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Preface 

The purpose of this document is to bring together informa-
tion about the Federal Reserve System's spending and 
budgetary processes to assure its accessibility to the public 
and to congressional oversight committees. Most of the in-
formation about the 1986 budget of the Board of Gover-
nors and the Reserve Banks was made available to the public 
when the budgets were discussed and approved in final form 
by the Board in open meetings. Efforts have also been made 
to provide sufficient descriptive information and historical 
data to serve as a background for assessing the 1986 budgets. 
Various technical appendixes have been included to describe 
the budget and accounting procedures, the conventions, and 
the rationale used by the System in planning its expenses. 

This is the first time the Board of Governors has issued 
a comprehensive Budget Review. We welcome suggestions 
to improve the usefulness of future editions. 
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1 

Chapter 1 

Introduction 

This report describes the budget and 
budgetary processes of .the Federal 
Reserve System. The information it 
contains, while publicly available 
from a variety of sources, has been 
consolidated in the interest of giving a 
single, complete picture of expendi-
tures incurred by the Federal Reserve. 

The Federal Reserve System com-
prises the Board of Governors in 
Washington, D.C., and 12 regional 
Federal Reserve Banks with 25 
branches. The System was created by 
the Federal Reserve Act, passed by 
the Congress in 1913, to establish 
more effective supervision of banking 
and a safer and more flexible banking 
and monetary system. 

From the inception of the Federal 
Reserve, its purposes clearly were as-
pects of national economic and finan-
cial objectives. Over the years, stabili-
ty and growth of the economy, a high 
level of employment, stability in the 
purchasing power of the dollar, and 
reasonable balance in transactions 
with foreign countries have come to 
be recognized as primary objectives 
of economic policy. These objectives 
have been articulated by the Congress 
in the Employment Act of 1946 and, 
more recently, in the Full Employ-
ment and Balanced Growth Act of 
1978 (the Humphrey-Hawkins Act). 

Key amendments to the Federal Re-
serve Act have also been set forth in 
the Banking Act of 1935, the 1970 
Amendments to the Bank Holding 
Company Act, the International Bank-
ing Act of 1978, and the Depository 
Institutions Deregulation and Mone-
tary Control Act of 1980. 

The Federal Reserve contributes to 

the attainment of the nation's eco-
nomic and financial goals through its 
ability to influence banking and fi-
nancial conditions in the economy. 
As the nation's central bank, it at-
tempts to ensure that growth in 
money and credit is sufficient to en-
courage expansion in the economy in 
line with its potential and with price 
stability. Finally, as the nation's lend-
er of last resort, the Federal Reserve 
has the responsibility of forestalling 
national liquidity crises and financial 
panics. 

Because a sound financial structure 
is an essential ingredient of an effec-
tive monetary policy and a growing 
and prosperous economy, the Federal 
Reserve has been entrusted with a 
variety of supervisory and regulatory 
functions. Among other things, it ad-
ministers the laws that regulate all 
bank holding companies; it supervises 
state-chartered member banks; it reg-
ulates the foreign activities of all U.S. 
banks and the U.S. activities of for-
eign banks; and it establishes rules to 
ensure that consumers are adequately 
informed and treated fairly in certain 
credit transactions. 

The Federal Reserve System also 
plays a major role in the nation's 
payments mechanism. The Federal 
Reserve Banks distribute currency 
and coin, process 37 percent of all do-
mestic checks, and provide electronic 
funds transfers amounting to about 
$435 billion daily, including both wire 
transfers and automated clearing-
house payments. In addition, the 
Federal Reserve System serves as the 
fiscal agent for the U.S. Treasury and 
provides a variety of financial ser-
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2 Introduction 

vices for the Treasury and other gov-
ernment agencies. 

To carry out these responsibilities 
the Federal Reserve System spent an 
estimated $1.2 billion in 1985 and has 
budgeted expenses for 1986 of $1.3 
billion. These are the totals of ex-
penses for the Board of Governors 
and the Federal Reserve Banks and 
do not reflect revenue of $603 million 
in 1985 and $617 million in 1986 from 
priced services. By function, the 1986 
budget provides $156 million, or 12 
percent, for monetary policy; $194 
million, or 15 percent, for supervision 
and regulation of financial institu-
tions; $777 million, or 61 percent, for 
services to the public and financial in-
stitutions; and $142 million, or 11 
percent, for services to the U.S. Trea-
sury and other government agencies.1 

The Monetary Control Act of 1980 
requires that the Federal Reserve 
Banks charge depository institutions 
fees equivalent to the full costs in-
curred in providing most payments 
services, plus an imputed return on 
capital that would have been provid-
ed and taxes that would have been 
paid by private firms offering similar 
services. In 1986, earnings from these 
services are expected to offset $494 
million in operating expenses, equiva-
lent to about 39 percent of total Fed-
eral Reserve expenses. The Treasury 
and other government agencies also 
partially reimburse the Federal Re-
serve for services it provides them. 
These receipts, which were $92 mil-
lion in 1985, are expected to amount 
to $107 million in 1986. Thus net ex-
penses for the year are expected to be 
$668 million, or 5.2 percent more 
than in 1985. This is the result of 

1. These numbers do not include $187 mil-
lion in outlays for Federal Reserve currency 
(see chart 1.1). 

Chart 1.1 
Budget for the Federal Reserve 
System, Tota l , 1986 

Board 6.0% 

Currency 12.9% 

Reserve 
Banks 81.1% 

subtracting from the $1.3 billion in 
budgeted expenses those expenses 
that will be offset by service fees and 
reimbursements. 

The major source of Federal Re-
serve income, estimated at $18.1 
billion in 1985, is earnings on the 
portfolio of the System Open Market 
Account. This portfolio of U.S. gov-
ernment securities is used in conduct-
ing open market purchases and sales 
to implement monetary policy. The 
Federal Reserve returns earnings in 
excess of expenses, dividends, and sur-
plus to the U.S. Treasury each year; 
in 1985, the Federal Reserve returned 
$17.8 billion in such earnings.2 

The next chapter discusses actual 
System expenses and receipts in 1984; 
estimates for 1985, the budget year 
just completed; and the budget for 
1986. Chapters 3 and 4 examine the 
budgets of the 12 Reserve Banks and 
of the Board of Governors respective-
ly. Chapter 5 discusses employment 
patterns at the Federal Reserve Banks 

2. These earnings are treated as receipts by 
the Treasury and appear in the U.S. budget as 
estimated by the Office of Management and 
Budget. 
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3 Introduction 

and the Board, especially changes 
over the last several years. Special ap-
pendixes to these chapters discuss cer-
tain technical matters, such as the 

pricing of Federal Reserve services 
and the budget and accounting con-
ventions used by the System, and set 
forth other supporting data. 
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Chapter 2 

Expenses of the Federal Reserve System 

This chapter examines the expenses of 
the Federal Reserve System as a whole 
in order to give an overview of the 
System's major functions and the ex-
penses incurred in supporting them. 
The expenses of the Federal Reserve 
Banks and the Board of Governors 
taken together are presented for four 
main operational activities: monetary 
and economic policymaking, supervi-
sion and regulation of financial insti-
tutions, services to financial insti-
tutions and the public, and services to 
the U.S. Treasury and government 
agencies. Each of these functions is 
described briefly to set the stage for 
the detailed discussion of Reserve 
Bank and Board expenses in chapters 
3 and 4. 

Separate appendixes to this chapter 
discuss the Federal Reserve's expenses 
for printing currency, a charge from 
the Bureau of Engraving and Print-
ing; System capital outlays;1 System 
sources and uses of funds; and the 
auditing to which the System is sub-
ject. 

The Reserve Banks and the Board 
of Governors all use the calendar year 
as the basis for planning, budgeting, 
and control. Although the budget 
processes differ for the Board and the 
Banks, all the budgets, along with 
Federal Reserve currency costs, are 
presented to the Board of Governors 
for review and approval in accor-
dance with rigorous accountability 
procedures and with the Federal Re-
serve Act. The procedures for the Re-

1. The System follows generally accepted ac-
counting principles and thus capitalizes and de-
preciates major capital assets. 

serve Banks are discussed in appendix 
3.A, and those for the Board are dis-
cussed in appendix 4.A. 

Overview of the System 
Within the total of all costs of the 
Federal Reserve System under the 
1986 budget, the Board accounts for 
6.0 percent, the Federal Reserve Dis-
trict Banks taken together for 81.1 
percent (chart 2.1). 

Chart 2. / 
Budget for the Federal Reserve 
Board and Banks. 1986 

Board 6.0% 

Reserve 
Banks 81.1% 

Trends in Expenses and 
Employment 

Over the 10 years 1977-86, total ex-
penses of the Board and the Banks 
are expected to increase at an average 
annual rate of 6.9 percent in current 
dollars and 0.8 percent when adjusted 
for inflation. Over the same period, 
System employment is expected to de-
crease 1,585, or 6.0 percent. 

In constant dollars, System ex-
penses actually decreased 2.3 percent 
a year on average between 1976 and 
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5 Federal Reserve System Expenses 

Chart 2.2 
Expenses o f the Federal Reserve 
System, 1976-86 

Billions of dollars 

— .5 
Constant 1972 dol lars 

1976 1981 1986 

1979, reflecting significant efficien-
cies from automation and a multiyear 
program to control costs (see chart 
2.2). The passage of the Depository 
Institutions Deregulation and Mone-
tary Control Act of 1980 raised ex-
penses dramatically in the years 1980 
to 1983 because reserve requirements 
were imposed for the first time on all 
depository institutions and the System 
was required to put in place the pro-
cedures necessary for charging for its 
services to financial institutions. The 
slightly higher rate of increase em-
bodied in the 1985 estimate and the 
1986 budget reflects special efforts to 
strengthen supervision and regulation 
of banks and bank holding com-
panies, programs to improve the pay-
ments mechanism, a Systemwide im-
provement in automation, and a 
developmental effort for the Treasury 
Department to achieve long-term effi-
ciency for public-debt functions. 

Table 2.1 shows the budgeted and 
actual expenses of the Federal Re-
serve System in 1984, budgeted and 
estimated expenses in 1985, and 
budgeted expenses for 1986. Actual 
Federal Reserve expenses totaled a lit-
tle more than $1.1 billion in 1984; 
they are estimated at $1.2 billion in 
1985, a 5.1 percent increase over 

1984, and at $1.3 billion in 1986, a 5.5 
percent increase over the 1985 esti-
mate. In 1984, the expenses of the Re-
serve Banks and of the Board of Gov-
ernors were below their approved 
budget levels; in 1985, they matched 
the budget almost exactly.2 

The increases in System expenses in 
1985 and 1986 reflect modest in-
creases in salaries and benefits to 
meet the objectives noted above that 
are offset by savings from efforts to 
contain costs. 

Total Federal Reserve employment 
has declined on balance over this 
same period, 1976-86 (see chart 2.3). 
Between 1976 and 1979, employment 
declined 2,081, or 7.8 percent. But 
the initial adjustment to the Mone-
tary Control Act in 1980 and 1981 re-
quired an increase in employees to 
handle the increase in data reporting, 
the maintenance of thousands of new 
accounts, and the establishment of 
new pricing and billing procedures. 
After that, significant losses in volume, 
largely in check processing, resulted 
in declines in employment in 1982 and 
1983 that more than offset the in-
creases of the previous two years. 
Employment is expected to rise slight-
ly in 1985 and 1986 primarily because 
of special efforts in the area of super-
vision and regulation and improve-
ments in the payments mechanism. 

Net System Expenses 

Table 2.2 shows net System expenses 
for 1984-86 after reimbursement by 
the Treasury and other government 
agencies for services and recovery of 
costs through fees imposed on deposi-

2. The System views budgets as targets that, 
if realistic, have some margin for error either 
way. Close monitoring during the budgetary 
control phase provides management informa-
tion that allows for corrective action. 
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6 Federal Reserve System Expenses 

Table 2.1 
Total Expenses of the Federal Reserve System and Cost of Currency, 1984-861 

Millions of dollars, except as noted 

Entity and 
type of expense 

1984 1985 
1986 

Budget 

Percent 
change, 
1985-86 

Entity and 
type of expense Budget Actual Budget Estimate 

1986 
Budget 

Percent 
change, 
1985-86 

Reserve Banks2 1,086 1,068 1,122 1,120 1,182 5.5 
Personnel 671 664 698 699 733 4.8 
Nonpersonnel 415 403 424 421 450 6.7 

Board of Governors3 784 77 82 82 87 5.4 
Personnel 57 57 60 60 61 2.2 
Nonpersonnel 21 20 22 22 26 13.0 

Total System expenses 1,164 1,145 1,204 1,203 1,269 5.5 
Personnel 728 721 758 759 793 4.5 
Nonpersonnel 436 423 446 443 476 7.4 

Federal Reserve currency5 195 163 174 174 187 7.4 

1. Details may not add to totals because of rounding. 
2. For detailed information see chapter 3. 
3. For detailed information see chapter 4. 
4. The Board of Governors did not depreciate assets 

before 1985, and the budget estimate has been ad-
justed to reflect the subsequent inclusion of deprecia-
tion during 1984. 

5. For detailed information see appendix 2.A. 

tory institutions for use of the pay-
ments-mechanism services the System 
provides. 

Reimbursements for Federal Re-
serve operating expenses are received 
primarily from the Treasury for ser-
vices that the Reserve Banks perform 
as fiscal agents of the U.S. govern-
ment, as discussed below. The pro-
jected increase in reimbursements re-
flects a new service for the Treasury, 
the direct access book-entry system 

Chart 2.3 
Employment in the Federal Reserve 
System, 1976-86 

Thousands of persons 

28 

24 

• ' I I I I l i l t 
1976 1981 1986 

1976-84 employment data from internal assessment 
study. 

(T-DAB), to be inaugurated in mid-
1986 (described at the end of this 
chapter), and a change in accounting 
treatment for the commercial book-
entry service (a reimbursable fiscal 
service beginning in October 1985). 
The change in recovery of costs for 
priced services reflects modest in-
creases in personnel and other costs. 

Revenue from priced services, re-
ported in table 2.3, reflects projec-
tions of small growth in volume and a 
few minor price increases. 

Major Operational Areas 

In 1977, the Federal Reserve Banks 
implemented the Planning and Con-
trol System (PACS), a sophisticated 
program of budgeting and cost ac-
counting. PACS segregates Reserve 
Bank expenses into the four major 
service lines discussed below. Under 
PACS, all support and overhead 
costs are fully distributed or allocated 
to these service lines. For presentation 
purposes, data for the Board's budget 
and expenses have been aligned with 
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7 Federal Reserve System Expenses 

Table 2.2 
Expenses of the Federal Reserve System Net of Recoverable Expenses, 1984-86 
Millions of dollars, except as noted 

Item 1984 
Actual 

1985 
Estimate 

1986 
Budget 

Percent 
change, 
1985-86 

Total System expenses 1,145 1,203 1,269 5.5 
Less: 

Operating expenses reimbursable 
92 107 16.5 by prearranged agreements 84 92 107 16.5 

Operating expenses recovered 
476 494 3.8 from priced-service fees1 454 476 494 3.8 

Net System expenses 607 635 668 5.2 

1. Operating expenses include direct, support, and 
overhead expenses. Imputed costs that must be in-
cluded in fees for priced services are not part of 
operating expenses; these are interest on items credited 
before collection (float), and taxes that would have 

been paid and the return on capital that would have 
been provided had the services been furnished by a 
private business f i rm (the private sector adjustment 
factor, detailed in appendix 3.D). Details may not add 
to totals because of rounding. 

Table 2.3 
Revenue from Priced Services, 1985 and 19861 

Millions of dollars 

Service 
1985 1986 

Service Estimated Projected 

Funds transfer and net settlement 65.1 68.2 
Automated clearinghouse 22.5 26.8 
Commercial check 453.3 475.7 
Book-entry securities 24.5 8.1 
Definitive securities 7.5 8.7 
Noncash collection 14.1 14.7 

15.9 15.3 

Total, all services2 602.7 617.4 

1. Details m j y not add to totals because of rounding. 2. Does not include $111 mill ion of estimated reve-
Includes revenue offsetting both operating cost and nue from clearing balances held with the Reserve 
the PSAF. (See table 2.2, note 1.) Banks for the purpose of using priced services. 

the PACS functions of the Reserve 
Banks. The one exception is System 
policy direction, a function that is 
unique to the Board and not recog-
nized under PACS.3 Table 2.4 sum-
marizes the total expenses of the Fed-
eral Reserve System for each service 
line, and chart 2.4 shows the distribu-
tion of expenses. A description of 
each operational area and of expenses 
incurred follows. 

3. For data and a discussion of this subject, 
see table 2.4 and chapter 4. 

Monetary and Economic Policy 

The monetary and economic policy 
service line includes the activities of 
the Board and the Reserve Banks that 
support the formulation and imple-
mentation of monetary policy. The 
System has several tools to affect the 
availability and cost of money and 
credit. The Federal Open Market 
Committee (FOMC), comprising the 
seven Board members and five Re-
serve Bank presidents, meets every six 
weeks or so in Washington to set poli-
cies for System open market opera-
tions, the most important monetary 
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8 Federal Reserve System Expenses 

Table 2.4 
Expenses of the Federal Reserve System, by Service Line, 1984-861 

Mi l l ions o f dollars, except as noted 

Service line 1984 1985 1986 
Percent 

and entity Ac tua l Estimate Budget 1985-86 

Monetary and economic policy 150.9 149.8 155.6 3.9 
Reserve Banks 99.4 93.9 97.8 4.2 
Board o f Governors 51.5 55.9 57.8 3.4 

Supervision and regulat ion 162.9 175.1 193.9 10.7 
Reserve Banks 140.7 152.0 168.6 10.9 
Board o f Governors 22.2 23.1 25.3 9.8 

Services to f inancial institut ions and 
the publ ic 704.6 743.2 777.3 4.6 

Reserve Banks 701.5 740.0 773.9 4.6 
Board o f Governors 3.1 3.2 3.4 8.2 

Services to U.S. Treasury and government 
agencies by Reserve Banks2 126.3 134.6 141.9 5.4 

Total System expenses 1,144.6 1,202.6 1,268.7 5.5 
Reserve Banks 1,067.8 1,120.4 1,182.1 5.5 
Board of Governors 76.8 82.2 86.6 5.4 

1. Service lines are fu l ly costed, reflecting all sup-
por t and overhead allocations. 

The Board o f Governors service line, System pol icy 
direct ion, which is shown separately in chapter 4, has 
been allocated across service lines above. As a result 

the numbers in chapter 4 for the service lines are not 
the same as the ones listed in this table. 

Details may not add to totals because o f rounding. 
2. This service l ine is per formed only by the Federal 

Reserve Banks. 

policy tool. In addition, the Board is 
responsible for changes in reserve re-
quirements and must act on requests 
from the Federal Reserve Banks to fix 
discount rates. 

The System collects a vast amount 
of banking and financial data which 

Chart 2.4 
Expenses of the Federal Reserve System, 
by Service Line, 1986 Budget 

are used to help analyze conditions in 
the banking, money, and capital mar-
kets. This information flows through 
the Reserve Banks to the Board, where 
it is compiled and made available to 
the public for analyzing financial con-
ditions. The Board produces a variety 
of weekly and monthly statistical re-
leases on topics such as the monetary 
aggregates and exchange rates. 

The research staffs at the Board 
and the Reserve Banks regularly use 
this information about banking and 
financial markets, and other econom-
ic data collected by the federal gov-
ernment and private agencies, to as-
sess the state of the economy and the 
relationships between the financial 
markets and economic activity. In ad-
dition, they conduct longer-run eco-
nomic studies bearing on macro- and 
microeconomic questions at the re-
gional, aatianal and international 
levels. 

Monetary and 
economic policy 12.3% 

Supervision and 
regulation 15.2% 

Services to the U.S. Treasury 
and government agencies 11.2% 

Services to financial 
institutions and 
the public 61.3% 
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9 Federal Reserve System Expenses 

Also, in conjunction with the FOMC 
meetings, the staff prepares detailed 
economic and financial analyses and 
projections for the domestic economy 
and international markets as back-
ground for policy or tactical deci-
sions; at times they conduct special 
analyses and forecasts for the Com-
mittee. The Board staff regularly pre-
pares special reports and briefings for 
the Board, and Reserve Bank staffs 
do similar work for the senior officers 
and boards of directors of their Banks. 

In addition, economists and others 
working in the area of monetary and 
economic policy routinely analyze 
various sectors of the U.S. economy, 
as well as legislative and regulatory 
proposals on a broad variety of issues 
that may have an impact on monetary 
policy. From time to time congres-
sional committees call on the Board 
staff for special studies. Economists 
at the Reserve Banks undertake stud-
ies of their regional economies and 
prepare research papers about eco-
nomic and monetary policy for dis-
tribution to member banks and the 
public. 

For 1986, the budgeted cost for this 
service line is $155.6 million, com-
pared with estimated expenses in 1985 
of $149.8 million, an increase of 3.9 
percent. Reflected in the increase are 
projects at the Banks and the Board 
for processing and analyzing data in a 
more timely and effective way. Em-
ployment is expected to be flat at the 
Banks and to decrease at the Board. 

Supervision and Regulation 

The Federal Reserve System plays a 
major role in the supervision and 
regulation of banks and bank holding 
companies. This function is based 
primarily on responsibilities and pow-
ers contained in the Federal Reserve 

Act, the Banking Acts of 1933 and 
1935, the Bank Holding Company 
Act of 1956 (and amendments of 1966 
and 1970), and the Bank Merger Act 
of I960.4 

The Federal Reserve accomplishes 
its mission through a variety of activi-
ties, including onsite examinations 
and inspections of member banks and 
bank holding companies; offsite sur-
veillance and monitoring of financial 
institutions; review of applications for 
mergers, acquisitions, and changes 
in control; formal supervisory ac-
tions; and adoption and enforcement 
of regulations to carry out statutory 
directives.5 Beyond these mandated 
activities the supervisory process en-
tails ongoing oversight of the banking 
industry to ensure the overall safety 
and soundness of the financial sys-
tem. This broader commitment is re-
flected in the Federal Reserve's role 
as lender of last resort and in the Sys-
tem's presence in financial markets 
through open market operations.6 

4. The Federal Reserve is primarily responsi-
ble for the supervision and examination of state-
chartered member banks, while the Comptrol-
ler of the Currency oversees national member 
banks and the Federal Deposit Insurance Cor-
poration oversees nonmember insured banks. 
Representatives of these agencies, along with 
representatives of the Federal Home Loan Bank 
Board and the National Credit Union Adminis-
tration, form the Federal Financial Institutions 
Examination Council, a coordinating body for 
interagency examination policy. 

5. The Board's approval is also generally re-
quired for the conduct of activities that may be 
deemed permissible by the Federal Reserve for 
bank holding companies if they are "closely 
related to banking." Federal Reserve approval 
is also required for expansion of bank holding 
companies through acquisitions of banks or of 
nonbanking firms engaged in permissible ac-
tivities. Geographic limits on banking are en-
forced by these mechanisms. 

