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Glossary: Weekly Federal Reserve Statements is designed to provide a genergl
understanding of the meaning and relationship of each term used in the major
Federal Reserve statistical releases. It is not g substitute for the technical instruc-
tion booklets and forms the Federal Reserve issues to assist banks in reporting

data.
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Consolidated Statement of Condition
of all Federal Reserve Banks

This statement—H.4.1(a)}—is released by the Board of Governors in Washington,
D.C. each Thursday afternoon (Friday if Thursday is a holiday). Column 1 shows,
to the nearest million dollars, the condition of the 12 Reserve Banks at the end of
the previous day (Wednesday). Column 2 reports the change from the previous
Wednesday and column 3 the change from the Wednesday 52 weeks earlier. Section
11(a) of the Federal Reserve Act provides that the Board of Governors shall publish
once each week a statement showing the condition of each Reserve Bank and a con-
solidated statement for all Reserve Banks. A combined statement showing the con-
dition of each Reserve Bank—H.4.1(b) and (c¢)—is released by the Board of Gov-
ernors each Thursday afternoon with the Consolidated Statement.

A consolidated statement of condition appears, with a one-month lag, in the
Federal Reserve Bulletin, published monthly by the Board of Governors, In a
consolidated statement, offsetting assets and liabilities among the 12 Reserve
Banks are netted out; in a combined statement, the data for each Reserve Bank are
given and each of the accounts is reported gross, i.e., before the netting out of the
interoffice totals.
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Assets

1. Gold Certificate Account

Gold certificate credits held by the Federal Reserve Banks.* Some credits are
pledged with Federal Reserve Agents** as collateral for Federal Reserve notes

issued. *%*#

Except for some actual gold certificates that Federal Reserve Banks use for
public education displays, all “gold certificates” are bookkeeping credits.

* When the Treasury purchases gold and
needs to replenish its dollar balances, it
“‘monetizes” the gold. The Treasury issues
gold certificate credits to the Federal Re-
serve Banks and an equal amount in dol-
lars is credited to its account at the Reserve
Banks. If the Treasury wishes to sell gold
that has aiready been monetized, it must
free the gold by redeeming gold certificate
credits issued to the Reserve Banks. When
redeeming credits, the Treasury pays by re-
ducing its balances at the Reserve Banks.

In August 1971, the U.S, suspended
virtually all Treasury buying and selling of
gold. In 1972 and 1973, Congress raised
the U.S., official pold price and the
Treasury issued gold certificates against
the increased value of the U.S. gold stock.
In 1974, the Treasury monetized the last,
small, remaining amount of nonmonetized
gold.

On December 31, 1974, the 41-year old
legal prohibition against Americans buy-
ing, selling and holding gold ended, and, in
January 1975, the Treasury sold gold to the
public, redeeming gold certificates held by
the Reserve Banks,

*#* The Federal Reserve Agent is the Board
of Governors’ representative at each Re-
serve Bank. The Agent and the Reserve
Bank have joint custody of the Bank’s un-
issued Federal Reserve notes. To obtain the
release of notes, the Reserve Bank is re-
quired to pledge collateral at least equal to
the amount of notes it wishes to issue.

The Federal Reserve Act (Section 4)
specifies that the Board of Governors shail
designate one of the three “Class C” direc-
tors of each Federal Reserve Bank (direc-
tors appointed by the Board) as Chairman
of the Board of Directors and Federal
Reserve Apent.

*#4 Statutory minimum gold reserve re-
quirements against Federal Reserve de-
posit liabilities and notes were abolished on
March 3, 1965 and March 18, 1968, re-
spectively. However, each Reserve Bank
must maintain collateral equal to the
amount of its Federal Reserve notes out-
standing. This collateral may be gold cer-
tificate credits or Special Drawing Rights

certificate credits, U.S. Government se-
curities, or collateral received in making
loans. Most Federal Reserve Banks con-
tinue to pledge a portion of their gold cer-
tificate credits as collateral apainst these
Federal Reserve note liabilities. :

Each Reserve Bank receives a share of
the total gold certificate credits in the ac-
count equal to the percentage of total
Federal Reserve notes outstanding that it
has issued. Redistribution of credits is
made on or about each January 15, be-
ginning in 1976, to reflect changes in the
percentages of notes issued by individual
Reserve Banks during the previous year.

Until April 30, 1975, Federal Reserve
Banks used gold certificate credits to settle
daily amounts due one ancther from the
movement of checks and wire transfers of
securities and funds between districts. To
effect settlements, a pool of gold certificate
credits was established that was not avail-
able for use as a collateral against Federal
Reserve notes issued. With the ending of
the practice, the gold certificate credits in
the entire pool became available for pledg-
ing as a collateral against Federal Reserve
notes. Thus, at present, Federal Reserve
Banks settle amounts due one another with
“debit” and “credit” asset entries. Each
Reserve Bank records on its own Condition
Statement, in a separate “‘Interdistrict set-
tlement account” item, the net balance
“due to” or “due from” other Reserve
Banks. The item appears directly below
“other assets” in the separate condition
statements, but does not appear on the
Consolidated Statement because the sum of
the “due to” and “due from'" balances of
the 12 Federal Reserve Banks always nets
out to zero.

As transactions are made between Re-
serve Banks, each Bank’s “Interdistrict
settlement account’” is increased (debited
with a "doe from” entry) or reduced
(credited with a *‘due to” entry) as appro-
priate, on a daily basis. "Due to” and “due
from” settlements are netted against one
another; there is no corresponding liability
adjustment. This asset item, therefore, is
reported as a negative number when “‘due
to” balances exceed “‘due from™ balances.

Each year, on the last business day of

continued on next page



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

January, beginning in 1976, the cumulative
amounts in the ‘“‘Interdistrict settlement
account” as of a business day between
January 15 and the last business day of the
month are “settled” by treallocating the
ownership of the U.S. Government secur-
ities and/or Federal agency securities held

in the System Open Market Account port-
folio. Federal Reserve Banks having ‘‘due
to” balances “‘pay” Federal Reserve Banks
having “due from'' balances by reducing
their holdings in the portfolio in favor of
those Reserve Banks with “due from™
balances.

Special Drawing Rights Certificate Account

Special Drawing Rights certificate credits held by the Federal Reserve Banks.*

* On January 1, 1970, the United States
veceived an initial allocation of 3866.9
million of Special Drawing Rights (SDR)
from the International Monetary Fund. The
Treasury, through its Exchange Stabiliza-
tion Fund—an account used for stabiliza-
tion operations in foreign exchange markets
and for official purchases and sales of
gold—monetized $400 millien of this allo-
cation within a few months,

In monetizing, the Treasury issues to
the Federal Reserve Bank of New York
SDR certificate credits that are subse-
quently allocated among all 12 Reserve

Banks. In return the Treasury receives an
equal amount of dollars credited to its
Exchange Stabilization Fund account at
the New York Reserve Bank. This dollar
crediting is reflected as an increase in the
“special checking account of the Exchange
Stabilization Fund,” included in *“de-
posits: other” liability account, line 21.

On January 1, 1971, the United States
received its second SDR allocation from
the IMF—$716.9 million. A third alloca-
tion—3$710.2 million—was received on
January 1, 1972. No further allocations of
SDR have been made since 1972,

Cash

Coin and currency on hand in the Federal Reserve Banks and branches, except gold
certificates and Federal Reserve notes. Virtually all of this item is coin; held in very
small amounts are U.5. notes, which are still issued by the Treasury, and other
paper currencies, such as silver certificates, which are being retired.

The Consolidated Statement excludes all Federal Reserve notes issued by one
Reserve Bank and held by another Reserve Bank from this item and the liability
account “Federal Reserve notes” (line 17). The amount excluded appears in paren-
theses to the left of column 1, lines 3 and 17.

Loans*

Credit granted by the Federal Reserve Banks,** almost exclusively to member
banks, at the borrower's initiative.
The following types of loans may be made by Federal Reserve Banks:

To Member Banks

(1} Advances on the bank's promissory note secured by U.S. Government securities
or certain Federal agency obligations. Maximum maturity: 15 days.

(2) Discounts of eligible paper. Maximum maturity: 90 days.

(3) Advances on the bank’s promissory note secured by eligible paper or any ob-
ligations eligible for Federal Reserve Bank purchase. Maximum maturity: 90 days.

{(4) Discounts of certain bankers’ acceptances. Maximum maturity: 6 months.
(5) Discounts of agricultural paper. Maximum maturity: 9 months.

(6) Advances secured to the satisfaction of the Federal Reserve Bank. Maximum
maturity: 4 months. The interest rate charged on such loans cannot be less than
one-half percentage point higher than the prevailing discount rate.
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Seasonal Credit

In April 1973, the Federal Reserve established a new borrowing privilege for mem-
ber banks that demonstrate a seasonal need for funds and lack access to national
money markets. They can borrow for up to 90 days at the discount rate and renew
these loans if their seasonal need exceeds original expectations.

Borrowing under the seasonal privilege is ordinarily limited to the amount by
which banks' seasonal needs exceed 5 percent of average total deposits in the
previous calendar year.

Emergency Credit

Federal Reserve credit may also be extended for prolonged periods (such as for more
than eight weeks) to individual banks in exceptional circumstances, such as sus-
tained deposit drains, impaired access to money market funds, or sudden deteri-
oration in loan repayment performance. Under this category of lending, loans can
be in significant amounts {amounts that exceed, on average, the borrowing bank’s
required reserves, for example), but at a special, higher discount rate.

The purpose of the special rate, which cannot exceed the rate established for
emergency leans to nonmember banks, is to limit any advantage a bank might
obtain through borrowing from the Federal Reserve rather than from the money
market and to encourage the borrowing bank to make those adjustments in its op-
erations that will permit repayment of the loan in a reasonable period.

To Others

(1) Advances to foreign governments, central banks or monetary authorities secured
by gold. No maximum maturity is specified in the Federal Reserve Act.

(2) Advances to individuals, partnerships or corporations secured by U.S5. Govern-
ment or agency obligations. Maximum maturity: 90 days.

(3) In unusual and exigent circumstances, and when authorized by the Board of
Governors, discounts for individuals, partnerships or corporations of paper that
would be eligible for discounting if presented by member banks. No maximum ma-
turity is specified in the Federal Reserve Act.

Banks usually borrow on their own promissory notes secured by U.S. Govern-
ment securities.*** Under continuing lending agreements instituted by the Reserve
Banks in February 1971, member banks need not physically present a promissory
note. Borrowers may request an advance by telephone or wire. Many member banks
keep Government securities at their Reserve Bank or branch, thus making sure col-
lateral is always immediately available. Reserve Banks may grant an advance even
without physical possession of the collateral if distance or poer transportation
facilities would make actual delivery difficult. In these cases, member banks may
pledge as collateral securities held in a safekeeping account at another member
bank.

The interest rate the Reserve Banks charge on loans is called the **discount rate”
and is payable when the loan is repaid. The discount rate is always expressed in
annual terms (i.e., a 365- or 366-day year). However, interest charges are com-
puted on the basis of the number of days funds are actually borrowed. Thus,
charges on a 24-hour lean would amount to 1/365 of the discount rate. The dis-
count rate is fixed by each Reserve Bank, subject to review and determination by
the Board of Governors.

* Loans are “discounts’” or ‘“advances.”
“Discounts” are made when a member
bank presents customers' short-term com-
mercial, industrial, agricultural or other
business paper for rediscounting. “‘Ad-
vances” are loans made on the borrowing
bank's own promissory note secured by
Government obligations, paper eligible for
discounting or other satisfactory collateral.

** The granting of credit by Federal Re-
serve Banks is authorized and limited by
the Federal Reserve Act—basic provisions
are in Sections 10{v), 13 and 13(a)—and
regulated by the Board of Governors’
Regulation A.

*%% A maturity distribution of loans out-
standing on the statement date appears

continued on next page
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directly below the Consolidated Statement
on the H.4.1{a) release. Virtually all loans
appear in the first maturity category,
*within 15 days.”

A more refined distribution would show

two days, reflecting the borrowing pattern
of the large city banks which account for
most of the dollar volume. As a separate
group, the borrowing of country banks
clusters at seven or eight days.

the bulk of borrowings maturing in cne or

. Acceptances

a. Bought Ountright

Prime bankers’ acceptances bought outright by the Federal Reserve Bank of New
York for its own account.*

b. Held Under Repurchase Agreements

Prime bankers’ acceptances bought by the New York Reserve Bank for its own
account under agreements with nonbank dealers.** These agreements call for the
dealer to buy the acceptances back on a specified date (usually within 15 days) or
earlier at the dealer’s option. The Reserve Bank also has the right to require repur-
chase any time before maturity of the agreement, but this right is rarely exercised.

* Bankers’ acceptances are drafis or bills
of exchange that banks have “accepted” as
their own liabilities, in effect pledging their
credit on behalf of their customers. Those
acceptances of the largest and best known
banks are considered prime quality money
market instruments. In 1955, the Federal
Open Market Commitiee (FOMC) au-
thorized the Federal Reserve Bank of New
York to deal in prime bankers’ acceptances
for its own account.

The FOMC determines Federal Reserve
System policy on open market operations—
purchases or sales of U.S. Government
and Federal agency securities, bankers’
acceptances and foreipn exchange. The
Committee consists of the seven members of
the Board of Governors and five Reserve
Bank presidents.

The New York Reserve Bank conducts
open market operations for the Federal
Reserve System with about 25 primary

dealers in Government securities and
bankers’ acceptances. The manager of the
System Open Market Account is Execu-
tive Vice President in charge of the New
York Reserve Bank's open market opera-
tions and is appointed annually by the
FOMC to carry out its policy directives.
Ownership of the System Open Market
Account portfolic is allocated among all
the Reserve Banks, except for acceptances
and securities held under repurchase agree-
ments, which are carried on the books of
the New York Reserve Bank, On the Com-
bined Statement of Condition net pur-
chases or sales of securities are reflected in
proportional increases or reductions in the
security holdings of each Reserve Bank.

#* Dealers engaging in repurchase agree-
ments with the New York Reserve Bank
receive, in effect, short-term loans.

Federal Agency Obligations

a. Bought Outright

Federal agency obligations bought outright by the Federal Reserve Bank of New
York for the System Open Market Account. Federal agencies established by law
primarily to implement the Government’s farm and home lending programs, issue
obligations to finance their activities. Most agency securities are not guaranteed by
the U.S. Government but are direct obligations of the agencies.

