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Recent Developments in the State and
Local Government Sector

Laura S. Rubin of the Board's Division of Re-
search and Statistics prepared this article. Sylvia
L. Lucas provided research assistance.

The fiscal position of state and local govern-
ments has improved appreciably during the past
year and a half. The turnaround from a small
deficit in 1982 to a sizable surplus was due
largely to increases in tax rates coupled with a
strong economic recovery. Despite the improved
fiscal position, real outlays for the sector as a
whole were unchanged in 1983 as employment
and capital spending remained weak.

The weakness in capital spending by state and
local governments continued even in the face of a
deteriorating domestic infrastructure that re-
quired repair and new construction. However,
with improved fiscal positions, the generally
strong trend of economic activity, and favorable
conditions in capital markets, state and local
governments now appear to be in a good position
to increase capital outlays. Indeed, several cities
and states have planned major bond offerings to
support construction projects.

Municipal bond markets have remained fairly
stable during the current economic expansion,
despite the virtual absence of institutional inves-
tors and the uneven flow of new issues that
resulted from legislative changes. Over the past
year and a half, municipal bond yields generally
have fallen relative to yields on other long-term
obligations, and the level of interest rates is now
well below the highs seen earlier in the decade.

SECULAR TRENDS

For the first two decades after World War II, the
state and local government sector was character-
ized by rapid growth. Between 1948 and 1968,
real outlays by the sector expanded at an average

annual rate near 6 percent, almost twice the pace
of the private economy, and even during periods
of recession strong increases continued.
(Throughout this article growth rates arc mea-
sured from fourth quarter to fourth quarter,
except as noted.) However, the pace of growth
slowed noticeably over the decade of the 1970s;
and stagnation marked the early 1980s (table 1).

During the first postwar decade, much of the
growth in real outlays was for construction (chart
1). Real expenditures for structures increased
from about 14 percent of total state and local
spending in 1947 to around 25 percent by 1954,
and held that share through 1968. During that
period, outlays for educational facilities and the
highway system rose significantly. This was a
period of rising birth rates, increasing real per
capita income, and rapidly improving standards
of living. Enrollment in public schools soared,
necessitating the construction of new facilities.
In addition, the federal interstate highway pro-
gram, begun in 1956 and financed in part by
federal grants to states, produced a surge in road
construction.

Because capital outlays were so high, the
combined operating and capital account of state

1. Real outlays for construction in the state
and local sector

Billions of constant dollars

I I Bl I I I BM M • ! I ! i • I ! I Bl I I I • [ ! I • M !
1950 [960 lj?70 1980 1984

Annual data.
*First half, 1984; annual rate.
SOURCE. U.S. Department of Commerce.
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Growth in the state and local government sector, selected periods, I948-841

Percent except as noted

Item
Annual average

1948-68 1969-79 1980-82
1983 1984*

Total nominal expenditures
Total real purchases of goods and services ,.

Real construction outlays
Nominal revenues

Grants , ,
Own sources

MEMO: Surplus (deficit - ) ! (billions of dollars).
Factors in outlays
Employment ,
School-age population

9,9
5.9
9,2
9.6

12.6
9.2

-2.5

4.5
1.9"

10,5
2,6

-3.8
11,5
J5.3
10,7

,9

3.3
-1.3

7.9
- . 4

-5.1
7.2

.3
9.2
3.5

- . 4
-1,5

5,6,
0

-6.7
9,6
2.2

11.3
6,6

- . 4
-1.1

10,3
3.6

21.4
10.6
16,1
9.5

13,0

1.3
-1.1

1. Annual growth rates measure changes from the fourth quarter of
one year to the fouith quaitci of the next yeai except us noted.

2. Growth is measured from the fouith quurtei of 1983 to the
second quarter of 1984 at an annual rate.

3. Operating and capital account,
4 1960-68.
SouKcr.s. U S. Departments of Commerce and Laboi

and local governments (as measured by the na-
tional income and product accounts) was in
deficit in every year between 1948 and 1971.
Expenditures continued to outpace receipts de-
spite hefty advances in both federal grants and
revenues from these governments' own sources
(tax and nontax receipts). During the 1960s,
federal grants financed about 20 percent of capi-
tal spending, and long-term municipal bond of-
ferings financed 40 percent; the remainder was
drawn from tax and nontax receipts, reserve
funds, and short-term borrowing.

