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Sice You Asked
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A [ringe benefit of working at a Federal Reserve Bank
is the frequent invitation to speak before various
groups. And speeches inevitably generate questions.
This is a brief response to the question asked most
frequently following speeches during the past month.

Question: When we succeed in killing off inflation,
what rate of increase in wage rates would
you expect to be consistent with a
noninflationary economy?
Answer: No precise answer can be given; probably it
would be about the same as the average
annual change in production per hour.

b

'Podu‘ltion per hour increased around 35 percent

in 2“" the 1950's and the 1960's. In the 1970's, it

™ ased less than half as much. In 1979, it

Yally declined,

much";lges in compensation per hour have been

than. . rger and, seemingly, quite independent of

ey uge.s In production per hour. Hence, labor cost

b amt of production has increased at a variable

(i cf:@ler&ling pace. Unit labor costs and prices
Ation) have moved “neck and neck.”

e

Production Compensation  Unit labor Prices
per hour per hour cust (Inflation)

Parcent changos

l )
1:5"8 .
Byg "t 37 74 27 26
Wgg **+ 34 67 25 23
lgyg **+ 14 120 93 87

s =1 9 10 9

T
betlge early 1960's are often cited as one of the
Inj ]r Periods among recent years. In 1959-64, both
' abor costs and prices increased about 5 per-
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cent, roughly 1 percent per year. Unit labor costs
rose fairly slowly in the period primarily because
of a relatively slow rise (24 percent) in compen-.

sation per hour; production per hour increased at
about the same rate as in the 1950's.

The parallel movement of unit labor costs and
prices does not necessarily indicate a cause-effect
relationship. Both may be determined largely by
other things, such as rates of increase in money
and credit, fiscal policy, exchange rates, etc.

The relation of hourly wage rates and prices is
affected also by a number of economic forces. In
the current environment, it is affected by a decline
in the “terms of trade” between the United States
and the rest of the world. The sharp increases in
prices of imported crude oil, for example, have
eroded the U.S. terms of trade. More exports are
required to pay for a barrel of imported oil. This
reduces the increase in compensation per hour that
would be consistent with price stability.

The relation may be affected also by changes in
the trend of hours paid for but not worked—for



example, vacations, holidays, and sick leave;
f:hanges in the proportion of the population work-
Ing and the proportions working in relatively high
output industries; changes in the capital equipment
available to the work force and the state of tech-
nology; changes in the effectiveness of manage-
ment; changes in Government regulations that
affect productivity or prices; and so on.

It is obvious, however, that money wages cannot
buy more goods and services than are produced.
Real income is determined by production, not
hourly wage rates. And production is a function of
.. Output per hour and hours worked.

Thus, while the relation is not precise and the
causes are diverse, a noninflationary economy
probably would yield up changes in hourly wage
rates roughly comparable with the changes in
production per hour. Undoubtedly, this is one
reason for the recent surge of interest in policies
designed to improve production per hour.

—FErnest T. Baughman
President, Federal Reserve Bank of Dallas

New member banks

Humble National Bank, Humble, Texas, a newly organized institution located
in the territory served by the Houston Branch of the Federal Reserve Bank
of Dallas, opened for business July 1, 1980, as a member of the Federal
Reserve System. The new member bank opened with capital of $1,000,000
and surplus of $1,000,000. The officers are: J. Mike Keller, Chairman of the
Board; Robert T. Curry, President; Stephen G. Marshall, Vice President;
and Charliene L. Hebert, Cashier.

The Woodlands National Bank, The Woodlands, Texas, a newly organized
institution located in the territory served by the Houston Branch of the
Federal Reserve Bank of Dallas, opened for business July 1, 1980, as a mem-
ber of the Federal Reserve System. The new member bank opened with
capital of $625,000 and surplus of $625,000. The officers are: A. W. Schmidt,
Chairman of the Board; Daniel E. Hauser, President; J. Jack McBride, Vice
President and Cashier; and Alice F. Bean, Lobby Service Officer.

First United Bank-Richland, N.A., North Richland Hills, Texas, a newly
organized institution located in the territory served by the Head Office of the
Federal Reserve Bank of Dallas, opened for business July 21, 1980, as a
member of the Federal Reserve System. The new member bank opened with
capital of $625,000 and surplus of $625,000. The officers are: Robert Harrison,
President and Chairman of the Board; Jim Turner, Vice President; and Joy
Lawrence, Vice President and Cashier.

Pioneer National Bank, Richardson, Texas, a newly organized institution
located in the territory served by the Head Office of the Federal Reserve
Bank of Dallas, opened for business July 25, 1980, as a member of the Fed-
eral Reserve System. The new member bank opened with capital of $700,000
and surplus of $700,000. The officers are: Max W. Wells, Chairman of the
Board; Larry C. Shumate, President; Albert A. Shirley, Vice President and
Cashier; and Glenn Smith, Auditor.

Federal Reserve Bank of Dallas



Benefits of Crude QOil Price

Decontrol Largely

Offset

by Windfall Profit Tax

B
Y Edwarg L. McClelland

P
i:;laisa‘igddecontrnl of domestic crude oil prices was
Ordeyp | last year to allow oil prices to rise in
0 reduce domestic consumption and stimu-
deo n‘:;n;éslic production. As an integral part of the
wiﬂdl‘a?]' the Congress also passed the Crude Oil
Federa] GProﬁt Tax Act of 1980 to capture for the
o Overnment a porlion of the projected rise
i revenueg of oil producers. Together, the
i ik 8rams will help restrain consumption and

3 S€ crude production.

i"VESISetdO-f the windfall tax revenues will not be
i ot In energy production or conservation. It
Creageqy ‘:_lown‘ of course, to what extent the in-
Wingfay) oW of crude oil revenues, absent the
p"’dumi tax, would have been invested in energy
Woulq h‘m or how successful that investment
] ave been in expanding domestic oil sup-
May be presumed, however, that the impact
Ontrol without the windfall tax would have

Omewhat greater than for decontrol with
ndfa] tax,

of
hef""

the

Deregyl. o

cruege“l‘;“lon of crude oil prices .. ,

@ ha)p c"'l Production has been regulated for nearly

by H.emury. Most regulations were implemented

Supes . 0 Producing states as conservation mea-

fu) mu" Prevent what were perceived to be waste-
Uction practices, to limit domestic output,

Ay
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and to support prices. Production was limited so
that crude output would equal a forecast level of
demand at a given market price. In the 1950’s the
Federal Government established import quotas to
insulate domestic production from fast-growing
supplies of inexpensive foreign oil.

In the 1970's, several fundamental changes took
place in petroleum markets. U.S. crude production
peaked in 1970 at 9.6 million barrels a day, but
input to U.S. refineries, at 10.9 million barrels a
day that year, continued to grow. By 1979, domes-
tic output had declined to 8.5 million barrels a day,
even though Alaskan production had added about
500,000 barrels a day. Crude input to refineries av-
eraged 14.5 million barrels a day. The difference
was made up by a growing volume of imports.
Last year, crude oil imports supplied 44 percent
of total refinery input, up from 12 percent in 1970.