A 1966 amendment to Section 14(b) of the Federal Reserve Act authorized Fed-
eral Reserve Banks to buy and sell Federal agency obligations., Until September
1971, however, the FOMC restricted the System Account manager to repurchase
agreements* when dealing in agency obligations. Authorization for outright pur-
chases and sales was given to-widen the base of System open market operations and
add breadth to the agency securities market,
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b. Held Under Repurchase Agreements

Federal agency obligations bought under repurchase agreemenits with nonbank deal-
ers in Government securities. Such agreements are used to provide a temporary and

self-reversing injection of reserves into the banking system,

* An agreement under which the System
Account manager buys a security from a
nonbank dealer under the condition that
the dealer repurchase the security on a
specified date (within 15 days), or earlier
at the dealer’s or the Federal Reserve's
optien. In April 1972, the FOMC author-

stitute competitive bidding when buying
securities under repurchase agreements.
Under competitive bidding, each dealer is
requested to present a schedule of rates the
dealer is willing to pay for various amounts
of credit. The System Account manager
selects the best bids presented.

ized the System Account manager to in-

. U.S. Government Securities: Bought Outright*

a. Bills

b. Certificates—Special**
Other

¢. Notes

d. Bonds

These lines give a breakdown of Treasury securities bought by the Federal Reserve
in the open market from primary dealers in Government securities, foreign official
accounts and the U.S. Treasury. Except for purchases in exchange for maturing
issues, direct purchases from the Treasury are infrequent, for very short periods,
and are for relatively small amounts.

The distinction between bills, certificates, notes and bonds is based essentially on
the maturity of the obligation. Bills are the shortest term Treasury obligation, are
sold at auction, on a discount basis, and may have maturities not to exceed one
year. Certificates—certificates of indebtedness of the Treasury, which would be
classified as “‘other’’—also may have maturities not to exceed one year but differ
from Treasury bills in that certificates carry an interest coupon. Notes, which also
carty an interest coupon, have maturities of not less than one year nor more than
seven years. While bonds may be issued in any maturity, they are generally issned
with maturities in excess of seven years. They are the longest term Treasury obliga-
tions. Coupon-bearing issues may be sold at auction or at a set price.

(A maturity distribution of U.S. Government securities held by the System Ac-
count on the statement date appears directly below the Consolidated Statement on
the H.4.1(a) release.)

* Securities purchased by the Federal Re- Reserve Banks for the amount of the loan

serve are carried on the books at maturity
value. See “‘other assets” (line 15) and its
footnote for the treatment of any premiums
paid on securities purchased. See “other
liabilities™ (line 24) and its footnote for the
treatment of securities purchased at dis-
count,

*#%# When the Treasury borrows directly
from Federal Reserve Banks, it issuves
"special certificates of indebtedness’ to the

and receives a corresponding increase in its
general account (line 19). Such borrowing
is done infrequently and almost exclusively
to cover overdrafts on the Treasurys
accounit with the Federal Reserve Banks
immediately before quarterly tax payment
dates, when the Treasury’s balances are
low and a large inflow of funds is scon to
take place. Such borrowing is recorded on
the “certificates—special” line (line 7b).

. Total Bought Qutright

The sum of lines 7a, b, ¢ and d.*

footnotes on next page
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* Included in the total are Government se-
curities loaned to dealers. Such loans are
made to facilitate deliveries of securities by
the dealers. These loans are fully secured
by other Government securities the dealers

pledge with Reserve Banks. The amount of
such loans cutstanding Wednesday night is
indicated in a footnote to the Consolidated
Statement.

9, U.S. Government Securities: Held Under Repurchase Agreements

U.S. Government securities (defined in line 7) purchased from nonbank dealers
under an agreement calling for the seller to repurchase them on a specified date
(within 15 days) or earlier at the dealer’s or the Federal Reserve's option.

10, Total U.S. Government Securities*

The sum of lines 8 and 9.

* Securities held by the Reserve Banks
may be sold to dealers under a matched
sale-purchase agreement (so called “reverse
repos”). The dealers are required to setl
the securities back to the Reserve Banks on
the date specified in the agreement.
Typically, these contracts mature in a day

or two. Quistanding matched sale-pur-
chase transactions on the date of the state-
ment are indicated in a footnote. If a trans-
action has not been completed by Wednes-
day evening, the statistics include the
“'sale.,” The purchase is included the fol-
lowing week.

11. Total Loans and Securities

The sum of lines 4 (loans), 5a and b (acceptances bought outright and held under
repurchase agreements), 6a and b (Federal agency obligations bought outright and
held under repurchase agreements) and 10 (total U.S. Government securities).

12. Cash ltems in Process of Collection

Checks and any other item payable on demand which the Federal Reserve accepts as
a cash item {e.g., matured corporate and municipal coupons presented by banks,
negotiable orders of withdrawal) that have been received by Federal Reserve
Banks and, on the date of the statement, are being collected, including those being
transported to the banks on which they are drawn. Government checks, postal
money orders and food coupons, although classified as cash items, would not be
included here since such items are debited to the Treasury’s account on the day

received.

(In the Consolidated Statement, cash items in transit from one Federal Reserve
Bank or branch to another are eliminated from ‘“‘cash items in the process of col-
lection™ and from ‘‘deferred availability cash items™ to avoid double counting of
items in the process of collection within the System. The amount appears in paren-
theses to the left of column 1, lines 12 and 23.)

13. Bank Premises

The value of the land and buildings of the Federal Reserve Banks and branches, less
an allowance for depreciation on the buildings.

14. Operating Equipment

The total value, less an allowance for depreciation, of the equipment of the Federal
Reserve Banks and branches with an individual book value of $10,000 or more, such
as computers. (Equipment with a book value of less than $10,000 is counted in the

Federal Reserve Banks' current expenses.)
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15.

16.

17.

Other Assets*

Miscellaneous assets, including accumulated interest** and other accounts receiv-
able, premiums paid on securities bought,**# and assets denominated in foreign

currencies such as those acquired through “swap" drawings.**%#

The last item is listed separately in the Consolidated Statement that appears in

the Federal Reserve Bulletin.

* Since October 8, 1974, this item has
included a Federal Reserve Bank of New
York loan to the Federal Deposit Insur-
ance Corporation (FDIC). The FDIC, as
receiver for Franklin National Bank, as-
sumed the Federal Reserve loan to the in-
solvent bank, amounting to $1.723 billion,
and agreed to repay the Federal Reserve
over a three-year period as collateral sup-
plied by Franklin to back the lean was
liquidated.

** This item represents the daily accumu-
lation of accrued interest earned on: Gov-
ernment securities owned, Government
securities held under repurchase agree-
ments, loans made to member banks, loans
made to central banks and foreign cur-
rency investments.

*#%4 The amount paid by the Federal Re-
serve above the face value of the securities
it has purchased. Each day part of this
amount is amortized into earnings. (This
item is decreased and the “other capital
accounts” (line 28) decreased by an equal
amount.) This amortization is at a uniform
tate to exhaust the premium on the matu-
rity date of each security.

A security purchased at a premium is

treated on the books in this way because at
maturity the Federal Reserve collects only
the face amount of the security (i.e., over
the life of the security its value gradually
declines).

The premium paid on securities bought
under repurchase agreements is not amor-
tized. The premium is, in effect, paid back
to the Federal Reserve when the securities
are repurchased by the dealer. The nego-
tiated price includes the premium.

*4* A “swap” drawing is a reciprocal
credit exchange between the Federal Re-
serve and a foreign central bank where the
foreign central bank exchanges on request
its own currency for dollars up to a
maximum amount over 4 limited period of
time, such as three months or six months.
In a swap drawing, the “other assets” item
is increased and the *'deposits: foreign”
liability item (line 20) increased by an
equal amount. For an explanation of the
use of swap drawings since 1962, see the
semiannual reports of “Treasury and
Federal Reserve Foreign Exchange Opera-
tions,” which appear in the Federal Re-
serve Bulletin and the Federal Reserve
Bank of New York Monthly Review usually
in March and September of each year.

Total Assets

The sum of lines 1 (gold certificate account), 2 (SDR certificate account}, 3 (cash),
11 (total loans and securities}, 12 (cash items in process of collection), 13 (bank
premises), 14 (operating equipment} and 15 (other assets).

Liabilities

Federal Reserve Notes

The total amount of Federal Reserve notes in circulation, including those held in
commercial bank vaults and those held by the U.S. Treasury, This item excludes
notes held in the vaulis of Reserve Banks and branches and canceled notes for-
warded to the Treasury for destruction. (In the Consolidated Statement, the notes of
one Reserve Bank held by another Reserve Bank are eliminated. The amount ap-
pears in parentheses to the left of column 1, lines 3 and 17.)

11
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18. Deposits: Member Bank Reserve Accounts

Demand balances in reserve accounts of member banks.

19. Deposits: U.S. Treasury—General Account

21.

22

Demand balances in the general checking account of the Treasury with Federal
Reserve Banks and branches. Virtually all of the U.S. Government’s disbursements
are made from these accounts.*

* The Treasury maintains part of its op-
erating cash balance in “Tax and Loan”
accounts at about 13,000 commercial
banks. A portion of tax receipts and, on
occasion, funds from the sale of new
Treasury obligations are deposited by the
Treasury in these accounts to moderate the

impact of Treasury borrowing and tax col-
lections on bank reserves. As funds are
needed for disbursements, the Treasury
issues ‘‘calls” to commercial banks—
through the district Reserve Banks—direct-
ing them to transfer funds to the Treas-
ury’s account at the Reserve Banks.

. Deposits: Foreign*

Demand balances of foreign central banks, the Bank for International Settlements,

and a few foreign governments.

* While transactions for these accounts
are handled by the New York Reserve

Bank, the deposit liabilities are allocated
among all Reserve Banks.

Deposits: Other

Includes demand balances of international organizations such as the International
Monetary Fund (IMF), United Nations, and International Bank for Reconstruction
and Development (World Bank); the special checking account of the Exchange
Stabilization Fund;* demand balances of “Edge Act” (international banking and
financial) corporations held as reserves;** and demand balances of certain U.S.

Government agencies.

* The account that holds the dollars cred-
ited to the Exchange Stabilization Fund in
monetizing SDR {see asset item, “special
drawing rights certificate account” line 2
and corresponding footnote).

*# The "“Edge Act” is the 1919 amend-
ment to the Federal Reserve Act—Sec-
tion 25(a)--that empowers the Board of
Governors to charter corporations for the
purpose of engaging in the financing of in-
ternational commerce. The amendment is

commenly referred to as the “Edge Act”
after its spensor, Senator Walter E. Edge
of New Jersey. Edge Act corporations are
granted certain powers subject to rules and
regulations of the Board of Governors.
Regulation K, first issued by the Board in
1920, governs Edge corporation activities.
The regulation specifies that deposits of
such corporations are subject to reserve re-
quirements and their required reserves
must be held in cash or in demand bal-
ances at Federal Reserve Banks.,

Total Deposits

The sum of lines 18 {member bank reserves), 19 (U.S. Treasury—general account),

20 (foreign) and 21 (other).
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23. Deferred Availability Cash Items

Checks and other cash items (see Iine 12 under assets) that, although received by the
Reserve Banks, are not due to be credited for one or two days to the accounts of the
depositing banks. The Reserve Banks defer credit according to a schedule that al-
lows time for out-of-town checks to be mailed or carried to the banks on which they
are drawn. After a maximum of two business days, the member bank’s reserve
account is credited whether or not the item is collected from the bank on which it is

drawn.

24. Other Liabilities and Accrued Dividends

Includes liabilities for statutory dividends on paid-in Federal Reserve Bank capital
stock (all owned by member banks} accrued between semiannual payment dates (the
last business day of June and December); unearned discount on securities bought
outright,® sundry items payable, and accrued expenses.

* The amount paid by the Federal Reserve
below the maturity value of the securities
and bankers' acceptances it has purchased.
Each day part of this amount is trans-
ferred to the earnings account to eliminate
the discount on the maturity date. (This
item is decreased and the “‘other capital
accounts” item (line 28) increased by an
equal amount.)

A security or acceptance purchased at a
discount is treated on the books this way
because at maturity the Federal Reserve
collects more than it paid for the instru-
ment. Thus, the difference between what it
paid and what it will receive at maturity
represents a discount not yet earned.

The discount on securities bought under
repurchase agreements is not accumulated
into earnings. It is paid back to the dealer
when the securities are repurchased from
the Federal Reserve.

The discount on acceptances bought un-
der repurchase agreements is treated dif-
ferently. It is accumulated daily into earn-
ings—the ‘‘other capital accounts” item
(line 28)—to eliminate the discount on the
termination date of the repurchase agree-
ments. If the dealer repurchases an accept-
ance before termination, the Federal Re-
serve gives a rebate of the remaining
discount.

25. Total Liabilities

The sum of lines 17 (F.R. notes), 22 (total deposits), 23 (deferred availability cash
items) and 24 (other liabilities and accrued dividends).

Capital Accounts

206, Capital Paid In

Amount paid for Federal Reserve Bank capital stock. All member banks are share-
holders by law (Federal Reserve Act, Section §) and must subscribe to shares of
the Reserve Bank of their district in an amount equal to 6 percent of their own paid-
up capital stock and surplus. Of this amount, one-half (3 percent} must be paid in
and one-half (3 percent) remains subject to call by the Board of Governors. When a
member bank changes its own capital or surplus, its ownership of Reserve Bank

stock must be altered accordingly.

27. Surplus

After necessary expenses are paid and the statutory cumulative 6 percent dividend
on the paid-in capital stock is met, Reserve Banks are required by law to pay the net
earnings into a surplus fund. (At the end of 1964, the Board of Governors

continued on next page
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28.

29.

concluded that the growth of the capital, accumulated surplus and net earnings
of the Reserve Banks warranted halving the surplus of the Reserve Banks from the
total of subscribed capital, (6 percent) to the level of paid-in capital (3 percent). (See

item 26.)

Other Capital Accounts

Unallocated net earnings since the last payment of dividends to stockholders® and
payment of interest to the Treasury on Federal Reserve notes outstanding . **

* Dividends are paid in semianaual in-
stalments, on the last business day in June
and the last business day in December.

** Each Reserve Bank pays part of its ac-
cumulated net earnings to the Treasury as
“interest on Federal Reserve notes out-
standing™ on the second business day of
each month, except in January when
payments are made on the first business
day. The payments reduce this account and
increase the U.S. Treasury’s general ac-
count (line 19) at the Reserve Banks., Sec-
tion 16 of the Federal Reserve Act grants
the Board of Governors authority to levy an
interest charge on outstanding Federal
Reserve notes not fully covered by gold

certificate reserves, This authority has been
used since 1947. The purpose of the inter-
est charge is to transfer to the Treasury any
excess earnings of the Reserve Banks after
expenses, dividends and adjustments that
are necessary to make surplus equal to
paid-in capital. Prior to 1933, each Re-
serve Bank was required to pay a franchise
tax to the Government, which accom-
plished the same end. From 1933 to 1946,
the Reserve Banks did not transfer excess
earnings but used these earnings to restore
their surplus accounts, which had been
depleted by mandatory purchases of the
capital stock of the Federal Deposit Insur-
ance Corporation (FDIC} in 1933.

Contingent Llability on Acceptances Purchased for Foreign Correspondents

The total amount of the Reserve Banks’ liability on acceptances purchased for the
accounts of foreign central banks. This potential liability arises from the Reserve
Banks' guaraniee that such acceptances will be paid at maturity.*

* On November 22, 1974, the Board of
Governors terminated the System guaran-
tee on acceptances purchased by the New
York Bank for official foreign accounts.

