or philan-
thropic purposes. However, entities such as municipal governments
and other public units that perform general governmental duties
have never been permitted to maintain NOW accounts since they
are operated primarily for governmental purposes, which is not
included in the statutory list of permissible purposes,

The Board recognizes that the current NOW account
eligibility list can result in apparent inconsistencies between
the types of organizations that may maintain NOW accounts., As
a result, the Board has asked the staff to review this matter
in order to determine whether the NOW account eligibility
standards should be modified. Consideration of the staff
recommendations is scheduled for April 8,

I will be pleased to keep you advised of the Board's
actions in this matter.

Sincerely,

GTS:AFC:vcd (V-74) S(Paul A, Volckec
bcc: Mr. Schwartz

G.C. Log #109

Legal Records (2)

Mrs., Mallardi (2)
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