Another change, direct regulation of domestic
prices of crude oil and petroleum products by the
Federal Government with the enactment of the
Economic Stabilization Act (ESA) of 1970, was laid
atop state production controls. The wage-price
freeze in August 1971 was not aimed specifically
at petroleum prices, but subsequent programs
were, Phase IV of the price control program, ini-
tiated in August 1973 and authorized under the
ESA, created two classes of oil and a two-tier
price system—old oil, whose price was controlled,



and new oil, whose price was not controlled.’
_ This was followed by a parade of regulatory leg-
islation. In December 1973, following the Arab oil
€mbargo in November that year, the Emergency
Petroleum Allocation Act (EPAA) was adopted.
The EPAA adopted the concept of a two-tier sys-
em of oil prices established by the ESA and
Increased the ceiling price of old oil. Effective in
Febl‘uary 1976, the Energy Policy and Conservation
Act established a composite, or weighted-average,
Price for crude oil and essentially put a ceiling
on the price of upper-tier production—new, strip-
Per, and released oil. Finally, in August 1976 the
“llergy Conservation and Production Act was
Passed and set up a three-tier price structure by
eregulating stripper production and retaining a
Composite price for lower- and upper-tier oil.

_Regulation of domestic oil has held U.S. crude
Prices well below the world level and encouraged
tonsumption and growth of oil imports. One mea-
Sure of the disparity between domestic prices and
World prices is the refiner acquisition cost—or the
4erage of domestic and imported oil costs, in-
cI'-lding transportation and fees, that refiners may
Pass on to their customers. In 1979, for example,

S. refiners paid an average of $17.72 a barrel for
Ctude oil. Price controls held the cost of domestic
Ol to $14.27, while the price of imported oil
veraged $21.67 a barrel. Thus, the cost advantage
0 U.S. consumers over the world price was nearly
$4 a barrel.

Without controls, domestic crude oil would have
sold at the world price. Higher prices would have
Provided more stimulus to domestic production
and greater restraint on consumption, both tending
to redyce imports.

In order to restrain consumption, promote do-
meﬂfic oil production, and reduce dependence on
Oreign oil supplies, a program of phased decon-
trol of domestic oil prices was initiated on June 1,
'ég'_?g. The period of phased decontrol extends to
>€Ptember 30, 1981, with the lifting of price ceil-
N8s varying by category of oil. Prices of newly

1Scovered oil from wells drilled after June 1, 1979,
and incremental production of tertiary oil employ-
N8 specified enhanced-recovery techniques were

ll!;c '01d" oil was defined as output from ail properties,

- Cep‘t Stripper wells, that were producing prior to 1973,

oile::l oil was defined as that from stripper wells and
Serves discovered after 1972. Stripper oil is

F:Dduclion from wells whose daily output is 10 barrels
ess,

decontrolled immediately, that is, on June 1, 1979.
Phased decontrol of upper-tier oil and 20 percent
of all marginal oil was begun January 1, 1980. At
the same time, the conversion rate of lower-tier oil
to upper-tier oil—the mechanism by which lower-
tier production is decontrolled—was doubled to 3
percent per month.

Regulation of domestic oil has held U.S.
crude prices well below the world level and
encouraged consumption and the growth of
oil imports.

Deregulation of domestic prices is estimated to
boost gross revenues of domestic oil producers
about $1 trillion above the level they would have
been if controls were continued during the 11 years
from 1980 through 1990. The equivalent increase
in after-tax revenues is estimated to be about $402
billion. If this increase in revenues were plowed
back into domestic oil production, annual output is
estimated to rise an additional 2.0 million to 2.5 mil-
lion barrels a day by the end of the decade, accord-
ing to the industry. But even that increase prob-
ably would not have been enough to offset the
continuing decline in domestic oil production, so
total output at the end of the decade would likely
be below the current level.

... the windfall profit tax . . .

The windfall profit tax is perhaps the largest tax
ever imposed on a single industry. Moreover, the
tax is not a levy on profits, as its name implies. It
is an excise tax levied on the increased revenues
expected to result from decontrolling domestic oil
prices. The tax applies to revenue from both exist-
ing and future wells.

The Joint Committee on Taxation has estimated
the windfall profit tax will divert $402 billion of
the projected $1 trillion increase in oil revenues to
the U.S. Treasury. It is estimated that oil produc-
ers will also pay an additional $157 billion in cor-
porate income taxes, raising direct tax payments
to the Federal Government by around $559 billion.
Under current tax laws and without the windfall
profit tax, oil producers would pay the Treasury
about $332 billion more in corporate income taxes,
or about $227 billion less than they are estimated

Federal Reserve Bank of Dallas



' pay with the windfall tax in place. Severance
d income taxes will still be paid to state gov-
“fments, and taxes on royalty and dividend in-
me will continue to be paid to all levels of
80vernment, Under the windfall tax law, oil pro-
Ucers will retain about 29 percent of total rev-
$HUes, compared with about 43 percent without
'€ tax, a reduction of one-third. The windfall tax
$now planned to be in effect through 1990 or until
1€ U.S. Treasury collects the additional $227 bil-
'n on the projected increase in oil revenues.
€ windfall tax is imposed on the first sale of
OMestic crude oil and is limited to 90 percent of
"€t income, It is levied on the difference between
5 ‘€S price less state severance tax and a base price
3djusted for inflation since the second quarter of
79, The base price is the portion of the sales
Price that is exempt from the windfall profit tax.
» for example, production from a given well sells
r $36.00 a barrel, the state severance tax is 5
pefcent of the sales price, and the adjusted base
Price is $15.20, the appropriate windfall tax rate,
aepFnding on whether the producer is a major or
U independent, is applied to $19.00—the differ-
“ice of $36.00 less $1.80 ($36.00 x .05) less $15.20.

\\—“‘—-————____ —

The windfall profit tax is not a levy on
Profits, as its name implies. It is an excise
tax levied on the increased revenues
EXpected to result from decontrolling
domestic oil prices.

\_\‘__-_-_____

izThe tax rate varies by type of production apd
€ of producer. The oil production categories
Stablisheq by the U.S. Department of Energy were
Uped into three new categories by the Internal
lot::enue Service for tax purposes. Tier 1 is largely
er- and upper-tier oil that was in production
efore 1979 and is taxed at a 70-percent rate. Tier
i is Stripper output and production from the Na-
ohal Petroleum Reserve and is taxed at a 60-
°TCent rate, Tier 3 is newly discovered oil, heavy
* and incremental tertiary production and is
Xed at g 30-percent rate.
Yoducers are classed as majors or independents.
sal Pendents are producers with gross annual
itiezs of 5 million or less and with refining capac-
= of no more than 50,000 barrels a day. The
fates applied to all oil properties are the same,

8
g
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CHART 1

Decontrol of domestic crude prices
will substantially increase

the oil industry’s tax liabilities
from 1980 through 1990

with or without the windfall tax

600 BILLION DOLLARS

500 —
400 —

o ESTIMATED TAXES
300 — o= ON INCREASED

REVENUES RESULTING
FROM DECONTROL

200 — T GROSS WINDFALL
T PROFIT TAX

r7{ CORPORATE
INCOME TAX

100 —

WITHOUT WITH
WINDFALL WINDFALL
TAX TAX

SOURCE: Joint Committee on Taxation, U.S. Congress.

except the first 1,000 barrels a day of Tier 1 and
Tier 2 production by independents are taxed at
reduced rates of 50 percent and 30 percent, respec-
tively. Royalty owners are taxed according to
production category of their properties but are
not allowed the preferential tax rates on the first
1,000 barrels a day of production as are indepen-
dent producers.