The practice of guaranteeing accept-
ances was adopted more than fifty years
ago in conjunction with reciprocal rela-
tionships with other central banks. It was
designed to help encourage the develop-
ment of acceptance financing in the United
States and to provide an investment outlet
for the funds of foreign monetary authori-
ties. The acceptance market subsequently
became well established. Foreign holdings
of guaranteed acceptances, after remaining
stable at moderate levels for many years,
rose rapidly in 1974, increasing by $1.5
billion to over $2 billion in the first ten
months of that year.

The Board’s action reflected concern
over the desirability of continuing the
Federal Reserve's guarantee, which had
been likened to a United States Govern-
ment guarantee, on a private credit instru-
ment purchased by foreign central banks
and monetary authorities.

Until 1921, the Federal Reserve did not

charge central banks for its guarantee (in
effect, an insurance service). Maintaining a
demand deposit with the Federal Reserve
was considered sufficient compensation.
This policy was changed when the Nether-
lands Bank contended that maintaining a
demand deposit was an arbitrary form of
payment. From 1921 to 1974, a commis-
sion was charged for the guarantee. The
charge was Y4 of 1 percent on the face
amount of the acceptance until 1926; ¥
of 1 percent after 1926.

The Federal Reserve had to make only
one payment under the guarantee. During
the U.S. banking crisis in 1933, the System
assumed the liability for $634,000 of un-
paid acceptances from foreign accounts.
These acceptances were all collected in full
in 1933 and 1934, The Federal Resetve's
*loss” consisted of $136.50 in uncoltected
protest fees and $6.00 in interest.

Although this item appears below “‘cap-
ital accounts,” it is really a memorandum
item not included when balancing “total
assets’’ with “total Fabilities and capital
accounts.”
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Factors Affecting Bank Reserves

This release—H.4.1—itemizes the factors affecting member bank reserves that stem
from the monetary activities of the public, the Treasury, the banks themselves and
the Federal Reserve. The release is a rearrangement of the Consoclidated Statement
of Condition of all Federal Reserve Banks, plus a partial Treasury balance sheet
containing the Treasury’s monetary accounts. It is divided into two sectious: one
showing the factors supplying bank reserves; the other, the factors absorbing re-
serves. Increases in factors supplying reserves (e.g., securities bought by the System
account, member bank borrowings) produce increases in bank reserves and
decreases produce declines. Increases in factors absorbing reserves (e.g., currency
in circulation) produce declines in bank reserves and decreases produce increases.

A separate section, “member bank reserves,” shows the net effect of all factors
on total, required, and excess reserves of member banks.

This statement shows averages of daily figures for the statement week, which are
more useful for analyzing the causes of changes in bank reserves than figures for a
specific date. The right hand column, which gives Wednesday night figures, can be
traced directly to the Consolidated Statement. The monthly Federal Reserve Bulle-
tin contains a time series on factors affecting reserves showing daily averages for
each week and each calendar month as well as Wednesday night and last-day-of-
month figures.
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16 Contents

Line Page
30a 17 .
Factors Affecting Bank Reserves and
30b 17 Condition Statement of F.R. Banks
3la 17 R.b4.1 For immediste release
July 24, 1975
3ib 17
32a 17
Averages of daily figures
Member bank reserveas, Week ended] Change from week ended|Wednesday
32h 17 Resaerve Bank credit, July 23, July 16, July 24, July 23,
and related items 1975 * 1875 1674 1675 *
Reserve Bank credit; if {In millions of dollara) 2737
U.8. Goveroment securlties--
33 17 Bought outright«=-System account 82,766 + 587 + 2,191 82,548
Held under repurchase agreaements 117 - 90 - 18 820
34 17 Faderal Agency obligations--
Bought outright 5,084 -- + 1,506 5,081
Held under repurchase agreements an + 3 - 111 211
35 18 Acceptanceg==
Bought outright 680 - & -+ 512 673
Held under repurchase agreements 11 + 11 - 48 78
36 18 Loans~~
Tatal member bank borrowing 382 + 180 - 3,259 1,999
Includes gseasonal borrowing of: 1% + 3 - 136 21
37 18 Other borrowing - -- - --
Float 1,859 - 257 - la3 2,221
Other F.R, asssts 3,122 + 72 + 1,725 3:200
38 19 Total Reserve Bank creditc 94,051 + 470 + 2,329 96,831
Gold Stock 11,620 -- + 53 11,620
\ Special Drawing Rights certif, aeccr. 500 - + 100 500
39 19 ———  Treasury currency outstanding 9,530 + 12 + 723 5,637
115,401 + 481 + 3,204 118,588
40 19 Currency in circulation «= 81,743 - 409 + 7.302 81,734
Treasury cash holdings % 370 - + '100 ’3?0
/Treasury deposits with F.E. Banks 1,370 + 172 - 1,35t 1,333
41 20 Foreign deposits wikh F,R. Banks 340 - 56 - 43 276
Other deposits with F.R, Banks 4/ 690 + 14 - 67 795
Cther F.R. liahilitles and capi?al 3,148 -+ 38 - 123 3,181
42 20 87,561 -2 + 5,81% 87,639
Member bank reserves;
With Federal Reserve Banks 28,240 + 721 - 2613 30899
43 20 Currency and cain 6,718 - 837 * ,154 6:?18
Total reserves held 14,958 + 86 - 2,459 37,617
Required reserves 34,693 - 106 - 2,609 34,692
44 20 Excess reserves 265 + 142 + 150 2,924
NOTE: A net of $20 mlllion of surplus reserves were eligible to be carried forward
45 20 from the week ended July 16, into the week ending July 23.
On July 23, 19753, marketgble U.S5. Government securities held in custedy by
the Federal Reserve Banks for foreign and international accounts were $41,423
46a 20 million, an increase of $368 million for the week.
1/ Netdof1$462hmilli_cn, daily everage, matched sale-purchase transactions outatanding
urlng the statement week.
46b 20 2/ E=xcludes $438 million of seecurirfes sold, and scheduled ko be bought back, under
matched sale=purchase transactions.
3/ 1Includes 5112 million securities loaned--fully secured by U,5, Covernment securities
47 20 pledged with Federal Reserve Banks.
4/ Includes $6 miliion of certain deposits of foreign-owned banking institutions held
with member banks and redeposited in full with Federal Reserve Banks in connection
48 20 ;-lth v?lunta!y patticigation by non-member institutiona in the Federal Reserve
ystem's program of credit restraint.
** Estimated (Treasury's Pigures).
49 21 * Estimated (San Franclsco District).
50 21
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30a.

30b.

31a.

31b.

32a.

32b.

33.

34.

Reserve Bank Credit:
U.S. Government Securities—Bought Qutright—System Account
Equals line 8 of Consolidated Statement.

U.S. Government Securities—Held Under Repurchase Agreements*
Equals line 9 of Consolidated Statement.

* Repurchase agreements supply reserves purchase agreements call for dealers to buy
for only a limited period of time since re- back the securities within 15 days.

Federal Agency Obligations—Bought Outright
Equals line 6a of Consolidated Statement.

Federal Agency Obligations—Held Under Repurchase Agreements
Equals line 6b of Consolidated Statement.

Acceptances—Bought Outright
Equals line 5a of Consolidated Statement.

Acceptances—Held Under Repurchase Agreements
Equals line 5b of Consolidated Statement.

Loans

a. Total Member Bank Borrowing
b. Includes Seasonal Borrowing of:
¢. Other Borrowing

The sum of lines 33a, b and ¢ equals line 4 of Consolidated Statement.

“Includes seasonal borrowing of” refers to the borrowings by member banks
from Federal Reserve Banks to meet specific seasonal needs for funds. (For an
explanation of this item, see line 11 of Weekly Summary of Banking and Credit
Measures.)

“QOther borrowing” refers to the borrowing of foreign monetary authorities, in-
dividuals, partnerships or corporations. (For an explanation of this item, see line 4
of Consolidated Statement.)

Float

Checks sent to the Reserve Banks for collection are credited to the depositing bank’s
reserve account according to a schedule that allows time for the checks to be pre-
sented to the banks on which they are drawn. The maximum deferral is two busi-
ness days. The member bank’s account is credited whether or not the checks have
reached the banks on which they are drawn. Because it may take longer than two
days to process and collect some checks presented for collection, some member
banks receive credit in their accounts for these checks before the banks on which the
checks are drawn lose reserves. This “extra”™ amount of reserves in the banking
system is called Federal Reserve float.

continted on next page
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35.

36.

37.

The volume of Federal Reserve float is computed by subtracting deferred avail-
ability cash items from cash items in process of collection (line 12 less line 23 on the
Consolidated Statement of Condition). Line 12 represents the total amount of items
that are in the process of collection. Line 23 represents the amount that is not yet
credited to a reserve account. The difference, therefore, represents the amount of

items that the Federal Reserve has not yet collected but has already credited.

Other F. R. Assets*

The sum of other assets, bank premises and operating equipment (equals lines 13,

14 and 15 of Consolidated Statement).

* The most notable changes in this ac-
count are (1) the accrual and payment of
interest earned on assets and (2) the buying
and selling o foreign currencies.

(1) As the Federal Reserve Banks ac-
crue interest on assets such as Government
securities and loans to member banks,
there is no net reserve effect since the ac-
crual entry in this asset account is offset by
an equivalent rise in “other capital ac-
counts.” When the Treasury pays the Fed-
eral Reserve Banks interest earned on their
Government securities holdings, the ae-
crued interest is deducted, resulting in a
decline in “‘other assets.” Deposits of the
U.5. Treasury (line 19 of Consolidated
Statement) are reduced by the same
amount, reflecting the Treasury’s payment
of the interest.

(2) Federal Reserve holdings of foreign
currencies are included in this account.
When the Federal Reserve buys foreign

currencies, “other assets’ increase and re-
serves of the commercial banking system
tend to increase. The Federal Reserve pays
with checks drawn on itself, Sellers deposit
these checks in U.S. banks, which send
them to a Federal Reserve Bank for pay-
ment. The Federal Reserve credits the
reserve accounts of the depositing banks,
thus increasing member bank reserves.

When the Federal Reserve sells foreign
currencies, “‘other assets” decrease and
bank reserves tend to decrease. Purchasers
pay by drawing on balances at banks in
this country. Upon receipt of payment, the
Federal Reserve reduces the reserve
account of the banks on which the checks
are drawn.

System purchases and sales of foreign
currencies are made by the Federal Re-
serve Bank of New York, usually on be-
half of, or in cooperation with, foreign
central banks. New York City banks with
overseas branches are the primary market
for System purchases and sales.

Total Reserve Bank Credit

The sum of lines 30a through 35 inclusive.

Tatal Reserve Bank credit is the sum of factors affecting member bank reserves
that are under the control of the Federal Reserve.

The System exercises its most direct controls on two components of Reserve Bank
credit—its holding of securities and its lending to member banks. The other com-
ponents—Federal Reserve float and other Federal Reserve assets—are controlled

less directly.

Gold Stock*

The “monetary” or “Treasury” gold stock of the United States.

Consists of:

(a) Monetized gold—measured by the total of gold certificate credits issued by
the Treasury to the Federal Reserve Banks (line 1 of Consolidated Statement).
(b) Nonmonetized gold—against which no gold certificate credits have been

issued by the Treasury.**

Only changes in the Treasury gold stock affect bank reserves.¥**
The value of the gold stock is carried on the books of the Treasury at the of-
ficial U.S. Government gold price of $42.22 a troy ounce, established by Congress

in 1973.
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38.

39.

* From 1956 to 1972, the monetary or
Treasury gold stock included gold sold to
the U.S. by the International Monetary
Fund with the right of repurchase. During
this period, the IMF occasionally sold gold
to the U.S. for dollars wsed to purchase
income-earning U.S. Treasury securities.
Under the terms of these sales, the same
quantity of gold could be repurchased by
the IMF upon termination of the invest-
ment. In February 1972, both parties
agreed to end this arrangement and the
U.S. “sold” back to the IMF the $400 mil-
lion in gold {at $35 per ounce) acquired
undet these transactions.

From 1965 to 1972, the monetary or
Treasury gold stock included the $144
million gold deposit of the IMF at the
Federal Reserve Bank of New York. In
February 1972, that gold deposit was also
turned back to the IMF.

#** See footnotes to line 1 of Consolidated
Statement for additional information on

Treasury monetization and nonmonetized
gold.

*%% The Treasury gold stock differs from
the “total” gold stock of the United States.
The total gold stock, which is published
monthly in the Federal Reserve Bulletin
with 2 one-month lag, comsists of the
Treasury gold stock plus gold in the
Exchange Stabilization Fund, a Treasury
account used for stabilization operations in
foreign exchange markets and as a conduit
for offical purchases and sales of goid. In
December 1974, the Treasury monetized
all of the remaining gold in its Exchange
Stabilization Fund. Since then, there has
been no numerical difference between the
two gold stock measures.

Both the Treasury and tofal gold stock
measures exclude:

(a) The United States’ gold subserip-
tion to the International Monetary Fund.

(b) Gold held under earmark at the
Federal Reserve Bank of New York for
foreign and international accounts.

Special Drawing Rights Certificate Account
Equals line 2 of Consolidated Statement.

Treasury Currency Outstanding

Consists of coin and that currency for which the United States has legal respon-
sibility (but not including Federal Reserve notes) held by the public, financial in-
stitutions, Federal Reserve Banks* and the Treasury itself.

This item consists primarily of coin.** The only United States currency cur-
rently authorized for issue is United States notes, The books of the Treasury carry
approximately $323 million of United States notes outstanding; the amount of such
notes outstanding may not be increased beyond this sum. Included in Treasury
currency outstanding, however, are outstanding currencies no longer being issued
and currencies originally issued by Federal Reserve Banks and national banks for
which the United States has assumed liability. These currencies include Federal
Reserve notes issued before July 1, 1929 (large size), Federal Reserve Bank notes,
national bank notes, gold certificates issued before the 1934 series, silver certificates
and Treasury notes of 1890.

* Excludes gold certificates, series of 1934,
which are issued only to Federal Reserve
Banks and are not in circulation.

** Includes a very small amount of stan-
dard silver dollars.

. Currency in Circulation

The amount of currency and coin held cutside the Treasury and the Federal Reserve
Banks. This item consists primarily of Federal Reserve notes issued on and after
July 1, 1929 by the Federal Reserve Banks. This total includes cash held in the
vaults of all commercial banks.*

of all commercial banks must be sub-
tracted from currency in circulation.

* To obtain the “currency outside banks”
component of the money supply, vault cash

19



20 41. Treasury Cash Holdings*

Any currency and coin held by the Treasury in its own vaults. Includes silver bul-
lion, silver dollars and nonsilver coinage metal.

* The Treasury cash holdings item repre- disposal without writing checks on its
sents the funds that the Treasury has at its Federal Reserve or Tax and Loan accounts.

42. Treasury Deposits with F.R. Banks
The U.S. Treasury—general account (line 19 of Consolidated Statement).

43. Foreign Deposits with F.R. Banks
Equals line 20 of Consolidated Statement.

44. Other Deposits with F.R. Banks
Equals line 21 of Consolidated Statement.

45. Other F.R. Liabilities and Capital

The sum of capital, surplus, other capital accounts, and accrued dividends (lines
24, 26, 27 and 28 of Consolidated Statement).*

* To interpret changes in this account, see
line 28 of Consolidated Statement and the
corresponding footnote on page 14.