6. The Monetary Control Act of 1980 ex-
tended discount-window privileges to all de-
pository financial institutions with liabilities 
subject to reserve requirements. 
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10 Federal Reserve System Expenses 

Supervisory and regulatory activi-
ties are carried out by the Board and 
the Federal Reserve Banks. The Board 
is responsible for setting policy, and 
the Banks conduct examinations and 
implement other supervisory pro-
grams, which focus on management 
and asset quality and on overall earn-
ings, liquidity, and capital conditions. 
Information on the condition and in-
come of banks and bank holding com-
panies is periodically collected, pro-
cessed, and made available to the 
public. 

To carry out these responsibilities, 
in 1985 the Board and the Banks 
conducted an estimated 750 examina-
tions of state member banks, 1,600 
inspections of bank holding compa-
nies and their subsidiaries, and 2,300 
reviews of bank holding company 
applications. 

The Board enforces compliance by 
member banks with the major federal 
laws protecting consumers in their use 
of credit, such as the Truth in Lend-
ing Act, which requires disclosure of 
the full cost of borrowing, and the 
Equal Credit Opportunity Act, which 
prohibits discrimination in granting 
credit. Examinations of about 750 
banks are conducted each year. 

The Federal Reserve Board also 
maintains contact with the central 
banks of other countries and with 
organizations concerned with the in-
ternational monetary system. The 
Board's supervisory responsibilities 
extend to foreign operations of U.S. 
banks and, under the International 
Banking Act, to foreign bank opera-
tions in the United States. 

As table 2.4 shows, budgeted costs 
for this service line are $193.9 million 
in 1986, compared with estimated ex-
penses of $175.1 million in 1985. The 
increase is due largely to the Board's 
recently announced policy of intensi-

fying the supervision of state member 
banks and bank holding companies. 
Such action has been deemed neces-
sary in light of trends within the bank-
ing industry over the past several 
years, including the well-publicized 
increase in the number of failing and 
problem banks. 

Specifically, the Board has re-
sponded to these conditions by in-
creasing the frequency and scope of 
Federal Reserve onsite examinations 
and strengthening the procedures for 
reporting deficiencies to bank man-
agements and boards of directors via 
onsite meetings. These steps are in-
tended to promote early identification 
of problems in banking organizations 
and expeditious correction of weak-
nesses through more frequent and 
clearer communications between bank 
supervisors and boards of directors. 
To respond to the growing workload, 
the System will add an average of 180 
personnel to its supervisory staff in 
1986, and will improve training pro-
grams for examiners.7 

Services to Financial Institutions 
and the Public 
The Federal Reserve System not only 
is a major participant in the nation's 
payments mechanism but also con-
tributes to innovation and efficiency 
in that field. The payments mecha-
nism consists of systems designed to 
move funds among financial institu-
tions across the country. The Federal 
Reserve participates by distributing 
currency and coin, collecting checks, 
operating electronic funds transfer 
networks, and providing securities 
safekeeping and coupon collection 
services. Chart 2.5 depicts the growth 

7. For further discussion of System employ-
ment, see chapter 5. 
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11 Federal Reserve System Expenses 

in volumes and costs of these services 
for the years 1982-86. The automated 
clearinghouse, a form of electronic 
payments, has had the most rapid 
growth, having started from a low 
base in 1982. 

Since the implementation of the 
Monetary Control Act of 1980, Sys-
tem services have been available to 
all depository institutions and fees 
have been assessed for most of them. 
Two exceptions are the distribution 
of currency and coin, which is consid-
ered a unique central bank function, 
and the provision of Treasury book-
entry services. 

The Federal Reserve is responsible 
for ensuring that the economy has 
enough currency and coin to meet the 

Chart 2.5 
Percent Change in Cost and Volume of 
Federal Reserve Services to Financial 
Institutions and the Public, 1986 Budget 
from 1982 Actual 

Calculation of change is made in constant dollars. 

public's demand for cash. Sophisti-
cated, automated equipment is used 
to count currency, identify counter-
feit currency, and destroy currency 
that is unfit for circulation. In 1984, 
the Reserve Banks paid out $181.4 
billion in currency and $3.8 billion in 
coin and destroyed $22.4 billion of 
unfit currency. 

The Federal Reserve Act of 1913 
specifically authorizes the Reserve 
Banks to collect and clear checks. Ac-
cording to the legislative history of 
the act, the Congress intended the 
Federal Reserve to eliminate ineffi-
ciencies and remove inequities in the 
payments mechanism. The passage of 
the Monetary Control Act of 1980 re-
inforced the congressional directive 
that the Federal Reserve participate in 
the payments mechanism—with the 
additional objective of stimulating 
competition. 

Today, approximately 15 billion of 
the 40 billion checks written in the 
United States each year are cleared by 
the 12 Reserve Banks and their 
Branches and regional check-process-
ing centers. Their average daily value 
is $43.3 billion. The majority of the 
checks deposited with the Federal Re-
serve are collected on the day they are 
deposited or on the next business day. 
This performance is made possible by 
highly automated check-sorting equip-
ment and efficient ground and air 
transportation networks. 

In an effort to reduce the time of 
the ' 'holds" banks place on checks 
deposited with them for collection, 
the Federal Reserve is working with 
the banking industry to reduce the 
time required to return unpaid checks 
to the bank of first deposit. More-
over, on October 1, 1985, the System 
promulgated a new regulation that re-
quires banks that are returning large-
dollar checks that they have received 
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from the Federal Reserve to notify 
the bank of first deposit no later 
than four days following receipt of 
such a check. The Reserve Banks are 
also supporting, through pilot pro-
grams, efforts to reduce costs by ter-
minating the practice of returning 
checks to their writers (so-called 
truncation). 

Fedwire is another essential element 
of the nation's payments mechanism. 
Through Fedwire, a totally electronic 
means of transferring funds, deposi-
tory institutions are able to draw on 
their reserve or clearing accounts and 
transfer funds to any place in the 
country within minutes. Approxi-
mately 6,000 depository institutions 
use Fedwire through direct electronic 
connections with Federal Reserve 
Banks. In turn, the Reserve Banks are 
linked via the Federal Reserve Com-
munication System (FRCS-80), a dis-
tributed packet-switching network. 
During 1985, approximately 45 mil-
lion transfers were sent over Fedwire; 
their aggregate value was more than 
$103 trill ion, for an average of $2.3 
million per transfer. 

The Federal Reserve's net settlement 
service permits participants in private 
clearing arrangements to exchange 
and settle transactions, through re-
serve or clearing-account balances, 
on a net basis. A broad range of par-
ticipants uses the service, including 
local check clearinghouse associa-
tions, credit card processors, auto-
mated teller machine networks, and 
national and regional funds transfer 
networks. In 1985, about 500,000 net 
settlement entries were processed by 
the Reserve Banks. 

The Federal Reserve's automated 
clearinghouse (ACH) is an electronic 
payment service developed as an alter-
native to checks for making recurring 
payments. The ACH is used primarily 

for income payments, such as salaries 
and pensions, and for preauthorized 
bill payments, such as insurance pre-
miums and mortgage payments. Ap-
proximately 22,000 depository insti-
tutions participate in the ACH. About 
3,700 of these institutions originate 
and receive transactions via electronic 
connections with the Federal Reserve; 
the others use machine-readable mag-
netic tapes. In 1985, the Reserve 
Banks processed about 585 million 
ACH transactions; over 50 percent of 
these transactions were government 
payments, largely social security bene-
fits and civilian and military pay. 

The Reserve Banks also provide 
several securities services. The book-
entry securities service, initiated in 
1968, provides for the maintenance of 
Treasury and government agency se-
curities on computer records, and 
enables holders of these securities to 
transfer them to other institutions 
throughout the country. Most of the 
book-entry securities held by the Re-
serve Banks are Treasury securities. 
This portion of the service was classi-
fied as a fiscal-agency service in 
October 1985. The Reserve Banks 
maintained about 44,000 book-entry 
accounts in 1985 and processed 7.6 
million transfers of book-entry secu-
rities. 

The definitive securities safekeep-
ing service consists of the physical 
storage of securities ineligible for 
maintenance on the Federal Reserve's 
book-entry system. The Federal Re-
serve is one of the largest holders of 
definitive securities in the country 
and currently holds approximately 
$25 billion worth. 

The noncash collection service in-
volves the collection of items ineligi-
ble for processing through normal 
check-collection channels. The Re-
serve Banks collect three types of 
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noncash items: coupons, bonds, and 
miscellaneous items such as bankers 
acceptances and certain checks and 
drafts. Coupon collection accounts 
for approximately 95 percent of the 
transactions; the Federal Reserve pro-
cessed about 4.6 million coupon en-
velopes in 1985. 

For 1986, expenses associated with 
providing services to financial institu-
tions and the public are projected to 
be $777.3 million and account for 
61.3 percent of Federal Reserve ex-
penses. Expenses are expected to in-
crease $34.1 million, or 4.6 percent, 
over 1985, largely because of growth 
in volume, the full-year impact of 
providing wire notification of the 
return of large-dollar checks, the re-
placement of obsolete check-process-
ing equipment, and the implementa-
tion of a new automated funds trans-
fer system by several Reserve Banks. 

Services to the U.S. Treasury 
and Government Agencies 

The Federal Reserve Act designates 
the Federal Reserve Banks as fiscal 
agents for the U.S. government. The 
Reserve Banks provide a wide range 
of services to the Treasury Depart-
ment, which fall into two broad cate-
gories—banking services and unique 
services requested by the agency. Cost 
increases in this area, measured in 
constant dollars, have generally been 
smaller than the increases in volume 
(see chart 2.6).8 

8. Volumes in this area can be greatly influ-
enced by prevailing interest rates and by the 
size of the individual transaction: the cost of 
one transaction in Treasury issues involving 
large amounts of public debt may be approxi-
mately the same as that of a transaction of 
much smaller value. Similarly, the dollar value 
of food stamps destroyed may be increasing al-
though the number of pieces is not. 

Chart 2.6 
Percent Change in Cost and Volume of 
Federal Reserve Services to the U.S. 
Treasury and Government Agencies, 
1986 Budget f rom 1982 Actual 

Savings bonds 

Other Treasury issues 

Food stamps 

Federal taxes and Treasury 
tax and loan account 

Volume 
Cost 

10 - 0 + 

Calculation of change is made in constant dollars. 
Cost and volume of food stamp services did not 
change. 

The Federal Reserve serves as the 
government's bank. In this capacity, 
the Reserve Banks maintain deposit 
accounts for the Treasury that are used 
to disburse government payments and 
to collect government receipts. The 
Reserve Banks pay all government 
checks, process wire transfers of 
funds and automated clearinghouse 
payments, and give the Treasury daily 
statements of account activity. (For 
cost-accounting purposes, expenses 
associated with handling government 
checks and electronic payments are 
included in services to financial in-
stitutions and the public.) 

Numerous unique services are also 
provided to the Treasury. For exam-
ple, in administering the Treasury tax 
and loan program, the Reserve Banks 
monitor the tax receipts deposited in 
the 15,600 tax and loan accounts 
maintained by commercial depository 
institutions designated by the Trea-
sury to perform this function, hold 
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collateral supporting those deposits, 
and transfer funds to the Treasury's 
account at its request. 

The Reserve Banks also assist the 
Treasury in its financing of the public 
debt. Both marketable Treasury secu-
rities (Treasury bills, bonds, and 
notes) and nonmarketable securities 
(savings bonds and retirement plan 
bonds) are issued, serviced, and re-
deemed by the Reserve Banks. 

Finally, the Reserve Banks redeem 
and ultimately destroy food coupons 
for the Department of Agriculture. 

For 1986, expenses associated with 
providing services to the Treasury 

and other government agencies are 
expected to be $141.9 million and to 
account for 11.2 percent of all Fed-
eral Reserve expenses. Expenses are 
projected to increase $7.3 million, or 
5.4 percent, over 1985 estimated ex-
penses. Most of the increase is due to 
the mid-1986 implementation of a 
book-entry system for the safekeep-
ing of marketable Treasury securities 
for individuals and small investors, 
called the Treasury direct-access book-
entry system. In addition, at least 
four Reserve Banks are jointly devel-
oping a new, automated Treasury tax 
and loan operating system. 
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Appendix 2. A 

Currency Printing Expense 

The Federal Reserve Act stipulates 
that the costs associated with procur-
ing Federal Reserve notes and issuing 
and retiring them will be assumed by 
the Federal Reserve System. 

On January 1, 1983, the Reserve 
Banks changed their budgeting and 
accounting process so that they no 
longer included costs of Federal Re-
serve notes in their operating ex-
penses. Instead, the Board assumed 
responsibility for all currency ex-
penses and assesses the Reserve Banks 
to cover them. 

Currency and coin are produced by 
the Bureau of Engraving and Printing 
and the United States Mint but are 
put into or retired from circulation by 
the Federal Reserve Banks, which use 
depository institutions as the channel 
of distribution. 

Essentially, the Board must incur 
these expenses in order to provide the 
public with sufficient currency to meet 
its demands. In the past several years 

these demands have increased be-
cause of the proliferation of automat-
ic teller machines and cash dispensers. 

The Board endeavors to control 
these expenditures as much as possi-
ble. It consults with the Bureau of 
Engraving and Printing to ensure that 
the lowest-cost methods are used; and 
it monitors the currency-processing 
operations at the Reserve Banks, most 
of which now utilize high-speed note-
by-note sorting equipment, to ensure 
that no currency is destroyed prema-
turely and that System guidelines on 
the quality of currency are being met. 

In this way the Board satisfies itself 
each year that only the minimum 
number of new notes is ordered and 
that printing costs are minimized, 
both in total and on average. A l l re-
lated costs, such as those for trans-
portation and packaging, are similar-
ly monitored. 

Costs associated with new currency 
are shown in table 2.A. I . 

Table 2.A. 1 
Costs to the Federal Reserve of New Currency, 1984-86 
Millions of dollars, except as noted 

Type of cost 1984 
Actual 

1985 
Estimate 

1986 
Budget 

Percent 
change, 
1985-86 

Printing1 144.1 160.5 175.0 9.0 
4.5 5.0 5.4 8.0 

1.8 1.5 1.6 6.7 

12.2 6.7 4.0 -35 .5 
.5 

162.6 173.7 186.5 7.4 

Shipping from Washington2 

Reimbursement to the Treasury for 
issuance and retirement 

System-Treasury programs to deter 
counterfeiting3 

Contingency fund4 

Total costs of Federal Reserve currency 

144.1 160.5 175.0 9.0 
4.5 5.0 5.4 8.0 

1.8 1.5 1.6 6.7 

12.2 6.7 4.0 -35 .5 
.5 

162.6 173.7 186.5 7.4 

1. Based on 5.9 bill ion notes in 1984; 6.2 bill ion 3. The ACD program—advanced counterfeit deter-
notes in 1985; and 6.5 bill ion notes in 1986. rence. 

2. Includes purchasing pouches and seals for Bureau 4. Covers adjustments to other costs and those due 
of Engraving and Printing. to possible price changes. 
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Appendix 2.B 

Capital Outlays 

The Federal Reserve System accounts 
for its operations in accordance with 
generally accepted accounting prin-
ciples (GAAP) used in the private 
sector. Federal government account-
ing is governed by title 2 of the Gen-
eral Accounting Office's Policy and 
Procedures Manual for Guidance of 
Federal Agencies. This document 
prescribes accounting principles and 
standards for federal agencies that 
are in general agreement with GAAP. 

One notable exception is in the area 
of depreciation of fixed assets. 

There is no universal requirement 
for depreciation accounting through-
out the federal government, and the 
cost of fixed assets is typically re-
corded as an expense at the time of 
purchase. However, title 2 specifies 
the use of depreciation accounting for 
business-like operations and for ac-
tivities that recover costs from reim-
bursements or user charges. The Fed-

Table 2. B.l 
Total Expenses of the Federal Reserve System, 
Federal Government Accounting Method, 1982-86' 
Millions of dollars, except as noted 

Year and entity Total 
expenses 

Depreciation2 

Capital 
outlays 

Total 
outlays 

Percent 
change 
from 

previous 
year 

Year and entity Total 
expenses 

Equipment Property 

Capital 
outlays 

Total 
outlays 

Percent 
change 
from 

previous 
year 

(1) (2) (3) (4) 1(1)-(2) 
- ( 3 ) + (4)] 

1982 
Reserve Banks 973.6 32.7 1.8 138.4 1,064.5 
Board of Governors 67.4 1.6 1.6 1.8 66.1 

Total 1,041.0 34.3 16.4 140.2 1,130.6 

1983 
Reserve Banks 1,028.5 39.7 18.9 97.2 1,067.0 .2 
Board of Governors 73.3 1.8 1.6 .7 70.7 7.0 

Total 1,101.8 41.5 20.5 97.9 1,137.7 .6 

1984 
Reserve Banks 1,067.8 51.4 20.6 88.7 1,084.5 1.6 
Board of Governors 76.8 2.0 1.6 7.93 81.1 14.7 

Total 1,144.6 53.5 22.1 96.6 1,165.6 2.5 

1985 estimate 
Reserve Banks 1,120.4 61.4 21.2 171.8 1,209.6 11.5 
Board of Governors 82.2 3.4 1.6 4.23 81.4 - .4 

Total 1,202.6 64.8 22.8 176.0 1,291.0 10.8 

1986 budget 
Reserve Banks 1,182.1 74.7 23.4 231.4 1,315.4 9.6 
Board of Governors 86.6 5.1 1.6 18.2" 98.0 20.4 

Total 1,268.7 79.9 25.0 249.6 1,413.5 9.5 

1. Details may not add to totals because of rounding. 
2. The Board of Governors did not depreciate capi-

tal assets before 1985; data for earlier years are esti-
mated and subject to change (see text). 

3. The Board's capital expenditures increased sharp-

ly in 1984 as a result of outlays for equipment for the 
Contingencv Processing Center. The establishment of 
this facility also affected expenditures in 1985. 

4. Includes an estimated S14 mill ion for a new com-
puter system. 
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eral Reserve meets both these criteria, 
and the Banks and the Board depre-
ciate the cost of fixed assets over their 
estimated useful lives. 

The Federal Reserve Banks capital-
ize and depreciate all capital assets 
that have a cost of $1,500 or more 
and, at their option, capitalize or ex-
pense capital assets costing less than 
$1,500; the capitalization guideline 
for the Board of Governors is $1,000. 
Capitalizing and depreciating assets 
are consistent with generally accepted 
accounting principles that recognize 
that the costs of acquiring an asset 
that is expected to benefit an entity 
over future periods should be system-
atically allocated to those periods. 
Such treatment also provides for a 
more realistic measurement of the 
operating performance of an entity. 

Capital budgeting by the Reserve 
Banks is part of a multiyear process 
of identifying long-term capital re-

quirements. On an annual basis, the 
Banks are required to budget for capi-
tal outlays by capital class in order to 
provide the Board with the estimated 
effect of total operating and capital 
spending. During the budget year, 
major capital purchases must be sub-
mitted to the Board for further review 
and approval. 

Table 2.B.1 reflects the pattern of 
total System outlays in recent years 
based on the practice followed most 
often in the federal government. To 
obtain total outlays, depreciation 
costs were subtracted from total ex-
penses for each year and capital out-
lays (actual or projected) were added. 
As a result, capital outlays are shown 
in total in the year of purchase rather 
than spread over the useful lives of 
the assets, and thus the amounts—and 
percent changes—vary widely from 
year to year. 
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Appendix 2.C 

Sources and Uses of Funds 

As noted in appendix 2.B, the Fed-
eral Reserve Banks follow generally 
accepted accounting principles as ap-
propriate for commercial financial in-
stitutions, varying only in those cases 
that might be unique to a central 
bank. The Banks accrue income and 
expenses and capitalize acquisitions 
of assets whose useful lives extend 
over future years. 

The income of the Reserve Banks is 
derived primarily from U.S. govern-
ment securities that the Federal Re-
serve has acquired through open mar-
ket operations, one of the tools of 
monetary policy. On average these 
earnings account for approximately 
95 percent of total current income. 
Current expenses include the cost of 
earnings credits granted to depository 
institutions on clearing balances held 
by the Reserve Banks. 

A profit and loss account is used by 
the Reserve Banks to record extraor-
dinary gains or deductions from cur-
rent net income. The primary entries 
are for gains or losses on the sale of 
U.S. government securities, and gains 
or losses on assets denominated in 
foreign currencies that result either 
from the sale of those assets or from 
their revaluation at market exchange 
rates. 

The Banks maintain a surplus ac-
count to cushion unexpected losses 
much the same as commercial estab-
lishments have retained earnings. The 
surplus account is increased or de-
creased in order to keep it at an 
amount equal to the paid-in capital of 
the member banks, which is the cur-
rent level of the account stipulated by 
the Board of Governors. 

Table 2.C.1 summarizes the actual 
income and expenses for 1984 and the 
estimates for 1985. 

Preliminary figures indicate that in 

Table 2. C. I 
Distribution of the Income of the 
Federal Reserve System, 1984 and 1985' 
Millions of dollars 

Item 1984 
1985 
Esti-
mate 

Current income2 18,069 18,132 
LESS: 
Current net expenses of 

Reserve Banks3 

Operating expenses 984 1,024 
Cost of earnings credits 119 102 

EQUALS: 
Current net income 16,966 17,005 

PLUS: 
Net additions to or deductions 

from ( - ) current net income" . . . - 413 1,302 
LESS: 
Assessments by Board 

Board expenses 82 77 
Cost of Federal Reserve currency . . 163 174 

Other distributions 
Dividends paid to member banks5 . 93 103 
Transfers to or f rom surplus6 163 155 

Payments to U.S. Treasury 16,054 17,798 

1. Details may not add to totals because of rounding. 
2. Includes income from U.S. government securi-

ties, loans, priced services, and foreign currencies. 
3. Net of reimbursements f rom the Treasury and 

other government agencies. 
4. This account is the same as the "Net additions to 

or deductions from current net income" reported in 
table 7 of the Board's Annual Report to the Congress 
and includes gains or losses on foreign exchange trans-
actions, due mainly to revaluations to market exchange 
rates; gains or losses on sales of U.S. government secu-
rities; and miscellaneous gains or losses. A gain of $1.2 
billion on foreign exchange transactions in 1985 versus 
a $455 mill ion loss in 1984 primarily accounts for the 
difference between the two years. 

5. The Federal Reserve Act requires the Federal Re-
serve to pay dividends to member banks at the rate of 
6 percent of paid-in capital. 

6. Each year the Federal Reserve transfers to its 
surplus account an amount sufficient to equate surplus 
with paid-in capital. The purpose of this account is to 
provide a reserve against losses. 
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1985, current income before expenses, 
dividends, additions to surplus, and 
payments to the Treasury totaled 
$18.1 billion. Statutory dividends to 
member banks were $103 million; ad-
ditions to surplus were $155 million; 
and payments to the Treasury were 
$17.8 billion. 

Under the policy established by the 
Board of Governors at the end of 
1964, all net income after the statu-
tory dividend to member banks and 
the amount necessary to equate sur-
plus to paid-in capital is transferred 
to the Treasury as interest on Federal 
Reserve notes. 
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Appendix 2.D 

Federal Reserve System Audits 

The Federal Reserve System is subject 
to several levels of audit and review. 
Each Federal Reserve Bank employs a 
full-time staff of auditors who report 
directly to its board of directors. The 
Federal Reserve Board audits the 
financial operations of the Reserve 
Banks on a regular basis and conducts 
periodic reviews of all other opera-
tions of the Banks. The Board itself is 
subject to review by its own internal 
audit staff and operations review staff 
and to an annual audit of its financial 
operations by an independent auditor. 