Although an economic argument can be made
for taxing the increased revenues resulting from
phased decontrol of prices of existing production,



CHART 2
Market Demand and Supply
Curves for Crude Oil
PRICE
A
SpomesTic
SroraL
P s - a
| |
I I
| |
| |
a | | D
: ' aquanTITy
Qpomesric QroraL
e ———

1a’“{limn of future production somewhat reduces
oie Incentive and capital available to develop new
& wells, The windfall tax, being an excise tax in-
eﬁ.d of a tax on profits, becomes a cost of doing
Usiness, Industry estimates indicate the windfall
ax Will reduce future domestic production by 1.0
Million to 2,0 million barrels a day in the late
mi?]q's and offset much of the increase of 2.0
on to 2.5 million barrels a day in domestic
*oduction that would result from price decontrol.
ro.SE f?stimates, of course, are based on current
auleCllons and could vary if crude oil prices rise
'Ster than anticipated and a large number of ad-

Illli(}nal marginal oil fields are brought into
"oduction,

» ' 2nd an economic analysis
tro‘fomDrEhensive analysis of the effects of decon-
Ve;-yand the windfall profit tax quickly becomes
tig Complex. Under the windfall tax 16 produc-
Categories, 7 producer-owner categories, and
Categories are defined. Therefore, the pos-

sible combinations of production situations are
numerous. The process is further complicated by
producers’ adjustments over time to changes in
production costs and market prices and by con-
sumers' reactions to rising prices. Despite the com-
plexities, the basic forces underlying any given
situation can be identified and explained in gen-
eral terms by an analysis of the interactions of
the crude oil market and a single production unit,

In the U.S. market, domestic consumption of
oil greatly exceeds domestic production, so the
difference is supplied by foreign sources. More-
over, the leadership in oil pricing was taken over
by the Organization of Petroleum Exporting Coun-
tries (OPEC) with the Arab oil embargo in Novem-
ber 1973, and its price decisions were made effec-
tive by controlling production.

Current market conditions are illustrated in
Chart 2, The demand curve for crude oil (D) slopes
downward to the right, indicating smaller quan-
tities of oil will be consumed at higher prices. The
supply curve for domestic crude (Suwmestic) slopes
upward, suggesting greater quantities of crude oil
will be supplied as prices increase. Market price
(P)—which for simplification can be considered a
weighted average of domestic and foreign prices—
is set by OPEC and maintained by adjusting pro-
duction. The total supply curve (Sioa) is abe. The
quantity of domestic crude oil supplied (Quomestic)
is determined by P and Saemestio. The quantity of
foreign oil supplied is the excess of demand D at
price P, or total quantity (Qtorar) 188 Qaomentio.

As the price of crude oil increases under the
decontrol program and with further OPEC price
hikes, two adjustments occur. First, consumers cut
back on consumption as prices rise. Total demand
for petroleum products declined 2.2 percent last
year in response to the sharp rise in crude prices
and is expected to fall 6.5 percent this year,
aided in part by the current recession. Second,
higher prices should stimulate crude production.
The number of active drilling rigs is up over 40
percent from a year ago and is at a 24-year high.
Unfortunately, the acceleration in drilling is not
expected to significantly increase domestic oil sup-
plies but may only slow the decline in crude out-
put. Domestic crude production declined 2.0 per-
cent last year and is expected only to rise 1.3
percent this year. Therefore, imports appear des-
tined to continue to be a substantial share of total
U.S. oil consumption.

Individual oil producers respond to changes in

Federal Reserve Bank of Dallas



CHART 3

About 160 of the more than 5,300 Texas oil producers
account for 89 percent of the state’s crude output

25 PERCENT OF TOTAL FOR TEXAS
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Market conditions. Because of the large number
% wells and producers and with no firm dominant,
€ production end of the oil industry approximates
4 purely competitive market. In Texas, for ex-
émple, there are about 170,000 oil wells operated
Y more than 5,300 producers.® However, the aver-
98 well produces less than 17 barrels a day, and
Percent of all producers extract less than 25
Yels a day. About 160 producers—3 percent of
re] Texas producers—extract more than 1,000 bar-
nis a day, but they account for nearly 90 percent
total crude production in the state. The three
drgest producers (Exxon Company, U.S.A.;
Moco Production Company; and Shell Oil Com-
gany] account for about 30 percent of total pro-
Uction in the state.
rofits at the producer level of production are
vi;"fmized by increasing crude output of indi-
5 ual wells until the revenue derived from the
cue D_f a barrel of oil is equal to the additional
haﬁs incurred to extract the oil. Because nearly
d of U.S. oil consumption is supplied by for-
b;sn sources and domestic crude prices are set
a} feégulation or OPEC, domestic producers—both
thrg-e and small—face highly elastic demands for
®Ir output and are price takers rather than price
akerg,
Market conditions for an individual well, where
c“af'ginal revenue (MR) is equal to the demand
[P""E faced by producers (Dyrm) and market price
UV}' are jllustrated in Chart 4. The marginal cost
% C) rises as production is increased and repre-
nfms also the producer supply curve. The quantity
Output (Q,) is determined where MR equals MC.
ey he windfall tax, because it is an excise tax,
Ses both the average cost (AC) and marginal cost
Production by an amount equal to the tax (t).
e Position of the tax raises the marginal cost to,
Iey' MC’ and reduces production at all price
Vels. At price P, output would be reduced to Q.
€ market price does not rise enough (to P’ or
gher) to offset the tax, production would be
e Uced. The size of the reduction depends on
0“’ much marginal costs are raised with respect
m mﬁrginal revenues. If the windfall tax increased
tharglnal production costs of some wells above
0: Mmarket price, those wells would be shut down
.~ Production might be reduced to put the wells
e stripper category to be taxed at a lower rate.

bEI‘

2, .
N Oil Directory of Texas (Austin, Tex.: R. W. Byram &
Mpany, 1979).

CHART 4
Producer Demand and Cost
Curves for Crude Qil
PRICE
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Imposition of the windfall tax, therefore, shifts
the supply curve—marginal cost—of individual
producers upward and to the left. Since the market
supply curve is the sum of all firm supply curves,
it too is shifted upward and to the left. But because
prices of newly discovered oil are decontrolled
and rising and additional production is coming on
stream, the decrease in crude supply resulting
from the tax is offset by higher prices increasing
the quantity of output along the shifting market
supply curve. The current scramble for available
drilling rigs and the backlog of orders for new rigs
indicate producers expect prices of newly dis-
covered oil to offset much of the windfall tax.

Incidence of the windfall tax

Where the windfall tax finally comes to rest is
subject to a large degree of uncertainty. With do-
mestic prices decontrolled and OPEC setting prices
by controlling production, a straightforward ap-
proach in determining who will shoulder the tax
becomes a complex problem. However, the inci-
dence of the windfall tax will be uneven because
few taxpayers may be able to pass on a portion
of their increased tax liability to consumers in

"

Federal Reserve Bank of Dallas



;l;ﬁmf;):lm of hig'her. prices. Taxpayers that are
Borte :;' small in size will likely bear a dispro-
Rl dte amount of the tax. While they are
. tOta?uds. they. account for only a small portion
of lng omestic pn.)duch.on. But even the ability
5 thger ﬂn:ns. to raise prices may be constrained
e Possibility of importing greater quantities
| Rl'ude and refined products.
e I(;Y:Ily owners who sell mineral rights where
By becre drilled cannot pass on the cost of the
by hall:lse they do not hfwe title to production.
grantedo ﬁnonopera.tlng mineral interests and are
s a x'ed portion of production as payment
o We]lllemhlp' Most owners of mineral rights to
altemal-s producing prior to 1979 may have no
ough l(;fe other than.abscrbing the tax, even
Creacs A.Iecontrol permits crude oil prices to in-
top il:ll 80, some wells in Tier 1 production will
e r(; the stripper category and be taxed at a
will nota ;‘- Royalty owners of future production
Covereq _fle taxed as heavily because newly dis-
Sumap] D(li is taf(ed at lhe' lowest rate and, pre-
{0 rige Y. domestic crude oil prices will continue
Wigélfaﬂl‘otducers bear' unequal taxes under the
extent 1o ax, _dependlng on their size and the
R Wthh‘ the;{ are vertically integrated.
Markegiy Cﬂmpan.le‘s.wnh production, refining, and
to reducg Eapfﬂblhtxes have a better opportunity
Some fis F{b_!l?elr. tax burden because they have
of highe:lr ll.lly in passing on the tax in the form
ave Joss fllms'ht?q-product prices. Small producers
tute ang ex1.b111t3{ an-d may be less able to insti-
producersust:zun price increases. The very smallest
o 1o chos'—qhke royalty owners—may have little
sell thogy ice, becauge ot: location, as to whom they
Unable g, crude production and, therefore, may be
Pass on to refiners the cost of the tax.