46a. Member Bank Reserves: With Federal Reserve Banks

Demand balances of member banks with their district Reserve Banks.
This item is the difference between all the factors supplying reserves (lines 30a
through 39) and all the factors absorbing reserves (lines 40 through 45),

46b. Member Bank Reserves: Currency and Coin

Currency and coin held by member banks in their vaults or being transported to or
from a Federal Reserve Bank.

The figures on the H.4.1 release are estimates and are based on close-of-business
figures for the seven-day reserve computation period (Thursday through Wed-
nesday) two weeks prior to the statement date.

47. Total Reserves Held
The sum of lines 48 and 49.

48. Required Reserves

The amount of reserves member banks must hold against their net demand de-
posits,* time and savings deposits,** and certain other liabilities, such as
Eurcodollar borrowings,*** and funds received from affiliates’ sales of commer-
cial paper. ¥¥%*

Required reserves are calculated by applying the percentages set by the Board of
Governors (Regulation D) to the classes of liabilities noted above. These percent-
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ages are applied to the average daily close-of-business balances for a seven-day
period Thursday through Wednesday.

To aid member banks in determining the amount of reserves required against
these classes of liabilities, in any given statement week, the Board of Governors in
September 1968 authorized member banks to use the average daily figures com-
puted two statement weeks earlier. Thus, reserves required in any given week are
based on averape daily liability data for the period ending two weeks earlier. The
same procedures apply to a member bank’s use of vault cash to meet reserve
requirements.

A member bank may carry forward an excess or deficiency of reserves of not
more than 2 percent of the amount required into the following statement week. The
net amount of carryovers into the current statement week is reported in the first
footnote at the bottom of the H.4.1 release.

If a member bank’s reserves are still deficient, the bank becomes subject to a
penalty on the deficiency at a rate 2 percentage points above the discount rate.

* Net demand deposits equal total demand
deposits minus cash items in the process of
collection and demand balances due from
domestic commercial banks.

** Time deposits consist of:

(a} certificates of deposit—deposits evi-
denced by negotiable or nonmnego-
tiable instruments providing for a
maturity not less than 30 days after
the date of deposit.

{b) time deposits open account—bal-
ances which may be added to or
withdrawn in accordance with a
written contract providing that ma-
turity shall not be less than 30 days
after the date of deposit.

(e) savings deposits—deposits of indi-
viduals, certain nonprofit organiza-
tions, the United States, or any
state or political subdivision thereof
with respect to which the bank may
require that 30 days’ notice of with-
drawal be given. This provision is
not generally invoked.

Savings deposits have no speci-
fied maturity. Al other time de-
posits mature at a specified date or

at the expiration of a specified peri-
od of time, and any withdrawal be-
fore maturity results in a substantial
interest penalty.

*+% BEurodollars are dollar deposits with
U.S. and foreign banking offices outside
the United States. When these funds are
borrowed by member banks—essentially
the large banks with overseas branches—
the member banks enter the receipt of the
funds on their books as “liabilities due to
foreign branches.”” Such liabilities (Euro-
dollar borrowings) are subject to a reserve
requirement. A reserve requirement also
applies to assets acquired by the overseas
branch of a member bank from domestic
offices of the member bank and loans
made by the overseas branch of a member
bank to U.S. residents,

®#xk A corporation that controls a mem-
ber bank (a bank holding company) can
acquire ownership of certain nonbank
businesses closely related to banking. If the
hoiding company or a nonbank affiliate
borrows funds and makes the funds avail-
able to the member bank, these funds are
subject to a reserve requirement.

21

49. Excess Reserves

This item is computed by subtracting required reserves from total reserves. Excess
reserves represent the funds banks have that can be invested in earning assets.

50. Note:

The Federal Reserve holds deposit balances, U.S. Government securities and ear-
marked gold as a service for foreign governments, central banks, and official inter-
national and regional organizations.

Marketable U.S. Government securities (only Treasury bills, certificates of in-
debtedness, notes and bonds, including repurchase agreements in these securities)
held in custody for these accounts as of the previous day (Wednesday) and the
change in holdings for the week are reported in a footnote to the H.4.1 release.

continued on next page
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The Federal Reserve also holds in custody for these foreign and international
accounts “‘nonmarketable”™ U.S. Government securities payable in dollars and in
foreign currencies. These holdings are not reported on the H.4.1 release. However,
the month-end total of marketable and nonmarketable U.S, Government securities
held in custody is reported in the Federal Reserve Bulletin with a one-month lag.
Nonmarketable securities cannot be sold by one official account to another or sold
in the open market. They can be purchased from and redeemed by the Treasury
only.




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

Weekly Condition Report
of Large Commercial Banks

This section of the giossary explains the terms used in three different Federal Reserve
statements whose format and items are substantially identical. These are:

1. Weekly Condition Report of Large Commercial Banks and Domestic Subsidiaries,
the H.4.2 statistical release of the Board of Governors of the Federal Reserve
System,

2. Weekly Condition Report of Large Commercial Banks in New York and Chicago,
the H.4.3 statistical release of the Board of Governors,

3. Assets and Liabilities of 12 Weekly Reporting Bauks in New York City, the re-
lease of the Federal Reserve Bank of New York,

The defined items are treated as they appear in the statements. For ease of refer-
ence each of the items in the sample statement (page 24) is indexed by page number.

The Board's H.4.3 statement, released each Thursday afternoon, shows in aggre-
gate the principal assets and liabilities of weekly reporting banks in New York City
and Chicago separately as of the preceding night. Changes in the accounts from a
week earlier and a year earlier are also shown by city.

A report on the assets and liabilities of the 12 weekly reporting banks in New York
City as of the preceding night is released simultaneously by the Federal Reserve Bank
of New York.

Each Wednesday, the Board of Governors, in its H.4.2 release, reports asset and
liability data for weekly reporting banks in all Reserve districts as of the prior Wed-
nesday. In addition to countrywide totals, the statement provides totals by Reserve
district for each of the reported assets and liabilities.

The aggregate condition statements of reporting banks in New York City, report-
ing banks ouiside New York City and all reporting banks in the country are published
with a one-month lag in the Federal Reserve Bulletin. Data are given for each week
of the month, each week of the prior month and each week of the like month a
year earlier.

The “Large Commercial Banks™ referred to in the H.4.2 and H.4.3 releases are
banks that had total deposits of $100 million or more on December 31, 1965.
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1.

»

Assets

Total Loans and Investments, (gross)

The total book value* of loans, discounts*#* and investments, before deductions of
reserves for bad debt losses; the sum of lines 2, 3, 15 and 16. These items are the total
principal earning assets of reporting banks,

* Book value is the value carried on the
books of reporting banks. All banks do not
use the same internal accounting methods
(i.e., treat identically discounts received
and premiums paid on securities, discount
loans and fixed assets). However, for re-
porting purposes, banks are requested to
make adjustments so reported book value
of securities and loans reflects face or ma-
turity value, and reported book value of
fixed assets reflects cost less depreciation.

*% Discounts are distinguished from loans
on the basis of whether interest is paid when
the credit is extended or when it is repaid.
Interest on a “loan” is paid at maturity or
in instalments during the life of the loan.
Interest on a “discount” is deducted at
the time the loan is made.

Federal Funds Sold and Securities Purchased Under Agreements to Resell—Total

Transactions that involve the sale of immediately available funds for one business
day* are *'Federal funds” transactions. Purchases of securities under agreements to
resell (RPs)** made in immediately available funds for one business day are also
considered “‘Federal funds’ transactions. All sales of “‘Federal funds™ are reported
here. However, banks also report two other types of transactions in this item that are
not considered “Federal funds™ transactions. They are:

(1) RPs, other than those made in immediately available funds for one business day,

regardless of the maturity of the agreement to resell, and
(2) Purchases of participations in pools of securities,

Thus, the data in this item are the sum of all of the transactions cited above, that

are made with:

a. Commercial Banks
Domestic commercial banks.

b. Brokers and Dealers

Brokers and dealers in U.S. Treasury securities and dealers in other securities,

Imvolving U.S. Treasury Securities

RPs involving direct obligations of the U.S. Treasury and Federal funds sold to

brokers and dealers.
Involving Other Securities

RPs involving other securities, such as Federal agency securities and state and local

government obligations.
¢, Others

Any firm, institution or organization other than a domestic commercial bank or secu-
rities broker or dealer, except foreign branches of reporting banks.

* Transactions made on Friday to mature
on Monday and those made the day be-
fore a holiday to mature the day after a
holiday are also included. Immediately
available funds sold under a continuing
contract are considered *“Federal funds™,
tut “term” Federal funds transactions—
those with maturities greater than one
business day—are not. Those transactions
are included in the appropriate loan cate-

gories by business of purchaser. Borrow-
ings and loans of immediately available
funds are referred to as “purchases” and
“sales” on bank balance sheets.

*% These agreements—called repurchase
agreements or RPs—involve the sale of
securities on condition that after a speci-
fied time the original seller will buy them
back at a predetermined price or yield.
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3. Other Loans—Total*

The sum of lines 4 through 14,

* Both the H.4.2 release and the release of
the Federal Reserve Bank of New York con-
tain a footnote reporting the amount, for
the prior Wednesday, of loans seld outright
by reporting banks to:

(1) Their own holding company (if the
holding company is not a bank),

(2) Nonbank subsidiaries of their own
holding company whose assets and
liabilities are not consolidated on a
line-by-line basis with the bank’s re-
port of assets and liabilities,

(3) Nenbank affiliates whose assets and
liabilities are not consolidated on a
line-by-line basis with the bank’s re-
port of assets and liabilities (for ex-
ample, companies directly or in-
directly owned or controlled by the
bank that provide data processing
services or that own the bank’s
property or branches),

(4) Nonconsolidated branches (branches
located outside the United States).

Loans sold outright to these institutions
are removed from reporting banks' loan

portfolios and, thus, are not entered as
“loans” in the appropriate categories in the
Weekly Condition Report. These loan sales,
however, are reported separately and ap-
pear in the footnote. Analysts often add
back these loan sales to the loan figures to
obtain a clearer picture of changes in bank
lending activity.

Loans sold under repurchase agreements
(where the bank agrees to buy back the loan
after a specified time) are reported in the
liability item “Borrowings—From Others”
(see line 29b). These loan sales are not in-
cluded in the footnoted data.

When a bank sells a loan outright, the
sale is treated on the books as an asset ad-
justment—one type of asset (a loan) is sold
for another type of asset (an increase in the
bank’s cash assets). However, when a bank
sells a loan under a repurchase agreement,
the sale is treated on the books as a form of
borrowing. Thus, the increase in cash assets
{funds received from the purchasing in-
stitution) is offset by a corresponding in-
crease in borrowing liabilities.

4, Commercial and Indusirial Loans

Loans to individuals, partnerships and corporations (other than financial institutions
and farmers) for business or professional purposes, including single payment and
instalment loans, whether secured or unsecured (except those secured by real estate).
This item also includes banks' holdings of their own and other bankers’ accept-
ances*, and commercial paper** purchased in the open market.

Commercial and industrial loans exclude the following “‘business” loans that are

counted in other items:
{1} Loans to farmers (line 3),

{2) Loans to companies that purchase or carry securities (line 6 or 7),

{3) Real estate loans (line 9),

(4) Loans to nonprofit organizations such as hospitals (line 14),
(5} Loans to companies that primarily extend credit for business or personal finance

(line 8),

(6} Commercial paper purchased from nonbank financial institutions (line 8).

* Bankers' acceptances are drafts or bills
of exchange that banks have “accepted”’ as
their own liabilities, in effect pledging their
credit on behalf of their customers.

*# Commercial paper is the designation for
unsecured, short-term negotiable promis-
sory notes issued by nonbank business in-
stitutions and sold to investors, usually
other companies.

5. Agricultural Loans

(1) Loans—secured® (except loans secured by real estate) and unsecured—to farm or
ranch owners, operators or tenants for any purpose associated with the maintenance
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or operation of a farm as a business or a home, including instalment purchases of
autos or other retail consumer goods,

(2) Farmers' notes purchased from, or discounted for, merchants.

* Includes loans secured by a commodity an agency of the Department of Agricul-
whose price the Commodity Credit Cor- ture, implements price support programs
poration {(CCC} is supporting. The CCC, for certain agricultural commodities.

. Loans to Brokers and Dealers for Purchasing or Carrying:

a. U.S. Treasury Securities
b. Other Securities

Secured and unsecured loans to securities brokers and dealers to enable them to pur-
chase or carry U.S. Treasury and Other Securities for their own accounts or for
customers. Also included are ““matched sale-purchase agreements” (reverse RPs) be-
tween the Federal Reserve and a reporting bank. Other securities include stocks,
bonds and obligations of Federal agencies.

Other Loans for Purchasing or Carrying:

a. U.S. Treasury Securities

b. Other Securities
(1) Secured or unsecured loans, or loan renewals, that enable borrowers (other than
brokers and dealers) to purchase or carry U.S. Treasury and Other Securities,
(2) Loans subject to the provisions of Federal Reserve Regulation U.#

Reporting banks determine whether loans were made to purchase or carry stocks
or other securities. For loans where stock, or securities convertible into stock, is used

as collateral, the banks must obtain statements from borrowers noting the purpose
of the loan. Those statements determine whether the loans are included in this item.

* Regulation 1 limits the amount of credit secured directly or indirectly by any stock
banks may extend to persons, other than or security convertible into stock. This
securities brokers and dealers, to purchase limitation is expressed as the maximum
certain stocks and securities that are con- loan value of the collateral.

vertible into those stocks, where the credit is

. Loans to Nonbank Financial Institutions:

Loans to organizations whose major business is extending credit for business pur-
poses, personal expenditures or the sale of insurance. Loans purchased from such
institutions under resale agreements and commercial paper purchased from such
institutions are also included. This item excludes loans to closed-end investment
funds (line 7), loans to brokers and dealers (line 6), and real estate loans (line 9).

Loans to nonbank financial institutions are separated into two categories: to sales
and personal finance companies and to all others.

a. Sales Finance, Personal Finance, etc.

(1) Loans to sales finance companies,
{2} Holdings of finance company commercial paper,
{3) Loans te personal finance and loan companies,
{4) Loans to factors,

b. Other

(1} Loans to real estate companies and mortgage lenders (except if secured by real
estate),

continued on next page
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10.

11.

12.

(2) Loans to mutual savings banks, credit unicns, savings and loan associations,
other similar associations, insurance companies and Federal lending agencies,

(3) Loans to investment companies that hold the stock of operating companies for
management or development purposes,

(4) Loans to regional or local industrial authorities that extend credit to relocating or
expanding business firms,

(5) Loans to real estate investment trusts,
(6) Loans to bank holding companies.