In the late 1960s, real outlays for construction
were reduced. Building of educational facilities
peaked in 1967; the grade-school population be-
gan to fall three years later and has since trended
down steadily (chart 2). Highway construction
also began to wind down in the late 1960s.
Despite these reductions, total real outlays for
the state and local sector continued to rise in the
1970s, albeit at a slower rate, as welfare pro-
grams became a major priority. Moreover, unlike
the preceding period, the 1970s saw an increase
in the rate of growth of revenue, as receipts from
both federal grants and state and local tax and
nontax collections picked up. The string of defi-
cits was broken in 1972 when federal aid jumped
nearly 30 percent, in part because revenue shar-
ing was put in place. Deficits reappeared briefly
during the 1974-75 recession, but in later years,
surpluses climbed to $10 billion. The surpluses
were concentrated among local governments,
while states hovered near fiscal balance during
the period.

The public reacted to these large surpluses, in
a period of rapid inflation and rising real tax
burdens, with dismay. In 1978, voters in Califor-
nia approved Proposition 13, a constitutional
amendment designed to reduce property taxes
collected by local governments in that state,
beginning a series of tax revolts that continued
into the 1980s. Thirty-two states enacted legisla-
tion to reduce taxes or limit the growth of
government.

From 1980 to 1982, the fiscal positions of state
and local governments weakened, reflecting cuts
in federal grants and two recessions. Federal aid

2. Indicators of capital spending

Grade school population

i i i i i i i i i

Highway construction

Millions

45

40

i i i i i i i i i
Billions of constant dollars

20

15

10

1984

Annual data.
*First half, 1984; annual rate.
SouRcr. U S Depaitment of Commeice.
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3. Federal aid as a percent of slate and local revenue TllE 1983 RECOVERY

Percent

1950 1960 1970
M I M l 1 1

1980 84

Annual data.
•First half, 1984.
SouRCh U.S. Department of Commerce.

to state and local governments fell about 5'/2
percent in nominal terms between calendar years
1980 and 1982. Federal aid accounted for 18
percent of total revenue accrued by state and
local governments in 1983, compared with 23
percent only three years earlier (chart 3). Much
of the decline came in labor market programs as
public service jobs provided by the Comprehen-
sive Employment and Training Act were phased
out; grants for all labor training and services fell
from $8'/6 billion in 1979 to around $3 billion in
1982. In addition, major, lasting reductions were
made in entitlement programs administered by
state and local governments, such as welfare,
medicaid, and school lunches. Other cuts in
federal aid were in community development,
highway construction, and revenue sharing.

Concurrently with cuts in federal aid, state and
local governments weathered two economic re-
cessions. The sector had only a temporary set-
back in the 1980 downturn; growth in receipts
slowed in the second quarter of that year, and the
surplus dwindled to near zero. The more recent
recession, however, had a considerable impact
on state and local fiscal positions. Despite a
reduction in the pace of expenditures, a small
deficit was recorded for the sector in 1982. It was
largely a result of a sizable decline in the growth
of tax and nontax receipts combined with the
drop in federal grants for the year as a whole.
The weakness was centered in the states, whose
revenue systems arc fairly responsive to aggre-
gate economic activity. In contrast, local govern-
ment receipts, which are dependent largely on
property taxes, held up well in 1981 and 1982.

The fiscal positions of state and local govern-
mental units quickly strengthened in 1983. The
turnaround reflected both economic and political
factors: not only did tax revenues benefit from a
strong economic recovery, but also budget bal-
ancing (over a one- or two-year period) is man-
dated in every state except Vermont. Construc-
tion spending had been cut back as revenue
growth slowed earlier in the decade and funds
were shifted to current operating needs. More-
over, many governmental units limited labor
costs, which account for more than half of the
sector's purchases of goods and services. In
1983, 41 states either granted no wage increases
to their employees or held pay hikes to 5 percent
or less, and 40 states imposed hiring freezes or
actually reduced their workforces.