Distribyge

T set’g:ll;hon of windfall tax revenues
Priceg isPtOSe of phased det':onlrol of domestic oil
Iscourg R iow c“_lde prices to rise in order to
increasege consumption and provide incentive for
PrOfit 1oy - oduction. Originally, the windfall
funds % was l.ﬂt.ended to divert to special trust
s thay reUnlantlclpated revenues from oil produc-
to he llse;u ted from decontrol. Those funds were
ergy sour to finance development of alternative
SUpplies, | ces to reduce dependence on foreign oil
enue, ‘Nstead, Congress placed all windfall tax
$1n the general revenue fund and identified

A
'llg'l-llll ISBOIVDIcc

three broad areas for their use. To date, only a
small portion of the revenues have been com-
mitted by Congress to specific uses.

Less than $30 billion has actually been allocated
to specific uses. On June 30 the President signed
a bill establishing the United States Synthetic
Fuels Corporation, which can spend $20 billion
to promote a domestic synthetic fuels industry.
Also enacted were a $3.1 billion energy conserva-
tion and solar bank, a $1.4 billion biomass-to-energy
program to be run jointly by the Departments of
Energy and Agriculture, and other incentives to use

renewable sources of energy.

The purpose of phased decontrol of do-
mestic oil prices is to allow crude prices to
rise in order to discourage consumption
and provide incentive for increased

production.

About 15 percent, or $34 billion, of the windfall
tax revenues have been earmarked to fund energy
development, largely indirectly. Consumers will
receive $600 million. Consumer tax credits are pro-
vided for the purchase and installation of solar
and wind equipment. Homeowners in the South-
west could have higher than average participation
because the southwestern climate favors these
types of investments. Businesses will receive $8.3
billion in tax credits to subsidize development of
alternate sources of energy. Businesses are eligible
for the same kinds of assistance as consumers plus
additional tax credits for geothermal and ocean-
derived energy and equipment using or producing
coke, coke gas, or fuel from biomass.

One aspect of the energy tax credits risks a mis-
allocation of economic resources if significant
breakthroughs in reducing the costs of alternative
energy supplies are not achieved. At present, com-
mercial development of many alternative energy
sources would be more expensive than developing
additional domestic oil supplies. For example,
some applications of solar or wind energy, priced
on an oil-equivalent basis, cost about $50 a barrel
or more. At the same time, new oil and tertiary
production, which many estimate can be accom-
plished more cheaply and in greater quantities, is
subject to the windfall tax. That, however, does



"0t suggest the development of alternative sources
. €nergy should not be undertaken, as domestic
Oil production is on the decline. But before huge
."f"eﬁtments are committed for commercial facil-
".Ie_s' careful consideration should be given to de-
Ciding which alternatives are the most economical.
d A quarter of the windfall tax revenues, $57 bil-
flnn: .ha\re been earmarked to help low-income
Amilies pay utility and heating bills, although
Congregs has not worked out the details of this
PArt of the benefits program. It was estimated that
8dout 20 million families, including 12 million that
ore below the poverty level, would be eligible for
En.ergy assistance. Most of those funds, however,
Will go to beneficiaries located in the Midwest
;?d Northeast because oil is a major heating fuel
oft at section of the country. Nearly 80 percent
co all residential heating oil is consumed there,
i MPared with a miniscule one-tenth of 1 percent
D the Eleventh Federal Reserve District. Natural
885, which is used to heat most homes in the South-
West: will not be subsidized. As a result, there will
€ disparities in the amount of assistance received.
HOr €Xample, Pennsylvania residents will receive
1 estimated $197 million in 1981, compared with
Million for Texas, which has a greater
Population
OrThE a]l?cation of the remaining 60-percent share,
$137 billion, has yet to be laid out by Congress.

’

However, that share was earmarked to offset cuts
in individual and corporate income taxes. All con-
sumers could benefit from a slim reduction in tax
payments as the windfall tax revenues are dis-
tributed. However, a reduction in personal income
tax payments from current levels is not antici-
pated, since the revenues are only large enough
to slow the rise in future tax liabilities for indi-
viduals. An average taxpayer may realize a
“saving" of about 880 a year over the decade from
what he might otherwise have been expected to
pay. " .

Phased decontrol of oil prices and enactment of
the windfall profit tax, therefore, are changing the
oil industry. It is moving from a market environ-
ment of price controls on domestic production
without a significant excise tax to an environment
of decontrolled prices with a substantial excise
tax but where an effective domestic price ceiling
is still established by actions of the OPEC nations.
The recent proposal to tax imports was not ap-
proved by the Congress. With domestic decontrol,
oil prices, profits, investment, and production will
rise. All would have risen further with domestic
decontrol without the windfall tax. Crude imports
will not be reduced considerably in any event until
alternative sources of fuel are developed in sub-
stantial volume, absent, of course, action by OPEC

to further curtail production.
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% Fred Quotes??

Brief Excerpts from Recent Federal Reserve Speeches, Statements, Publications, Etc.

. 'In recent years, the performance of productivity in our economy has been

Smal, We do not know all the reasons why, and that will limit our ability to deal
®ffectively with the problem. We do know, however, that a substantial increase in the
share of national output will have to be devoted to capital formation if we are to

ave much hope of increasing the rate of productivity advance. Since the need fox:
Additiong] capital to deal with our nation’s energy and environmental problems will
lso be large, it will be critical to adopt tax and expenditure policies that free up
feS0urces—peq resources as well as financial resources—to make that possible.

"The need for a higher rate of business capital formation is critical to the long-
*Un health of oyp economy. Holding down the share GNP devoted to federal :
EXpendityreg will contribute importantly to that effort. So also will the orientation
Of futupe tax cuts toward business investment incentives. But these efforts may g0

°f naught if we do not control carefully the share of national resources absorbed
Y tedera] credit programs."'

“Some federal credit programs affect the economy much like direct federe.ll ex-
Penditureg, 1,ap guarantees for low-income housing and foreign military assistance
are the mogt obvious examples, Others provide only marginally lower interest rates,
Of Marginally better nonprice credit terms, to borrowers whose credit needs would
Otherwige probably have been met by the private financial market. These differl‘ng
“Hects, Moreover, do not bear any necessary relation to whether credit is supplied
[ r?“8h direct loans or loan guarantees.” ; .

‘The Proportion of total borrowing in financial markets that.ls federally assisted
?an be used g an indicator of credit resources whose direction is governed by
ederg] ]ending programs. Similarly, the share of GNP accounted for by the 'total of
rEderal €xpenditures plus credit activities is a rough measure of“the proportion of
eal Tesources whose use is directed by the Federal government.