Real Estate Loans

Loans secured by mortgages, deeds of trust, land contracts or other liens on real
estate (in which the lending bank may acquire title to the property if certain obliga-
tions are not met). Real estate loans are the only loans classified by type of collateral.
Excluded are mortgage loans purchased from insurance companies, mortgage com-
panies or other lenders or investors under resale agreements. Also excluded are loans
to real estate companies, if the companies’ mortgages are not sold to reporting banks
but merely pledged as collateral (the borrower rather than the lending bank holds
the lien on the property). These loans are classified as loans to nonbank financial
institutions (line 8).

Loans to Domestic Commercial Banks

(1) Notes and other instruments representing loans to domestic commercial banks
and “‘Edge Act” corporations,*
(2) Loans purchased from domestic commercial banks or “Edge Act” corporations
under resale (repurchase) agreements,
(3) Sales of ““term™ Federal funds (i.e., sales of immediately available funds with a
maturity greater than one business day) to domestic commercial banks and “Edge
Act” corporations.

This item excludes one-day Federal funds sold by reporting banks to other banks,
securities purchased from other banks under resale (repurchase) agreements, and
purchases of participations in pools of securities, all of which are counted in line 2a.

* “Edge Act” corporations are chartered in 1919 through an amendment to the
by the Board of Governors to engage in Federal Reserve Act—Section 25{a)—called
financing international commerce. The the “Edge Act” after its sponsor, Senator
Board was given this chartering authority Walter E. Edge of New Jersey.

Loans to Foreign Comimercial Banks

Loans to foreign commercial banks (including foreign branches of other U.S. banks)
and other foreign financial institutions, such as savings banks, discount houses or
similar institutions, that accept short-term deposits—typically of one year or less.

Consumer Instalment Loans*

(1) Instalment loans to individuals, except farmers (see line 3), regardless of the size
of the loan or its maturity, for personal expenditures other than purchasing real estate
or securities,

(2) Credit extended to individuals under “bank credit,” “‘check credit,"” “revolving
credit, or similar plans where repayments may be made in instalments,

(3) Retail instalment paper purchased by banks from such firms as automobile
dealers and department stores.
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13.

14.

15.

16.

* To the extent that banks receive instal-
ment payments on consumer loans and do
not immediately reduce the amount of the
loans on their internal books, they ac-
cumulate such payments as “deposits” to

repay the loans at maturity. For purposes
of this report, however, “deposits” accu-
mulated for repayments of personal loans
are netted against this item.

Loans to Foreign Governments, Official Institutions, etc.

Loans to foreign governments, central banks, development banks, treasuries, ex-
change control offices, stabilization funds, naticnalized banks, banks owned by
foreign governments, and international institutions, such as the International Bank
for Reconstruction and Development (World Bank), and the Inter-American De-
velopment Bank.

Other Loans

Loans and discounts not classified in previous categories. Principal types are:

(1} Ordinary overdrafts* of demand deposit accounts,

(2) Demand loans and single-payment time loans to individuals (except farmers) for
personal expenditures,

(3) Loans to nonprofit institutions, such as churches, hospitals, schools, charities
and clubs.

according to their “‘purpose,” e.g., con-
sumer overdrafts under line of credit agree-
ments (line 12) and business overdrafts
under commercial and industrial loans
(line 4).

* An ordinary overdraft is the amount by
which a checkbook balance has been over-
drawn by a depositor through error. In ef-
fect, overdrafts are unsecured loans.
“Planned” or “advance agreement™ over-
drafts, like any other loans, are reported

U.S. Treasury Securities—Total
a. Treasury Bills
b. Treasury Certificates of Indehtedness
¢. Treasury Notes and U.S. Bonds Maturing

Within 1 Year
1 Year to 5 Years
After 5 Years

This item consists of:

(1) Direct U.S. Treasury obligations held outright. Treasury obligations held under
repurchase agreements are excluded here but are counted in line 2.

(2) Obligations of the Federal Financing Bank,* reported in appropriate Treasury
securities categories depending upon form and maturity of issne.

* The Federal Financing Bank, which is
under the control of the Treasury Depart-
ment, purchases securities of Federal
agencies, financing these transactions by
issuing its own securities to the public. The

Bank was established in December 1973 to
improve Government debt management
practices and maintain an orderly money
market through the centralized sale of
Federal securities.

Other Securities—Total

Stocks, bonds and securities (other than U.S. Treasury obligations) owned by report-

ing banks; the sum of lines 17 and 18.
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17. Obhligations of States and Political Subdivisions:

18.

19.

a. Tax Warrants and Short-Term Notes and Bills

Tax warrants and tax anticipation notes,* and other obligations with an original ma-
turity of one year or less issued by states, political subdivisions (such as: counties,
municipalities, local housing authorities, and school, irrigation, drainage, and recla-
mation districts), instrumentalities of one or more states, and territories or insular
possessions of the United States.

b. All Other

Obligations having an original maturity greater than one year, issued by states, politi-
cal subdivisions, instrumentalities of one or more states, and territories or insular
possessions of the United States.

* Tax warrants and tax anticipation notes
are short-term obligations of a municipal-
ity or other political subdivision issued in

anticipation of the collection of specific
taxes pledged to their retirement.

Other Bonds, Corporate Stocks, and Securities:
a. Participation Certificates in Federal Agency Loans

Participation certificates issued by such agencies as the Federal National Mortgage
Association, Federal Housing Administration, Government National Mortgage Asso-
ciation and the Export-Import Bank of the United States that represent participa-
tions in pools of loans held by these agencies.

bh. All Other (including corporate stocks)

(1) Obligations issued by U.S. Government-owned corporations and agencies (other
than participation certificates) such as those issued by the:

Federal Land Banks

Federal Intermediate Credit Banks

Banks for Cooperatives

Federal National Mortgage Association
Federal Home Loan Banks

Tennessee Valley Authority

Federal Housing Administration
Government National Mortgage Association

(2) Corporate stocks* and bonds,
(3) Stock of Federal Reserve Banks,
(4) Equipment trust securities,**
(5) Foreign securities.

* The Banking Act of 1933 provides that,
except as otherwise permitted by law,
member banks may not purchase corporate
stock for their own account. A bank may
legally come io own stock as a result of a
defaulted loan secured by stock but may not
tetain it indefinitely. The Banking Act of
1933 does not affect corporate stock that a
bank may have acquired prior to the
passage of the Act.

*% Securities issued as part of a financing
arrangement often used in the acquisition
of railroad equipment. Railroads generally
raise capital by mortgaging their equip-
ment and selling securities based on the
mortpage. The mortgage is held by a
irustee, and it, rather than the equipment,
becomes the security for the certificates.

Cash Items in Process of Collection

Checks, including U.S. Government checks, postal money orders, Federal food
coupons and such other items payable on demand that have been classified by the
Federal Reserve as cash items and have been received and are being collected.
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20.

21.

22

23.

Cash items in the process of collection include those:

(1) Being processed for reporting banks by Federal Reserve Banks,

{2) That will be presented for payment or forwarded for collection the following
business day,

(3) Drawn on a reporting bank itsetf that, although paid or credited to customers’
accounts by the reporting bank, have not yet been charged to deposit liabilities on
the reporting date. These items are referred to as “unposted debits.”

Reserves with Federal Reserve Banks

Balances at Federal Reserve Banks. The Federal Reserve Act—Section 19—requires
member banks to maintain balances equal to specified percentages of their demand
and time deposits, and certain other liabilities at the district Reserve Bank.

Currency and Coin

U.5. currency and coin owned and held by reporting banks, including currency and
coin in transit to or from Federal Reserve Banks. This “vault cash” may be counted
as part of member banks’ legal reserves.

Balances with Domestic Banks

Demand and time balances (including certificates of deposit) at other commercial
banks, private banks, “Edge Act" corporations, mutual savings banks, credit unions
and branches and agencies of foreign banks in the United States, its territories and
insular possessions.

Since banks maintain demand deposit balances with each other, a reporting bank
may have a “‘due from” (this line} and “due to’* (line 26d) account with another bank
or banks. These “reciprocal demand balances” are netted and reported either as
“due from" or “due to”’ except when the other bank is an American branch or agency
of a foreign bank. Then the “due from” balances are reported gross.

Investnrents in Subsidiaries Not Consolidated*

Reperting banks' total investment in majority-owned domestic and foreign sub-
sidiaries, including commercial banks, not consolidated on a line-by-line basis with
the banks’ report of assets and liabilities.

* Reporting banks must consolidate into
their condition statements, on a line-by-
line basis, the assets and liabilities of any
“significant’” domestic subsidiary in which
they own or control 50 percent or more of
the outstanding stock, except “Edge Act”
corporations or a domestic commercial
bank subsidiary that files a Call Report
with the Comptroller of the Currency,
Federal Deposit Insurance Corporation,
or Federal Reserve. A subsidiary is "sig-
nificant” if (a) the reporting bank's in-
vestment equals 5 percent or more of the
bank’s own capital accounts, (b) the gross
operating earnings of the subsidiary amount
to 5 percent or more of the reporting bank'’s
own gross operating revenue, or {c) the
subsidiary’s income (loss) before income

taxes and securities gains or losses amounts
to 5 percent or more of that of the
reporting bank.

Investments in majority-owned subsid-
iaries that are not “significant” do not have
to be consolidated. However, reporting
banks may, if they choose, consolidate these
investments as long as they maintain a
consistent reporting policy.

Therefore, this item includes only in-
vestments in (a) majority-owned subsid-
iaries not “significant” and not being con-
solidated at the option of the banks and
(b) investments in majority-owned “Edge
Act” corporations, foreign subsidiaries and
domestic commercial bank subsidiaries
not filing Call Reports.
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24,

25.

26.

Other Assets
(1) Demand and time balances (including certificates of deposit) with banks in
foreign countries, including foreign branches of other American banks,

(2) Net amounts ‘‘due from’ foreign branches of reporting banks, (If outstanding
balances with all foreign branches result in a net **due to,” the amount is reported
with “other liabilities” in line 40.)

(3) Bank premises and other real estate, furniture and fixtures, and assets indirectly
representing bank premises,*

(4) Customers’ liabilities on acceptances not held by the reporting banks, (if held by
the banks, the acceptances are included with “commercial loans” in line 4.)

{5) Income earned but not collected,

(6) Insurance and other prepaid expenses,

(7} Cash items not in the process of collection,

(8) Securities borrowed,

(9) Foreign currency and coin,

(10) Equipment owned under direct-lease financing arrangements.

* Many banks incorporate their premises
and hold this asset as stock in a subsidiary
corporation. That stock is counted here.

Total Assets/Liabilities
The sum of line 1 plus lines 19 through 24. Also the sum of lines 26 through 33.

Liabilities

Demand Deposits—Total
Balances payable on demand. The sum of lines 26a through 26f.

a. Individuals, Partnerships and Corporations
Demand deposits of private, domestic and foreign individuals, partnerships and cor-
porations, including:
(1) The banks’ own trust departments, when they are acting as trustee for a trust,
(2) Other banks’ trust departments,
(3) Building, savings and loan, and similar associations,
(4) Federal agencies.

This item excludes demand deposits of:
(a) “Edge Act” corporations, which are deposits of domestic banks (line 26d),
(b) The banks' own tfrust departments, when they are acting as their own

trustees.
h. States and Political Subdivisions

Demand deposits of states, political subdivisions, {such as: counties, municipalities,

local housing authorities, school, irrigation, drainage, and reclamation districts),

instrumentalities of one or more states, territories or insular possessions of the U.S.
¢. U.S. Government*

Demand deposits of the U.S. Government, Treasury, and Postal Service.
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d. Domestic Interbank:

Commercial
Mutual Savings

Demand deposits of domestic commercial and private banks, mutual savings banks,
the American branches and agencies of foreign banks, and “Edge Act” corporations
in the United States, its territories or insular possessions.

Reciprocal demand balances of these banks are netted and reported either as
“due from" or "*due to,” except that reciprocal demand balances with the American
branches and agencies of foreign banks are reported gross.

¢. Foreign:
Governments, Official Institutions, ete.
Demand deposits of:
(1) Central banks, foreign development banks, treasuries, exchange control offices
and stabilization funds,

(2) International institutions such as the International Bank for Reconstruction and
Development (World Bank), and the Inter-American Development Bank,

(3) Foreign governments, their agencies, instrumentalities or representatives in the
United States,
(4) Nationalized banks and banks owned by foreign governments.

Commercial Banks
Demand deposits of:
(1) Commercial banks in foreign countries,
(2) Foreign branches of other U.S. banks, (Amounts “due to’’ reporting banks’ own
foreign branches are counted in line 30.)
(3) Foreign savings banks, discount houses and similar institutions that accept short-
term deposits—typically of one year or less. Reciprocal demand balances of these
banks and institutions are included and reported gross.

f. Certified and Officers’ Checks
(1) Unpaid certified checks of depositors,
(2) Cashiers’, officers’ and registered checks,
(3) Bank money orders,
(4) Qutstanding travelers’ checks,

(5} Travelers’ letters of credit, drafts and bills of exchange issued for money or its
equivalent,

*The U.5. Government maintains part of
its operating cash balance in “"Tax and
Loan” accounts at about 13,000 com-
mercial banks. A portion of tax receipts
and, on occasion, funds from the sale of

Treasury borrowing and tax collections on
bank reserves. As funds are needed for dis-
bursements, the Treasury issues ‘‘calls”
directing commercial banks to transfer
funds to the Treasury’s account at the

new Treasury obligations are deposited in Reserve Banks.

these accounts to moderate the impact of

Time and Savings Deposits*—Total
The total of lines 27a through 27d, plus time deposits of the U.S. Government and
foreign commercial banks, two accounts which are not itemized.
a. Individuals, Partnerships and Corporations:
Savings Depaosits

Funds deposited by one or more individuals, nonprofit organizations, the U.S.
Government or any state or political subdivision.** The depositor may be required
to give 30 days written notice of intent to withdraw the funds, but this provision is
seldom invoked.

continued on next page
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Other Time Deposits
(1) Certificates of deposit issued to, and time deposits, open account, held by, indi-
viduals, partnerships and corporations,
(2} Christinas club, vacation club and similar accounts,

(3) Open accounts of, and certificates of deposit issued to, the banks’ trust depart-
ments,

(4) Certificates of deposit issued to, and open accounts of, trust departments of other
banks.

Deposits accumulated for repayment of personal loans are not included. They are
netted against consumer instalment loans (line 12).

b. States and Political Subdivisions

Time deposits of states, political subdivisions, {(such as: counties, municipalities,
local housing authorities, school, irrigation, drainage, and reclamation districts),
instrumentalities of one or more states, territories or insular possessions of the United
States.

¢. Domestic Interbank

Time deposits of domestic commercial and private banks, mutual savings banks, the
Amertcan branches and agencies of foreign banks, and **Edge Act” corporations in
the U.S., its territories or insular possessions. Since banks maintain time deposit bal-
ances with each other, a reporting bank may have a “due from’ (line 22) and *‘due
to” (this line) account with another bank or banks. In contrast to the treatment of
demand balances, reciprocal time deposit balances of banks are reported gross.

d. Foreign—Governments, Official Institutions, ete.
Time deposits of:
(1) Foreign central banks, development banks, treasuries, exchange control offices
and stabilization funds,

(2} International institutions, such as the International Bank for Reconstruction and
Development (World Bank}, and the Inter-American Develepment Bank,

(3) Foreigu governments, their agencies, instrumentalities or U.S. representatives,

(4) Nationalized banks and banks owned by foreign governments that perform, as an
imporiant part of their function, central bank-type activities.