Most of the tax hikes came during 1983, when
38 states raised at least one tax. Sixteen states
increased personal income taxes, and many
states raised major business taxes. In addition,
general sales taxes, as well as taxes on ciga-
rettes, alcoholic beverages, and fuel, were in-
creased. With higher tax rates in place and tax
bases on a cyclical upswing, states' revenue
jumped $7.5 billion in 1983. As a result, the
operating and capital surplus for the state and
local sector averaged more than $6'/2 billion in
the four quarters of 1983 and $13.0 billion for the
first two quarters of 1984.

The improvement in the fiscal positions of
state and local governments in 1983 was unex-
pected. When budgets were planned and tax
proposals set forth during the late winter and
spring of 1983, the outlook appeared dismal.
Sizable tax increases were considered a necessi-
ty, and plans were made to slow outlays. These
policies, it was hoped, would result in balanced
budgets, or perhaps small surpluses, in the year
ahead. The surprise came from the strength of
the economic recovery. At the end of 1982, many
private forecasters had been expecting real
growth over the four quarters of 1983 to be 4
percent or less; in fact, real gross national prod-
uct moved up about 6'/t percent. With retail
sales, as well as personal and corporate income,
expanding more rapidly than anticipated, rising
tax receipts pushed up surpluses.
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The unexpected strength of economic activity
during 1983 and the lag between plans and imple-
mentation explain the coincidence of large bud-
get surpluses and weak capital outlays. Indeed,
capital spending by municipal units appeared
especially low in light of the attention given in
recent years to the problems of sustaining the
domestic infrastructure. It is widely believed that
many of the nation's highways, bridges, sewers,
and airports need restoration and modernization,
but state and local governments had not yet
begun to meet this challenge early in the 1983
recovery. However, given improved fiscal posi-
tions, capital spending programs are expected to
be a major priority in the years ahead. Moreover,
additional funding for improving highways will
be forthcoming as a result of the Surface Trans-
portation Act, federal legislation that raised gas-
oline and diesel fuel taxes by 5 cents per gallon
beginning in April 1983. Funds raised by this tax
will be used by state and local governments for
federal highway repair and public transit.

Facilities in greatest need of repair and upgrad-
ing include urban roads and the interstate high-
way system, as well as waste water treatment
plants and many municipal water and sewer
systems. Also in need of modernization are pub-
lic transit systems, and airports.

Funds to rebuild the infrastructure will contin-
ue to be derived from a variety of sources—
borrowing in the tax-exempt market, the revenue
from governments' own sources, and federal
grants. Only a portion of the recent surpluses is
likely to be used for capital outlays in the near
term. Instead, these funds are expected to re-
plenish reserves drawn down during the reces-
sion, to provide rebates to taxpayers, and to
permit tax reductions; earlier this year tax rates
were reduced in several states, including Michi-
gan, Nebraska, and Pennsylvania. In addition,
some state and local employees may benefit from
catch-up in pay, and outlays for services may
increase.

BUSINESS CYCLES AND STATE AND LOCAL
ACTIVITY

The strong upward trend in the activity of the
state and local sector before the 1980s was not
interrupted by the cyclical ups and downs typical

of other sectors of the economy. During the six
postwar downturns preceding 1980, real pur-
chases by state and local governments grew an
average IVi percent, and they were especially
strong during the earliest recessions. After 1980,
however, the sector appeared less resilient dur-
ing periods of weakness: real outlays in the
sector fell 0.2 percent during the brief 1980
downturn and were flat in the last recession.

Spending behavior during recovery periods
has also changed dramatically. Before 1980, real
purchases of goods and services by state and
local governments continued to grow during re-
coveries, expanding between 2Vi and 8'/2 percent
in the first year of postwar recoveries. But the
year after the trough of the 1980 recession, real
purchases actually fell about 1 [A percent, and
they were unchanged over the first year of the
most recent recovery. The failure of spending to
grow in the 1980s stemmed primarily from two
factors already discussed: the reduction in out-
lays associated with the sharp drop in federal
grants and the continued decline in spending for
construction that began in the late 1960s.

FINANCING STATE AND LOCAL OUTLAYS

State and local government outlays are financed
through tax receipts, federal grants, and a variety
of nontax sources—for example, motor vehicle
registration and license fees, rents and royalties,
and various fines. When receipts exceed expen-
ditures, excess funds are often placed in special
reserve funds that can be drawn down when
revenues are relatively low.