Lyle E. Gramley, Member, Board of Governors of the
Federal Reserve System (Before the Budget
Committee's Special Subcommittee on Control of
Federal Credit, U.S. Senate, June 19, 1980)
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“In sum, we may well be experiencing an unusual recession. Its sharp beginning
may reflect an abrupt one-time shift of leads and lags in consumer spending patterns.
Ut some components of expenditure could turn up fairly quickly. The chances of
that outcome are improved by one key factor. The damages to the fabric of our
. ancial markets and to the financial condition of business, damages which had b‘fe“
Inflicteq by worsening inflation, are now being repaired as a result of the declines in
Nterest rates and the likely turn in price performance. This financial recuPerﬂin}'l
Strengthens the underlying resiliency of the economy and it justifies some optimism
that the recession may prove largely self-limiting both in depth and duration. To be
Sure, the ensuing recovery probably would be only moderate by historical standards.
But it could Jeaq into a balanced expansion more reasonably geared to the economy’
8rowth potential,

“Frankly, many factors could spoil the prospects for an early but moderate
recovery—for example, the failure to regain consumer confidence or some new
shock 1o oj] prices. But one mistake I would especially be concerned about would be
the Te-igniting of an inflationary psychology. An untimely move toward fiscal and
‘onetary stimulus could be taken as signaling acquiescence to excessive rates of
Inflation, and price expectations could easily worsen again. The result could be a
Tenewed weakening of the bond markets, higher long-term interest rates, the .
consequent postponing of a housing recovery, and greater caution towards business

Xed investment. These are tangible costs, and it is important to avoid them. We have
o be immensely careful we do not stunt the prospects for recovery, not by neglect,
ut by misplaced good intentions that have unwelcome side effects.”

Anthony M. Solomon, President, Federal Reserve
Bank of New York (Before the Fourth Annual
International Conference of the National Association
of Business Economists, New York, New York, June

24, 1980)
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Lgss Meat,
Higher Prices

By Don A, Riffe

ii;;ﬂlsal news stories this summer have graphi-
TR teve:}:\ha'cl the.vulnerability of crops and live-

Eat-re? the vagaries of .weather. While reports of
may by ated deaths of livestock in several states
Prospe ‘t’e caused concern among consumers about
Signiﬁcc lve Suppl:es'anfi prices of meat, of greater

o angnce are the indications as of midyear that
reduce poultry producers have finally decided to

R Output,

Oldeio?id supplies of Iporkl and poultry helped to
fingy halfl fCfl'l meat prices in late 1979 and in_the
in the 01 1980. In fact, average retail meat prices

second quarter of 1980 were below year-

Barlj
Siih_:fr levels, Consumers have been able to sub-
s € meats successfully whenever the price of

Egr;;mefrelatiw? to another, thereby imposing a

will b ) restraint on prices for all meats. This

Sy Mmore difficult in the near future as supplies
and poultry begin to decline.

P
l'::; ‘i‘iers react to cost-price squeeze .. .
on anim"’t]i'stclck Pdeur{ers have been losing money
adestm: S marketed since last fall. But production
pOUltry nts are not made quickly. Also, hog and
Outpyt g’mducﬁfs may have delayed cutting back
Cyclica)] E;:auSe they knew cattle numbers were
Woulq te};dow and that the reduced supply of beef
atever thm hold up prices of pork and chicken.
about aq; © reasons for their earlier reluctance
Droduc:er]sushng production plans, hog and poultry
ing the - Seem to have changed their minds dur-
eef cond quarter of 1980.
in the sé’;“?dummn registered a year-to-year gain
terg, his %nd quarter for the first time in 14 quar-
and poyly appened concurrently with record pork
income ”:y output and declining real consumer
' "hus keeping livestock and meat prices

Auxusl man’Voice

under downward pressure. Apparently, this was
the last straw for many hog producers. A survey
of hog producers by the U. S. Department of Agri-
culture as of June 1 indicated that hog numbers
were at the peak for this production cycle. While
there was a record number of hogs on farms in
June, the number of hogs kept for breeding was
down 8 percent from a year earlier, and producers
indicated plans to farrow 8 percent fewer sows in
June-November 1980.

This means that pork will continue to be rela-
tively plentiful for the rest of 1980 because of the
large June 1 number of hogs on farms. However,
if hog producers follow their June intentions, pork
production would begin to decline from year-earlier
levels toward the end of the year and would dip
sharply in the first half of 1981.

Poultry producers have also moved toward re-
ducing output. Broilers typically account for more
than 75 percent of total poultry production, and
in April the number of broiler chicks hatched fell
below year-earlier levels for the first time in 32
months. Fewer broiler-type pullets were placed in
hatchery supply flocks in the second quarter than
in the same period last year, and on June 1 the
number of broiler eggs in incubators was 4 percent
below the level on that date in 1979. Broiler output
is expected to be significantly lower in the last
half of 1980, with fourth-quarter production falling
as much as 4 or 5 percent from a year earlier.

Cattlemen placed about 9 percent fewer cattle
in feedlots in the second quarter than in the same
three months of 1979. Fed beef production is ex-
pected to decline in the last half of 1980, but
increased slaughter of nonfed cattle could keep
total beef production very near the level of a

year ago.
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Il;iveslock prices were generally
t}:?low break-even costs
rough the first half of 1980
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The second-quarter data suggest that the stage
is being set for significantly lower supplies of
pork and chicken by early 1981. The magnitude of
any declines, and thus the impact on meat prices,
will be determined by the extent to which produc-
ers hold to their indicated course of action.

... but recent price strength

may temper reductions

Shortly after the U.S. Department of Agriculture’s
June 1 survey of hog producers, livestock prices
generally began to improve. In fact, hog prices in-
creased more than 30 percent between mid-June
and mid-July as the number of hogs sold for
slaughter declined markedly.

In July, livestock and poultry prices were once
again approaching or exceeding break-even levels
for many producers. This alone will not be enough
to erase all plans for reduced output, but it could
have some effect on the meat supply and price
situation for early 1981. If livestock prices con-
tinue to average near or above break-even levels
throughout the third quarter, producers will have
less incentive to decrease output and the potential
for sharply higher meat prices in 1981 will be

reduced.

Heat wave exerts influence

It is too early to know how much meat production
will be affected by the prolonged heat wave that
began in June in the South Central United States.
Heat-related animal deaths have been relatively
insignificant on a national scale. However, the heat
wave is influencing meat production in other ways.

In the near term, one effect of the hot, dry
weather will be to provide a small boost to beef
production. Beef production in the last half of 1980
is expected to be down slightly from a year ago.
But it could be somewhat higher than anticipated,
depending on how severely cattle herds have had
to be reduced in several states to reach stocking
levels that dry pastures and short supplies of hay
could support.

For poultry, third-quarter output will be less
than earlier expected not only because of death
losses but also because of the marketing of birds
at lower weights, owing to heat stress. Pork out-
put may also be less than anticipated. Third-
quarter production was expected to be about 6
percent higher than a year ago, but the number of
hogs coming to market early in the quarter did

Federal Reserve Bank of Dallas



10t meet expectations and average slaughter
Weights were running slightly below a year earlier.
aie heat has (fielayed hog marketings in some
idl a8, as the animals have gained weight less rap-
¥ in the hot weather. Thus, the near-term effects
;gl?h be a “bunching” of hog marketings in Sep-
S er and October and slightly lower than
Nlicipated pork production in the last half of the
Year as a result of reduced slaughter weights.
While the near-term effects of the heat wave will
meesomewhat mixed, the longer-term influence on
Cat?lt production will be more negative. Although
= emen have undoubtedly been reluctant to cull
Some cows than usual from their breeding herds,
i c; in severely drought-stricken areas have had
oF 11 Oice, Man.y others may have retained the size
e eir breeding herds by selling calves earlier
il usual and at lighter weights but will not be
2 to expand their herds as they might under
re. normal conditions. This will simply stretch
vet;ttlme required to rebuild the nation’s cattle in-
the lm'y from the current relatively low level. And
only 0ss of some feed grain and forage crops can
IiVEStpu]: upward pressure on feed costs for all
°Uipu?c ;{roducers, thus discouraging increased
T This tendency will be augmented by the
T ¥ announced increases in Government price
Pports for grains.