Beginning in 1978, most of the op-
erations of the Federal Reserve Sys-
tem became subject to review by the 

General Accounting Office (GAO) 
with the passage of Public Law 
95-320, the Federal Banking Agency 
Audit Act. GAO currently has 18 
projects in various stages of comple-
tion, and since 1978 it has completed 
30 reports dealing with various as-
pects of the operations of the Federal 
Reserve. These projects and reports 
are shown in tables 2.D.1 and 2.D.2 
respectively. In addition, the GAO 
has involved the Federal Reserve in 
over 50 other reviews not directly 
related to the System and has ter-
minated 19 others before completion. 
Copies of the GAO reports are avail-
able directly from that agency. 

Table 2.D.I 
Active GAO Projects Related to the Federal Reserve 

Subject 

Federal supervision of trust departments and investment companies 
International coordination of bank supervision 
Federal reserve supervision of bond dealers 
Self-regulatory organizations 
Export Trading Company Act of 1982 
U.S. government's function as lender of last resort 
Federal deposit insurance programs 
Bank-insulation strategies 
CPA audits of banks 

Risks in the commercial banking industry 
Bank Secrecy Act compliance 
Regulation of banks' foreign exchange rate 
Impact of changing fee structure 
Data-management activities 
Federal banking agencies' uni form country-risk examination system 
Role of credit assurances 
Banking risks in new activities 
Analysis of government securities market 
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Table 2.D.2 
Completed GAO Reports Related to the Federal Reserve System 

Title or subject of report Number Date 

Comparing Policies and Procedures 
of the Three Bank Regulatory Agencies 

Federal Systems Not Designed to Collect Data on A l l 
Foreign Investments in U.S. Depository Institutions . . 

The Federal Reserve Should Assure Compliance with the 
1970 Bank Holding Company Act Amendments 

Internal Audit ing Can Be Strengthened 
in the Federal Reserve System 

Despite Positive Effects, Further Foreign Acquisitions 
of U.S. Banks Should Be Limited until Policy 
Conflicts Are Fully Addressed 

Federal Examinations of Financial Institutions: 
Issues That Need to Be Resolved 

Examinations of Financial Institutions 
Do Not Assure Compliance with Consumer Credit Laws 

Disappointing Progress in Improving Systems 
for Resolving Billions in Audit Findings 

Federal Reserve Security over Currency 
Transportation Is Adequate 

The Federal Structure for Examining Financial 
Institutions Can Be Improved 

Response to Questions Bearing on the Feasibility 
of Closing the Federal Reserve Banks 

Bank Secrecy Act Reporting Requirements Have Not Yet Met 
Expectations, Suggesting Need for Amendment 

Federal Reserve Could Improve the Efficiency 
of Bank Holding Company Inspections 

Information on Selected Aspects 
of Federal Reserve System Expenditures 

Federal Review of Intrastate Branching Can Be Reduced 

Despite Improvements, Recent Bank Supervision 
Could Be More Effective and Less Burdensome.... 

Issues to Be Considered while 
Debating Interstate Bank Branching 

The Federal Reserve Should Move Faster 
to Eliminate Subsidy of Check Clearing Operations 

Information about Depository Institutions' Ancillary 
Activities Is Not Adequate for Policy Purposes . . . . 

Bank Merger Process Should Be 
Modernized and Simplified 

An Analysis of Fiscal and Monetary Policies 
Bank Examination for Country Risk and 

International Lending 
Credit Insurance Disclosure Provisions 

of the Truth-in-Lending Act Consistently 
Enforced Except When Decisions Appealed 

Financial Institutions Regulatory Agencies Can Make 
Better Use of Consumer Complaint Information . . 

Unauthorized Disclosure of the Federal Reserve's 
Monetary Policy Decision 

Federal Financial Institutions Examination Council Has Made 
Limited Progress toward Accomplishing Its Mission 

Control Improvements Needed in Accounting for Treasury 
Securities at the Federal Reserve Bank of New York 

Statutory Requirements for Examining International 
Banking Institutions Need Attention 

Supervisory Examinations of International Banking 
Facilities Need to Be Improved 

An Examination of Concerns Expressed about the Federal 
Reserve's Pricing of Check Clearing Activities 

GGD-79-27 

GGD-79-42 

GGD-80-21 

GGD-80-59 

GGD-80-66 

GGD-81-12 

GGD-81-13 

AFMD-81-27 

GGD-81-27 

GGD-81-21 

GGD-81-49 

GGD-81-80 

GGD-81-79 

GGD-82-33 
GGD-82-31 

GGD-82-21 

GGD-82-36 

GGD-82-22 

GGD-82-57 

GGD-82-53 

PAD-82-45 

ID-82-52 

GGD-83-3 

GGD-83-13 

GGD-84-40 

GGD-84-4 

AFMD-84-10 

GGD-84-39 

GGD-84-65 

GGD-85-9 
GGD-85-9A 

3/29/79 
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Chapter 3 

Expenses and Budgets 
of the Federal Reserve Banks 

This chapter examines the expenses 
and budgets of the Federal Reserve 
Banks. An overview presents total ex-
penses for all the Districts for 1986, 
including the impact of major initia-
tives. This is followed by a descrip-
tion of the budgets for the various 
service lines, long-term trends in ex-
penses and in unit costs and volumes, 
objects of expense, capital outlays, 
and the expenses and budgets of each 
of the 12 Federal Reserve Districts. 

Appendixes to this chapter include 
a general description of the budget 
process of the Reserve Banks, tables 
that present additional expense and 
budget data, a summary of the budg-
et performance of the Banks in 1984 
and 1985, and a description of the 
process for pricing services. 

An Overview of the 
1986 Budget Year 
For 1986, the Board of Governors has 
approved total expenses for the Fed-
eral Reserve Banks of $1,182 million, 
an increase of $62 million, or 5.5 per-
cent, over estimated expenses in 1985.1 

As chart 3.1 shows, this sum accounts 
for 81 percent of the total expenses 
for the Federal Reserve System. 

Several major initiatives account 
for the increase in expenses: Board 
actions announced in 1985 to increase 
the frequency and scope of Federal 
Reserve examinations of state mem-
ber banks and inspections of bank 

1. Appendix 3.A describes the budgetmak-
ing process for the Reserve Banks. 

holding companies, and to strengthen 
the procedures for reporting to bank 
management; development and im-
plementation of the Treasury Direct-
Access Book-Entry System (T-DAB) 
for individual investors' accounts; a 
new requirement for notification of 
the return of large-dollar checks; and 
Board action to assist small and 
minority-owned businesses in con-
tracting with the System. 

In addition, costs associated with 
building projects affect the 1986 ex-
penses of certain Districts; these in-
clude moves into three new Branch 
buildings and the renovation of a 
head office building. Excluding all 
these special initiatives and one-time 
costs, total expenses of the Reserve 
Banks would increase 3.4 percent in 
1986. Table 3.1 breaks down the costs 
of the initiatives and of the building 
projects and shows how they affect 
the 1986 budget. 

That budget reflects continued ef-

Chart 3.1 
Budget for the Federal Reserve 
Banks, 1986 
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Table 3.1 
Impact of Major Initiatives and 
One-Time Costs on the 1986 Budget 
of the Federal Reserve Banks 
Thousands of dollars, except as noted 

Item 
Dollar 

Item amount 

1985 estimate 1,120,404 
1986 budget 1,182,137 

Increase, 1986 from 1985 
Dollar amount 61,733 
Percent change 5.5 

ADJUSTMENTS FOR INITIATIVES AND 
ONE-TIME COSTS 

Increased examination under 
supervision and regulation -8 ,151 

T -DAB -5,435 
Notification of return of 

-5,435 

large-dollar items -3,993 
Small and disadvantaged 

business procedures' -1 ,190 

One-time costs2 

Moves to new buildings 
Los Angeles -2 ,522 
Jacksonville - 6 9 6 

-663 
Move related to renovating building 

-663 

-1,238 -1,238 

Adjusted increase 
Dollar amount 37,845 
Percent change 3.4 

1. For a description of this initiative, see text. 
2. Incremental costs include duplicate building de-

preciation, taxes, and utilities as well as moving ex-
penses. 

forts by the Reserve Banks to control 
costs and to achieve efficiencies by 
absorbing the impact of expenses for 
ongoing System initiatives, including 
the program to reduce daylight over-
drafts on networks for large-dollar 
transfers, the move toward common 
automation and common communi-
cations software, and the System's 
commitment to encourage electronic 
payments and to improve the security 
of electronic networks. 

Reserve Bank Expenses by 
Major Service Line 
Table 3.2 and chart 3.2 provide infor-
mation on aggregate Reserve Bank 
budgets by service line. Following is a 

discussion of the major initiatives in 
1986.2 

Monetary and Economic Policy 
Expenses by the Federal Reserve 
Banks for monetary and economic 
policy total $98 million and account 
for approximately 8 percent of their 
1986 budgets. Expenses increase $4.0 
million, or 4.2 percent, from the 1985 
estimate. Employment is expected to 
be the same in 1986 as in 1985, at 813 
average number of personnel (ANP).3 

The increase in expenses reflects 
primarily growth in salaries and bene-
fits and an increase in resources to 
implement a banking statistics proj-
ect. That project will enhance the Sys-
tem's capacity to process and analyze 
financial data from depository insti-
tutions for effective determination 
and implementation of monetary 
policy. 

Major initiatives reflected in the 
budget include an expansion of basic 
research on regional and national 
issues and on regional economic de-
velopment, as well as on international 
economic issues that have implica-
tions for U.S. economic growth, the 
rate of inflation, and the strength of 
the banking system. 

For example, the increase in this 
area in the budget of the New York 
Federal Reserve Bank, which ac-
counts for more than one-third of the 
increase in this area for all the Re-
serve Banks, includes an additional 
five ANP for surveillance of govern-
ment securities dealers and six ANP 

2. See appendix 3.B for details of expenses 
for each District by service line, and appen-
dixes 3.B and 3 .C for the Banks' budget per-
formance. 

3. The average number of personnel is the 
sum of the Banks' employees, adjusted for 
part-time employees. See chapter 5, note 2, for 
a more detailed explanation. 
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Table 3.2 
Expenses of the Federal Reserve Banks, by Service Line, 1984-86 
Thousands o f dollars, except as noted 

Service l ine 1984 
Actua l 

1985 
Estimate 

1986 
Budget 

Change, 

A m o u n t 

1985-86 

Percent 

Monetary and economic policy 
Supervision and regulation 
Services to f inancial institut ions 

and the publ ic 
Services to U.S. Treasury and 

government agencies 

Total, all service lines 

99,351.0 93,860.5 97,828.4 3,967.9 4.2 
140,690.3 152,007.2 168,570.3 16,563.1 10.9 

701,453.0 739,979.0 773,857.2 33,878.2 4.6 

126,307.3 134,557.2 141,881.0 7,323.8 5.4 

1,067,801.7 1,120,403.9 1,182,136.9 61,733.0 5.5 

Chart 3.2 
Federal Reserve Bank Expenses, 
by Service Line, 1986 

for strengthening research and analy-
sis of foreign capital markets. 

Supervision and Regulation 

Expenses for supervision and regula-
tion, which total $169 million and 
constitute 14 percent of the aggregate 
budgets of the Banks, increase $16.6 
million, or 10.9 percent in 1986. 
Supervision, which includes examina-
tion activities, is budgeted to increase 
18 percent. A major factor in the 
Banks' budgets for 1986 is the pro-
gram for strengthening the super-
vision of financial institutions by 
increasing examinations and commu-
nications with institutions' directors, 

which accounts for close to $8.2 mil-
lion of the increase. Most Banks be-
gan to implement the new program in 
1985; it is expected to be fully in place 
by the end of 1987 at a total cost of $9 
million. 

Employment in this area is budget-
ed to increase 219 ANP, or 11.4 per-
cent; staff increased only 33, or 1.7 
percent, in 1985. The new supervisory 
program accounts for over four-fifths 
of the total increase. As part of the 
program the Reserve Banks are in-
troducing extra training and develop-
ment activities for examiners. 

To fund the initiatives, the Board 
of Governors directed the Banks to 
reallocate resources, by scaling back 
when possible in supervisory areas 
such as examinations for compliance 
with consumer regulations, trust ex-
aminations, and holding company ap-
plications, and by shifting in-house 
analysts to field examinations. Reduc-
tions were also made in other areas to 
fund the examination program. Most 
Banks plan to improve efficiency 
through office automation and the 
exploitation of portable personal 
computers in the field, less intensive 
inspections for low-risk institutions, 
and in-house inspections in certain 
cases. 

Even without the new supervisory 
initiatives, this service line would 

Monetary and economic policy 8.3% 

Services to the 
U.S. Treasury and 
government agencies 12.0% 

Supervision and 
regulation 14.3% 

Services to financial 
institutions and the public 

Nonpriced 23.7% 
Priced 41.8% 
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be expanding to handle the normal 
growth in workload that the forma-
tion of new state member banks and 
bank holding companies entails. Esti-
mates of the volume of work at the 
Reserve Banks indicate a 9 percent in-
crease in the number of commercial 
bank examinations and a 39 percent 
increase in bank holding company in-
spections, half of which is due to the 
initiatives and half to growth in work-
load. 

Chart 3.3 compares the growth 
rates for staff and workload in the 
two largest supervision activities, 
which are also the activities most af-
fected by the new supervisory initia-
tives. During 1983 and 1984, the in-
crease in the number of commercial 
bank examinations and bank holding 
company inspections completed by 
the Banks was proportionately far 
greater than the increases in staff in 
those areas as Districts tried to con-
trol costs and increase productivity 
and efficiency. In 1985, many Dis-
tricts began to enlarge their staffs in 
these activities to meet the continued 
growth in the workload and to imple-
ment the policy initiatives; the growth 
in the staffs between 1985 and 1986 
embodies the System's effort to 

Chart 3.3 
Workload and Employment in 
Supervision by the 
Federal Reserve Banks, 1983-86 

Percent change 

30 

20 

10 

1983-84 1984-85 1985-86 

strengthen supervision. Despite this 
increase, the growth in staff lags 
behind the growth in workload from 
1983 to 1986. 

Services to Financial Institutions 
and the Public 
Expenses for services to financial in-
stitutions and the public, which in-
clude both priced and nonpriced ser-
vices, total about $774 million and 
account for almost two-thirds of the 
1986 aggregate budget for all the 
Banks. Expenses are increasing $34 
million, or 4.6 percent, down slightly 
from the 1985 growth rate of 5.5 per-
cent. Volumes are expanding in all the 
major operations, and employment is 
budgeted at 8,859 ANP, an increase 
of 117, or 1.3 percent. Staff increases 
are attributable to the program of 
notification of the return of large-
dollar checks and to the growth in 
processing of currency and commer-
cial checks in some Districts. 

Chart 3.4 compares expected vol-
umes in various aspects of this service 
line in 1986 with those of 1985 and 
1984. Half of the expenses in this ser-
vice line are attributable to commer-
cial check processing. The budget in-
crease of $26 million, or 7.2 percent, 
for this activity accounts for most of 
the increase for the service line as a 
whole; growth in volume and initia-
tives in services and automation are 
responsible for the increase. In 1986, 
the System expects to process 14.4 
billion commercial checks, 400 mil-
lion more than in 1985. System initia-
tives focus on offering new or im-
proved services such as notification 
of the return of large-dollar checks 
and truncation;4 replacement of ob-

4. Truncation is the system under which de-
pository institutions need not return cancelled 
checks to the writer. 

W o r k l o a d 
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Chart 3.4 
Number of Items Processed through the Federal Reserve Banks, 
by Service Line, 1984-86 

Billions of items Billions of notes Mil l ions of items Thousands of items 
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solete equipment; expansion and im-
provement of processing to handle 
additional volume; and acceleration 
of funds availability through develop-
ment of new products and enhance-
ments of existing ones. 

Expenses for currency processing 
constitute 15 percent of the service 
line's budget and are expected to in-
crease by 2.2 percent. An increase of 
2.3 percent in staff is budgeted in re-
sponse to a rise in volume that results 
in part from the adoption of the open-
access policy and the increased use of 
ATMs (automated teller machines).5 

High-speed processing of more than 
14 billion items is expected next year, 
an increase of 13.2 percent, and 16.5 
billion notes are expected to be paid 
into circulation. Even with the growth 
in volume, cost savings have been real-
ized from the phase-down of the cur-
rency-equipment development proj-
ect and from operational changes and 

5. Open access means that Federal Reserve 
Banks will offer cash services free of charge to 
all depository institutions on an equal and 
impartial basis limited only by the available 
physical facilities of the Reserve Banks and ad-
herence to the Federal Reserve cash service 
standards (which specify such things as the size 
of orders and deposits). 

implementation of automated cash-
processing systems.6 

Expenses in the funds transfer ser-
vice are projected to increase by $5 
million, or 9.7 percent, largely be-
cause of implementation of jointly 
developed software and expansion of 
automated networks with financial 
institutions in several Districts, along 
with expected growth in volume of 7 
percent.7 The System expects to pro-
cess 79 million transfers in 1986. 

Reductions totaling $500,000 are 
planned in two services. In the auto-
mated clearinghouse (ACH) service, 
the impact on expenses of continued 
high growth in volume is more than 
offset by lower costs associated with 
jointly developed software. Staff re-
ductions are planned in noncash col-
lection as the growth in volume slows. 

6. The objective of the currency-equipment 
development project is to develop, install, and 
improve high-speed currency sorting, verifica-
tion, authentication, and destruction equip-
ment. 

7. In an effort to avoid duplicate develop-
ment of software, the Reserve Banks, through 
long-range automation planning, develop soft-
ware at one site that can be used at other in-
stallations. All the Banks share the costs of the 
development. 
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Services to the U.S. Treasury 
and Government Agencies 
Expenses for services to the U.S. 
Treasury and government agencies 
total $142 million and account for 12 
percent of the Banks' aggregate 1986 
budget. Expenses show an increase of 
$7.3 million, or 5.4 percent, over 1985, 
of which $5.4 million is attributable 
to the Treasury Direct-Access Book-
Entry System (T-DAB), to be imple-
mented in mid-1986.8 The T-DAB 
project requires about 125 additional 
people, mostly in 1986; but the Trea-
sury will be able to reduce its staff ap-
proximately 400 as a result of the 
automation and transfer of this func-
tion. Employment in other areas of 
this service line are budgeted to 
decline, so that the overall increase 
from 1985 will be 67, or 3.8 percent. 

At least four Banks will participate 
in the development of a new Treasury 
tax and loan system; the St. Louis 
Bank is taking the lead, but the costs 
are shared by all four Banks. Al l Dis-
tricts will be implementing several 
Treasury mandates in 1986, including 
the conversion of Treasury checks to 
fiscal-agency checks and the conver-
sion from card to paper savings 
bonds.9 

8. These costs, which are reimbursed by the 
Treasury, are budgeted at all the Reserve 
Banks. Philadelphia is the central site for 
T - D A B processing. 

9. Fiscal-agency checks are distinctive instru-
ments issued by the Reserve Banks as fiscal 
agents of the United States for payments in 
connection with U.S. government securities. 
Such checks will give the Treasury's Bureau of 
the Public Debt better control over the pay-
ment and claims processes. 

As a cost-saving measure, the Treasury is 
converting Series EE and H H savings bonds 
from punchcard stock to a lighter-weight, 
machine-readable paper stock. 

Chart 3.5 
Total Expenses of the Federal Reserve 
Banks, 1976-86 

Billions of dollars 

1.2 

1.0 
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Constant dollars are 1972 dollars, deflated wi th the 
GNP implict price deflator. 

Long-Term Trends in Expenses 

Expenses of the Reserve Banks in cur-
rent dollars have increased 6.8 per-
cent each year on average for the 10 
years ending 1986. In constant dollars, 
operating expenses have increased 
only 0.7 percent during this period. 
As chart 3.5 reveals, expenses have 
shown an uneven trend during this 
period. (Chart 3.6 shows the detailed 
trends in expenses by service line for 
the same period.10) 

In the first part of the period, the 
Reserve Banks shifted their emphasis 
from adding services, through the 
establishment of regional check-pro-
cessing centers, to improving efficien-
cy and productivity, through automa-
tion and cost restraint. As a result, 
the average annual growth rate in 
Reserve Bank expenses from 1976 to 
1979 was only 4.4 percent while the 
rate of inflation averaged 7.3 percent. 

In 1980, the Banks had few if any 
unused resources to redirect toward 
the requirements that the Monetary 
Control Act, passed in that year, 

10. These data are not available before 1977, 
the year PACS was instituted. See appendix 
3.A for a description of PACS. 

Current dollars 

Constant dollars 
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Chart 3.6 
Expenses o f the Federal Reserve Banks, by Service L ine, 1977-86 

Mil l ions of dollars Mil l ions of dollars 

placed on the System. The necessary 
expansion of resources, coupled with 
wage increases that were driven by 
the high rate of inflation during that 
period, nearly doubled the average 
annual rate of growth in Reserve 
Bank expenses to 9.1 percent for 
1980-83." As some evidence of the 
activity generated by the MCA, the 
number of depository institutions 
maintaining reserve accounts at the 
Reserve Banks increased from 6,261 
to 9,567, or 53 percent, during 
1980-83. In 1983, 134,310 billing en-
tries for priced services were processed. 

FVom 1983 to 1985, the Federal 
Reserve adjusted to the loss of 
volume as participants in the pay-
ments system responded to the altered 
competitive environment. Swift ac-
tions to reduce expenses so as to meet 
the MCA requirement to recover fully 
the costs of providing priced services 
brought the average annual rate of in-
crease in expenses down to 4.4 per-
cent for 1983-85. 

11. See chapter 2 for a description of the 
general requirements imposed by the Monetary 
Control Act. 

Trends in Volumes 
and Unit Costs 
Chart 3.7 depicts the trends in vol-
umes and unit costs (adjusted for in-
flation) in the major service opera-
tions at the Reserve Banks over the 
years 1982-86. 

The first panel, which plots a com-
posite index of all measured services, 
indicates that total volume is expected 
to rise in 1986 about 20 percent above 
the level in 1982 while unit costs will 
decline 10 percent below those in 1982. 
The other panels focus on develop-
ments in particular Reserve Bank 
operations. 

Unit cost in fiscal-agency services 
has fluctuated with the rise and fall 
of volume but is little changed over 
the five years. A l l of the other areas 
show healthy growth in volume and 
declining unit cost. Check processing 
is by far the largest operation and 
thus has the largest impact on the 
composite of all services; volume has 
risen about 13 percent since 1982 
while unit cost has declined about 4 
percent. This pattern also appears for 
currency and coin: public demand has 
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Chart 3.7 
Trends in Volume and Unit Cost of Federal Reserve Services, 1982-86 
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increased almost 30 percent while unit 
cost has declined more than 10 per-
cent. In transfers of reserve account 
balances, and in automated clearing-
house, securities, and noncash collec-

1982 1984 1986 

tion services—services with smaller 
volumes, which are more automated 
—the rise in volumes has been much 
greater and the decline in unit costs 
more significant. 
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Objects of Expense 

The expenses of the Federal Reserve 
Districts by object are shown in table 
3.3 

Personnel expenses comprise sal-
aries of officers and other employees, 

other personnel expenses, and retire-
ment and other benefits. Total person-
nel expenses account for 62 percent of 
the 1986 budget and are expected to 
increase 4.8 percent. 