When state and municipal government treasur-
ers are threatened with a deficit in their current
operating accounts, they have a variety of re-
courses. Initially, a shortfall may be covered by
drawing down reserve funds while attempts are
made to hold the line on spending. Legislatures
also may try to raise taxes if they think the
imbalance will persist. For temporary cash
needs, state and local governments may borrow
in the short-term tax-exempt securities market
by issuing notes, usually with maturities of a year
or less. Notes issued in anticipation of receipts
from taxes or other revenue flows have been
dubbed tax anticipation notes (TANs) and reve-
nue anticipation notes (RANs).
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The Municipal Bond Market: External
Financing of Capital Expenditures

In order to finance public construction activity,
state and local governments issue a substantial
volume of long-term debt each year, in the form
of general obligation and public-purpose revenue
bonds. General obligation bonds typically must
be approved by public referendum and arc
backed by the taxing authority of the governmen-
tal unit. In recent years, revenue bonds have
become increasingly popular. These bonds gen-
erally do not require a referendum, and they are
backed by the flow of revenues generated by the
completed structure—for example, user fees, in
the case of water, sewer, and electric facilities,
and tolls, in the case of highways and bridges.

Chart 4 shows construction outlays in nominal
terms by state and local governments and bor-
rowing in the market to obtain new capital for
public purposes. While capital formation trended
up over the 1970s, gross bond volume remained
relatively stable until 1982. State and local bond
issuance was reduced somewhat in 1979 and
1980, reflecting the steady rise in municipal bond
interest rates that began during the summer of
1979. Municipal bond rates moved down in 1982
as other credit market conditions eased, and the
lower rates were accompanied by a sizable vol-
ume of bond issues.

While both construction outlays and gross
offerings of public-purpose bonds generally have
trended up in the postwar period, movements in
the two from year to year have differed. Pro-
ceeds of bonds sold to finance capital construc-
tion do not have to be spent on the project itself

4. Municipal bonds and construction

Billions of current dollars

Outlays for structures

Offerings of public-purpose bonds
20

1965

Annual data.
•First half 1984; annual rate.
SOURCE. U.S. Department of Commerce and Federal Reserve

Board staff estimates.

for three years. During that time, governmental
units can make alternative investments and earn
arbitrage profits on the spread between tax-
exempt and taxable yields. This lag between
bond sales and construction outlays influences
their relationship. In addition, movements in
construction spending are associated with
changes in federal grants. For example, a rise in
grants may result in increased outlays for struc-
tures without a need for additional bond financ-
ing-

Legislative changes can also influence the tim-
ing of municipal bond financing. This influence
was particularly evident in the first half of 1984.
As explained below, during that time offerings of
private-purpose tax-exempt bonds were unusual-
ly low as issuers awaited congressional extension
of issuing authority and clarification of new
restrictions. With that supply of bonds temporar-
ily reduced, offerings of public-purpose bonds,
notably for education and transportation needs,
surged, rising considerably more than outlays.

Private-Purpose Bonds

The total volume of tax-exempt bonds represents
not only governmental funding needs, but in
recent years, an increasingly large volume of
private-purpose revenue bonds, securities issued
by state and local government authorities on
behalf of private individuals or businesses. Offi-
cials and issuers argue that the tax-exempt status
of these bonds is legitimate because funding
these private investments fosters expanded eco-
nomic development, more jobs, higher incomes,
and a broader tax base in the local area. In
addition, new facilities and housing are seen to
contribute to a higher standard of living in the
community. Nonetheless, the primary direct
beneficiaries of these bonds are specific individ-
uals and businesses rather than the general pub-
lic.