'?:::l:rgllh o-f consumer demand is uncertain
B, agnitude of any increases in meat prices in
cgnsuEar future will depend on the behavior qf
el I:lers at a-time when purchasing power is
8ene¥a10 be declining. However, a downturn in the
type of economy does not usually have the same
On the SdVErse effect on the demand for mea’f as
Tesy]t femand for durable goods. One posmh-Ie
the ne:?g f"edUCEd consumer purchasing power in
dmgp i mﬂn‘ths is a change in relative prices
Very ;c."ameats. Chmk_en and pork have been priced
iOns].Y-orably relative to beef, and these price re-
Mers 1ps may be in for a “correction” as con-
) Substc-ommue to look toward pork and chicken
of decls ltutes for higher-priced beef in the face

eclining supplies.

oe:[;s and p‘f“hl‘.‘f account for about 20 percent
Mep €Xpenditures in the calculation of the con-
eat p?}‘lce index. In the first half of 1980, retail
0 era*[l":es were relatively stable and provided a
thirg qulng influence on food prices. Early in the
N0t hay, arter, sharply higher livestock prices could
€ been sustained unless retail meat prices

Su

A
Ugugy 1980/ Vojce

Pork and chicken prices
have been low
relative to beef prices
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were also rising. Meat prices in the last half of
1980 are expected to be significantly higher than
in the first half, and prices could show substantial
year gains in the first quarter of 1981 if hog

year-to- S
ucers reduce output as anticipated.

and poultry prod
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fﬂank Loans
In a Recession

By Mary G, Grandstaff

LOa
istr;?c(t)ljlrtft?nding at member banks in the Eleventh
aboyy Onec;;ased 2 percent in the first half of 1980,
tiod, 7 1‘ th the growth in the year-earlier pe-
ber banka Joans declined 1.0 percent at all mem-
1080 ..o 10 the District in the second quarter of
hanks Th 2.9 percent at large weekly reporting
beey .duee Weakness in loan growth this year has
€ year asto I‘f?cord-high interest rates early in
Unsu’me plemal restraint program, and recession.
I, "eﬂeetir oans fell sharply in the second quar-
iHStitut{lg a severe drop in automobile sales
m hmﬂ of the Special Credit Restraint Pro-
ding ale Federal Reserve. Business loans out-
se IOansso fell substantially. The decline in
entory o was dl"? partially to more cautious
Tecessi Ccumulation by businesses since the
cﬂmiHUed On. Real estate loans, however, have
Veq relatively strong at District banks this
Spitgr:a-nd for homes has remained substan-
MOrtgn e fsignlﬁcant tightening in the availability
]Enders t_gh unds (rates reached record highs, and
linygq stlg tened their nonrate terms). The con-
floy 0 ength in the District economy and the
fo ¢ esllff‘?ple into the region have contributed

Eregt dined demand for houses.

TeCopq le Tates have fallen substantially from their
pmgram Vels, and the Special Credit Restraint
l"fcession ias l?ee“ phased out. Nevertheless, the
or Whil: 3;:“ here and apparently will remain
" A8 @ result, District bank loans are

the

in\;

tia] gq
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likely to be somewhat depressed until economic
activity picks up.

Although loans at District banks have fallen
earlier in the current economic downturn, a look
backward at the behavior of Eleventh District bank
loans during the last recession may have some
relevance to the situation now. In the year ended
March 1975 (the “trough" date of the prior reces-
sion, as designated by the National Bureau of Eco-
nomic Research), total loans at member banks in
the District increased 6.6 percent. Hence, loans
outstanding continued to rise during the declining
phase of the business cycle. In the early recov-
ery period, however, loan growth was somewhat
slower—5.1 percent in the year following the
trough. And virtually all that growth occurred in
the final five months; seven months after the
trough, loans outstanding at District member banks
were almost 2 percent below their March 1975
level.

At the large weekly reporting banks in the Dis-
trict, the growth in loans following the economic
trough was even slower. Loans at these banks did
not regain their March 1975 level until 11 months
later.

Data for large weekly reporting banks also indi-
cate diverse patterns of change for the major types
of loans. Loans to businesses continued an irregu-
lar but moderate rising trend throughout the reces-
sion. Consumer and real estate loans, on the other

Federal Reserva Bank of Dallas



Total loans outstanding at Eleventh District banks
rose sharpiy as the economy slid into recession,
then declined sharply, especially at the large banks
24 BILLION DOLLARS BILLION DOLLARS 15
ALL MEMBER BANKS
28 — — 14
22 — — 13
21 — — 12
LARGE WEEKLY
REPORTING BANKS
20 — T T T T L
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Industrial production in the nation

fell markedly in the last quarter of 1974

and the first quarter of 1975
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hand, started to decline prior to the trough month,

?;llgre:?tﬁ.. types of loans decreased appreciably

?emand weakened...
t?orllg::‘l the United States suffered the worst infla-
= samce fhe early p0§t-World War II period. At
its IOHI;:sthmeé the national economy moved into
period, and deepest recession of the postwar
ingBusllnesses cut both production and capital spend-
5 I'Es?u?tns as orders were reduced or canceled as
o dof weak.demand. Nevertheless, the Fma.mc-
invente s of bUSmesse.s remained substantial since
when ;"Y-to—sales ratios rose to historical highs
Al i’lal sales fell so sharply. (Businesses had
Gadls u ;lltecl inventories at a very rapid pace pre-
Cemg the recession because of widespread con-
ESpitver mate.nal shortages in several indus.tries.]
: ece extensive eff.orts to reduce inventories as
abnOrr(;n?lmy moved into recession, they stayed at
tghtar ally high levels until well into 1975. "[_‘he
may helmvemory policies since the last recession
rapid] D to keep business loans from growing as
Vin the current recession.
Eazizeigomraci:ion in loans to consumers during
of debt 1?5 partially reflected a relatively high _ls..-vel
outlays ;qmdatwu by these borrowers. In addition,
ﬂangi or consumer goods—and, thus, consumer
mpperég needs—slowed as real disposable income
Verse] Sf?arply and consumer attitudes were ad-
Brow'y affected by continuing rapid inflation and
G Ing unemployment.
in t}?:i“mEr loans could follow a similar pattern
ment ra‘:“‘f?nt economic downturn. The unem;_:loy—
as the e1s l_?xpected to move significantly hlglfer
Cone mecessmn deepens. Disposable personal in-
Sumerg ay not keep pace with inflation, and con-
alread might well be hesitant to increase their
D Y high level of short-term debt.
19759. Tvaenc}l.: for mortgage loans in late 1974 and
clineq ma ened when residential construction de-
amily hal‘kr_edly, as both single-family and multi-
an OVGrSOUmng starts were adversely affected .by
tighten; upply of new units and by a growing
e ng in the availability of mortgage funds.
tion alrsiressed conditions in multifamily construc-
aving i° reflected the difficulties owners Were
i“CI'Easi: achieving rent levels sufficient to cover
ACtivng costs of construction and operation.
y in single-family starts did begin to de-

Al.lgllst 1980/ Voice

rive some benefits in 1975 from Federal support
programs that provided below-market interest rates
for some home buyers and offered special income
tax rebates to others on certain purchases made
before 1976. In addition, the cost of mortgage
credit for homes fell somewhat during 1975 when
the availability of funds improved as savings in-
flows picked up.