* Time and savings deposits include *‘time

certificates of deposit (unmatured),” “time
deposits, open account” and ‘'savings
deposits.”

“Time certificates of deposit {unma-
tured)” are negotiable or nonnegotiable
instruments evidencing a deposit. The
certificates may not be made payable in
less than 30 days after the date of deposit.

“Time deposits, open account™ are de-
posits made in accordance with a written
contract specifying that maturity shall not
he less than 30 days after the date of
deposit.

For a definition of a “savings deposit",
see line 27a.

*# Funds in which individuals, nenprofit
organizations, the 1J.5. Government ot any
state or political subdivision hold the entire
beneficial interest may also be deposited in
savings accounts. For example, a corpor-
ation may deposit employees' pension funds
in a savings account if the entire beneficial
interest is owned by the emplovees, not the
corporation. A corporation that owns an
apartment house operated for profit may
deposit tenants’ rent security in a savings
account if the entire beneficial interest is
held by tenants who could themselves main-
tain a savings account, not the corporation.

Federal Funds Purchased and Securities Sold Under Agreements to Repurchase

Purchases (borrowings) of immediately available funds for one business day, securi-
ties sold under agreements to repurchase identical or similar securities, regardless of
maturity, and sales of participations in pools of securities.
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Included are tramsactions with commercial banks, securities dealers, the
American branches and agencies of foreign banks or any other firm, institution or
organization but not transactions with foreign branches of the reporting banks.

29, Borrowings:

a. From Federal Reserve Banks
b. From Others

The total borrowed by reporting banks on their promissory notes, customers’ notes
and any other collateral. Included are loans and participations in certain types of
pools of loans sold under agreements to repurchase, regardless of maturity,* and
purchases of immediately available funds maturing in more than one business day.

are the same as the terms of the loans in the
pool, are written-off on the asset side,
rather than being shown as borrowings.

* Not all participations in pools of loans
are counted in this item. “Pass throuph™
participations, where the terms of the par-
ticipation, both initial sale and maturity,

Note: Line 30 appears in the following form on the H.4.2 and H.4.3 releases but is
reported as two items, “‘other liabilities” and “‘minority interest in consolidated sub-
sidiaries, " on the New York Reserve Bank's release.

30. Other Liabilities and Minority Interest in Consolidated Subsidiaries

(1} Net amounts “due to™ foreign branches of reporting banks,

(2) Mortgages and other liens on bank premises and other bank real estate,
(3) Reporting banks’ outstanding acceptances,

(4) Securities borrowed,

(8) Dividends declared but not yet paid,

(6) Income collected but not yet earned,

(7} Expenses accrued but not yet paid,

{8) Ownership of others in majority-owned subsidiaries conselidated by reporting
banks,
{9) Amounts due Federal Reserve Banks or other banks for check-clearing accounts.*

* Virtually all these balances disappeared amendment to Federal Reserve Regu-

with the November 1972 change in Federal
Reserve Regulation J, which required same-
day payment on cash letters sent by the
Federal Reserve, and the November 1973

lation D, which classified **other liability”
accounts used for check clearing purposes
as “‘deposits’’ against which reserves must
be maintained.

31. Reserves for Loans*

Reserves for expected but undetermined losses on loans.

* These reserves—often called “valuation
allowances,”” ‘“‘unallocated charge-offs,"”
“yaluation reserves'’ or ‘“reserves for bad

debt losses”—are not deducted from loan
accounts under assets but are listed here.

32. Reserves on Securities®

Reserves for expected but undetermined losses on securities, including trading ac-
count securities—those banks hold for regular dealings with other banks or the public

in a trading account.

foornotes on next page
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34.
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36.

37.

* These reserves are not deducted from security accounts but are listed here.

Total Capital Accounts

Total capital (the par value of reporting banks' common and preferred stock, and
the total face value of capital notes and debentures), surplus, undivided profits, and
depreciation and capital reserves of reporting banks.

Memoranda

Total Loans, Gross Adjusted

The sum of:

(1} Federal funds soid and securities purchased under agreements to resell—total
(line 2),

(2) Other loans—total (line 3);

minus:

(1) Federal funds sold to and securities purchased vnder agreements to resell to
domestic commercial banks (line 2a),

(2) Loans to domestic commercial banks (line 10).

Total Loans and Investments, Gross Adjusted

Total loans and investments, gross (line 1);
minus;

{1) Federal funds sold to and securities purchased under agreements to resell to
domestic commercial banks (line 2a),

(2) Loans to demestic commercial banks (line 10).

Demand Deposits Adjusted*
Demand deposits—total (line 26);
minus:
(1} Cash items in the process of collection (line 19),
(2} Demand deposits of:
(a) U.S. Government (line 26c),
(b} Domestic interbank-—commercial (line 26d}.

* Total demand deposits are adjusted to
approximate the demand deposit compo-
nent of the money supply.

Time Deposits Issued in Denominations of $100,000 or More—Total
The sum of lines 37a and 37b.

a. Negotiable Time Certificates of Deposit
That part of total time deposits consisting of negotiable time certificates of deposit
issued in denominations of $100,000 or more. These CDs are alse counted in the
appropriate time deposit category by owner in lines 27a through 27d.
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To Individuals, Partnerships and Corporations
CDs issued to foreign and domestic individuals, partnerships and corporations, in-
cluding nonbank financial and nonfinancial businesses.
To Others
CDs issued to:
(1) The U.S. Government and its agencies,
(2) States and political subdivisions,
(3) Foreign governments, official institutions, central banks and international or-
ganizations,
(4) U.S. commercial and mutual savings banks, and banks in foreign countries.

b. All Other Time Deposits

That part of total time deposits consisting of nonnegotiable time certificates of de-
posit and open accounts issued in denominations of $100,000 or more. These
instruments are also counted in line 27.

To Individuals, Partnerships and Corperations
Nonnegotiable certificates and open accounts issued to foreipn and domestic in-
dividuals, partnerships and corperations, including nonbank financial and non-
financial businesses.

To Others
Nonnegotiable certificates and open accounts issued to:
(1) The U.S. Government and its agencies,
(2) States and political subdivisions,
(3) Foreign governments, official institutions, central banks and international or-
ganizations,
(4} U.S. commercial and mutual savings banks, and banks in foreign countries.

Note: The following item does not appear on the H.4.3 release. It is reported on the
H.4.2 release and the condition report issued by the Federal Reserve Bank of
New York.

Gross Liabilities of Banks to Their Foreign Branches

This item is often used as a proxy for “'Eurodollar borrowings' —the borrowings of
domestic banks from their branches outside the United States—even though several
other types of transactions between domestic banks and their foreign branches are
also reported here. “Eurodollar borrowings” are entered on the books of reporting
banks as liabilities **due to” their own overseas branches (gross), not as deposits. The
Federal Reserve Bank of New York's release on weekly reporting banks in New York
City reports an average of daily ""borrowings” from Wednesday through Tuesday.
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Basic Reserve Position, and Federal ~
Funds and Related Transactions of
Eight Major Reserve City Banks

in New York City

The Basic Reserve Position, and Federal Funds and Related Transactions of Eight
Major Reserve City Banks in New York City is released at the Federal Reserve Bank
of New York each Thursday afternoon. No mailing list is maintained; the release is
available at the Bank.

The Board of Governors of the Federal Reserve System reports similar data in the
H.5 release for 46 major reserve city banks, with breakdowns for the 8 in New York
and 38 banks outside New York (5 in Chicago and 33 others outside New York City
and Chicago). H.5 is issued each Friday and“covers the week ended the Wednesday
nine-days earlier. These figures are published with a one-month lag in the Federal
Reserve Bulletin on the page headed ‘‘Basic Reserve Position, and Federal Funds
and Related Transactions.”

The basic reserve position data for the New York City banks released by the Fed-
eral Reserve Bank of New York are preliminary. They do not include “as of” adjust-
ments (which can cccasionally be very large) that may be reported after the state-
ment week. Such adjustments represent corrections of errors made in posting, or the
failure te post, credits or debits to member bank reserve accounts. The Board of
Governors’ H.5 release includes “as of’” adjustments.

The Board’s choice of 46 banks for the H.S series was based on the findings of a
three-year study completed in 1962 of Federal funds data submitted by about 240
banks. The study showed that a small, stable group of banks accounted for most of
the dollar velume of Federal funds traded. A discussion of that study, including an
explanation of the technical criteria used in selecting the reporting banks, can be
found in an article, "New Series on Federal Funds,” in the August 1964 Federal
Reserve Bulletin. The article includes back data to September 1959, when the figures
were first collected.
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Line Page

FEDERAL RESERVE BANK OF NEW YORK

For release at 4:00) p.m-
July 24, 1975

EAZIC MESERVE POSITTON, AND FEDERAL TUNDS ANDY RELATED TRANSACTIUNS
OF EIGHT MAJOR RESERVE CITY BANKS IN KEW YORR CITY

{(Daily average figures; in millioms of dollars)

E Y L ~a
~
/

42
Change
from
Week ended previous
July 23 _week
43 Basic reserwve positinn
Excess reserves or deficit (-) 99 + 157
Ilus: MNet carrvower--excess, deficit (-) - 38 - b4
5 43

Less: Borrowings at Federal Reserve Bank 151 + 73
Net interhank Federal funds transactions 4,671 -1,800
Equals: Basic reserve surplus or deficit {-) -4,761 +1,820

6 43 Interbank Federal funds transactions
\ Gross purchases 5,347 -1,861
Gross sales 676 - 61
Two-way tramsactions 614 ~ 63
7 43—f’f’/—_ Net purchases of buying banks 4,673 -1,798
Net sales of selling banks 2 + 2

Related transactions with U. S. Government securities dealer52

Loans to dealers’ 1,200 - 186
8 43 Borrowings from dealers 338 + 47
det loans 861 - 233

Federal funds rate (Iin percent}

g 43 Date Effective Trading Range
July 17 6.07% 6 -6 1/8%

18 6.07 5 7/8 -~ 6 1/4

21 6.08 6 -6 3/8

22 6.10 6 1/16- 6 3/8

10 44 23 6.50 6 3/8 ~ 6 7/8

1.7 Data are preliminary; they do not include all “as of adjustments".

2. Includes Federal funds transactions with dealers and funds acquired or supplied
by clearing banks.

3. Includes loans made in Clearing House funds.

11 44

Market Statistics Division

12 45

13 45
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Basic Reserve Position

The basic reserve position can be calculated in any of the following three ways:

(1) Total reserves minus required reserves, borrowings from Reserve Banks and net
Federal funds* purchases,

(2) Nonborrowed reserves** minus required reserves and net Federal funds
purchases,

{3} Excess reserves minus borrowings from Reserve Banks and net Federal funds
purchases.

QOnly borrowings at Reserve Banks and Federal funds transactions ameng domes-
tic commercial banks are counted in computing the basic reserve position, because
these two types of transactions are clearly and immediately related to the reserve man-
agement of the large commercial banks. Money market banks also use other means
to adjust reserve positions, such as posting a rate on demand loans to Government
securities dealers to discourage further borrowing, telling dealers to finance elsewhere,
selling short-term assets, and borrowing in the Eurodollar market. While adjustment
in the Federal funds market is typical, the banks may use the other sources more or
less frequently, depending primarily on cost. Those transactions are not counted in
determining the basic reserve position. Also, the distinction between reserve
adjustment and the management of liabilities and assets is not always clear-cut.

A member bank must hold for the seven days in each statement week ended Wed-
nesday, reserves—vault cash and balances at its Federal Reserve Bank—equal at
minimum to the sum of certain specified percentages of its net demand deposits, time
deposits and other specified liabilities. The amount of required reserves that must be
held in the current week (Thursday through Wednesday) is determined by applying
the various reserve requirement percentages to the daily average of “'reservable” bal-
ances for the seven days (Thursday through Wednesday) two weeks before.

In computing the amount of required reserves, banks can subtract from the total
of demand deposits, cash items in the process of collection, and balances due from
domestic banks that are subject to immediate withdrawal.

Banks have a profit incentive for keeping close tabs on reserve positions. There is
an ‘“‘opportunity cost” in holding excess reserves because reserve balances earn no
income. Reserve deficiencies are subject to a penalty. The gap between reserves on
hand and reserve requirements indicates the volume of excess reserves or the reserve
deficiency that must be covered by borrowing in the Federal funds market, at the
Reserve Bank and/or by other liability or asset adjustments.

The Reserve Bank sends member banks daily statements showing actual reserve
balances at the close of business that day. Most banks receive the statement the
following morning. By comparing the amount of reserves actually held, including
vault cash, a bank can determine with reasonable accuracy whether it is running a
deficit or has excess reserves.

Money market banks go a step further by preparing early morning estimates of
their reserve positions for that day. Based on these estimates they make daily reserve
position adjustments designed to minimize the cost of reserves during the week, and
to avoid costly excesses or deficiencies.

Typically, money market banks buy large amounts of Federal funds each week.
Bank management determines the proportion of Federal funds to be purchased,
relative to sales of certificates of deposit or sales of assets, to expand reserves. On a
day-to-day basis, many other banks use Federal funds transactions to balance out
unforeseen changes in reserve positions due to changes in assets or liabilities, or to
cover loan commitments.

The *“*basic reserve position™ was developed to gauge pressure on a single money
market bank or the entire group, by measuring the amount of residual borrowing in
the Federal funds market or from the Federal Reserve needed to cover requirements,

Also, the basic reserve position of the New York City banks (or the level of their
net purchases of Federal funds) viewed against the pattern of short-term interest
rates can indicate pressure in the Federal funds market,

The Federal funds market is where residual supply and demand for reserves inter-

contintied on next page
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act. If banks are deficient, the Federal funds rate will rise and member bank bor-
rowings at the discount window will likely rise also. If the basic reserve deficit of the
major money market banks increases, this indicates a shift of reserves from these
banks to others and, even though the level of nonborrowed reserves in the banking
system remains the same, there is greater upward pressure on the Federal funds rate.

Knowledge of the basic reserve position of the major money market banks assists
the trading desk at the Federal Reserve Bank of New York in evaluating whether
operational policy targets, such as nonborrowed reserves, are performing as projected.

® The net Federal funds transactions re-
ferred to are borrowings and lendings
(purchases and sales) of immediately avail-
able funds for one business day (including
transactions made under continuing con-
tracts). "Term” Federal funds transac-
tions are interbank loans and are ex-
cluded from this report. Federal funds

transactions (unlike borrowings from the
Federal Reserve) do not affect the level of
total reserves, excess or free reserves of the
banking system but only redistribute re-
serves within the banking system.

** Nonborrowed reserves equal total re-
serves minus borrowings from Reserve
Banks.

Excess Reserves or Deficit (—)

The difference between total reserves (eligible to meet reserve requirements) and
required reserves (reserves that must be held).