Private-purpose municipal bonds derive their
tax-exempt status from various provisions in the
Internal Revenue Code. The bulk of these bonds
is sold to finance housing, industrial develop-
ment, student loans, and certain private nonprof-
it organizations. Table 2 illustrates the growing
importance of private-purpose bonds in the mar-
ket for long-term tax-exempt securities. In 1975,
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2. Long-term tax-exempt offerings, 1975-83
Billions of dollars except as noted

Purpose of offering 1975 1976 1977 1978 1979 1980 1981 1982 1983

Total1

Refunding bonds
New capital

Public purposes
Private purposes

MEMO: Private-purpose bonds as a percent
of new capital

31.3
.9

30.4
23.6
6.8

22

35.0
3,5

31.5
22.4
9.1

29

46.8
9.6

37.2
22.6
14.6

39

49.0
9.3

39.7
22.0
17.7

45

48.1
1.9

46,2
18,7
27.5

60

54.9
1.6

53.3
21.1
32,2

60

56.7
1.2

55.5
25.1
30.4

55

85.8
3,8

82.0
33,6
48.4

59

93.3
14.0*
79,3
30.0
49.3

62

1. Data from Bond Buyer adjusted to include privately placed small-
issue industrial development bonds.

these bonds accounted for less than 25 percent of
state and local borrowing for new capital; by
1983, their share had grown to 62 percent. Steady
advances were apparent for most categories,
with spectacular increases in single-family hous-
ing bonds and small-issue industrial development
bonds (IDBs) (table 3); these two types of bonds
are discussed in considerable detail in the accom-
panying appendix. In 1983, single-family housing
bonds and small-issue IDBs made up half of
private-purpose issues. Multifamily housing
projects and private nonprofit hospitals also re-
ceived substantial amounts of funding.

In recent years, the Congress and the adminis-
tration have become increasingly concerned
about the use of private-purpose bonds. First,
these issues may represent some abuse of the
original intent of the tax-exempt feature of mu-
nicipal bonds—that is, that state and federal
governments not hamper one another's activi-
ties. Second, because funds are being raised in
the tax-exempt, rather than the taxable market,
the large volume of private-purpose bonds repre-
sents a substantial revenue loss to the U.S.

2. Public Securities Association.
SOURCES. Bond Buyer, U.S. Department of the Treasury, and

Federal Reserve Board staff estimates except as noted.

Treasury. Third, the increased supply of these
bonds in the tax-exempt market exerts upward
pressure on interest rates for all tax-exempt
securities, thereby raising the cost of borrowed
funds for public purposes by state and local
governments.

Municipal Bond Volume in Recent Years

Tax-exempt offerings for both public and private
purposes have risen substantially during the past
two years, following the peak in municipal bond
rates in early 1982. Most of the increase was in
revenue bonds (chart 5), Issuance continued to
rise in 1983, as the lower level of interest rates
sparked a large volume of refunding bonds. An-
other element was the provision in the Tax
Equity and Fiscal Responsibility Act (TEFRA),
enacted in 1982, that required all municipal
bonds issued after January 1, 1983, to be in
registered form; that is, issuers would no longer
have the option of offering bonds in bearer form.
Issuers and underwriters were concerned that

3. Tax-exempt offerings for private purposes, 1975-83
Billions of dollars

Purpose

Total private-purpose offerings
Housing1 , . , , , . . . . . . . . . , , , . . . .

Single-family m o r t g a g e s . , . , . , , , . , . . . , . , . ,
Private nonprofit hospitals . . . . . . . . . . . . . . . . . . . ,
Student l o a n s . , , . , , . . . . . . , .
IDBs

Pollution control . ,
Small issues
Other3

1975

6.8
1.5
*

1.4
*

2.0
1.3
.6

1976

9.1
2.7
,7

1.9
.1

2.1
1,5
.8

1977

14.6
4.5
1.0
3.3

.1

3.0
2.4
1,3

1978

17.7
7.1
3.4
2.3

,3

2.8
3.6
1.6

1979

27.5
12.1
7.8
2.3

.6

2.5
7.5
2.5

1980

32.2
14.0
10.5
2.6

.5

2.5
9.7
2.9

1981

30.4
5,6
2.8
3.3
1.1

4.3
13,3
2.8

1982

48.4
14.3
9.0
6,7
1.8

6.5
14.7
4.4

1983

49.3
17.6
11,0
7.72
2.8

2.8
13.6
4.8

1. Includes some IDBs for multifamily housing.
2. All private exempt entities
3. Includes IDBs for the following: mass-commuting vehicles,

industrial parks, and facilities foi local distnet heating and cooling,
electric energy and gas, hydroelectric geneiation, sewage or waste

disposal, airports, docks, wharves, and sports and convention cen-
ters. Data before 1983 are staff estimates.