Salaries and other personnel ex-
penses account for 50 percent of the 

Table 3.3 
Expenses of the Federal Reserve Banks, by Object, 1984-86 
Thousands o f dollars, except as noted 

Object 1984 
Ac tua l 

1985 
Estimate 

1986 
Budget 

Percent 
change, 
1985-86 

PERSONNEL 
Off icers ' salaries 47,126 51,908 54,815 5.6 
Employees' salaries 466,077 495,806 529,371 6.8 
Other personnel1 15,783 15,548 13,505 - 1 3 . 1 
Retirement and benefits 135,503 135,864 134,902 - .7 

To ta l personnel 664,489 699,126 732,593 4.8 

NONPERSONNEL 
Equipment 
Purchases 1,852 2,231 2,656 19.0 
Rentals 50,534 46,532 41,266 - 1 1 . 3 
Depreciat ion 51,439 61,408 74,715 21.7 
Repairs and maintenance 29,334 34,139 41,306 21.0 

To ta l equipment 133,159 144,310 159,943 10.8 

Building 
Insurance 209 282 323 14.5 
Taxes on real estate 20,076 21,375 22,807 6.7 
Property depreciation 20,588 21,185 23,443 10.7 
Uti l i t ies 22,992 23,254 24,898 7.1 
Rent 12,038 13,231 14,471 9.4 
Other 11,993 13,312 14,368 7.9 

Tota l bu i ld ing 87,896 92,639 100,310 8.3 

Shipping 
Postage 12,759 14,128 14,177 .3 
Other 76,223 68,948 69,439 .7 

To ta l shipping 88,982 83,076 83,616 .7 

Other 
Materials, forms, and supplies 41,466 44,633 47,294 6.0 
Travel 17,961 21,386 23,558 10.2 
Communicat ions 15,266 15,358 16,128 5.0 
Fees 13,533 13,968 12,656 - 9.4 
Other 34,020 38,852 41,964 8.0 
Recoveries - 2 6 , 2 5 4 - 3 0 , 3 6 3 - 3 3 , 5 0 1 10.3 
Contra expenses2 - 2,717 - 2,331 - 2,583 10.8 
Shared cost d istr ibuted3 - 31 ,353 - 3 7 , 4 5 6 -35 ,765 - 4.5 
Shared cost received3 31,353 37,180 36,205 - 2.6 
Support cost d istr ibuted3 0 0 - 1,107 
Support cost shared3 0 27 828 

To ta l other 93,275 101,254 105,677 4.4 

Total, all objects 1,067,801 1,120,405 1,182,138 5.5 

1. Includes expenses for certain contractual arrange-
ments, as well as miscellaneous personnel expenses. 

2. Expenses for the product ion o f pr inted materials 
and the purchase o f furn i ture and fixtures and bui ld-
ing materials in a given period are deducted f r o m the 
tota l for the period and, more appropriately, these 
items are expensed in the period in which they are 

consumed. 
3. These accounts are used to distr ibute the ex-

penses f r o m the Banks that directly incur them to the 
Banks that benefit f r o m them. For example, one Bank 
may incur al l the expenses for developing software, 
which are then distr ibuted to all the Banks that use 
that software. 
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Banks' budgeted expenses and are ex-
pected to increase about $34 million, 
or 6.1 percent, in 1986 to $598 mil-
lion. Salaries are expected to increase 
6.7 percent while other personnel ex-
penses will decline 13.1 percent. 

Each Federal Reserve office bases 
its salary structure on surveys of what 
major employers in its community 
pay for comparable positions. These 
surveys are conducted each year to 
determine whether an adjustment to 
the structure is warranted. The Fed-
eral Reserve Bank relies on nation-
wide surveys to adjust the structure of 
officers' salaries. 

Expenses for retirement and other 
benefits, which account for 12 per-
cent of the Banks' budgeted expenses, 
are projected to fall $1.0 million, or 
0.7 percent, from 1985. This decrease 
reflects a decline in contributions to 
the retirement plan partly offset by 
increases in social security, work-
men's compensation, unemployment 
insurance, group life insurance, the 
thrift plan, and hospital and medical 
expenses.12 

Nonpersonnel expenses account for 
38 percent of the Banks' expenses and 
are increasing 6.3 percent. 

Equipment costs account for 14 

12. The Reserve Bank retirement plan is a 
noncontributory plan integrated with social 
security; it utilizes a formula based on length of 
service and the average salary of the five high-
est consecutive years. Normal retirement is at 
age 65, vesting is at 10 years of service, and 
death benefits are provided. Hospital and med-
ical plans are negotiated separately by each 
District office; all plans require the employee 
to share in the costs, and all plans have acted to 
contain costs in the last few years. The thrift 
plan is a voluntary savings and investment pro-
gram in which an employee may participate 
after six months' service. The Banks contribute 
a percentage of the employee's contribution up 
to the first 6 percent of salary. Vesting of em-
ployer contributions is based on years of par-
ticipation with full vesting at five years. 

percent of total expenses and are 
budgeted to increase 10.8 percent. 
The increase results from shifts to 
equipment compatible with the Sys-
tem's long-range automation plan and 
with automation and communications 
standards; upgrading, replacement, 
and reconfiguration of check equip-
ment in order to provide better ser-
vice; replacement of obsolete return-
item equipment that vendors will no 
longer maintain; continued imple-
mentation of office automation sys-
tems; encryption of communication 
links; and purchase of personal com-
puters used in communication net-
works with financial institutions. 

Building expenses, which constitute 
8 percent of total expenses, are ex-
pected to increase 8.3 percent, reflect-
ing increases in local tax rates and 
assessments, increases in utility rates 
and consumption, renovations and re-
furbishments, and higher rentals in 
some Districts. Offsetting these in-
creases will be a minor reduction in 
"other building expenses" at several 
Districts as a result of reductions in 
outside contracting and the comple-
tion of one-time projects in 1985. 

Shipping costs, which are 7 percent 
of total expenses, are budgeted to in-
crease only 0.7 percent in 1986, held 
down primarily by the discontinua-
tion of the cash transportation service 
in the Dallas District. Most of the in-
crease is for additional courier stops 
and relays and for anticipated rate in-
creases in renegotiated courier con-
tracts. 

Other expenses are expected to in-
crease $4.4 million, or 4.4 percent, 
primarily reflecting increases in mate-
rials, forms, and supplies ($2.7 mil-
lion); travel ($2.2 million); and 
"other" ($3.1 million). The increases 
in the last two categories are attribut-
able largely to the supervision and 
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regulation program and to training 
and education programs. These in-
creases are partially offset by an in-
crease in recoveries from the rental of 
excess office space and the leasing of 
terminals to depository institutions. 

Capital Outlays 

Table 3.4 shows the plans of the Re-
serve Banks for capital spending in 
1986. Capital outlays are budgeted at 
$231.4 million, an increase of $59.6 
million, or 34.7 percent, over 1985. 

The largest single share of capital 
expenditures in 1986 (44.8 percent, or 
$103.8 million) is for buildings. These 
expenditures include $35.2 million at 
the Federal Reserve Bank of Chicago, 
mainly for renovation and expansion 
of facilities; $30.9 million at the Fed-
eral Reserve Bank of San Francisco to 
complete the new building for the Los 
Angeles Branch; $20.2 million at the 
Federal Reserve Bank of New York 
for a contingency center for computer 
support; and $4.9 million at Atlanta, 
mainly for an addition to the head of-
fice building. 

The second major category of capi-
tal expenditure is data processing-data 
communication equipment ($91.9 mil-
lion, 39.7 percent of the total). These 
expenditures include $11.3 million 

at the Federal Reserve Bank of Chi-
cago, mainly for processors, control-
lers, encryption devices, a node of 
the Federal Reserve's advanced com-
munications system (FRCS 80), re-
placement of obsolete equipment, 
and the purchase of equipment cur-
rently leased; $14.5 million at Atlanta 
for upgrading the computer and the 
purchase of currently leased reader-
sorters for check processing; $13.7 
million at San Francisco, mainly for 
upgrading the computer and periph-
eral equipment and for conversion of 
equipment in low-speed check opera-
tions; and $13.2 million at New York, 
reflecting upgrades to the Bank's gen-
eral operating computers and periph-
erals, equipment for Fedwire, and re-
placement of the telephone system to 
afford voice and data transmission 
capability. Also at New York, $5.0 
million has been budgeted for land 
and other real estate associated with 
the contingency back-up center. 

Purchases of furniture and other 
equipment are budgeted at $22.2 mil-
lion. Within this total, expenditures 
for furniture and other furnishings 
are expected to be $10.1 million, 
mostly for smaller items in connec-
tion with renovations. Of the $12.2 
million for other equipment, the 
larger expenditures are $2.5 million at 

Table 3.4 
Capital Outlays of the Federal Reserve Banks, by Capital Class, 1984-86 
Thousands of dollars, except as noted 

Class 1984 
Actual 

1985 
Estimate 

1986 
Budget 

Percent 
change, 
1985-86 

Data processing and data communication 
equipment 44,781 81,925 91,876 12.1 

Furniture and other equipment 14,137 21,256 22,244 4.6 
Land and other real estate 1,641 1,975 5,221 164.4 
Buildings 23,724 59,445 103,760 74.5 
Building machinery and equipment 3,082 6,132 7,328 19.5 
Leasehold improvements 1,355 1,028 955 - 7 . 1 

Total, all classes 88,720 171,761 231,382 34.7 
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New York for equipment for packag-
ing currency and for other, smaller 
items; $1.6 million at Atlanta, half of 
which is for the new building for the 
Jacksonville Branch; $1.3 million at 
Kansas City, of which the largest 
single portion is for exhibits for the 
renovated lobby and balcony of the 
head office building; $1.3 million at 
San Francisco, of which the largest 
single portion is for a briquetting 
machine for the residue from destroy-
ing worn currency and food stamps; 
and $800,000 at Philadelphia. 

Expenditures for building machin-
ery and equipment are budgeted at 
$7.3 million and are mainly for long-
lived equipment: Cleveland will spend 
$2.0 million, mostly for maintenance 
of elevators and a pumping system; 
Kansas City, $1.2 million, mostly for 
an automated security and energy 
management system and plumbing 
and mechanical work; Dallas, $1.1 
million, mainly for electrical chiller 
drives and replacement of the cooling 
tower; and San Francisco, $900,000, 
mostly for emergency power equip-
ment. 

Expenditures for leasehold improve-
ments total $1.0 million and are most-
ly at San Francisco for tenant im-
provements ($400,000), at Chicago for 
warehouse improvements ($200,000), 
and at New York for an elevator at 
the Cranford regional check-process-
ing center ($100,000). 

Expenses by District 

Al l Federal Reserve Banks provide 
principally the same services in their 
District territories and contribute 
similarly to the central bank func-
tions of the System. However, differ-
ences in the size of their Districts and 
in other conditions cause variations in 
the budget and expected growth in ex-

penses among the Banks. Table 3.5 
lists the Branches and offices and 
regional check-processing centers in 
the District territories. Table 3.6 of-
fers information on the total expenses 
for each Reserve District for the years 
1984, 1985, and 1986. A description 
of the major initiatives affecting the 
Districts' budgets follows. 

Boston 

Boston plans expenses totaling $69.3 
million in 1986, an increase over 1985 
of $2.9 million, or 4.4 percent. 

The Boston Bank has been heavily 
involved in conversion to System 
automation standards, including up-
grading mainframe computers and im-
plementing the commonly developed 
System software. In 1986, this initia-
tive will continue; however, slightly 
fewer resources are expected to be 
devoted to it than in previous years. 

In 1986, the Bank is planning to 
build electronic connections with 
financial institutions to provide better 
electronic services. Also affecting ex-
penses is the tight labor market in the 
New England area and the need to 
maintain competitive salaries, espe-
cially in computer services. The Bos-
ton budget was not significantly af-
fected by the Board's enhancement of 
the examination program because the 
District has few state member banks. 
Projections of the volume of priced 
services show growth moderating in 
1986 from 1985. 

New York 

The New York Bank's budgeted ex-
penses are $225 million in 1986, an in-
crease of $6.4 million, or 2.9 percent, 
over 1985. The total represents signif-
icant savings from implementing the 
recommendations of a study of the 
Bank's cost structure that was spurred 
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Table 3.5 
Offices and Branches, and Regional Check-Processing Centers of the 
Federal Reserve Districts 

District Branch or off ice RCPC 

Boston Lewiston, M E 
Windsor Locks, CT 

New York Buffalo, NY Cranford, NJ 
Jericho, NY 
Utica, NY 

Philadelphia 

Cleveland Cincinnati, O H Columbus, O H 
Pittsburgh, PA 

Richmond Baltimore, M D Columbia, SC 
Charlotte, NC Charleston, W V 
Culpeper (VA) Communications 

and Records Center 

At lanta Birmingham, A L 
Jacksonville, F L 
Miami, FL 
Nashville, T N 
New Orleans, L A 

Chicago Detroit, M I Des Moines, I A Chicago 
Indianapolis, I N 
Milwaukee, W I 

St. Louis Litt le Rock, AR 
Louisville, KY 
Memphis, T N 

Minneapolis Helena, M T 

Kansas City Denver, CO 
Oklahoma City, OK 
Omaha, NE 

Dallas El Paso, T X 
Houston, T X 
San Antonio, T X 

San Francisco Los Angeles, CA 
Portland, OR 
Salt Lake City, UT 
Seattle, WA 

by declining growth in volume and 
low cost recovery in check services 
over the past few years. The 1986 
budget embodies savings from closing 
one of the two head office cafeterias, 
from the early release of leased com-
puter equipment, and from reduc-
tions in staff in support and overhead 
functions. The establishment of a 
contingency computer site is also ex-
pected to produce long-run savings. 
Offsetting part of these savings will 
be the resources for strengthening the 

Bank's supervisory initiatives. In 
1986, these include improving the pub-
lic's understanding of new financial 
instruments and markets and tighten-
ing the guidelines for banks' off-
balance-sheet activities and interna-
tional funding and trading practices. 

Philadelphia 

Philadelphia's 1986 budget is $67 
million, an increase in expenses of 
$4.8 million, or 7.8 percent. This 
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Table 3.6 
T o t a l Expenses o f the F e d e r a l Reserve B a n k s , by D i s t r i c t , 1 9 8 4 - 8 6 

Thousands of dollars, except as noted 

District 1984 
Actual 

1985 
Estimate 

1986 
Budget 

Percent 
change, 
1985-86 

Boston 64,410 66,347 69,292 4.4 
New York 217,503 218,941 225,328 2.9 
Philadelphia 55,371 61,942 66,766 7.8 
Cleveland 60,870 65,351 69,929 7.0 
Richmond 81,804 88,280 92,057 4.3 
Atlanta 94,577 100,732 107,318 6.5 
Chicago 131,009 133,576 141,121 5.6 
St. Louis 54,505 56,506 59,533 5.4 
Minneapolis 53,599 55,660 57,988 4.2 
Kansas City 68,434 71,374 76,284 6.9 
Dallas 65,246 72,277 76,639 6.0 
San Francisco 120,473 129,419 139,882 8.1 

Total, all Districts 1,067,801 1,120,405 1,182,137 5.5 

sizable increase is attributable to the 
Bank's development and operation of 
the T-DAB system on behalf of the 
Treasury for the System, whose cost 
rises $2 million in 1986 from 1985. 
The T-DAB system is expected to cost 
$9 million in total, which will be fully 
reimbursed by the Treasury. Exclud-
ing T-DAB, the Bank's budget would 
increase 4.5 percent over 1985. 

The Bank's major initiative in 1986 
involves several aspects of automa-
tion: implementing the jointly devel-
oped software, upgrading the main-
frame to meet the demands of these 
software applications, and accommo-
dating the System network architec-
ture (SNA).13 

For 1986, the District expects nor-
mal growth in volume in most ser-
vices, except definitive safekeeping, 
whose volume is expected to increase 
more than usual. 

Cleveland 

Cleveland has budgeted expenses of 

13. SNA is a common format for exchanging 
data between depository institutions and the 
Federal Reserve Banks. 

$69.9 million in 1986, an increase of 
$4.6 million, or 7.0 percent, over 
1985. The increase is due largely to an 
expansion in the supervision staff to 
handle the larger number of examina-
tions and to plans for a comprehen-
sive management-information system 
to support supervision activities. Work 
on improving the District's automa-
tion in 1986 involves upgrading the 
check processors at three locations. 
Additional disk storage is planned in 
conjunction with housing an increase 
in software applications on the main-
frame. Two Branches will purchase 
processors for office automation net-
works. 

Richmond 

Richmond's budgeted expenses for 
1986 total $92.1 million, an increase 
of $3.8 million, or 4.3 percent. The 
Bank expended substantially more re-
sources than expected in 1985 to re-
spond to the crisis in Maryland's 
thrift industry as well as to handle in-
creases in the volume of check collec-
tion, funds transfers, ACH, and non-
cash collection services that were 
larger than it had budgeted for. 
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The Bank's budget reflects the in-
crease in examinations and inspec-
tions and plans to upgrade com-
puters, expand communication links 
with financial institutions, continue 
with office automation, and partici-
pate in the System's pilot program of 
check truncation. The District is ex-
pecting somewhat slower growth in 
the volume of services in 1986, par-
ticularly in check processing. The Dis-
trict will also proceed with plans for a 
new building at the Charlotte Branch, 
whose design the Board has ap-
proved. 

At lanta 

The Atlanta Bank's budget for 1986 
is $107.3 million, an increase of $6.6 
million, or 6.5 percent, over 1985. 

The Bank faces several high-priority 
initiatives in 1986: meeting tightened 
examination and inspection guide-
lines, responding to large and rapidly 
growing volumes of services, and 
completing its five-year conversion to 
System automation standards and to 
the System wide jointly developed 
software. The District also plans large 
capital investments in computers and 
communication equipment. It will 
complete a new building in Jackson-
ville in mid-1986. 

Additions and renovations to the 
Bank's head office are planned to 
house additional staff and to provide 
better meeting space. In the mean-
time, the Bank will lease space to ac-
commodate the additional bank ex-
aminers hired in 1985 and 1986. 

Chicago 

The Chicago District has budgeted 
total expenses of $141.1 million for 
1986, an increase of $7.5 million, or 
5.6 percent, over 1985. In 1984, fac-

ing the long-term prospect of declin-
ing volumes in services and high 
costs, the District reduced staff by 
200 ANP. Expenses increased only 
0.9 percent in 1984 and 2 percent in 
1985. Over 30 percent of the increase 
in expenses in 1986 results from add-
ing 36 ANP to supervision to handle a 
projected 120 percent increase in 
workload related to bank holding 
company inspections. This increase is 
part of the Bank's response to the 
Board's effort to strengthen the super-
vision of financial institutions. 

In addition, in 1986 renovation will 
begin on the 60-year-old Bank build-
ing; preparations for the renovation 
work will incur significant operating 
costs. 

The District will also be involved in 
installing several pieces of the jointly 
developed software in 1986 and a new 
communications network to provide 
better electronic services. 

St. Louis 

The budgeted expenses of the St. 
Louis District are $59.5 million. The 
increase of $3.0 million, or 5.4 per-
cent, over 1985 is due largely to an in-
crease in staff of 55 ANP. The vol-
ume of priced services has begun to 
increase, as have acitivities in the 
supervisory area and the installation 
of jointly developed software. To 
mitigate the effect of the increase in 
staff, the Bank has planned one of 
the smallest merit increases in pay: it 
will average 4.0 percent for officers 
and other employees. 

The St. Louis District generally 
performs a comparatively low volume 
of services, and it expects that volume 
in the key check service will decline in 
1986. Full cost recovery is still 
planned, however. In supervision, the 
number of bank holding company in-
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spections is expected to rise from 68 
in 1982 to 460 in 1986. 

Minneapolis 
The Minneapolis District plans a 1986 
budget of $58 million, $2.3 million, 
or 4.2 percent, more than in 1985. 
This comparatively small increase re-
flects the Bank's continuing efforts at 
cost control. As the smallest District, 
with a low volume of services, the 
District has felt a disproportionately 
heavy impact on expenses from the 
System's standardization of automa-
tion. Outside of the San Francisco 
District, which includes Alaska and 
Hawaii, this is also the largest District 
geographically, a condition that re-
stricts the Bank's ability to provide 
services at a low cost. To improve its 
recovery of the costs of priced ser-
vices, the District has already reduced 
staff and is budgeting another reduc-
tion in 1986. Another cost-saving 
measure is the District's postpone-
ment of the purchase of a large-scale 
computer until 1987. 

The Bank's supervisory responsi-
bilities have increased significantly as 
a result of problems the District's 
agricultural sector faces. To meet the 
growing workload, the District has 
implemented automation that will in-
crease productivity and has reallo-
cated staff from other supervisory 
efforts. 

Kansas City 

The 1986 budget of the Kansas City 
District totals $76.3 million, an in-
crease of $4.9 million, or 6.9 percent, 
from 1985. An increasing workload 
imposed by the growth in the number 
of holding companies and the condi-
tion of institutions in the agricultural 
and energy sectors requires the Bank 

to continue to allocate large amounts 
of resources to supervision. (This Dis-
trict has the greatest number of in-
stitutions to examine or inspect and 
has experienced more bank failures 
than any other.) An additional 64 
positions are planned over the period 
1985-87, with a 1986 budget impact 
of over $1 million. 

Another major initiative will be the 
move into the new Omaha Branch 
building scheduled for early 1986. 
Total construction costs of $16.1 mil-
lion are expected to be below the ap-
proved budget. The District's budget 
also includes a multiyear renovation 
of the head office building, which will 
be essentially completed in 1986. In 
addition, the District will expand and 
improve the electronic delivery of ser-
vices to financial institutions and will 
implement the jointly developed soft-
ware in accounting and statistics in 
1986. 

Dallas 
The Dallas District's 1986 budget 
totals $76.6 million, an increase of 
$4.4 million, or 6.0 percent, over 
1985. 

The Dallas District has experienced 
very rapid growth in the volume of 
check and currency services and in 
the number of financial institutions 
to be supervised. In 1985, the number 
of commercial checks processed in-
creased 7 percent; and in 1986, it is 
expected to increase another 6 per-
cent. An expanding population lies 
behind this growth, as do new ser-
vices. For example, the San Antonio 
branch began processing large vol-
umes of checks from the Internal 
Revenue Service in the spring of 1985. 
Expenses and staff have increased in 
this area with the plans for additional 
sorter equipment and for upgrading 

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



Federal Reserve Banks 38 

equipment. To avoid backlogs in han-
dling currency, additional work shifts 
have been assigned to the high-speed 
processing equipment, with a result-
ing increase in staff. 

Coupled with this large growth in 
volume is the District's special chal-
lenge in the supervisory area, posed 
by adverse developments in energy 
and real estate lending. The District 
has established a special monitoring 
unit to handle these problems. At the 
same time, the number of organiza-
tions supervised by Dallas continues 
to grow. The District projects 141 
more examinations and inspections in 
1986 than in 1985, a 56 percent in-
crease. Because of the expansion of 
staff in this area, the District needs to 
lease additional space in downtown 
Dallas. 