Balances maintained by member banks at Federal Reserve Banks and coin and
currency held by member banks are the only assets designated as legal reserves for
member banks, A bank with more of these reserves than required has “‘excess re-
serves.” If it has less, it has a *‘reserve deficit” (designated by a minus number),

. Plus: Net Carryover—Excess, Deficit (—)

The amount of required reserves that must be held in any week (Thursday through
Wednesday) is determined by applying reserve requirements to an average of daily
deposit balances for the like seven-day period two weeks before. Any excess or
deficiency of 2 percent or less of the required amount may be carried over and “used”
in the following week, However, a surplus cannot be carried over for more than cne
week. If not “used,” the surplus is lost.

An excess in one week may be used to offset a deficiency in the next. No penalty
is imposed on a bank with a deficiency of 2 percent or less, if the deficiency is offset
by excess reserves in the next period. Thus, a bank with an excess has an incentive
to seek a deficiency in the following week, and vice versa. As a result, week to week,
this figure for major money market banks often shows a saw-tooth pattern of excesses
and deficits.

Less:
a. Borrowings at Federal Reserve Bank

Credit Federal Reserve Banks grant to member banks, usually on the member banks’
own promissory notes secured by U.S. Government securities, customer loans or
other acceptable collateral.

b. Net Interbank Federal Funds Transactions

{1) Gross purchases of all banks in the series (line 5) minus gross sales of all banks
in the series (line 6),

or

{2) Net purchases of net buying banks (line 8) minus net sales of net selling banks
(line 9).
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4, Equals: Basic Reserve Surplus or Deficit (—)
The sum of lines 1 and 2 minus the sum of lines 3a and 3b.

Interbank Federal Funds Transactions

5. Gross Purchases

6. Gross Sales

In a given week, a bank may both buy and sell Federal funds, and these gross pur-
chases and gross sales with domestic commercial banks are reported in these two
lines. Such two-way transactions arise for a number of reasons. Banks may miscal-
culate their reserve needs for the week, so that on one day they may be buying (sell-
ing) funds and then on a subsequent day they may be selling (buying) funds. Some
banks also arbitrage Federal funds on a same-day basis and/or intraweekly. In
such transactions the banks may buy Federal funds in the hope that the funds can
be scld at a higher rate, or sell Federal funds they hope to replace at a lower rate.

7. Two-Way Transactions

Reporting banks’ purchases and sales of Federal funds with other banks that offset
each other within the same statement week.

Gross purchases and sales figures do not reveal shifts in reserve needs or the
availability of reserves to reporting banks, because a sizable amount of Federal
funds transactions are made for the accommodation of other banks and other eligi-
ble customers. The two-way transactions data isolate and adjust for the large vol-
ume of transactions in which the reporting banks serve merely as intermediaries.

8. Net Purchases of Buying Banks
Gross purchases (line 5) minus two-way transactions (line 7).

9. Net Sales of Selling Banks*
Gross sales (line 6) minus two-way transactions (line 7).

* Net purchases and net sales of Federal either shifts in reserve needs or in the
funds are more significant than gross pur- availability of reporting banks’ reserves.
chases and gross sales, because they reveal

Related Transactions With U.S. Government
Securities Dealers

Includes collateral loans and Federal funds sales made by reporting banks to primary
dealers in U.S. Government securities and any borrowings from such dealers.

There are about two-dozen primary U.S. Government securities dealers that trade
in the “open market” through which monetary policy is transmitted. The Federal
Reserve, by buying or selling U.S. Government and Federal agency securities in this
open market, increases or decreases the level of nonborrowed bank reserves and
affects the cost of short-term credit within the banking system (Federal funds rate)
consistent with longer-run policy objectives.

More than half the dealers are nonbank institutions that finance most of their
portfolios with borrowed funds. About half these funds come from nonfinancial cor-

continued on next page
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porations to whom the dealers sell securities under repurchase agreements; most of
the remainder comes from banks, Banks outside New York City supply about one-
fifth at rates close to the Federal funds rate. The New York City banks also supply
about one-fifth of the borrowed funds, the residual needs of the dealers, at rates
somewhat higher than the Federal funds rate.

Bank dealer depariments are typically financed by their banks—usually through
purchases of Federal funds—and by selling securities to investors under repurchase
agreements. The dealer departments are charged an internal cost-of-money rate that
varies by institution.

The related transactions with U.S. Government securities dealers are not counted
in the basic reserve position measure and are reported separately. This is done be-
cause a large and indeterminable portion of the credit reporting banks extend to
dealers represents loans to accommodate the dealers and not to adjust the banks’
reserve positions, and because these transactions are volatile and often related to
U.S. Treasury financings. However, changes in dealer financing may frequently
explain shifts in the basic reserve deficit that affect demand for Federal funds.
Related transactions with U.S. Government securities dealers data are also signifi-
cant in providing additional evidence of reserve availability among the large New
York City banks and in the banking system.

Loans to Dealers

Includes reporting banks’:

(1) Collateral loans made to U.S. Government securities dealers,*

(2} Federal funds sold to dealers,

(3) Net funds supplied to dealers by reporting banks serving as clearing banks . **

“Loans to dealers™ data include only loans to firms that make primary markets in
U.S. Government securities. The loans must involve a specified type of collateral,
such as Government securities, Federal agency issues, bankers’ acceptances, certifi-
cates of deposit, or commercial paper. Loans to dealers against other types of col-
lateral are excluded because interest rates on these loans tend to be somewhat higher
and less sensitive to daily market conditions.

* (Collateral loans are generally made in
“Federal funds.” However, a small por-
tion are made in ‘‘clearinghouse funds,”
which become available the next business
day. Since dealers typically must borrow to
finance a purchase of securities, and, in
most instances, the seller will not give up
the securities until “good” funds are re-
ceived, the dealer generally must purchase
Federal funds when he obtains a collateral
loan in clearinghouse funds. The Federal
funds borrowing is repaid the following
day, when the proceeds from the collateral
loan become available.

** Certain banks serve as clearing agents
for the nonbank dealers, arranging for
deliveries, payments and safekeeping of
securities. As part of this service, the clear-
ing banks may provide the Federal funds
the dealers need. These transactions are
not recorded on the clearing banks’ books
as Federal funds sold, or as loans of any
kind. However, since the clearing banks
pay immediately available funds for the
dealers, such transactions represent a drain
on their reserve balances and, therefore,
are included in the totals for funds pro-
vided to dealers.

Borrowings from Dealers

(1) Federal funds borrowed from nonbank dealers,*
(2) Net funds “acquired” from nonbank dealers by clearing banks,**
(3) Securities sold to dealers under agreements to repurchase the securities within a

specified period (called “‘matched sale-purchase transactions,

agreements,” or “‘reverse repos’),

"o

reverse repurchase

(4) Any other secured borrowings from nonbank dealers.
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* Dealers repay loans originally made in
clearinghouse funds with the same type
of funds. Since they receive immediately
available funds when they sell securities
financed by such loans, but are not re-
quired to make payment until the next day,
they can sell Federal funds to banks when-
ever they repay “clearinghouse” loans.

*# Dealers may elect to leave the Federal
funds that become available when they re-
pay a “clearinghouse” loan with their
clearing banks. The acquisition of the
funds by the clearing bank is not recorded

as a borrowing or lending transaction, or
a Federal funds purchase. Instead, it is
reported as net funds acquired. Unlike a
regular Federal funds transaction, where
the interest cost is paid immediately, the
clearing bank accumulates the charges for
funds supplied, and the credits for funds
acquired, and settles the net difference
with each dealer. The charges and credits
for funds supplied or acquired are based
on the Federal funds rate prevailing at the
time of each transaction.

Net Loans
Line 10 minus line 11.

Note: The following data appear only on the “Basic Reserve Position” release of the

Federal Reserve Bank of New York,

Federal Funds Rate (in percent)
Effective Rate

A weighted average of the rates (expressed in annual terms) at which different
amounts of Federal funds were traded through brokers during the day.

The effective rate is determined daily by the Federal Reserve Bank of New York on
the basis of direct contacts with Federal funds brokers in New York City. The rate is
representative, however, of the cost of Federal funds throughout the country.

Trading Range

The lowest and highes rates brokers report to the New York Reserve Bank each day.
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Weekly Summary of Banking
and Credit Measures

The H.9 statistical release, made available each Thursday by the Board of Governors
in Washington, reports averages of daily figures for principal reserve and monetary
aggregates, and interest rates on major money market instruments,

The reserve aggregates include member bank total, nonborrowed and required
reserves, and reserves available to support private nonbank deposits (RPD). The
monetary aggregates include the money supply (M; and M3), the adjusted member
bank credit proxy, and other deposit totals. The level of member bank borrowings is
also shown.

Changes in the reserve and monetary measures and interest rates over a number of
months may indicate the direction in which monetary policy is moving or the pres-
sure of operating factors against bank reserves. The Federal Open Market Commit-
tee often uses these measures and rates as operational or intermediate policy targets,
as well as vardsticks of past performance.

Data on the aggregates are obtained from the weekly reports member banks file
with district Federal Reserve Banks under reserve requirement regulations. These
reports show daily deposit totals by type of deposit. The Board converts the data to
weekly and monthly averages.

Reserve and monetary aggregates are reported in billions of dollars ($ bil.) and are
seasonally adjusted (designated SA). Other reserve measures and interest rate data
are not seasonally adjusted {designated NSA).

The release has seven columns of data for the reserve and monetary aggregates and
four for the other reserve measures and interest rates. Column 1 shows reserve aggre-
gate and interest rate statistics for the statement week ended the previous day (Wed-
nesday). Data in column 1 for the monetary aggregates, however, are for the state-
ment week ended one week earlier, Column 2 reports statistics for the week before
those reported in column 1. Column 3 shows average data for the latest four weeks;
column 4 average data for the four-week period ended four weeks earlier.

Columns S, 6 and 7 report seasonally adjusted annual rates of change, not com-
pounded, between the latest four-week period and averages for the four-week periods
ended 13 weeks, 26 weeks and 52 weeks earlier. For the reserve aggregates, the weeks
included in the latest average are the four weeks ended the previous day. For the
monetary aggregates, the weeks included are the four ended one week earlier.
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0.9 WEEKLY SUMMARY OF BARRING AND CREDIT MEASURES
(Rev. &/723 (Averagea of daily flguresx)
50 Teveln
i Week_zoded 4 Wka, ended
. laly 23 Uuly 186 [ July 23 Tivne 25
Resetve Apgregates 1/ {5 Bil., 9A)
50 Total TaseTves 34.96 34,92 35.11 34.73
Honborrowed ressrves .57 34,72 34.69 34.63
Required ressrves 34,69 34.85 34,90 34.53
Reserves Availshle to Support Pvt. Honbank Depesits 32.87 32.89 33.00 32.96
Week ended & Whks. endad
51 July 16 Huly 9 | July 16 | June 1
Honetary AggLegstes 15 BLl., SA}
n {Currency plus demand depasical} 295.2 293.6 294.3 293.2
“2 {H}. plur time depcaits &t commercial banks
S! other cthan large time CD's) 651.3 649.6 649.9 844 .6
\ Adjusted eradit proxy J: 506.4  504.5 505.9 506.7
Time deposite, all comercial banks 440, 1 435.7 439.4 435.6
U.8. Govarument demand deposits, member banks 2.9 2.9 2.4 4.2
/ Week ended 4 Wka, ended
52 July 23 | July 16 ] July 23] Jume 25
Other Reserve Measures & Interest Rates (HSA)
Member bank borrewmings (% mil.} 3az 202 420 57
Includes seapanal borrowings of: 19 18 16 10
Federal funds rate 6.14 5.93 6.11 5.36
52 3-month Treazury bill rate 6.19 6.04 6.06 5.5
90-119 day desler placed cmrcial;’aper Tate &f 6.35 6.25 6.27 5.57
J-wonth €D rate (secondary market} 2 6.51 6.43 6,50 5.69
A=month Buro-dollar rate 7.08 7.11 7.10 .04
52 U.5. Government bomd rate B/ pB.16 8.13 p8.15 8.06
e
ASX-Rot Ssasonally AdJusted, Sh--5Seaspnally Adjuated.
Editor’s note: This copv of the H.Y release does nor show three additional
55 columns of data, which were delcted to permit wiore legible veproduction,
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Reserve Aggregates

Total Reserves

The sum of assets that member banks may count to meet their legal reserve require-
ments. These *‘reserve assets” are:
(1) Balances on deposit with Federal Reserve Banks,

(2) Currency and coin owned and held, including currency and coin in transit to
or from Federal Reserve Banks.

. Nonborrowed Reserves

Total reserves minus borrowings from Federal Reserve Banks. See line 10 under
Other Reserves Measures.

Required Reserves

The amount of reserves that must be held to meet the Federal Reserve System’s re-
serve requirements against deposits and certain other items.

The Federal Reserve System requires member banks to hold reserve assets equal
to specified percentages of net demand deposits,* total time and savings deposits, and
certain liabilities (classified as “‘deposits’) used as a means of obtaining funds to be
used in the banking business, such as funds received through sales of finance biils,*#
certain “Eurodollar borrowings”*#* and funds channeled to the banks by their
affiliates in forms other than regular deposits.

The amount of required reserves that must be held in the current week (Thursday
through Wednesday) is determined by applying the various reserve requirement per-
centages to the daily average of “reservable” balances for the like seven-day period
two weeks before.

Reserve requirement percentages for net demand deposits are graduated. Under
the graduated schedule effective Sept. 1975, member banks were required to hold
reserves equal to the sum of 7% percent of the first $2 million of net demand de-
posits, 10 percent of net demand deposits over $2 million but less than $10 million, 12
percent of net demand deposits over $10 million but less than $100 million, 13 per-
cent of net demand deposits over $100 million but less than $400 million and 16%
percent of net demand deposits over $400 million. Reserve requirements are pub-
lished monthly in the Federal Reserve Bulletin.

% Net demand deposits are gross demand
deposits (as defined in Federal Reserve
Regulation D), less the sum of cash items
in the process of collection and balances
subject to immediate withdrawal due from
other banks (also as defined in Regulation
D).

%* Finance bills are bankers' acceptances
ineligible for discount at a Federal Reserve
Bank. These instruments are sometimes
called “working capital acceptances.”

*¥*% See line 16 for am explanation of
“Eurodollar borrowings.”’

Reserves Available to Support Private Nonbank Deposits (RPD)

The sum of:
(1) Required reserves for
(a) private demand deposits,
(b) total time and savings deposits,

(c) nondeposit sources subject to reserve requirements,

continued on next page
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(2) Excess reserves.

This measure excludes required reserves for net interbank and U.S. Government
demand deposits.

In February 1972, the FOMC decided to experiment by placing greater emphasis
on this reserve measure as an ‘‘operating target,” a variable to guide day-to-day open
market operations in Government securities. The Committee believed that doing so
might enhance their ability to achieve desired intermediate monetary objectives.

The reserve aggregate levels reported on the H.9 release are not adjusted to elimi-
nate the effects of increases or decreases in required reserves caused by changes in
the reserve requirement percentages themselves. However, the annual rates of growth
data for the reserve aggregates reported on the release are adjusted to remove the
effects of any change in the requirements.