Growth in real estate loans may be somewhat
stronger in the current recession. Mortgage rates
already have fallen and should decline further as
other credit demands weaken. Vacancy rates are
relatively low, and prospective homeowners may
opt to acquire homes before inflation pushes prices
higher. Moreover, real estate investment trusts,
which were partially responsible for the weakness
in real estate loans in 1974 and 1975, are not
expected to be a major factor in the current

downturn.

.. and the availability of funds tightened

Business borrowing at banks was extremely heavy
in the first half of 1974. By spring the demand for
bank funds was advancing at a record pace. The
prime rate had risen to 11!/s percent, and banks
were aggressively seeking funds in the money
market, especially through certificates of deposit
(in the CD market, the banks raised over $10 billion
just in April and May). Such intensive bidding for
funds also caused yields in other credit markets
to rise sharply.

Loans-to-deposit ratios at many banks rose to
high levels in 1973 and 1974 as a result of inflation-
induced borrowings by businesses and others.
Bank liquidity had eroded seriously, and as banks
became increasingly concerned about borrowing
heavily to finance the growth in loans, they began
to reduce their reliance on nondeposit sources of
funds. The widespread news of the major liquidity
difficulties confronting a sizable U.S. bank—and
the failure of an important foreign bank soon there-
after—brought further shifts in borrowing and
lending patterns. Many banks became considerably
more cautious in the management of their liquidity
positions and reduced the amount they would lend
to individual borrowers.

Even though loans continued to increase sharply
until the end of 1974, banks were trying to slow
the growth through widespread tightening of both
price and other lending terms. The tightening ex-
tended across all types of borrowers—business,

consumer, and real estate.
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Loans to businesses continued to trend upward
at large District banks during most of the recession
and rose faster than other loans after the trough
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su:f::epl'ime rate had jumped to 12 percent by the
Ty I of 1974. However, that was still below
pensatl_narket rates, so .banks increased their com-
Uaﬁonmsfbalance requirements and stiffened eval-
tEnsio; E} loan applicants. Net business loan ex-
upwards EV!}IEC.l off for a while but turned sharply
g00ds .agﬂln in late 1975 after the demand for
POSitinpwh ed up substefnnally and bank liquidity
P-Vertﬁs] ad been rebl.}!lt. to more desirable levels.
Ness 1o ed?SS. the restrictive policies toward busi-
1975 Tl'? Ing were in effect throughout most of
Om' h € prime rate dropped 3!/z percentage points
A, de_year to. 7 percent, but it generally re-
W'e high relative to market alternatives.
markl:tl lower interest rates in money and capital
USiHESS In 1975 and early 1976 encouraging many
ey ses tr..) reﬁn-ance much of their recent sho?t-
S grrowmg with longer-term debt, commercial
Ward ¢ €8an gradually to loosen their policies to-
fudh loﬂﬂSumer and real estate loans. Demand for
gage ratans' hﬂ‘if_vever.-was slow to return. Mort-
A andes remained high relative to historical lev-
esitan consumers generally maintained a fairly
ing depy attl!ude toward extending their outstand-
i ll;:nt]l well aftex: the cyclical trough.

arge ‘: ke Elevenil} District, loans outstanding at
airly slee ly reporting banks in the nation were
Vear fong until well into the recession. In the
_ Preceding the trough, these loans rose more

in ¢ :
he nation (6.2 percent) than in the District (5.3

percent). In the year after the trough, however,
loans at large banks declined 6.4 percent in the
nation but rose 1.1 percent in the District.

Virtually all of the greater strength in District
loans during the first year of recovery reflected
higher levels of borrowing by businesses; both
consumer and real estate loans were depressed
somewhat more in the District than in the nation
at the end of a year. A large portion of the increase
in business loans at District banks during that
period resulted from significant borrowing by the
large number of District firms engaged in the pro-
duction of energy and energy-related products—
areas of major strength during the 1974-75
recession,

The District economy—and, thus, financing re-
quirements—should again be stronger than the na-
tional economy during the current recession. The
more cyclically sensitive industries, such as auto-
mobiles and metals, which generally lead an econ-
omy into recessions and remain weak throughout,
are not heavily concentrated in the Eleventh
District.

The District economy is, instead, well diversified
in a number of industries that should be less af-
fected by the current cyclical downturn—most
notably, perhaps, industries related to the produc-
tion of energy. These industries expanded sharply
in the 1974-75 recession and are expected to remain

strong in the current downturn.

—
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"Regulatory °Briefs
and . Announcements

305}1‘ d Issues
olicy Statement

T,

::ér?la}:d of Governors of the Federal Reserve
obligati as determined that commercial paper
shoulq :15 1§Sued b}_r ba.nk holding companies
ace “]r‘;h"mmenlly indicate in bold type on their
and (2) g at they are not obligations of a bank

eposit | at they are not insured by the Federal
Dheies nsurance Corporation. The Board's pur-
not Cons(: ensure that bank customers or investors

oldin rue commercial paper issued by a bank
oblj 8 company as being an insured bank

ngahon or deposit.

pmse“‘sﬂsﬁs where Purchasers do not take physical
Videq WitE of ﬂ}e instrument, they should be pro-
Compan a printed advice that states the holding
18 not inﬁfaper is not an obligation of a bank and
€ngageqd ; reg by the FDIC. Further, employees
Conyey thr'] t, e sale 01_" such paper should also
and any, c:)s mfﬂl‘lpahon verbally to each purchaser,
in the rnar]:nn:'ercml banking subsidiary involved
Paper Shoulgtmg of holding company commercial

€ retail ge seParat:e the sale of such paper from

Ureg shou]éﬁosn-lakmg function. Similar proce-
Sale of oom a]SfJ be followed for the issuance or
of bank holr;.e"c“" paper of nonbank subsidiaries
sllbsidiélr_\,r h ing companies where the nonbank
affiliate 1, kas a name similar to that of any of its
Vestorg man s or there is a possibility that in-

ank Subsig.confug the obligations of the non-
Orany of 3 lary v_\’lt'h those of the holding company
Aoyayiey ol idiary banka,

Nteregt Tal:e 11.4‘,1 980, the Board established

Yabank} 1:;1n-utatlons on debt instruments issued
$100,009 o ‘1’ ing company in denominations of
four year rless and with original maturities of
FD] : 2 B !es:.;_ Similar action was taken by the
"®quire t: ihmlt?uons apply only to obligations

e registered with the Securities and

22

Exchange Commission under the Securities Act
of 1933; consequently, they do not apply to com-
mercial paper issued by a parent bank holding
company. In the Board's view, debt obligations
issued by a bank holding company in denomina-
tions of less than $10,000 ordinarily will not
qualify for the commercial paper exemption from
registration under the Securities Act of 1933.
Accordingly, in the absence of any other exemption
provision, such debt obligations will be subject to
the interest rate limitations set forth in Section
217.7 of the Board's Regulation Q and Section
329.6 of the regulations of the FDIC.

Deregulation Committee
Proposes Interest Rate
Ceiling Changes

The Depository Institutions Deregulation Com-.
mittee has issued for public comment several
changes in interest rate ceilings on interest-bearing
transaction accounts, which include negotiable
order of withdrawal (NOW) accounts; savings
accounts subject to automatic transfers, telephone
transfers, and preauthorized nonnegotiable trans-
fers: and savings accounts that permit payments to
third parties by means of an automated teller ma-
chine, remote service unit, or other electronic
device.