San Francisco 

The San Francisco District's 1986 
budget is $139.9 million, an increase 
from 1985 of $10.5 million, or 8.1 
percent. Part of the growth in ex-
penses results from nonrecurring costs 
associated with the move of the Los 
Angeles Branch to a new building, 

scheduled for the fall of 1986. Ex-
cluding the costs associated with the 
move, District expenses will rise $8.6 
million, or 6.6 percent, from 1985. In 
addition, the public's demand for 
currency in the Los Angeles and San 
Francisco offices has grown substan-
tially. This growth began in the sec-
ond quarter of 1984 and has caused 
large backlogs. The District has 
responded by scheduling more over-
time work, shipping notes to other of-
fices, and adding work shifts. 

The District is also expanding its 
staff to accommodate rapid growth in 
the volumes of check processing and 
funds transfers. 

Another factor affecting expenses 
and staff is the District's strengthen-
ing of the examination and inspection 
function. The number of commercial 
bank examinations is expected to be 
88 in 1986 compared with 72 in 1985, 
and bank holding inspections will 
total 248 compared with 159. The Dis-
trict will add 33 ANP to respond to 
this increase in its workload, strength-
en inspection procedures, increase pe-
riodic monitoring of large and com-
plex organizations, and process 
reports. 
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Appendix 3. A 

The Budget and Control Process 
of the Federal Reserve Banks 

The Federal Reserve Banks use an an-
nual, calendar-year planning, budget, 
and control process. The planning 
process includes strategic planning 
and short-term tactical planning at 
both the System level and the Bank 
level, which identifies major goals, 
objectives, and strategies. The budget 
process includes the identification, re-
view, and approval of resources need-
ed to achieve goals and objectives. 
The control process includes the com-
parison of results against goals and 
objectives and the comparison of fi-
nancial performance against the ap-
proved budget. 

The Planning and Control System 
In 1977, the Federal Reserve Banks 
implemented a new accounting and 
budgeting system, the Planning and 
Control System (PACS), which pro-
vides a more effective review of ex-
penses, an expense audit " t ra i l , " and 
expense accountability. PACS is a 
system of uniform expense account-
ing, cost accounting, and reporting 
that enables the Board of Governors 
to compare the financial performance 
of the Reserve Banks and facilitates 
the aggregation of expenses across the 
Reserve Banks and Branches. PACS 
also serves the control function by al-
lowing comparisons of performance 
against budget for specific objects 
and activities (see appendix 3.C). 

PACS identifies accounts—such as 
officers' salaries—in detail. In addi-
tion, costs are accumulated by major 
function, the largest of which are the 

four primary service lines described in 
detail in chapter 2: (1) monetary and 
economic policy; (2) supervision and 
regulation of financial institutions; 
(3) services to financial institutions 
and the public; and (4) services to the 
U.S. Treasury and other government 
agencies. All support and overhead 
costs are fully distributed or allocated 
to these four service lines. 

PACS provides productivity statis-
tics (primarily unit costs and items 
per manhour), environmental statis-
tics (to clarify the differences between 
Banks' operating environments), and 
quality statistics. PACS also allows 
for separate accounting and reporting 
of costs for projects outside routine 
activities and services. It serves as the 
fundamental cost accounting system 
for all the services the Federal Reserve 
Banks provide, whether priced or 
nonpriced. 

Periodic audits by the Board 
through on-site operations reviews 
have affirmed compliance by the Re-
serve Banks with the PACS instruc-
tions. Similarly, independent exami-
nations—by the General Accounting 
Office and by an outside public ac-
counting firm—have determined that 
PACS is an appropriate and effective 
accounting mechanism for the Fed-
eral Reserve. Several agencies have 
studied its design for their own use.14 

14. See Comptroller General of the United 
States, Report to the Chairman, Senate Com-
mittee on Banking, Housing, and Urban Af-
fairs, An Examination of Concerns Expressed 

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



40 Budget and Control 

The Budget Process 
At the beginning of each calendar 
year, budget planning begins with the 
development by the Board and Bank 
staff and approval by the Board of 
guidelines based on forecasts of 
changes in workload and productivity 
for the coming budget year. The an-
nual budget objective includes these 
guidelines and is used by the Reserve 
Banks in developing plans and budg-
ets. In addition, the Banks develop a 
strategic directional statement cover-
ing three years to guide financial 
management and development of their 
priced-service business. In the spring, 
the Banks develop their own goals, 
objectives, and strategies and begin 
their budget process. 

The management of each Bank de-
partment budgets for nearly all ex-
penses. They are expected, whenever 
possible, to use a zero-base proce-
dure, especially for travel, training, 
and the like. During the summer se-
nior Bank officials review departmen-
tal requests and the First Vice Presi-
dent and President make the final 
decisions. The Bank's Board of Direc-
tors then reviews and approves the 
budget, and in the fall the Board of 
Governors reviews and approves fee 
schedules for priced services and the 
Reserve Bank budgets. 

Setting Objectives 

Each year the Board of Governors 
formally approves a guideline for the 
budget expenses of nonpriced ser-
vices, in the form of a percentage in-
crease over the level in the current 
year. The process begins early in the 

about the Federal Reserve's Pricing of Check 
Clearing Activities, January 14, 1985; and 
Arthur Andersen & Co., Federal Reserve Sys-
tem: Report on Priced Services Activities. 

calendar year, when an advisory group 
is formed under the Conference of 
First Vice Presidents to recommend 
basic budget assumptions for the up-
coming year to the Conference (and 
ultimately to the Board of Gover-
nors). The Budget Objective Advisory 
Group makes economic assumptions 
for the budget year and assesses legis-
lation and other factors that may af-
fect the System's responsibilities. An 
aggregate expense guideline is estab-
lished for the total of all central 
bank services and nonpriced Treasury 
services; and the cost recovery objec-
tive for priced services is affirmed. 
The advisory group's recommenda-
tion is forwarded to the Conference 
of Presidents and the Conference of 
First Vice Presidents before submis-
sion to the Board.15 

After thorough consideration, the 
Board's Committee on Reserve Bank 
Activities makes recommendations to 
the Board, which reviews the assump-
tions and approves a budget objective 
in an open meeting. The budget ob-
jective is then sent to the Reserve 
Banks and serves as their overall 
management guide in formulating 
their budgets. The budget objective 
helps ensure that financial planning 
among the Reserve Banks is consis-
tent. When the Board reviews and ap-
proves the Banks' budgets, it care-
fully compares them with the budget 
objective. 

15. The Conference of First Vice Presidents 
comprises the first vice president from each 
Reserve Bank, who is the chief operating of-
ficer and is responsible for day-to-day manage-
ment of the District Bank. 

The Advisory Group on Budgets is made up 
of senior Bank officers and a Board officer. 

The Conference of Presidents comprises the 
president from each Reserve Bank. 
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Budgeting for System Projects 
Certain expenditures of the Reserve 
Banks are associated with research 
and development projects that benefit 
the entire System; therefore, all Dis-
tricts must bear a share of the costs. 
Budgets must be prepared and ap-
proved for these costs so that each 
Reserve Bank can include its share in 
its annual budget. 

Budgets for such projects are re-
viewed by committees of the Confer-
ence of First Vice Presidents, Board 
staff, and other responsible System 
groups. After these reviews are com-
pleted, the budgets are approved by 
the Conference of First Vice Presi-
dents and the allocated costs forward-
ed to the individual Reserve Banks 
for inclusion in their respective budg-
ets. This process occurs between 
March and July of each year and af-
fords an extra level of scrutiny on sig-
nificant projects under way in the 
System. 

The Capital Budget Process 
The Reserve Banks' planning, budg-
eting, and control process includes 
the preparation, review, and approval 
of capital outlay schedules. Each 
year the Banks evaluate their needs 
for buildings, furniture, furnishings 
and fixtures, land, and automation 
equipment. In accordance with gen-
erally accepted accounting principles 
(GAAP), depreciation of capital as-
sets is included in the expenses of the 
Banks. All large capital expenditures 
receive a thorough review separate 
from the actual planning, budgeting, 
and control process. Acquisitions of 
mainframe computers and peripheral 
equipment, at certain dollar levels, 
must be individually approved by the 
Board of Governors. 

The Board has established detailed, 
comprehensive guidelines for prepa-
ration of proposals for the purchase 
of capital assets. For a new building 
program, these guidelines, which ap-
pear in the Facilities Planning Man-
ual, are exhaustive. Furthermore, the 
Board must approve each new build-
ing project at various stages of con-
struction. In the automation area, the 
Board sets out automation procure-
ment guidelines for proposals to ac-
quire equipment. 

Technical staff at the Board review 
all capital proposals and make recom-
mendations to the Director of the 
Division of Federal Reserve Bank Op-
erations or to the Board of Gover-
nors, depending on the level of ap-
proval required. 

The Budget Review Process 
at the Board of Governors 

Reserve Bank budgets are forwarded 
to the Board in the fall. Analysts at 
the Board review the budgets and 
note significant Systemwide issues to 
be addressed during the budget re-
view. The narrative justification of 
the budget data, particularly the ex-
ecutive summaries and the statements 
of objectives, are analyzed in terms of 
the Bank's own trend in past years, of 
the level of increase in a specific area 
compared with those of other Dis-
tricts, and of compliance with the 
System budget objective and cost-
recovery objectives for priced services. 

Also, the Product Directors, the 
Pricing Policy Committee, and the 
Board review the Reserve Bank budg-
ets for priced services. This combined 
review accomplishes the integration 
of priced-services and budget reviews 
into an overall review of Bank objec-
tives. The various reviews yield issues 
and questions, and the most impor-
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tant issues become the agenda for the 
meetings held in the fall with each 
Reserve Bank President and the 
Committee on Federal Reserve Bank 
Activities (consisting of three Gov-
ernors). 

Board Approval 
When the Committee on Federal Re-
serve Bank Activities is satisfied with 
each Reserve Bank's budget, these 
budgets are sent to the Board of Gov-
ernors for approval. Budgets are 
reviewed and approved at an open 
meeting of the Board of Governors. 
Subsequently, a letter is sent to each 
Reserve Bank President stating the 
budget level approved by the Board 
and any conditions placed on this 
level. 

The Monitoring and 
Control Process 
District expenses are monitored and 
controlled at both the Reserve Banks 
and the Board of Governors. The Re-
serve Banks are permitted flexibility 
to move approved levels of spending 

within expense and service structures; 
however, the Board guidelines require 
notification of significant realloca-
tions of approved budget levels. Care-
ful monitoring minimizes overruns 
and increases flexibility by permitting 
transfers. 

Results of the 1986 Budget 
Review 
The 1986 budget reflects the compre-
hensive review of departmental re-
quests at the Reserve Bank level and a 
thorough review of each District's 
budget and business plan by the 
Board's staff and by the Committee 
on Federal Reserve Bank Activities. 
Significant cuts were made to depart-
mental requests before their submis-
sion to the Board, reflecting the post-
ponement of initiatives, delays in 
acquiring equipment, and general 
savings targets. In addition, several 
Reserve Banks were able to reduce 
budgeted requests further after the 
Board review. These reductions re-
flect the commitment by the Reserve 
Banks to hold expense growth to a 

Table 3.A. 1 
Reductions to Budgets of Federal Reserve Banks, 1986 Budget 
Millions of dollars 

District 

Source of reduction 
Total, all 
sources District Internal Bank 

review 
Board 
review 

Changes in 
benefits 

Total, all 
sources 

Boston 2.6 0 2.9 5.5 
New York 2.2 .9 4.1 7.2 
Philadelphia .2 .1 .6 .9 
Cleveland .6 0 .9 1.5 
Richmond .2 0 .6 .8 
Atlanta 0 1.0 1.4 2.4 
Chicago 1.9 0 2.4 4.3 
St. Louis 0 0 .3 .3 
Minneapolis 1.5 0 1.7 3.2 
Kansas City .2 0 .6 .8 
Dallas 1.5 .9 2.7 5.1 
San Francisco 6.0 1.7 8.4 16.1 

Total, all Districts 16.9 4.6 26.5 48.0 
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minimum while meeting Board man-
dates. These reductions, coupled with 
the effect of certain proposals to 
change benefits recently approved by 
the Board, cut the Banks' preliminary 

budget increase from 6.4 percent to 
5.5 percent. Table 3.A.1 presents the 
reductions from each source by Dis-
trict. 
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Appendix 3.B 

Expenses and Budgets of the 
Federal Reserve Banks, 1985 and 1986 

This appendix presents detailed tables Federal Reserve Banks for 1985 and 
of the expenses and budgets of the 1986. 

Table 3.B.J 
Expenses of the Federal Reserve Banks 
for Monetary and Economic Policy, by District, 1985 and 1986 
Thousands of dollars, except as noted 

District 1985 1986 Change, 1985-86 
District Estimate Budget Amount Percent 

Boston 5,834 6,272 438 7.5 
New York 30,087' 31,577' 1,490 5.0 
Philadelphia 5,321 4,766 -555 -10 .4 
Cleveland 4,279 4,723 444 10.4 
Richmond 4,378 4,791 413 9.4 
Atlanta 7,287 7,232 - 55 - .7 
Chicago 8,069 8,595 526 6.5 
St. Louis 4,882 4,995 113 2.3 
Minneapolis 3,958 4,546 588 14.9 
Kansas City 5,220 5,316 96 1.8 
Dallas 5,109 5,667 558 10.9 
San Francisco 9,438 9,348 - 90 - .9 

Total, all Districts 93,862 97,828 3,966 4.2 

1. Data for the New York District include the ex- unique to New York, estimated at $10.8 mill ion in 
penses of the open market trading service, which is 1985 and at $11.5 mill ion in 1986. 

Table 3.B.2 
Expenses of the Federal Reserve Banks 
for Supervision and Regulation, by District, 1985 and 1986 
Thousands of dollars, except as noted 

District 1985 1986 Change, 1985-86 
District Estimate Budget Amount Percent 

Boston 7,741 8,247 506 6.5 
New York 29,795 31,420 1,625 5.5 
Philadelphia 7,596 7,652 56 .7 
Cleveland 8,148 10,161 2,013 24.7 
Richmond 9,626 10,285 659 6.8 
Atlanta 12,019 13,788 1,769 14.7 
Chicago 21,441 24,921 3,480 16.2 
St. Louis 6,791 7,294 503 7.4 
Minneapolis 8,012 8,439 427 5.3 
Kansas City 12,513 14,503 1,990 15.9 
Dallas 11,047 12,554 1,507 13.6 
San Francisco 17,280 19,303 2,023 11.7 

Total, all Districts 152,009 168,570 16,561 10.9 
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Table 3.B.3 
Expenses of the Federal Reserve Banks 
for Services to Financial Institutions and the Public, by District, 1985 and 1986 
Thousands of dollars, except as noted 

District 1985 1986 Change, 1985-86 
District Estimate Budget Amount Percent 

Boston 45,822 47,465 1,643 3.6 
New York 128,475 130,557 2,082 1.6 
Philadelphia 35,147 37,949 2,802 8.0 
Cleveland 44,218 46,100 1,882 4.3 
Richmond 65,576 67,916 2,340 3.6 
Atlanta 72,269 76,553 4,284 5.9 
Chicago 88,086 91,235 3,149 3.6 
St. Louis 37,352 39,428 2,076 5.6 
Minneapolis 39,556 40,696 1,140 2.9 
Kansas City 46,726 49,306 2,580 5.5 
Dallas 49,478 51,453 1,975 4.0 
San Francisco 87,275 95,199 7,924 9.1 

Total, all Districts 739,980 773,857 33,877 4.6 

Table 3. B.4 
Expenses of the Federal Reserve Banks 
for Services to U.S. Treasury and Government Agencies, by District, 1985 and 1986 
Thousands of dollars, except as noted 

District 
1985 1986 

Change, 1985-86 
District Estimate Budget Amount Percent 

Boston 6,951 7,308 357 5.1 
New York 30,584 31,775 1,191 3.9 
Philadelphia 13,879 16,399 2,520' 18.2 
Cleveland 8,705 8,945 240 2.8 
Richmond 8,700 9,066 366 4.2 
Atlanta 9,158 9,745 587 6.4 
Chicago 15,980 16,372 392 2.5 
St. Louis 7,481 7,816 335 4.5 
Minneapolis 4,135 4,306 171 4.1 
Kansas City 6,915 7,159 244 3.5 
Dallas 6,643 6,965 322 4.8 
San Francisco 15,426 16,032 606 3.9 

Total, all Districts 134,557 141,881 7,324 5.4 

1. Includes the expenses for T-DAB, which the 
Treasury will reimburse (see text). 
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Table 3.B.5 
Expenses of the Federal Reserve Banks 
for Central Bank and Treasury Services, by District, 1985 and 1986' 
Thousands of dollars, except as noted 

District 1985 
Estimate 

1986 
Budget 

Change, 1985-86 

District 1985 
Estimate 

1986 
Budget Amount 

Percent 

District 1985 
Estimate 

1986 
Budget Amount 

Unadjusted 

After 
adjustment for 
shift of book-
entry service2 

Boston 37,144.3 38,857.2 1,712.9 4.6 3.2 
New York 147,055.9 155,106.7 8,050.8 5.5 2.7 
Philadelphia 41,331.9 44,023.6 2,691.7 6.5 5.1 
Cleveland 35,797.9 38,745.3 2,947.4 8.2 6.9 
Richmond 48,922.0 50,893.4 1,971.4 4.0 3.1 
Atlanta 51,286.7 55,118.9 3,832.2 7.5 6.2 
Chicago 69,794.0 75,769.3 5,975.3 8.6 7.3 
St. Louis 34,464.2 35,842.2 1,378.0 4.0 3.2 
Minneapolis 25,170.0 27,414.4 2,244.4 8.9 5.9 
Kansas City 38,926.6 42,131.3 3,204.7 8.2 7.5 
Dallas 37,400.0 40,515.9 3,115.9 8.3 7.5 
San Francisco 76,708.3 83,665.0 6,956.7 9.1 7.4 

Total, all Districts 644,001.8 688,083.2 44,081.4 6.8 5.1 

1. Includes direct, support, and overhead expenses 
charged to monetary and economic policy, supervision 
and regulation, nonpriced services to financial institu-
tions and the public, and services to the U.S. Treasury 
and government agencies. 

2. The movement of the Treasury book-entry ser-
vice from a priced to a nonpriced service in October 
1985 shifted expenses into central bank and Treasury 
services. 

Table 3. B. 6 
Expenses of the Federal Reserve Banks 
for Salaries of Officers and Employees, by District, 1985 and 1986 
Thousands of dollars, except as noted 

District 1985 1986 Change, 1985-86 
District Estimate Budget Amount Percent 

Boston 36,366.4 38,117.8 1,751.4 4.8 
New York 111,655.0 116,653.5 4,998.5 4.5 
Philadelphia 27,551.9 30,763.5 3,211.6 11.7' 
Cleveland 31,132.5 33,321.3 2,188.8 7.0 
Richmond 41,104.3 43,646.4 2,542.1 6.2 
Atlanta 47,269.7 50,543.3 3,273.6 6.9 
Chicago 67,208.0 71,829.2 4,621.2 6.9 
St. Louis 27,658.1 29,928.3 2,270.2 8.2 
Minneapolis 25,205.7 26,361.0 1,155.3 4.6 
Kansas City 36,411.0 38,908.4 2,497.4 6.9 
Dallas 35,250.6 37,512.3 2,261.7 6.4 
San Francisco 60,900.3 66,600.3 5,700.0 9.4 

Total, all Districts 547,713.5 584,185.3 36,471.8 6.7 

1. Excluding salary expenses associated with T-DAB, salary expenses are materially affected because T -DAB 
Philadelphia's increase is 7.4 percent. Philadelphia's expenses are not shared among Districts. 
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Table 3. B. 7 
Factors in 1985-86 Change in Salaries of Officers and Employees 
of Federal Reserve Banks, by District 
Percentage points 

District 
Merit 

adjust-
ment 

Structure 
adjust-
ment 

Promotions 
and reclassifi-

cations 
Change in 

staffing 
Turnover 
and lag Overtime Other 

Boston 5.0 0 1.1 .3 - .7 - 1.5 .6 
New York 5.3 0 .5 - . 5 - 1 . 1 0 .3 
Philadelphia 3.9 .6 .9 6.4 0 - .2 .1 
Cleveland 4.9 .1 .8 2.8 - 1 . 6 - .1 .1 
Richmond 4.7 0 1.4 2.0 - 1 . 7 - .7 .1 
Atlanta 4.4 .5 .8 3.0 - .4 - 1 . 4 0 
Chicago 4.7 0 2.4 1.4 - 1 . 0 - .6 0 
St. Louis 3.9 .1 .5 3.7 0 - .1 .2 
Minneapolis 4.5 0 .4 - . 2 0 - .6 .6 
Kansas City 4.3 .4 1.5 2.5 - 1 . 7 - .2 0 
Dallas 4.8 .3 .6 6.6 - 3 . 9 - .2 0 
San Francisco 5.0 0 .5 5.3 - 1 . 2 - .2 0 

Total, all Districts 4.8 .1 1.0 2.3 - 1 . 2 - .4 .2 

Table 3.B.8 
Capital Outlays of the Federal Reserve Banks, by District, 1985 and 1986 
Thousands of dollars, except as noted 

District 1985 1986 
Change, 1985-86 

District Estimate Budget Amount Percent 

Boston 8,608.2 8,100.2 - 508.0 - 5.9 
New York 19,204.4 43,062.0 23,857.6 124.2 
Philadelphia 8,422.8 7,378.7 -1,044.1 -12 .4 
Cleveland 15,634.3 10,862.8 -4,771.5 -30 .5 
Richmond 11,602.9 10,195.6 -1,407.3 - 12 .1 
Atlanta 18,406.1 23,910.1 5,504.0 29.9 
Chicago 18,137.9 49,096.2 30,958.3 170.7 
St. Louis 5,273.4 6,027.0 753.6 14.3 
Minneapolis 5,983.5 4,840.2 -1,143.3 - 19 .1 
Kansas City 20,250.9 10,929.3 -9,321.6 - 4 6 . 0 
Dallas 5,971.3 8,861.2 2,889.9 48.4 
San Francisco 34,265.1 48,119.1 13,854.0 40.4 

Total, all Districts 171,760.8 231,382.4 59,621.6 34.7 
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Table 3.B.9 
Capital Outlays by Federal Reserve Banks, by Class, by District, 
1985 and 1986 
Thousands of dollars 