Monetary Aggregates

« M, (currency plus demand deposits)

A commonly used measure of the money the public has immediately available for
spending. Chanpes in the money supply are considered an important determinant of
prices, spending, production and employment.

The narrowly defined money supply (M,) consists of:
(1) Currency and coin outside the Treasury, Reserve Banks and commercial banks,
{2) Demand deposits at all commercial banks;
except:

(a) those due to domestic commercial banks,
(b) those due to the U.S. Government;

less: ¥

(a) cash items in the process of collection,
(b} Federal Reserve float,

{3) Foreign demand balances at Federal Reserve Banks. *#

* These two items are subtracted from de- international institutions and a few foreign
mand deposits to avoid double counting. governments—may be spent the same way

as foreign demand balances at commercial
** Foreign demand balances at Federal banks. Hence, they are included in the
Reserve Banks—due to central banks, money supply.

. M, (M, plus time deposits at commercial banks other than large time CDs)

A broader measure of the money the public has available for spending.
M, consists of M, (line 5) pius the following deposits at commercial banks:
(1) Savings deposits,
(2} Time deposits, open account,
(3) Time certificates of deposit other than “large CDs""—negotiable certificates of
deposit issued in denominations of $100,000 or more.*

Because of the highly liquid nature of time deposits,** some economists consider
them part of the money supply and believe changes in time deposits have an influence
on income and production comparable to changes in publicly held demand deposits
and currency.
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* Large CDs are excluded from M,, be-
cause they are considered to be more like
short-term investments, such as three-

month Treasury bills, than money bal-
ances.

** See line 8 for a definition.

Adjusted Credit Proxy

Member bank deposit and certain other liabilities subject to reserve requirements.
Deposits subject to reserve requirements consist of:
(1) Total time and savings deposits,
(2) Total demand deposits, including U.S. Government demand deposits;
less:
(a) cash items in the process of collection,
(b) demand balances due from domestic commercial banks.

Those “other liabilities” subject to reserve requirements that are counted in the
proxy are:

(1) Net liabilities of member banks to their foreign branches and to branches in 1.5.
territories and possessions,

{2} Eurodollars borrowed from foreign banks,

(3) Loans sold by member banks to their affiliates,

{4) Certain loans or participations in pools of loans sold under repurchase agree-
ments to investors other than banks.

This measure is referred to as the “‘adjusted credit proxy.” Data on bank credit—
total loans and investments of member banks—are available only on Wednesday. But
data on deposits and nondeposit liabilities subject to reserve requirements for
member banks are available on a daily average basis. Since these balances represemnt
the bulk of liabilities, they can be used as a timely substitute or “proxy” for daily
average bank credit data.

Changes in the proxy may nevertheless differ from shifts in tota! loans and invest-
ments and may reflect changes in bank assets not included in bank credit and in
liabilities not included in the proxy.*

The data reported for member bank deposits are seasonally adjusted, but non-
deposit labilities are not. Nondeposit liabilities, which are expanded or contracted as
money market conditions change, do not exhibit a stable seasonal pattern.

* Examples are changes in cash and fixed
assets, nondeposit liabilities not subject to
reserve requirements and capital accounts
of member banks. In addition, changes in

the relative proportion of total commercial
bank credit accounted for by nonmember
banks can cause divergence between loan
and investment behavior and the proxy.

. Time Deposits, all Commercial Banks

Time deposits are balances the depositor cannot withdraw on *‘demand” but only
after a specified period.*

This item includes time deposits at all commercial banks other than deposits due
to commercial banks and the U.S. Government.

A loss or gain of time deposits has a greater impact on the lending ability of a bank
than an equal change in demand deposits. Because reserve balances required against
time deposits are much lower than those required against demand deposits, time de-
posits provide banks with more funds for lending or investing than demand deposits.

* Time deposits are represented by ‘‘cer-
tificates of deposit” or are in "open ac-
counts.” Certificates of deposit, negotiable
or nonnegotiable, are instruments evidenc-
ing deposits. A certificate states the
amount on deposit and the terms of repay-

ment. Open account balances may be
added to or reduced by the depositor in
accordance with a written contract specify-
ing a minimum waiting period for repay-
ment.
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U.S. Government Demand Deposits, Member Banks

Demand balances maintained by the U.S, Government (Treasury) at member com-
mercial banks, almost all in what are called “Treasury Tax and Loan accounts.”

The management of U.5. Government demand deposits exerts an important in-
fluence on several monetary measures, such as the rate of growth of the narrow money
supply and the reserves of commercial banks.

Tax and Loan accounts are used by the Treasury to receive taxes paid to the
Federal Government and to receive the proceeds of certain sales of Government
securities. As individuals and corporations pay taxes or buy Treasury securities on
original issue, their demand deposits decrease and U.S. Government deposits in-
crease. Then, as the Government spends the funds, its balances decrease and private
balances increase. Since U.S. Government deposits are not included in the money
supply, as Government balances are built up the money supply decreases; the money
supply increases as Government balances are depleted.

Tax and Lean accounts, established by the Treasury in 1914, are used to manage
the impact of Treasury receipts on bank reserves. Bank reserves are not affected by
transfers of funds from privately held demand deposit accounts to the Government’s
accounts. However, as the Treasury makes expenditures from its accounts at the
Federal Reserve Banks—adding to reserves—it replenishes these balances by “call-
ing” on its Tax and Loan account balances—subtracting reserves.

The H.9 data include only Government demand deposits at member banks.
Although the Treasury maintains Tax and Loan and other accounts at about 13,000
commercial banks, there are only about 5,800 member banks. However, member
banks hold about 90 percent of all Tax and Loan account balances.

Other Reserve Measures and Interest Rates

Member Bank Borrowings

Borrowings by member banks from Federal Reserve Banks (in millions of dollars).
These borrowings are used to build balances to meet reserve requirements. Mem-
ber banks pay an intevest rate called the “discount rate.”
An increasing level of borrowings implies banks are experiencing growing pressure
on their reserve positions. Pressure can arise from policy, operational or seasonal fac-
tors, such as changes in cash or deposit flows, or open market operations. The

- Federal Reserve's lending facility is a “safety valve’ banks can use to adjust day-

to-day reserve positions. For example, the Federal Reserve, in attempting to reduce
reserves available to the banking system, might sell Government securities. Bond
dealers buying the securities pay by check. When the checks are cleared, the re-
serves of the banks on which they are drawn decrease and some banks may face
reserve deficiencies. Therefore, borrowings usually increase when monetary policy is
increasingly restrictive. Conversely, borrowings usually decline when policy eases.

Includes Seasonal Borrowings of:

The amount of borrowings by member banks from Federal Reserve Banks to meet
specific seasonal needs for fupds.*

In April 1973, the Federal Reserve established this new borrowing privilege for
member banks that demonstrate a seasonal need for funds and lack access to national
money markets. They can borrow for up to 90 days at the discount rate and renew
these loans, if their seasonal need exceeds original expectations. Such credit is ordi-
narily limited to the amount by which banks' seasonal needs exceed 5 percent of
average total deposits in the previous calendar year.

Since seasonal lending has no monetary policy significance, the Federal Reserve
reports separately the seasonal borrowings (line 11) included in total borrowings (line
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10). Thus, the pattern of increasing or shrinking use of traditional borrowings from
the Federal Reserve can still be examined meaningfully as an indicator of the
direction of credit conditions.

* A seasonal need is one arising from an farm loans need additional reserves at
expected pattern of movement in a bank’s specific times. These banks tend to experi-
deposits and loans that will persist for at ence heavy loan demand in the spring and
least eight consecutive weeks. For example, big deposit outflows in the fall.

many small, rural banks heavily involved in

Federal Funds Rate

The Federal funds rate is the cost of borrowing* immediately available balances for
one business day.

Banks borrow reserve balances of other banks when they want immediately avail-
able funds to meet reserve requirements, commitments on short-term loans, or to
offset unexpected drains of reserves. Banks may borrow from each other for any
period, but only one-day transactions are classified as Federal funds transactions.

Banks do not necessarily lend just “‘excess” reserves. Banks may lend Federal
funds even though such loans cause or increase daily reserve deficiencies. They ex-
pect to cover these deficiencies later in the settlement period.

The Federal funds rate is expressed in annual terms and is calculated on the basis
of a 360-day year. The actual interest charge for one day would be 1/360 of the
Federal funds rate. Through contacts with Federal funds brokers in New York City,
the Federal Reserve Bank of New York each day determines an “‘effective rate,”
which is a weighted average of the rates at which different amounts of the day's trad-
ing has occurred. The average effective rate for the week reported on this line is &
seven-day statement week average of daily effective rates. The rate on nonmarket
days (Saturday, Sunday, holidays) is the same rate as on the prior market day. For
example, in a typical week, Friday's rate is counted in the average three times to
account for Saturday and Sunday.

The Federal funds rate is sensitive to shifts in the demand for, and supply of, re-
serves and lendable funds in the banking system, Because the funds market is used by
many banks as a major, if not the prime, source of funds for adjusting reserve
positions, conditions in this market are a key barometer of monetary policy.

* Banks report Federal funds transactions
on their balance sheets as purchases and
sales, not as borrowings and loans.

3-Month Treasury Bill Rate

The five-day statement week average of the bid rates quoted by dealers at the close of
the Government securities market on each day of the statement week. The rates are
on a discount basis and, thus, understate the actual investment yield.*

Treasury bills are highly liquid. They can be sold for cash quickly and easily and
offer investors an interest return with virtually no risk of loss due to default. For these
reasons, Treasury bills are purchased by most financial institutions, major corpora-
tions and state and local governments with temporarily idle cash balances.

Treasury bills also play an important role in implementing monetary policy. Most
of the System's transactions with primary dealers in U.S. Government securities are
in Treasury bills.

~ Because the new issue bill rate is a basic indicator of the price the most risk-free
borrower—the U.S. Government—must currently pay to borrow money, most other
loan costs of comparable maturity tend to be scaled upward from this rate.

footnotes on next page

53




54

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

14.

15.

* Treasury bills are sold on a discount
basis—at less than face value—rather than
carrying a fixed coupon rate. This method,
used since Treasury bills were first issued
in 1929, had its reots in two problems the
Treasury experienced in marketing fixed
coupon rate certificates in the 1920s. The
coupon rates had to be adjusted from issue
to issue, and, because payments from
banks purchasing the certificates were
made by credits to special accounts, the
Treasury often paid interest on idle bal-
ances. The Treasury bill eliminated the
pricing preblem, enabling the Treasury to
match bill sales with cash needs, and avoid
payment of interest on idle funds.

The “return” on a Treasury bill is the
difference between the purchase price and

difference, or “‘discount” can be expressed
in terms of an “annual rate of return” by
dividing the result by the fraction of the
year representing the bill's maturity. A
360-day year is used for computation.

This method of calculating the return
on a Treasury bill, known as the “bank
discount basis,” understates the “invest-
ment yield” or “bond equivalent return”
because only the amount paid—and not
the face amount—is actually invested. On
a coupon or bond equivalent yield basis—
that is if the face amount of the bill was
actoually invested—the return would be
somewhat higher, In addition, the coupon
equivalent basis return is computed on a
365-day year, which also distorts the dis-
count basis return slightly.

the face amount received at maturity. This

90-119-Day Dealer-Placed Commercial Paper Rate

A five-day statement week average of the offering rates, on a discount basis, of com-
mercial paper dealers for the unsecured promissory notes of corporations with “Aa™
bond ratings that mature in three to four months.

Commercial paper is the designation for unsecured, short-term negotiable promis-
sory notes issued by nonbank business institutions and sold to investors, usually other
companies.

“Dealer-placed” commercial paper refers to the marketing method used by issuers.
They sell notes to dealers, who then sell the notes on the secondary market. Most
dealer-placed paper is issued by manufacturing corporations, public utilities and
small finance companies, usually to meet short-term operating requirements.

Five primary dealers in commercial paper report offering rates, the rate at which
they are willing to sell, to the Federal Reserve Bank of New York daily, The rate
reported on the H.9 release is a five-day statement week average of the daily figures
reported. The daily figure is the representative rate—the rate common to three of the
five dealers. When no consensus is available, the midpoint of the range, rounded up
to the nearest %/3 percentage point, is used.

3-Month CD Rate (secondary market)

A seven-day statement week average of dealer offering rates in the secondary market
for negetiable certificates of deposit with a three-month maturity. Five dealers in
Government securities whe also handle CDs each quote a rate daily to the Federal
Reserve Bank of New York. The midpoint between the highest and lowest quotes is
selected as the rate for the day. Friday’s midpoint is applied to Saturday and Sunday
in determining the seven-day statement week average.

A negotiable certificate of deposit, or CD, is a marketable instrument evidencing
funds deposited in a bank for a specified period of time at a fixed interest rate. The
owner of the CD at the end of the time period receives the principal and the interest,
Because these CDs are marketable, the owner may cbtain the funds before maturity
by selling the instrument in the secondary market, The negotiable CD was designed
by the major money market banks to attract corporate deposits and enable the banks
to compete more effectively for short-term funds.

The largest banks in New York City and Chicago are the major sellers of CDs
in the “primary’” market. Corporations, state and local governments, foreign govern-
ments and central banks, and individuals rank in order as the major buyers.

Since owners of short-term funds are responsive to interest rate differentials, the
secondary market CD rate is a good indicator of the cost of short-term funds.
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16. 3-Month Eurodollar Rate

17.

A five-day statement week average of the interest rate banks outside the U.S. are
paying for three-month dollar deposits. Eurodollars are dollar-denominated deposits,
generally interest bearing, on the books of banking offices outside the United
States. The Eurodollar market is a worldwide market in whic» buyers and sellers
(borrowers and lenders) quote their bids and offers for the use of the dollars for vary-
ing time periods. The largest and most highly developed market is in London.

Commercial banks in the United States use the Eurodollar market as a source of
funds to bolster reserve positions, particularly when monetary policy is restrictive
and loan demand is high.

U.S. banks borrow Eurodollars primarily from their overseas branches. Head
offices of the major money market banks instruct their overseas branches (mainly in
London) to bid for Eurodollar deposits of a specific maturity. When the branch
acquires the dollar deposits, it “lends” the funds to the head office, “‘charging” the
head office the interest paid to secure the deposit. Eurodollars may also be borrowed
from foreign banks.

Eurodollar borrowings are not entered as deposits on the books of U.S. banks.
Banks borrowing Eurodollars from their own branches include them on their books
in “liabilities to foreign branches.” Eurodollars borrowed from others are included
in “other liabilities.”

Since October 1969, these borrowings have been subject to a special reserve
requirement.

U.S. Government Bond Rate

The average yield on 20-year U.S. Government bonds. The figure reported on this
release is a five-day statement week average based on the daily closing ‘‘bids” of pri-
mary dealers in Government securities. The bid is the highest price the dealer is will-
ing to pay; in effect, the lowest yield—or rate of return—acceptable.

U.S. Government bonds are long-term marketable obligations of the Treasury,
with principal and interest guaranteed by the United States. The term “yield" refers
to the effective investment return on the security—the percentage of the purchase
price the annual fixed interest payments represent.
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