Specifically, the committee has proposed four
options for the level of the ceiling rate on all
interest-bearing transaction accounts at commer-
cial banks, mutual savings banks, and savings and
loan associations. Of the four options, the first
three would establish a uniform ceiling rate on all
transaction accounts at 5, 51/4, or 5'/2 percent.

The fourth alternative would set the ceiling rate
higher than 5'/2 percent. The committee believes
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:::itoer;stablishing a uniform ceiling rate on trans-
equalitfrlt:counts wouldt provide competitive
tila 3 v among depository institutions. To facili-
s ‘: conduct of monetary policy, the committee
s 0 encourage fiepo_sﬂors to differentiate
DOSitsebn active and inactive interest-bearing de-
s ty EStabl.lShlng a ceiling rate that is higher
o ntransaction savings accounts than for

In fs;cFounts used as transaction accounts.
i ition .to requesting public comment on
earinOPOSEd 1ntferest rate ceilings on interest-
ﬂouncg transaction accounts, the committee an-

g ed the following actions:
Indivbi/:lakllng ﬂ{e rules governing withdrawals from
ﬂccoun:la Retirement Accounts (IRA’s) and Koegh
e s the same for accounts held at savings
sfact n associations and accounts held at banks,

lve Iu]y ).

a:e i‘:ttmg Dchem!Jer 31, 1980, as the effective
ehminartany action it might take to restrict or

S e premiums or gifts offered depositors.
time isnglmg_a request to make changes, at this
'-Vhic;h e Slx-mont.h money market certificate,
of a mOWGUld have given it some characteristics

ney market mutual fund share.

Credit Restraint
€asures Phased Out

:Esniitlleral Reserve Board on July 3, 1980, an-
credit 5 Plﬁps to complete the phaseout of the
Vear ag esn'ﬂmf programs initiated on March 14 this
out inclag anti-inflation measure. The final phase-

X Eliu led the following actions:
ginal I%;mnatmn of the remaining 5-percent mar-
of large ;PV& requirement on managed liabilities
eign bankanks anc-l agencies and branches c_)f for-

e 2-per s, effective July 24. At the same time,
applicablcent supplementary reserve requirement
s to member banks on large time deposits

eliminated.
depol:i‘:fpova_l of the remaining 7!/z-percent special
Covered :CILurement that applied to increases in

S ElimPnSI_lmer credit, effective July 24.

SPecial 4 Ination of Ehe remaining 7'/2-percent
Creases ieposu requirement that applied to in-
n covered assets of money market mutual

unds and B
other similar instituti -
ugust 11, ilar institutions, effective

August 1980/ voice

e Phaseout of the Special Credit Restraint Pro-
gram, effective July 28. Under this program, bank-
ing institutions and finance companies were asked
to limit domestic loan growth to a range of 6to9
percent in 1980.

Even though the credit restraint programs
have been phased out, the Board has emphasized
that its general objective of achieving restrained
growth in money and credit aggregates is

unchanged.

Proposed Regulation D
Extends Time for Identifying
Exempt Deposits

The Federal Reserve Board has changed the date—
from July 15 to September 1, 1980—on or after
which depository institutions must have affixed

to certain time deposits, those issued to natural
persons in amounts less than $100,000, a state-
ment that the deposits are not transferable. This
notice, in effect, makes such a deposit a “personal”
time deposit and thereby exempts it from the
reserve requirements applying to “nonpersonal”
time deposits under the proposed revision of Regu-
lation D, which will implement reserve requirement
provisions of the Monetary Control Act of 1980.
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Rec i
i t;iﬂg ;;ssued Fedfaral Reserve circulars, speeches, statements to Congress, publications, etc., may be
e ©d by contacting the Bank and Public Information Department, Federal Reserve Bank of Dallas,
n K, Dallas, Texas 75222, unless indicated otherwise.

Circularg

Pi“‘“‘chl- Recordkeeping and Reporting of Currency and
Foreign Transactions. 7 pp. Circular No. 80-130 (July
2, 1980).

Proposed Guidelines Concerning Required Reserve Balance
pﬂ*ﬂi-Through Procedures. 7 pp. Circular No. 80-131

3 (July 3, 1980).

“gulation Y—Bank Holding Companies and Change in
Bank Control: Notice of Proposed Rulemaking Relat-
ing to Nonbanking Activities. 5 pp. Circular No. 80-132
(July 7, 1980).

Amendment 1o Regulation T [Credit by Brokers and
Ph Dealers]. 10 pp. Circular No. 80-133 (July 10, 1980).

d8e-out of Credit Restraint Program. 14 pp. Circular No.
48 80-135 (July 10, 1980).

Olicy Statement: Sale of Bank Holding Company Com-
Mmercial Paper. 3 pp. Circular No. 80-139 (July 17, 1980).
® 12—Chapter XII—Interest on Deposits: Proposed In-
terest Rate Ceiling on Interest-bearing Transaction
Accounts; Withdrawals at Savings and Loans from
IRA and Keogh Accounts; Change in Effective Date for
Restrictions Regarding Premiums. 10 pp. Circular No.
80-140 (July 16, 1980).
®vision of Proposed Regulation D—Reserves of Depos-

“‘01'5' Institutions (Including U.S. Branches and Agen-

¢les of Foreign Banks and Edge Act and Agreement

Corporations That Have Transaction Accounts or Non-

Personal Time Deposits). 3 pp. Circular No. 80-141
2 (July 21, 1980).

™th in Lending: Administrative Enforcement of Restitu-
tion. 9 pp. Circular No. 80-142 (July 23, 1980).

Questions ang Answers Regarding the Phase-out of the
Credit Restraint Program. 2 pp. Circular No. 80-143
. (July 24, 1980).
Vstemwide Implementation of Automatic Charge of Cash
Processing for Matured Corporate and Municipal
AL Coupons. 1 p. Circular No. 80-145 (August 4, 1980).
endment to Regulation Z [Truth in Lending]. 4 pp. Cir-
n Cular No. 80-148 (July 30, 1980).
Ntative Schedule for Implementing the Monetary Con-

trol Act of 1980. 4 pp. Circular No. 80-149 (July 31,
1980),
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Speeches and Statements

Remarks by Henry C. Wallich (“The World Monetary Sys-
tem After Postponement of the Substitution Account”)
to the HWWA-Institut fuer Wirtschaftsforschung, Ham-
burg, Germany. 15 pp. June 12, 1980.

Statement by J. Charles Partee before the Committee on
Banking, Housing, and Urban Affairs, U.S. Senate.
15 pp., including Appendix. July 1, 1980.

Remarks by Lyle E. Gramley (“Monetary Policy and Infla-
tion”), Denver, Colorado. 12 pp. July 17, 1980.

Statement by Paul A. Volcker before the Committee on
Banking, Housing, and Urban Affairs, U.S. Senate. 14
pp- July 22, 1980,

Statement by Nancy H. Teeters before the Subcommittee
on Consumer Affairs of the Committee on Banking,
Housing, and Urban Affairs, U.S. Senate. 3 pp. July
24, 1980.

Statement by Henry C. Wallich before the Committee on
Banking, Housing, and Urban Affairs, U.S. Senate. 7

pp. July 25, 1980.
pamphlets, Brochures, and Reports

Midyear Monetary Policy Report to Congress Pursuant to
the Full Employment and Balanced Growth Act of

1978. Prepared by the Board of Governors of the Fed-
eral Reserve System. 45 pp. July 22, 1980.

Federal Reserve Bank of Dallas