District 
and year 

Data pro-
cessing and 
data com-

munication 
equipment 

Furniture, 
furnish-

ings, and 
fixtures 

Other 
equip-
ment 

Land 
and 

other 
real 

estate 

Buildings 
Building 

machinery 
and 

equipment 

Lease-
hold 

improve-
ments 

Total 
capital 
outlays 

Boston 
1985 estimate... 
1986 budget 

6,579.8 
6,812.7 

346.8 
176.8 

592.4 
380.7 

20.0 
0 

582.0 
640.0 

137.2 
90.0 

350.0 
0 

8,608.2 
8,100.2 

New York 
1985 estimate . . . 
1986 budget 

10,546.4 
13,200.0 

1,447.8 
2,030.5 

2.466.6 
2.474.7 

0 
5,000.0 

4,729.3 
20,153.2 

9.4 
75.6 

4.9 
128.0 

19,204.4 
43,062.0 

Philadelphia 
1985 estimate . . . 
1986 budget 

6,536.9 
5,993.5 

196.0 
415.7 

1,105.1 
804.3 

0 
0 

0 
0 

479.8 
0 

105.0 
165.2 

8,422.8 
7,378.7 

Cleveland 
1985 estimate . . . 
1986 budget 

9,534.7 
4,912.4 

452.8 
1,135.2 

1,251.0 
701.4 

20.0 
75.0 

4,101.9 
2,156.0 

266.1 
1,957.8 

7.8 
0 

15,634.3 
10,937.8 

Richmond 
1985 estimate . . . 
1986 budget 

8,675.9 
6,538.4 

811.9 
294.2 

855.5 
828.6 

0 
27.0 

1,033.2 
2,459.4 

217.4 
0 

9.0 
0 

11,602.9 
10,147.6 

Atlanta 
1985 estimate . . . 
1986 budget 

8,051.6 
14,478.6 

871.2 
1,984.0 

907.0 
1,640.6 

957.5 
0 

6,226.1 
4,860.7 

1,392.7 
919.2 

0 
0 

18,406.1 
23,833.1 

Chicago 
1985 estimate . . . 
1986 budget 

10,697.6 
11,251.9 

559.4 
1,223.2 

964.2 
990.9 

0 
0 

5,635.7 
35,242.2 

136.0 
216.5 

145.0 
171.5 

18,137.9 
49,096.2 

St. Louis 
1985 estimate . . . 
1986 budget 

2,125.7 
1,894.7 

413.5 
150.4 

611.8 
330.4 

0 
0 

1,545.8 
3,024.5 

576.6 
627.0 

0 
0 

5,273.4 
6,027.0 

Minneapolis 
1985 estimate... 
1986 budget 

5,221.0 
3,558.6 

11.7 
40.5 

653.9 
503.6 

0 
4.5 

65.0 
533.0 

31.9 
200.0 

0 
0 

5,983.5 
4,840.2 

Kansas City 
1985 estimate... 
1986 budget 

4,856.1 
4,551.8 

1,791.1 
1,060.5 

1,595.7 
1,325.7 

967.0 
104.0 

9,240.2 
2,703.9 

1,800.8 
1,183.4 

0 
0 

20,250.9 
10,929.3 

Dallas 
1985estimate... 
1986 budget 

3,705.8 
4,973.3 

636.2 
717.0 

465.2 
848.7 

0 
10.0 

858.0 
1,132.7 

300.7 
1,109.5 

5.4 
70.0 

5,971.3 
8,861.2 

San Francisco 
1985 estimate... 
1986 budget 

5,393.9 
13,709.6 

661.2 
851.5 

1,587.8 
1,334.6 

10.0 
0 

25,427.7 
30,854.7 

783.4 
948.7 

401.1 
420.0 

34,265.1 
48,119.1 

Total, all 
Districts 

1985 estimate... 
1986 budget 

81.925.4 
91.875.5 

8,199.6 
10,079.5 

13,056.2 
12,164.2 

1,974.5 
5,220.5 

59,444.9 
103,760.7 

6,132.0 
7,327.7 

1,028.2 
954.7 

171,760.8 
231,382.4 
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Table 3.B. 10 
Budget Performance of the Federal Reserve Banks, 
Total Expenses, by District, 1985 
Thousands of dollars, except as noted 

District 1985 1985 Difference 
District Budget Estimate Amount Percent 

Boston 65,533.0 66,347.4 814.4 1.2 
New York 225,607.5 218,941.1 -6,666.4 - 3 . 0 
Philadelphia 61,897.4 61,942.2 44.8 .1 
Cleveland 64,653.8 65,351.0 697.2 1.1 
Richmond 87,537.3 88,279.9 742.6 .8 
Atlanta 99,954.5 100,731.5 777.0 .8 
Chicago 133,657.8 133,575.8 - 82.0 - .1 
St. Louis 57,342.4 56,505.7 - 836.7 - 1 . 5 
Minneapolis 55,359.0 55,659.7 300.7 .5 
Kansas City 72,372.6 71,373.7 - 998.9 - 1 . 4 
Dallas 70,204.7 72,276.9 2,072.2 3.0 
San Francisco 128,215.0 129,419.0 1,204.0 .9 

Total, all Districts 1,122,335.0 1,120,403.9 -1,931.1 - .2 

Table 3. B. 11 
Budget Performance of the Federal Reserve Banks, 
Average Number of Personnel, by District, 1985 
Number, except as noted 

District 
1985 

Budget 
1985 

Estimate 

Difference 
District 

1985 
Budget 

1985 
Estimate Amount Percent 

Boston 1,425 1,468 43 3.0 
New York 4,205 4,205 0 0 
Philadelphia 1,195 1,184 - 1 1 - . 9 
Cleveland 1,411 1,413 2 .1 
Richmond 1,958 1,963 5 .3 
Atlanta 2,077 2,151 74 3.6 
Chicago 2,820 2,844 24 .9 
St. Louis 1,265 1,269 4 .3 
Minneapolis 1,092 1,115 23 2.1 
Kansas City 1,584 1,597 13 .8 
Dallas 1,447 1,496 49 3.4 
San Francisco 2,330 2,369 39 1.7 

Total, all Districts 22,809 23,074 265 1.2 
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Table 3. B. 12 
Budget Performance of the Federal Reserve Banks, 
Average Number of Personnel, by Service Line, 1985 
Number, except as noted 

Service line 1985 
Budget 

1985 
Estimate 

Difference 
Service line 1985 

Budget 
1985 

Estimate Number Percent 

Monetary and economic policy 833 813 - 2 0 - 2 . 4 
Supervision and regulation 1,903 1,918 15 .8 
Services to financial institutions 

and the public 8,441 8,741 300 3.6 
Services to U.S. Treasury and 

government agencies 1,825 1,784 - 4 1 - 2 . 2 
Support 4,390 4,431 41 .9 
Overhead 5,417 5,387 - 3 0 - .6 

Total, all service lines 22,809 23,074 265 1.2 
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Appendix 3.C 

Budget Performance of the 
Federal Reserve Banks, 1984 and 1985 

The Federal Reserve Board follows 
the concept of "target budgeting" 
rather than strict budget ceilings. It 
strongly encourages Reserve Banks to 
offset unexpected resource require-
ments with decreases in items of lower 
priority when at all possible; but it 
permits increases in the budget. The 
target budget concept requires careful 
review by the Board of budget perfor-
mance. The result is more realistic 
budgeting and more careful financial 
planning. 

Table 3.C.1 compares the perfor-
mance of the Banks against the budg-
et for 1984 and 1985. 

For 1984 budgets totaling $1,086 
million were approved. Actual ex-
penses in 1984 were $1,068 million, a 

budget underrun of $18 million, or 
1.7 percent. The underrun was due 
primarily to a decrease in shipping as 
Reserve Banks withdrew from cash 
shipping services, allowing the private 
sector to provide those services to de-
pository institutions. The Board of 
Governors approved Reserve Bank 
budgets for 1985 totaling $1,122 mil-
lion. The Banks now estimate 1985 
expenses at $1,120 million, a budget 
underrun of $1.9 million, or 0.2 per-
cent. This underrun has been achieved 
even though employment exceeded the 
budget level by 265, or 1.2 per-
cent; the excess occurred primarily in 
services to financial institutions, in 
which volume growth was greater than 
planned. 

Table 3. C.l 
Budget Performance of the Federal Reserve Banks, 1984 and 1985 

I tem 

1984 1985 

Item 
Budget Actual Percent 

change Budget Estimate Percent 
change 

Total expenses (millions of dollars) 
Employment (number) 

1,086 1,068 - 1 . 7 1,122 1,120 - . 2 
23,029 22,669 - 1 . 6 22,809 23,074 1.2 
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Appendix 3.D 

Federal Reserve Priced Services 

The Monetary Control Act of 1980 
(MCA) requires the Federal Reserve 
to charge depository institutions ex-
plicitly for their use of Federal Re-
serve services that had previously 
been provided without explicit charge 
to member banks. Since the enact-
ment of the MCA, the Federal Re-
serve has developed an annual pricing 
process in conjunction with the an-
nual budgeting process of the Reserve 
Banks. In contrast to the budget pro-
cess, whose focus is on cost con-
tainment, the objective in the pricing 
process is to establish fees that will 
recover the full costs of providing ser-
vices. As the MCA requires, these 
costs include all direct and indirect 
costs, the interest on items credited 
before actual collection (float), and 
the return on capital that would have 
been provided and the taxes that 
would have been paid had the services 
been furnished by a private business 
firm. The cost of capital and taxes is 
referred to as the private sector ad-
justment factor (PSAF). 

The determination of prices has 
resulted in additional review of Re-
serve Bank expenses. Details on the 
services provided are needed to estab-
lish appropriate prices. Use of the 
budgets is an integral part of the pric-
ing exercise because most of the costs 
of priced services to be recovered con-
sists of direct and indirect costs as 
determined by the annual budget pro-
cess. Prices are generally changed 
only once a year so that depository in-
stitutions can plan their own corre-
spondent banking services more easily. 
This determination of prices for each 

calendar year is usually made in the 
fourth quarter of the preceding year. 

Prices for Federal Reserve services 
are subject to a rigorous review pro-
cess. Not only must they be approved 
by the Product Director for the re-
spective service, but also they must be 
approved by the Pricing Policy Com-
mittee and ultimately by the Board of 
Governors.16 Prices are set with the 
anticipation of full cost recovery; that 
is, it is expected that the revenue gen-
erated by fees will cover the total 
costs of providing priced services in-
cluding the cost of float and the 
PSAF. I f prices for any service are set 
so that full cost recovery is not an-
ticipated, the Board announces the 
rationale for establishing prices at 
that level.17 

The cost of float incorporated into 
the pricing process is determined by 
applying the current federal funds 
rate to the level of float expected to 
be generated in the coming year. The 
PSAF is based on the application of 
financing rates determined from a 
model of the nation's 25 largest bank 
holding companies to assets used in 
the Federal Reserve's priced-services 

16. The Pricing Policy Committee comprises 
one of the Board's Governors, the Board's 
Staff Director for Federal Reserve Bank Activi-
ties, the presidents of two Reserve Banks, and 
the first vice presidents of two other Reserve 
Banks. 

17. An example is the incentive pricing pro-
gram announced for the A C H service, under 
which prices were established to recover an in-
creasing percentage of full costs each year, with 
full cost recovery anticipated in 1986. This pro-
cedure was followed to encourage use of the 
A C H service. 
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operations. These assets are allocated 
to priced services on a direct-deter-
mination basis that uses the Federal 
Reserve's Planning and Control Sys-
tem (PACS) to ascertain the value of 
assets used solely in priced-services 
operations and to apportion the value 
of jointly used assets between priced 
and nonpriced services. The percen-
tages used to allocate assets between 
priced and nonpriced services are 
based on the anticipated PACS cost 
distributions, redistributions, and al-
locations for the coming year that are 
used in the determination of Reserve 
Bank budgets. In addition, the assets 
that the Banks expect to acquire or 
dispose of in the coming year are fac-
tored into the PSAF asset base. Final-
ly, other components of the PSAF are 
calculated using budget data: the im-
puted sales tax, based on budgeted 
outlays for materials, supplies, and 
capital assets; the assessment for 
FDIC insurance on expected clearing 
balances maintained with the Federal 
Reserve to settle transactions; and the 
portion of the expenses of the Board 
of Governors that is related to priced 
services. 

The inclusion of these costs along 
with actual operating costs in the de-
termination of prices for services, as 
well as the discipline of the market re-
quiring that these prices be competi-
tive, ensures that costs of priced ser-
vices will be no higher than necessary. 

Calculation of PSAF for 1986 

In 1985, the Board approved a 1986 
private sector adjustment factor for 
Federal Reserve priced services of 
$68.1 million, an increase of $7 mil-
lion, or 11.3 percent, from the PSAF 
of $61.1 million targeted for 1985. 

Asset Base 
The estimated value of Federal Re-
serve assets to be used in providing 
priced services in 1986 is reflected in 
table 3.D.I. As shown in table 3.D.2, 
which compares the calculations for 
1985 and 1986, the value of assets 
assumed to be financed through debt 
and equity will total $350.5 million in 
1986, which represents an increase of 
$37.4 million, or 12 percent, from 
1985, attributable largely to capital 
expenditures for bank premises, fur-
niture, and equipment.18 

Cost of Capital and Taxes 

Because of abnormal earnings by 
bank holding companies included in 
the model, the Board approved the 
use of a three-year average of rates of 
return on equity for calculating the 
1985 PSAF. Although earnings of the 
largest bank holding companies im-
proved in 1985, the rate of return on 
equity did not regain its former level. 
For example, the aftertax return on 
equity for the largest bank holding 
companies averaged 10.5 percent for 
the 12 months ended June 30, 1985, 
compared with an average aftertax 
rate of return of 12.3 percent for the 
three-year period 1982-84. Therefore, 
in 1986 the Board again approved the 
three-year averaging technique to ob-
tain a more representative cost of 
equity, and also used three-year aver-
ages for determining imputed interest 
costs for long-term debt and for in-
come taxes. 

The sample of 25 bank holding 
companies used to calculate the rates 

18. Short-term assets are assumed to be 
financed by short-term liabilities; long-term 
assets are assumed to be financed by a com-
bination of long-term debt and equity. 
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for 1986 is slightly different from the 
sample used for 1985. One bank was 
replaced by another because of unique 
circumstances it experienced during 
the previous year. The holding com-
panies with the highest and the lowest 
rates of return on equity before taxes 
were excluded, and calculations were 
based on the remaining 23 companies. 

Other Imputed Costs 

Other required PSAF recoveries for 
1986 for sales taxes, FDIC insurance, 
and Board expenses total $11 million, 
up $1 million from 1985 (see table 
3.D.2). Most of the increase is in im-
puted sales taxes, which rose primar-
ily because of the increase in capital 

Table 3.DA 
Pro Forma Balance Sheet for Federal Reserve Priced Services, 1985 and 19861 

Millions of dollars 

Asset or liability 1985 1986 

Assets 
Short-term assets 

Imputed reserve requirements 
on clearing balances 

Investment in marketable 
securities 

Receivables2 

Materials and supplies2 

Prepaid expenses2 

Net items in process of 
collection (float) 

Total short-term assets . 

Long-term assets 
Premises2-3 

Furniture and equipment 2 . . . . 
Leases 
Leasehold improvements2 . . . . 

Total long-term assets.. 

$ 156.0 

1,144.0 
24.4 
4.4 
6.9 

247.5 

166.0 
110.2 

.7 
1.2 

$1,583.2 

278.1 

$ 204.0 

1,496.0 
25.9 
4.2 
4.2 

334.0 

191.0 
123.4 

.2 
1.8 

$2,068.3 

316.4 

Total assets. $1,861.3 $2,384.7 

Liabilities 
Short-term liabilities 

Clearing balances 
Balances arising from early 

credit of uncollected i tems.. . 
Short-term debt4 

Total short-term liabilities 

Long-term liabilities 
Obligations under capital 

leases 
Long-term debt4 

Total long-term liabilities. 

$1,300.0 

247.5 
35.7 

.7 
92.9 

Total liabilities. 

Equity4 

Total liabilities and equity 

$1,583.2 

93.6 

1,676.8 

184.5 

$1,861.3 

$1,700.0 

334.0 
34.3 

.2 
94.9 

$2,068.3 

95.1 

2,163.4 

221.3 

$2,384.7 

1. Data are averages for the year. Details may not 
add to totals because of rounding. 

2. Financed through PSAF; other assets are self-
financing. 

3. Includes allocations of $400,000 in Board of 
Governors' assets to priced services for 1985 and 1986. 

4. Imputed figures; represent the source of financ-
ing for certain priced-service assets. 

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



Federal Reserve Priced Services 55 

expenditures planned for 1986. The 
remainder of the increase is in imput-
ed costs for FDIC insurance, result-

ing from the expected rise in clearing 
balances reflected in table 3.D.I . 

Table 3.D.2 
Derivation of the Private Sector Adjustment Factor, 1985 and 19861 

Millions of dollars, except as noted 

Item 

Assets to be financed2 

Short-term 
Long-term3 

Total 

Capital structure (percent) 
Short-term 
Long-term 
Equity 

Total 

Financing rates' (percent) 
Short-term debt 
Long-term debt 
Pretax equity5 

Weighted average cost of capital . . . 

Tax rate (percent)5 

Elements of capital cost6 

Short-term debt 
Long-term debt 
Equity 

Total 

Other required recoveries 
Sales taxes 
Assessment for federal deposit insurance . . 
Expenses of Board of Governors 

Total 

Total PSAF recoveries 
As a percent of capital 
As a percent of expenses7 

1985 

35.7 
277.4 

313.1 

11.4 
29.7 
58.9 

100.0 

9.93 
10.38 
20.55 

16.32 

36.90 

3.5 
8.6 

39.9 

52.0 

7.2 
1.1 
1.7 

10.0 

61.1 
9.5 

15.2 

1986 

34.3 
316.2 

350.5 

9.8 
27.1 
63.1 

100.0 

10.27 
10.28 
19.78 

16.28 

37.64 

3.5 
9.8 

43.8 

57.1 

7.9 
1.4 
1.7 

11.0 

68.1 
19.4 
15.7 

1. Details may not add to totals because of rounding. 
2. The asset base for priced services is directly deter-

mined. 
3. Total long-term assets less capital leases that are 

self-financing. 
4. A l l short-term assets are assumed to be financed 

by short-term debt. Of the total long-term assets, 30 
percent are assumed to be financed by long-term debt 
and 70 percent by equity. The data are average rates 
paid by the bank holding companies included in the 
sample (see text). 

5. The pretax rate of return on equity is based on 

average aftertax rates of return on equity for the sam-
ple of bank holding companies, adjusted by the effec-
tive tax rate to yield the pretax rate of return on 
equity. The 1986 figures for pretax equity and the tax 
rate are based on a three-year average of these rates, 
for 1982-84. 

6. The calculations underlying these data use the 
numbers for assets to be financed, divided as described 
in note 4, and those for the financing rate or cost. 

7. In 1985, Systemwide expenses for priced services 
less shipping were $400.5 mill ion. For 1986, the initial 
budgeted figure is $434.4 mill ion. 
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Chapter 4 

Expenses and Budget 
of the Board of Governors 

This chapter presents an overview of 
the budget of the Board of Governors 
and then examines expenses for the 
major service lines identified in chap-
ter 2.1 

Overview of the Budget 
The 1986 budget of the Board of 
Governors was developed with a view 
toward continuing restraint. The fac-
tors holding down expenses include a 
two-year planned reduction of staff, 
which began in 1985; the exclusion of 
a general pay increase; and manage-
ment initiatives that will reduce in-
surance and retirement costs. Offset-
ting these decreases in costs are two 
factors that will raise expenses: the 
need for an expansion of resources 
for the supervision and regulation of 
financial institutions; and efforts to 
increase productivity through auto-
mation, including a major investment 
in a new computer mainframe. Over-
all, the operating budget embodies an 
increase of 5.4 percent over estimated 
expenses for 1985. Tables 4.1 and 4.2 
compare the actual expenses for 1984, 
estimated expenses for 1985, and 
budgeted expenses for 1986, and chart 
4.1 depicts the relation of Board ex-
penses to expenses for the System as a 
whole in 1986. 

Personnel Services 
In August 1984, the Board initiated a 
review of all Board functions with the 

1. The Board's budget process is discussed in 
appendix 4.A. 

aim of eliminating lower-priority 
work while enhancing productivity. 
This review, planned as an extension 
of the regular budget process and 
called the Program Improvement 
Project (PIP), had the specific objec-
tive of reducing Board positions by 7 
percent. To minimize staff disruption 
and the cost of the review, implemen-
tation was scheduled to occur over 
the two years 1985 and 1986. Re-
sources have been redirected to 
emerging high-priority functions, es-
pecially in the area of supervision and 
regulation. Employment in other 
areas, notably the research and sup-
port functions, continues to fall. 

While the initial authorization for 
1986 shows a net increase of 24 posi-
tions over the 1985 year-end authori-
zation of 1,616, the total will drop to 
1,584 positions by year-end. The ini-
tial increase is required in bank super-
vision and regulation, but will be 
offset during the year with further re-

Chart 4.1 
Budget for the Federal Reserve 
Board. 1986 
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Table 4.1 
Operating and Capital Budgets of the Board of Governors, 1984-86 
Thousands of dollars, except as noted 

Type of budget and service 1984 
Actual 

1985 
Estimate 

1986 
Budget 

Percent 
change, 
1985-86 

Operating budget 
Personnel services 
Nonpersonnel services 

Total operating expenses 

Capital budget 

56,992 59,710 61,008 2.2 
19,790 22,466 25,583' 13.9 
76,782 82,176 86,591 5.4 

4,147 4,160 .3 
14,000 Computer upgrade 

56,992 59,710 61,008 2.2 
19,790 22,466 25,583' 13.9 
76,782 82,176 86,591 5.4 

4,147 4,160 .3 
14,000 

1. Includes $1.8 million in depreciation expense for 
a new computer, whose acquisition cost is included in 
the capital budget. 

ductions from PIP. These reductions 
will hold down expenses for salaries 
and fringe benefits. The total savings 
of $4.5 million (annual rate) from re-
ductions in staff will not accrue fully, 
however, until 1987. 

The 1986 budget for personnel ser-
vices is 2.2 percent greater than com-
parable expenses in 1985. This in-
crease is significantly smaller than 
those registered in recent years. Sav-
ings from reductions in staff, reduc-
tions in retirement and health insur-
ance costs, and the exclusion of a pay 
increase are offset by increases result-
ing from the full-year effect of salary 
actions taken in 1985, such as progress 
step increases and reclassifications, 
and one-time costs associated with 
the reductions in staff from PIP. 

Nonpersonnel Services 

The operating budget for nonperson-
nel services in 1986 is expected to 
total $25.6 million—$3.1 million, or 
13.9 percent, more than in 1985. One 
of the largest factors in this rise is an 
increase of $1.8 million in deprecia-
tion (see below). The remainder of 
the increase, $1.3 million, results 
from increases in funding for com-

puter software for the mainframe 
and contingency operating systems 
($917,000); an expansion in travel 
owing to the step-up in supervision of 
financial institutions and to the great-
er number of operations reviews of 
Reserve Banks ($330,000); a rise in 
maintenance costs for a greater vol-
ume of data processing equipment 
($338,000); an increase in leased 
software and peripheral equipment 
($286,000); and an increase in the ac-
counts for postage and for heat, light, 
and power caused by greater use and 
higher rates ($277,000). An offset to 
these increases in expenses is an ex-
pected increase of $866,000 in income 
from the Reserve Banks for their 
share of expenses associated with the 
Contingency Processing Center, de-
scribed later in this chapter. 

Capital Budget 
and Depreciation 

The capital budget for 1986 totals 
$18,160,000. Of this amount, $14 
million is to replace the Board's 
mainframe computer. The remaining 
$4,160,000 will support expansion 
of automation—for instance, with 
microcomputers—intended to raise 
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Table 4.2 
Expenses of the Board of Governors by Object Class, 1984-86 
Thousands of dollars, except as noted 

Type of service and object class 1984 
Actual 

1985 
Estimate 

1986 
Budget 

Percent 
change, 
1985-86 

Personnel services1 

Salaries 51,022 53,521 55,173 3.1 
Retirement 3,128 3,153 2,944 - 6.6 
Insurance 2,842 3,036 2,891 - 4.8 

Total 56,992 59,710 61,008 2.2 

Nonpersonnel services 
Travel 2,072 2,370 2,700 13.9 
Contractual and professional services 2,191 2,846 3,995 40.4 
Printing and binding 1,178 1,091 1,052 - 3.6 
Heat, light, and power 1,311 1,493 1,625 8.8 
Rentals 1,814 3,070 3,230 5.2 
Telephone and telegraph 1,496 1,327 1,353 2.0 
Repairs, maintenance, and alterations 1,519 1,973 2,311 17.1 
Postage and supplies 1,801 2,569 2,702 5.2 
Fees, books, and tuition 940 1,037 1,339 29.1 
Depreciation 3,578 4,974 6,734 35.4 
CPC income2 - 982 -1,848 88.2 
Other 1,890 698 390 -44 .1 

Total 19,790 22,466 25,583 13.9 

Total operating expenses 76,782 82,176 86,591 5.4 

1. The Board Retirement Plan is a contributory plan 
that is substantially identical to the Civil Service Re-
tirement System (CSRS), utilizing a formula based on 
the final average salary of the three highest consecu-
tive years and length of service. Like those of the 
CSRS, benefits are not integrated with social security. 
Eligibility for regular retirement is based on a com-
bination of age and service, vesting is at five years of 
service, and death benefits are provided. Medical and 
dental insurance plans are negotiated separately by the 
Board's Division of Personnel. Both plans require the 
employee to share in the costs, and in the last few years 

both have been subject to significant cost containment 
measures and to reductions in premiums. The thri f t 
plan is a voluntary savings and investment program in 
which an employee may participate after six months' 
service. The Board contributes a percentage of the em-
ployee's contribution up to the first 6 percent of 
salary. Vesting of employer contributions is based on 
years of participation, with full vesting at five years. 

2. The Contingency Processing Center (CPC) was 
established and began operational testing in 1984. It 
was not placed in operation until Apr i l 1985 (see text). 
The income is shown here as a negative expense. 

productivity. The 1986 operating 
budget includes an increase in depre-
ciation expense of $1.8 million (35.4 
percent) over 1985, resulting primar-
ily from depreciation on the new 
mainframe computer and on major 
office automation acquisitions. De-
preciation for the Contingency Pro-
cessing Center, which was in opera-
tion for only nine months in 1985, will 
be charged for the ful l year in 1986. 

Contingency Processing Center 

An important factor in the recent in-

crease in Board operating expenses 
was the establishment of the Contin-
gency Processing Center (CPC). This 
facility backs up the critical data pro-
cessing applications of the Board of 
Governors and the Federal Reserve 
Banks. The CPC was established in 
1984 and began operations in 1985. 
The Board's share of its operating 
cost for 1984 was $667,000. Expenses 
are estimated at $2.1 million in 1985 
and budgeted at $2.6 million for 1986. 
In both years there are substantial in-
creases for depreciation of the capital 
costs incurred to establish the facility. 
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Table 4.3 
Operating Expenses of the Board of Governors, by Service Line, 1984-86' 
Thousands of dollars, except as noted 

Service line 1984 
Actual 

1985 
Estimate 

1986 
Budget 

Percent 
change, 
1985-86 

Monetary and economic policy 42,087 45,456 46,938 3.3 
Supervision and regulation 18,110 18,773 20,629 9.9 
Services to financial institutions 

and the public 2,499 2,554 2,781 8.9 
System policy direction and oversight 14,086 15,393 16,243 5.5 

Total, all service lines 76,782 82,176 86,591 5.4 

1. These figures do not include capital outlays, cies, listed in table 2.4, because that function is per-
discussed in the text. The table also omits the service formed by the Federal Reserve Banks only, 
line, services to U.S. Treasury and government agen-

The Board's Expenses 
by Service Line 
As table 4.3 shows, the 1986 budget 
calls for increases of 3.3 percent in ex-
penses for monetary and economic 
policy, 9.9 percent for supervision 
and regulation, 8.9 percent for ser-
vices to financial institutions and the 
public, and 5.5 percent for System 
policy direction and oversight. A large 
portion of each increase reflects ex-
penses for new office automation 
equipment to carry out the 1985 Board 
policy that emphasizes end-user com-
puting as a means to improve produc-
tivity. A major initiative in supervi-
sion and regulation is the broadening 
of the examination function. 

The Board does not provide direct 
services to the U.S. Treasury and 
other government agencies as per-
formed and defined by the Federal 
Reserve Banks, so this service line is 
omitted from the tables and discus-
sion in this chapter. Funding for 
Board oversight of Reserve Bank ac-
tivities in this area is included in a 
separate line, System policy direction 
and oversight, which is unique to the 
Board. This line also includes funding 
for the activities of Board Members 
and all other resources used in the 

oversight, direction, and supervision 
of System and Board objectives. 

Monetary and Economic Policy 
Under its monetary and economic 
policy function the Board monitors 
and analyzes developments in the 
money and credit markets, sets re-
serve requirements, approves changes 
in the discount rate, and otherwise 
manages the nation's monetary pol-
icy. The cost of this function at 
the Board is budgeted to increase 
$1,482,000, or 3.3 percent, over 1985 
estimates (see table 4.4). The relative-
ly small increase masks a large dif-
ference in the rates of growth of the 
two categories within the function. 

Development and dissemination of 
economic intelligence includes domes-
tic and international economic re-
search, which in turn includes current 
and long-range studies.2 Small in-

2. The studies are in the following areas, 
covered by sections in the Board's Division of 
Research and Statistics and Division of Inter-
national Finance: banking, financial reports, 
financial studies, industrial output, capital 
markets, economic activity, mortgage and con-
sumer finance, f low of funds, government 
finance, special studies, econometric and com-
puter applications, international banking, in-
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Table 4.4 
Expenses by the Board of Governors for Monetary and Economic Policy, 1984-861 

Thousands of dollars, except as noted 

1986 
Budget 

Percent 
Category 1984 

Actual 
1985 

Estimate 
1986 

Budget 
change, 
1985-86 

Monetary and economic policy, total 
Development and dissemination 

of economic intelligence; . . . . 
Program direction 

42,087 

34,079 
8,008 

45,456 

35,623 
9,833 

46,938 

35,843 
11,095 

3.3 

.6 
12.8 

1. These figures do not include capital outlays, dis-
cussed in the text. 

2. See text note 3 for a full description of this func-
tion. 

creases in funding were approved for 
current surveys. New studies to be 
conducted during 1986 include a sur-
vey of small businesses to provide 
data on how they use financial in-
stitutions and a reinterview of the 
1983 Survey of Consumer Finances 
panel. No expansion is proposed in 
the expenses for providing the eco-
nomic and financial information and 
analysis needed by the Board, the 
Federal Open Market Committee, and 
System officials to carry out their 
monetary policy and regulatory re-
sponsibilities. 

Under the subfunction of program 
direction, budgeted expenses for 1986 
exceed the estimate for 1985 by 
$1,262,000, or 12.8 percent. A signifi-
cant portion of this increment is the 
result of planned initiatives in office 
automation and management infor-
mation systems that will contribute to 
more effective information gathering, 
analysis, preparation, and presenta-
tion. When fully operational, work-

ternational financial markets, world payments 
and economic activity, U .S . international trans-
actions, international development, interna-
tional trade and financial studies, and interna-
tional quantitative studies. 

area networks have the potential to 
relieve the Board's mainframe com-
puter of 20 percent of the demands on 
it for the monetary and economic 
policy function. The planning and in-
stallation of the work-area network 
will peak in 1986 and should be com-
pleted by 1988, at a total cost of ap-
proximately $2 million. 

Supervision and Regulation 

Supervision and regulation of finan-
cial institutions at the Board consist 
of three main activities. Supervision 
includes reviews of examination and 
inspection reports from the Reserve 
Banks, special studies related to inter-
national applications, direction of en-
forcement actions, and regulation of 
trust activities. Regulation includes 
writing regulations, as well as reviews 
of various aspects of Board responsi-
bility for mergers, foreign banking 
activities, compliance with consumer 
regulations, regulation of securities 
credit, and simplification of regula-
tions. Program direction includes 
oversight, management, and adminis-
trative support for this service line. 

Expenses for supervision and regu-
lation are expected to be $20,629,000 
in 1986—$1.9 million, or 9.9 percent, 
more than in 1985 (see table 4.5). Al-
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Table 4.5 
Expenses by the Board of Governors for Supervision and Regulation, 1984-86' 
Thousands of dollars, except as noted 

Category 1984 
Actual 

1985 
Estimate 

1986 
Budget 

Percent 
change, 
1985-86 

Supervision and regulation, total 
Supervision 
Regulation 
Program direction 

18,110 18,773 20,629 9.9 
12,732 13,181 14,650 11.1 
2,739 2,552 2,831 10.9 
2,639 3,040 3,148 3.6 

1. These figures do not include capital outlays, dis-
cussed in the text. 

Table 4.6 
Expenses by the Board of Governors 
for Services to Financial Institutions and the Public, 1984-86' 
Thousands of dollars, except as noted 

Category 1984 
Actual 

1985 
Estimate 

1986 
Budget 

Percent 
change, 
1985-86 

Services to financial 
institutions and the public 2,499 2,554 2,781 8.9 

1. These figures do not include capital outlays, dis-
cussed in the text. 

though activity under all three sub-
categories is expected to expand in 
1986, expenses for supervision and for 
regulation are experiencing significant 
increases, 11.1 percent ($1,469,000) 
and 10.9 percent ($279,000) respec-
tively. A major upgrade and expan-
sion of the Board's examination, 
enforcement, supervision, and appli-
cations processing functions are 
planned for 1986.3 Generally, the 
plan calls for increases in the frequen-
cy of examinations of state member 
banks and bank holding companies 
and the strengthening of procedures 
for reporting deficiencies to the 
banks' managements and boards of 
directors. 

3. Details of the Board's plans were an-
nounced in a press release on October 7, 1985. 

Services to Financial Institutions 
and the Public 
Services to financial institutions and 
the public cover support and oversight 
of the payments mechanism functions 
of the Federal Reserve Banks and 
Branches. Specifically, this service 
line includes evaluation of the opera-
tional and pricing performance for 
the check payment activities of the 
Federal Reserve Banks; oversight of 
the electronic payments mechanism; 
and annual evaluation of the Federal 
Reserve System's currency, coin, and 
food coupon operations. The Board's 
staff provides oversight and control 
in these areas; however, the Reserve 
Banks provide direct management of 
these operations. 

The increase of 8.9 percent project-
ed in the 1986 budget stems from in-
creases in data processing costs, the 
most significant of which are related 
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Table 4.7 
Expenses by the Board of Governors for System Policy Direction and Oversight, 
1984-861 

Thousands o f dollars, except as noted 

Category 1984 
Actual 

1985 
Estimate 

1986 
Budget 

Percent 
change, 
1985-86 

System policy direction and oversight, 
total 14,086 15,393 16,243 5.5 

5,045 4,852 5,114 5.4 
9,041 10,541 11,129 5.6 

System policy direction 
Oversight 

14,086 15,393 16,243 5.5 
5,045 4,852 5,114 5.4 
9,041 10,541 11,129 5.6 

1. These figures do not include capital outlays, 
which are discussed in the text. 

to float and daylight overdrafts. For 
the latter, the increase involves intensi-
fied monitoring of commercial banks 
that use Fedwire. It follows extensive 
study by the Board of actions to re-
duce daylight overdrafts and to lessen 
the risks associated with large-dollar 
transfers on Fedwire and private wire 
systems. 

System Policy Direction 
and Oversight 
System policy direction and oversight 
includes resources for oversight, di-
rection, and supervision of System 
and Board programs. Included in this 
service line are oversight of Federal 
Reserve Bank programs directly sup-
porting Board Members in carrying 
out their functions and operations, 
budgeting and accounting, financial 
examinations, audit and operations 
reviews, and automation and com-
munication. 

For 1986, a net increase of $850,000, 
or 5.5 percent, over 1985 estimated 
expenses is tied to increases in the 
scope and cost of financial examina-
tions of the Federal Reserve Banks 
and to bank automation and audit ef-
forts (see table 4.7). The scope and 
responsibility of the Bank financial 
examination program have broadened 

over the last several years to encom-
pass the review of local priced services, 
large-dollar transfers, discretionary 
expenditures, and conformance to 
various System guidelines. In 1986, 
audits of electronic data processing 
(EDP) at the Banks will be broadened 
to allow for a more critical assess-
ment of the adequacy and reliability 
of data processing controls and to 
strengthen internal EDP audit capa-
bility. The 1986 budget also provides 
additional and upgraded microcom-
puters in accordance with a 1985 of-
fice automation plan for enhancing 
the oversight function. 

Trends in Board Expenses, 
1977-86 
Data on the expenses of the Board of 
Governors for the years 1977-86 are 
shown in chart 4.2 and table 4.8. Ex-
penses in constant, 1977 dollars were 
flat through 1981, and they rose 3.4 
percent per year from 1981 through 
1985. The real increase budgeted for 
1986 is 1.8 percent. 

The decrease in the rate of growth 
in expenses is very noticeable for sala-
ries and other costs for personnel, 
which account for over 70 percent of 
the Board's expenses. The average 
annual rate of increase for salary ex-
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Chart 4.2 
Expenses of the Board of Governors, 
Current and Constant Dollars, 1977-86 

Millions of dollars 

• M l Pi i I : I t* t 
1978 1982 1986 

Constant dollars are 1977 dollars, deflated with the 
GNP implicit price deflator. 

pense was 9 percent from 1977 through 
1981, but it falls to 6.1 percent for the 
years 1981-86 (see table 4.9). The 3.1 
percent increase for 1986 is the lowest 
for any year during the entire period. 

The relatively high rates of increase 
in salaries for 1977-81 were caused by 
large general pay increases and a 
slightly higher level of employment. 
From 1981 to 1984, the general pay 
increases were lower than in earlier 
years; however, the Monetary Con-
trol Act of 1980 and other legislation 
increased workload, employment, and 
salary expense. The growth in the data 
processing staff was particularly large 
as the Board expanded its data series. 
The high rate of increase in retire-
ment expenses from 1977 through 
1980 was associated with cost-of-
living adjustments for retirees; these 
adjustments are tied to the consumer 
price index, which rose rapidly during 
that period. Expense for employee in-
surance jumped in 1983, when the 
Board began its required contribu-
tions to the Medicare fund; more-
over, other health insurance costs 
rose sharply from 1977 through 1984. 

The decline in employment antici-
pated for 1986 is associated with an 

Table 4.8 
Expenses of the Board of Governors, 
Current and Constant Dollars, 
1977-86 
Millions of dollars, except as noted 

Year or rate Current Constant 
of change dollars 1977 dollars' 

Year 
1977 44.8 44.8 
1978 48.5 44.8 
1979 52.8 45.0 
1980 59.1 45.7 
1981 61.8 44.0 
1982 67.4 45.9 
1983 71.9 47.2 
1984 76.8 48.6 
1985 (estimate) 82.2 50.3 
1986 (budget) 86.6 51.2 

Rate of change 
1977-85, compound 7.9 1.5 
1985-86 5.4 1.8 

1. Deflated with the GNP implicit price deflator. 

expansion of automation initiatives 
taken in recent years. Productivity in-
creases that accompany intensive au-
tomation allow the Board to reduce 
its staff to the levels that prevailed in 
1978-80, before the new legislation. 
The automation initiatives have had a 
noticeable impact on Board expenses. 
Expenses for microcomputers, soft-
ware, and peripheral data processing 
equipment are up substantially in 
1984-86. Depreciation expense asso-
ciated with purchases of automation 
equipment, including a new main-
frame in 1986, is also up. Personnel 
expenses, which accounted for 77 per-
cent of the Board's expenses in 1977, 
will fall to 70 percent of the total in 
1986. Table 4.10 and chart 4.3 por-
tray these data. 

Recognizing the critical role of 
computing at the Board and Reserve 
Banks, and to comply with an Execu-
tive Order, the Board established the 
Contingency Processing Center in 
1984. This facility added $0.7 million, 
$2.1 million, and $2.6 million respec-
tively to the Board's expenses for 
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Table 4.9 
Expenses of the Board of Governors, by Object Class, 1977-86 
Thousands of dollars, except as noted 

Type of service and 
object class 1977 1978 1979 1980 1981 1982 

Personnel services 
Salaries 29,022 31,213 33,572 37,512 41,230 44,254 
Retirement 4,744 5,627 7,349 9,057 5,278 6,321 
Insurance 640 687 690 779 950 1,278 

Total 34,406 37,527 41,611 47,348 47,458 51,853 

Nonpersonnel services 
Travel 1,041 1,175 1,300 1,586 1,591 1,765 
Contractual and professional services 973 776 936 1,185 1,270 1,428 
Printing and binding 477 487 697 1,652 1,792 1,289 
Heat, light, and power 837 877 925 967 1,274 1,269 
Rentals 1,670 1,688 1,200 791 868 1,229 
Telephone and telegraph 790 683 658 686 863 1,039 
Repairs, maintenance, and alterations 348 402 508 489 788 983 
Postage and supplies 753 822 1,108 1,152 1,215 1,501 
Fees, books, and tuition 526 576 527 629 740 856 
Depreciation 1,583 1,656 1,859 2,023 3,119 3,155 
CPC income 0 0 0 0 0 0 
Al l other 1,401 1,880 1,512 605 824 1,064 

Total 10,399 11,022 11,230 11,765 14,344 15,578 

Total operating expenses 44,805 48,549 52,841 59,113 61,802 67,431 

Type of service and 
object class 1983 1984 1985 

(estimate) 
1986 

(budget) 

Percent change 

1977-85, 
compound 1985-86 

Personnel services 
Salaries 
Retirement 
Insurance 

Total 

Nonpersonnel services 
Travel 
Contractual and professional services 
Printing and binding 
Heat, light, and power 
Rentals 
Telephone and telegraph 
Repairs, maintenance, and alterations 
Postage and supplies 
Fees, books, and tuition 
Depreciation 
CPC income' 
A l l other 

Total 

47,154 
5,423 
2,226 

54,803 

1,901 
1.984 

820 
1,290 
1,411 
1,266 
1,169 
1,458 

832 
3,374 

0 
1,602 

17,107 

51,022 
3,128 
2,842 

56,992 

2,072 
2,191 
1,178 
1,311 
1,814 
1,496 
1,519 
1,801 

940 
3,578 

0 
1,890 

19,790 

53,521 
3,153 
3,036 

59,710 

2,370 
2,846 
1,091 
1,493 
3,070 
1,327 
1.973 
2,569 
1,037 
4.974 
-982 

698 
22,466 

Total operating expenses 71,910 76,782 82,176 

55,173 
2,944 
2,891 

61,008 

2,700 
3,995 
1,052 
1,625 
3,230 
1,353 
2,311 
2,702 
1,339 
6,734 

-1,848 
390 

25,583 

86,591 

8.0 
- 5 . 0 
21.5 

7.1 

10.8 
14.4 
10.9 
7.5 
7.9 
6.7 

24.2 
16.6 
8.9 

15.4 

- 8 . 3 
10.1 

7.9 

3.1 
- 6 . 6 
- 4.8 

2.2 

13.9 
40.4 

- 3 . 6 
8.8 
5.2 
2.0 

17.1 
5.2 

29.1 
35.4 
88.2 

-44.1 
13.9 

5.4 

1. The Contingency Processing Center (CPC) was 
established and began operational testing in 1984. It 

was not placed in operation until Apr i l 1985 (see text). 
The income is shown here as a negative expense. 

1984, 1985, and 1986. The increases 
in 1985 and 1986 were primarily for 
depreciation of the initial acquisition 
of equipment for the site. 

Expenses for repair, maintenance, 

and alteration of the Board's facilities 
and equipment have grown rapidly 
since 1977. The reason lies in sharp-
ly higher costs of maintaining data 
processing equipment (including the 
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Table 4.10 
Trends in Expenses and Employment of the Board of Governors, 1977-86 

Year or rate 
of change 

Personnel 
services 

Nonpersonnel 
services 

Year-end 
employment 

Year or rate 
of change Dollar 

amount 
(millions) 

Index 
Dollar 

amount 
(millions) 

Index Number Index 

1977 34.4 100.0 10.4 100.0 1,478 100.0 
1978 37.5 109.1 11.0 106.0 1,473 99.7 
1979 41.6 120.9 11.2 108.0 1,451 98.2 
1980 47.3 137.5 11.8 113.5 1,525 103.2 
1981 47.5 138.1 14.3 137.5 1,501 101.6 
1982 51.9 150.9 15.6 150.0 1,537 104.0 
1983 54.8 159.3 17.1 164.4 1,591 107.6 
1984 57.0 165.7 19.8 190.4 1,588 107.4 
1985 (estimate) 59.7 173.4 22.5 216.0 1,535 103.9 
1986 (budget) 61.0 177.5 25.6 246.0 1,505 101.8 

Rate of change 
1977-85 7.1 10.1 .5 
1985-86 2.2 13.9 - 2 . 0 

Chart 4.3 
Rates of Growth in Expenses and 
Employment of the Board of 
Governors, 1977-86 

1977= too 

200 

150 

100 

Contingency Processing Center), the 
aging of the Board's facilities, and in-
vestments in energy conservation. 

The rates of increase in expenses 
have differed among the Board's 
functions, as table 4.11 and chart 4.4 
reveal. From 1977 through 1985, the 
rate of increase for monetary and eco-
nomic policy, the Board's largest 
functional area, averaged 8 percent 
per year. The increase resulted from 
the Board's response to the provisions 

of new legislation, particularly the 
Monetary Control Act, which called 
for unusual levels of spending for data 
processing support. 

The supervision and regulation ser-
vice line grew at a 6.7 percent com-
pound annual rate from 1977 through 
1985. This was the lowest increase for 
any of the Board's four service lines. 
Expenses for this category rose an 
average of 7.9 percent per year from 
1977 through 1981 to meet the require-
ments of consumer protection and 
supervisory legislation. Expenses rose 
sharply in 1982, reflecting data pro-
cessing costs for the development of 
the Bank Holding Company Perfor-
mance Report, which was completed 
in 1983. With the completion of that 
report, expenses grew more slowly in 
1984. The relatively large increase for 
1986 reflects an increase in resources 
for supervision, for enforcement, and 
for examiner training. 

Expenses for services to financial 
institutions have risen approximately 
8 percent per year since 1977. The 
1986 increase of 8.9 percent is consis-
tent with this pattern. 

Personnel expenses 

Employment 

1978 1982 1986 
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Table 4.11 
Expenses of the Board of Governors, by Service Line, 1977-86 
Millions of dollars, except as noted 

Year or rate 
of change 

Monetary 
and 

economic 
policy 

Supervision 
and 

regulation 

Services to 
financial 

institutions 

System 
policy 

direction 

1977 24.6 11.2 1.4 7.7 
1978 26.5 12.1 1.5 8.5 
1979 28.7 13.2 1.6 9.3 
1980 33.1 15.2 1.8 9.0 
1981 35.4 15.2 1.9 9.4 
1982 37.4 17.3 2.1 10.6 
1983 38.7 18.8 2.0 12.4 
1984 42.1 18.1 2.5 14.1 
1985 (estimate) 45.5 18.8 2.6 15.4 
1986 (budget) 46.9 20.6 2.8 16.2 

Rate of change 
1977-85 (compound) 8.0 6.7 8.2 9.1 
1985-86 3.3 9.9 8.9 5.5 

Chart 4.4 
Expenses of the Board of Governors, by Service Line, 1977-86 

Millions of dollars 

Monetary and economic pol icy 

i i 
1978 

Mill ions of dollars 

15 

10 

15 

10 

1982 1986 

Expenses for System policy direc-
tion have felt a heavy impact in recent 
years from costs of data processing 
support and from costs associated 

with improvements in 1985 and 1986 
in the Planning and Control System 
used at the Board and the Reserve 
Banks. 

System policy direct ion 

Supervision and regulation 

Services to f inancial institutions and public 

i i i i i t i i . i 
1978 1982 1986 
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Appendix 4. A 

Budget Formulation 
for the Board of Governors 

The Board uses an annual planning, 
budget, and control process, based on 
the calendar year, that involves all 
divisions at the Board and all levels of 
management. The Chairman has dele-
gated to the Administrative Governor 
the responsibility for overseeing Board 
administrative and management mat-
ters. The Administrative Governor 
plays a key role in ensuring that all 
elements of the process are coordinat-
ed, that all objectives are achieved, 
that resources are adequate, and that 
duplication of effort is avoided. 

The Board places expenses and em-
ployment in four major lines, as de-
scribed in the text of this chapter: 
economic and monetary policy, su-
pervision and regulation, services to 
financial institutions and the public, 
and System policy direction and over-
sight. Data processing costs are dis-
tributed to the four major areas ac-
cording to actual usage. Expenses for 
support and overhead functions are 
prorated among the four service lines 
in proportion to their direct costs. 

The Budget Schedule 
In the spring, each division at the 
Board is requested to review current 
and future resource needs. In con-
junction with this review the divisions 
draw on various sources for planning 
information relevant to their func-
tions, including direct guidance from 
functional oversight committees made 
up of Board Members, participation 
in System strategic planning sessions, 

and planning sessions within the divi-
sion itself. Division management pre-
pares a statement of events that can 
be expected to affect the division's 
budget and provides initial estimates 
of budget changes associated with 
those events. Simultaneously, the Of-
fice of the Controller prepares a 
"current level of operation" budget 
estimate taking into account known 
or anticipated factors such as any 
planned general pay increases for the 
federal government, changes in costs 
for retirement and for hospital and 
medical insurance, and inflation. This 
projection of expenses is compared 
with the estimates of expenses in the 
current year and, along with the input 
from other divisions, forms the basis 
for recommending a budget guideline. 
The Chairman approves the final 
budget guideline in June, and it is an-
nounced to the divisions for use in de-
veloping their budgets. 

During the summer the divisions 
prepare their program objectives and 
budgets. These are reviewed first by 
administrative management, then by 
the functional oversight committees. 
These reviews often result in further 
adjustments to division budgets. The 
Administrative Governor then reviews 
the consolidated budget and dis-
cusses it with the Chairman. In early 
December, the budget is presented to 
the Board of Governors for action at 
an open meeting. Division objectives 
are published for management follow-
up, and performance is monitored 
throughout the year for adherence to 
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the budget objectives and financial 
allocations. 

Capital Budget 

Until 1985, the Board of Governors 
expensed purchases of all assets in the 
year of purchase. In 1985, the Board 
began capitalizing certain assets and 
depreciating their value over appro-
priate time periods in accordance with 
generally accepted accounting princi-
ples. This approach more closely 
aligns costs of capital assets with their 
periods of service and is consistent 
with the accounting practices that the 
Federal Reserve Banks follow. 

Centrally Provided Services 
Because of the heavy cost of main-
frame computers and associated sup-
port systems, special processes have 
been established to plan, review, and 
control expenses for such equipment. 
Each division or office at the Board 
must provide, as part of its budget 
submission, its expected use of data 
processing resources. These requests 
for resources are reviewed and sub-
jected to the same cost-benefit analy-
ses as are other resources, in a process 
that ensures the budgeting of suffi-
cient centrally provided services and 
efficient use of resources. 

Financial Monitoring and 
Control 
Board expenses are monitored and re-
viewed throughout the budget year by 
all levels of Board management. To 
facilitate this monitoring, each divi-

sion prepares an operating plan at the 
beginning of the year, which allocates 
its approved budget into quarterly 
plans. Actual performance against 
budgeted targets is monitored month-
ly by administrative management, and 
quarterly reports are submitted to the 
Board. 

Each July, division budgets as of 
June 30 are formally reviewed with 
division directors in meetings with the 
Controller and the Staff Director for 
Management. Results are reported to 
the Board along with recommenda-
tions for reallocations as appropriate. 
In addition, each year a comprehen-
sive report discussing the previous 
year's performance in terms of trends 
in employment and expenses and at-
tainment of objectives is submitted to 
the Board. 

Assessments 
The Board of Governors is empow-
ered by the Federal Reserve Act to 
assess the Federal Reserve Banks for 
the funds necessary to pay its ex-
penses. After the annual budget is ap-
proved, an estimate of the cash re-
quirement for the first half of the year 
is prepared. The Administrative Gov-
ernor reviews this estimate and, upon 
his approval, the required amount is 
raised by a levy on each of the Reserve 
Banks in proportion to its capital 
stock and surplus. In June of each 
year, the cash requirements to year-
end are estimated, and in July the sec-
ond assessment is made on the Reserve 
Banks. Although assessments are 
made semiannually, funds are trans-
ferred quarterly in order to minimize 
cash balances. 
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Chapter 5 

Employment in the Federal Reserve System 

Over 60 percent of all the resources of 
the Federal Reserve System are com-
mitted to the salaries and benefits of 
its employees. This chapter discusses 
employment in the System in the ag-
gregate, and then discusses it sepa-
rately for the Federal Reserve Banks 
and for the Board of Governors and 
by service line. The chapter also 
traces the trends in Board and Bank 
employment, overall and by service 
line, over the past 10 years. 

Total System Employment 
System employment is budgeted at 
25,047 for 1986, an increase of 438, 
or 1.8 percent, over 1985 estimated 
employment of 24,609. Table 5.1 
shows employment for the System as 
a whole and for the Reserve Banks 
and the Board of Governors separate-
ly for 1984, 1985, and 1986. 

Board Employment 
Employment at the Board of Gover-
nors decreased 53 in 1985 and is ex-
pected to decline another 30 in 1986. 
This budgeted decline is part of the 
Boardwide Program Improvement 
Project; it is partially offset in 1986 
by the additions to the staff for super-
vision and regulation.1 

The Board of Governors plans ad-
ditions to the supervisory and en-
forcement staff responsible for over-
sight and increases in Systemwide 
training efforts in light of the large 

1. See chapter 4 for a discussion of the Pro-
gram Improvement Project and chapters 3 and 
4 for fuller discussion of Bank and Board 
initiatives. 

number of field examiners to be hired 
between 1985 and 1987. 

As table 5.2 shows, only in this ser-
vice line does the Board expect an in-
crease in employment in 1986: 30 posi-
tions will be added at the beginning of 
the year to support the broader scope 
and greater frequency of bank and 
bank holding company examinations. 
This increase will be partially offset 
by reductions by year-end in areas of 
lower priority. 

Reserve Bank Employment 
Employment at the Reserve Banks in-
creased 405 average number of per-
sonnel in 1985 and is expected to in-
crease 468 in 1986.2 These increases 
represent growth in the volume of 
priced services as well as new ini-
tiatives, the most significant of which 
is the intensified program of bank 
supervision.3 

The strengthening of supervision 
and regulation of financial institu-
tions is the most significant influence 
on employment throughout the Fed-
eral Reserve System for 1986. Ex-

2. The term "average number of personnel," 
or ANP, is used to describe levels and changes 
in employment at the Reserve Banks. ANP 
measures the number of employees in terms of 
full-time positions for the time period. For in-
stance, a full-time employee who starts work 
July 1 counts as 0.5 ANP for that year; two 
half-time employees who start January 1 count 
as one ANP. The ANP for any given year is the 
average of the number of full-time employees 
(measured in this way) in the months of that 
year. 

3. The costs of the staff for priced services 
are fully recovered through the pricing mecha-
nism. See appendix 3.D. 
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Table 5.1 
Total Employment in the Federal Reserve System, 1984-86 
Number, except as noted 

Entity 1984 
Actual 

1985 
Estimate 

1986 
Budget 

Percent 
change, 
1985-86 

Reserve Banks' 
Board of Governors2 

Total System employment 

22,669 23,074 23,542 2.0 
1,588 1,535 1,505 - 2 . 0 

24,257 24,609 25,047 1.8 

1. Based on average number of personnel; see text 2. Based on employees at year-end. 
note 1 for explanation. 

Table 5.2 
Employment at the Board of Governors, by Service Line, 1984-86' 
Number, except as noted 

Service line 1984 
Actual 

1985 
Estimate 

1986 
Budget 

Percent 
change, 
1985-86 

Monetary and economic policy 507 484 462 - 4 . 5 
Supervision and regulation 270 259 275 6.2 
Services to financial 

institutions and the public 24 22 22 0 
System policy direction 190 205 194 - 5 . 4 
Support services2 438 395 391 - 1 . 0 
Overhead services3 159 170 161 - 5 . 3 

Total, all service lines 1,588 1,535 1,505 - 2 . 0 

1. Based on employment at year-end. 
2. Data processing personnel directly employed to 

support a service line are included with that line. A l l 
other data processing personnel are shown in support 

services. Staff of the Division of Support Services are 
included in this category. 

3. Includes personnel, accounting, and other over-
head services. 

aminations of commercial banks and 
inspections of bank holding compa-
nies will increase in frequency and 
scope, and procedures for reporting 
deficiencies to bank managements 
and boards of directors will be im-
proved. 

The Reserve Banks plan to expand 
both the number of examiners and in-
spectors in the field and the number 
of people on in-house surveillance 
staffs. Of the total increase of 468 
ANP at the Reserve Banks in 1986, 
219 are in supervision and regulation. 

Other major influences on employ-
ment at the Reserve Banks include the 
Treasury Direct-Access Book-Entry 

System (T-DAB), notification of the 
return of large-dollar checks, large in-
creases in the volume of currency and 
checks handled that cannot be ab-
sorbed within current staffing levels, 
and the continued implementation of 
jointly developed software.4 

As table 5.3 shows, these special 
factors by themselves would cause an 
increase of 572 ANP in 1986. The 
budgeted increase of 468, or 104 fewer 
than required by the special factors 
alone, reflects the ability of the Re-
serve Banks to reallocate staff from 
lower-priority work. For example, in 

4. See chapter 3, note 7. 
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Table 5.3 
Impact of Special Factors on Employment 
at the Federal Reserve Banks, 1986 

Special factor affecting 
employment 

Enhanced examination program, 
volume growth, changes in 
reporting, and increased 
surveillance 

Operation of T -DAB 
Notification of return of large-

dollar checks 
Increases in volume of currency 

and checks 
Introduction of joint ly developed 

software1 

Small and disadvantaged business 
procedures2 

Total, all special factors 

Increase in 
ANP, 1985-86 

219 
111 

118 

87 

21 

16 

572 

1. See chapter 3, note 7. 
2. These are the procedures instituted by the System 

in response to a legislative requirement to assure that 
small and minority-owned businesses are not subject 
to disadvantage in seeking contracts with the Board 
and the Banks. 

1986, for the sixth consecutive year, 
Reserve Banks plan to reduce staff in 
overhead; and reductions are also 
budgeted for noncash collection and 
for other Treasury issues, and for 
building and housekeeping services. 

Developments at the 
Reserve Banks 
Differences in budgeted changes in 
employment among the Reserve Banks 
(as shown in table 5.4) reflect condi-
tions in the various Districts, such as 
the financial structure and condition 
of institutions and the volume of 
business processed, as well as differ-
ing schedules for implementing Sys-
tem wide programs. 

Three Reserve Districts—Boston, 
New York, and Minneapolis—plan 
reductions to staff in 1986 because 
the new supervision policies do not 
have a heavy impact on them and be-
cause for the most part the growth in 
their volume of priced services is nor-
mal. The Boston District is reducing 
staff in currency, check, and data 
processing as these operations have 
become more efficient, as volumes 
have stabilized, and as the demands 
of transition to System automation 
standards have eased. Automation 
has permitted the New York District 
to reduce staff in 1985 and in 1986 in 
government securities, currency, pur-

Table 5.4 
Employment by Federal Reserve District, 1984-86' 
Average number of personnel, except as noted 

District 1984 
Actual 

1985 
Estimate 

1986 
Budget 

Percent 
change, 
1985-86 

Boston 1,349 1,468 1,461 - . 5 
New York 4,269 4,205 4,167 - . 9 
Philadelphia' 1,125 1,184 1,259 6.3 
Cleveland 1,396 1,413 1,421 .6 
Richmond 1,904 1,963 1,981 .9 
Atlanta2 2,028 2,151 2,215 3.0 
Chicago 2,840 2,844 2,888 1.5 
St. Louis3 1,259 1,269 1,324 4.3 
Minneapolis 1,140 1,115 1,108 - . 6 
Kansas City3 1,598 1,597 1,630 2.1 
Dallas3 1,433 1,496 1,589 6.2 
San Francisco3 2,284 2,369 2,499 5.5 

Total, all Districts 22,669 23,074 23,542 2.0 

1. Increase in 1986 due primarily to T-DAB. 3. Increase in 1986 due primarily to intensified 
2. Increases in 1985 and 1986 due primarily to supervision and regulation and to heavier volume of 

heavier volume in priced services. priced services. 
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chasing, accounting, pricing adminis-
tration, and protection. In the Min-
neapolis District productivity gains 
are expected to reduce staff in check 
operations. 

For most of the Districts, increas-
ing workloads imposed by System ini-
tiatives have called for additions to 
the staff in 1985 and 1986. 

The Philadelphia District is adding 
75 ANP, 55 of whom are for the 
T-DAB project. Other increases are 
necessary in the currency area for im-
plementation of the open-access cash 
policy, and in the check area for the 
new program for notification of the 
return of large-dollar checks.5 

In the Cleveland District the staff 
involved in supervision and priced 
services will grow. But this growth 
will be offset by declines in overhead 
—primarily through an automated se-
curity system that will allow the Dis-
trict to reduce the number of guards 
at the Columbus regional check-
processing center. 

The Richmond District plans only a 
small increase in staff in 1986, after a 
larger one in 1985. The growth in the 
volume of priced services and in data 
processing to introduce jointly devel-
oped software has required these in-
creases. In 1986, the growth in staff 
can be attributed almost entirely to 
the new examination program. 

The Atlanta District will make large 
additions to staff in 1986, as it did in 
1985. These additions have come in 
currency and check services and have 
been due to growth in volume; in the 
supervision service, in response to the 
new program; and in the data process-
ing area, to handle the transition to 

the System's standard environment.6 

The Chicago District plans staff 
additions in 1986 that are due mainly 
to the new examination program. 

The St. Louis District is adding to 
staff primarily in data processing and 
supervision to implement Systemwide 
programs. 

Staff increases in the Kansas City, 
Dallas, and San Francisco Districts 
are the largest and are due to the sig-
nificant impact on these western Dis-
tricts of the new examination pro-
gram. The Dallas and San Francisco 
Districts also have rapidly growing 
volumes in their currency and check 
operations. 

Table 5.5 shows Reserve Bank em-
ployment in the various service lines 
and support and overhead activities. 

For 1986, the largest budgeted in-
crease is in supervision and regulation 
(11.4 percent, or 219 employees), 
mostly for field examiners. The in-
crease in staff for services to the U.S. 
Treasury and government agencies 
(3.8 percent, or 67 employees) is 
accounted for by additions for the 
T-DAB system offset by reductions 
for other fiscal services. The increase 
for services to financial institutions 
and the public (1.3 percent, or 117 
employees) is a response to an in-
crease in the public's demand for cur-
rency in the western and southern 
Districts (which calls for 35 more 
staff members) and the combination 
of the program of notification of the 
return of large-dollar checks and ex-
pansion in the volume of check pro-
cessing (108 additional staff). No 
change is planned for the monetary 
and economic policy service line after 

5. For a description of the open-access cash 
policy see chapter 3, note 5. 

6. Standard data processing environments 
permit the use of standard software applica-
tions by the Reserve Banks. 
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Table 5.5 
Employment at the Federal Reserve Banks, in Selected Activities, 1984-86 
Average number of personnel, except as noted 

Type of activity 1984 
Actual 

1985 
Estimate 

1986 
Budget 

Percent 
change, 
1985-86 

Monetary and economic policy 826 813 813 0 
Supervision and regulation1 1,885 1,918 2,137 11.4 
Services to financial institutions and 

the public2 8,395 8,742 8,859 1.3 
U.S. Treasury and government agencies 1,798 1,784 1,851 3.8 

Support to output services 
Data processing 2,584 2,691 2,748 2.1 
Occupancy3 1,292 1,280 1,271 - .1 
Other 464 460 484 5.2 

Overhead 
Protection 1,206 1,204 1,184 - 1 . 7 
Personnel 944 929 948 2.0 
General books and budget 

and expense control 870 872 876 .5 
Administration 813 689 683 - .9 
Audit 402 401 408 1.7 
System projects and System 

contingency processing center 215 310 319 2.9 
Purchasing 267 271 276 1.8 
Other4 707 711 685 - 3 . 7 

Total, all activities 22,669 23,074 23,542 2.0 

1. Approximately 1,300 employees, mostly field ex-
aminers, are directly involved in supervision of finan-
cial institutions. 

2. Nearly 60 percent of the staff—more than 5,000 
employees—in services to financial institutions and 

the public are involved in check-processing opera-
tions; another 1,600 work in currency operations. 

3. Building and housekeeping services. 
4. Includes mail, legal, files and record storage, 

motor vehicles, library, and telephone operations. 

a reduction of 13 employees in 1985. 
The increase in support to output ser-
vices (1.6 percent, or 72 employees) 
lies mainly in data processing, to sup-
port the System's long-range automa-
tion plan and to maintain the com-
puting capacity needed to support the 
expanding information and operating 
volume of the Reserve Banks. A small 
decrease is projected for overhead 
(0.1 percent, or 8 employees), as secu-
rity devices have allowed a reduction 
of 20 ANP in guard forces while only 
small offsetting increases are budg-
eted for most other types of overhead 
and the rest show small declines. 

Trends in Reserve Bank 
Employment 

Chart 5.1 depicts the trend in Reserve 

Bank employment as reflected in the 
budgets for the years 1977-86. 

Over the past decade, total employ-
ment at the Reserve Banks has de-
clined 758, or 3.1 percent. Employ-
ment reached its highest level in 1974, 
with 26,567 employees, and began a 
steady decline in 1975, which over the 
next five years brought the total down 
3,463, or 13.0 percent. This decline re-
sulted from a Systemwide program to 
increase efficiency and productivity 
through improved automation equip-
ment and cost restraint. Reductions 
were made even as volumes processed 
continued to expand. (The growth in 
volume in the largest operating area, 
check processing, averaged 6.8 per-
cent per year over this period.) 

The efforts to contain costs and im-
prove operations in fact positioned 
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Chart 5.1 
Total Employment at the Federal 
Reserve Banks, 1977-86 

Thousands of persons 

1978 1982 1986 

the Federal Reserve to respond to the 
provisions of the Monetary Control 
Act.7 By the same token, the Banks 
had few unused resources to devote to 
the new requirements. Thus resources 
had to be expanded: in 1980 and 1981, 
employment increased 2.5 percent 
and 3.2 percent respectively. 

The pricing of services under MCA 
altered clearing patterns: in some ser-
vice categories it caused losses of be-
tween 15 and 30 percent of volume. 
For example, in the check area (the 
operation of greatest impact on Sys-
tem trends inasmuch as it takes up 
about 31 percent of all Reserve Bank 
resources), volume processed at all 
Federal Reserve Banks in the first 
quarter of 1983 was about 20 percent 
below the level in the first quarter of 
1981, before pricing. The volume of 
electronic funds transfers continued 
to grow but at a slower pace. The ad-
justment to the volume loss was swift: 
staff was reduced 559 in 1982, 347 in 
1983, and 214 in 1984 to reach a 
decade low of 22,669. 

In 1985, employment turned up-
ward, increasing 405. Two-thirds of 
the increase, about 270 employees, 

7. See chapter 2 for a discussion of the re-
quirements of the MCA. 

came as the volume of priced services 
expanded and their quality improved. 
Because of the supervisory challenge 
in 1985, 50 employees were added in 
that service. To handle the needs of 
System automation and the generally 
increasing computing workload, data 
processing added about 100 employ-
ees. Offsetting these increases were 
decreases in monetary and economic 
policy (13), services to the U.S. Trea-
sury and government agencies (14), 
and overhead services (37). 

Employment is expected to turn 
upward again in 1986, as explained 
earlier in this chapter. 

Trends in Reserve Bank 
Employment by Service Line 
Chart 5.2 depicts long-term trends in 
Reserve Bank employment by service 
line. The impact of the MCA can be 
seen in the curve for monetary and 
economic policy for the years 1980 
through 1983, as the burden of data 
reporting increased significantly. Since 
1983, staffing in this service line 
has changed little. In services to the 
U.S. Treasury and government agen-
cies, staffing has trended downward 
throughout the 10 years, with an 
increase in 1986 due to the T-DAB 
program. The sharp decline in em-
ployment in services to financial in-
stitutions and the public in 1981 and 
1982 reflects the adjustment to pric-
ing and the associated drop in vol-
ume. Overall, this service line is down 
more than 1,200 employees from its 
1977 level. Staff in supervision and 
regulation has increased steadily over 
the period because of the increased 
burden of supervising District finan-
cial institutions, as previously dis-
cussed. Staff in support services has 
grown moderately over the period, 
mainly because the volume of data 
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Chart 5.2 
Employment at the Federal Reserve 
Banks, by Service Line, 1977-86 

Thousands of persons 

1978 1982 1986 

processing has expanded. The num-
ber of people in overhead services has 
trended downward since 1981 and is 
expected to be about 480 lower in 
1986 than in 1977. 

Trends in Board Employment 
For the most part the long-term em-
ployment pattern at the Board follows 
that of the Banks, as a comparison of 
charts 5.1 and 5.3 suggests. From 
1977 to 1980, the patterns are similar: 
the Board's workforce declined slight-
ly from 1977 to 1979 but rose sharply 
in 1980 in response to the require-
ments of the Monetary Control Act. 
The year 1981 saw the effects of the 
Board's program to meet additional 
staffing needs in areas affected by the 
MCA and to reduce positions by elim-
inating work of lower priority. Em-
ployment rose slightly in 1982 and 
again in 1983 as workloads increased. 
The sharp downward trend thereafter 
reflects successful efforts to stream-
line functions and to enhance produc-
tivity through automation. 

Chart 5.3 
Employment at the Federal Reserve 
Board, 1977-86 

Number of persons 
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