*Negligible.
SOURCLS. Bond Buyet, U.S. Treasiny Depaitmcnt, U.S. Depait-

ment ot Housing and Urban Development, and Federal Reserve
Boaid stall estimates.
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5. Total municipal bond offerings
Billions of dollars

I General obligation bonds

20

1978 1980 1982 1984

Annual data.
•First half, 1984; annual rate.
SOURCI . Public Securities Association.

registered bonds would not sell as well as bearer
bonds and sought to market a large volume of
bonds before the requirements went into effect.
The result was an increase in tax-exempt offer-
ings near year-end 1982. When the effective date
for registration was postponed to July 1, 1983, a
second rush to sell bearer bonds prompted a
surge in volume in the second quarter of 1983.

Offerings of private-purpose bonds, especially
single-family housing bonds, student loan bonds,
and IDBs, also surged during the fourth quarter
of 1983. This increase reflected two provisions
embodied in the Tax Reform Act of 1983, which
was approved by the House Ways and Means
Committee in October but was not passed by the
Congress until June 1984. First, authority to
issue single-family mortgage revenue bonds was
due to expire at the end of 1983, and passage of
the Tax Reform Act would have re-authorized
these bonds for several more years. Uncertainty
over when the Tax Reform Act would pass
encouraged many housing authorities to market
bonds in 1983 while they were still legal under
the existing law.

Second, the act contained provisions that lim-
ited the volume of IDBs and student loan bonds
issued in each state by setting caps on volume; in
addition, it would have further limited the uses of
funds, arbitrage, and depreciation methods. As
the legislation was written, the effective date was
January 1, 1984. Thus issuers preferred to come
to market at the end of 1983 under the existing
law: they were concerned that IDBs sold in 1984
might lose their tax-exempt status if and when
the new law were enacted.

The rate of total municipal bond issuance was
considerably lighter in the first half of 1984 than
in 1983. During the first six months, volume
averaged $69 billion at an annual rate, compared
with an average of $83 billion in the preceding
two years. During the lapse of legislative author-
ity, issuance of tax-exempt bonds for owner-
occupied housing was virtually nil, and the vol-
ume of IDBs was unusually light. Many of the
IDBs that came to market earlier this year were
refunding bonds. In some cases, however, issu-
ers were assured by state officials that their
offerings would be granted tax-exempt approval
even under strict volume caps. Finally, some
IDBs were issued cither with mandatory "tax
calls"—that is, they would be called if the tax-
exempt status were denied—or with alternative,
higher rates that would be paid if the bonds
became taxable.

In late June, the Congress finally passed the
Deficit Reduction Act of 1984, which extended
authority to issue tax-exempt single-family mort-
gage revenue bonds and set out new restrictions
on IDBs. Following passage of the act, offerings
of both types of bonds came rapidly to market.
Because housing bonds were not legally autho-
rized until the President signed the bill into law,
they could not actually be delivered, and the
bond indentures contained language to that ef-
fect. The bill was signed in mid-July, and around
$7 billion of these bonds were sold by the end of
September.

Industrial development bonds also became an
increasingly important element in the volume of
municipal bonds issued during the summer. Be-
cause IDBs are much harder to identify, precise
data on their volume will not be known until
special reports, as required by TEFRA, are filed
and tabulated. Nonetheless, some analysts esti-
mate that at least $3 billion to $4 billion of IDBs
were marketed in the third quarter.

Partly because of this surge in single-family
mortgage revenue bonds and IDBs, the total
volume of municipal bond issues jumped to an
estimated monthly average of about $7.0 billion
in the third quarter compared with $5.7 billion
per month during the first half of the year.
Offerings were also bolstered by both private-
and public-purpose bonds that came to market
on accelerated schedules to take advantage of a
decline in interest rates in July and early August.
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Municipal Bond Rates

Interest rates on general obligation municipal
bonds peaked just above WA percent in January
1982 after rising steadily during the preceding
two years (chart 6). Interest rates fell throughout
1982, bottoming out at about 9 percent in April
1983. Over the next year rates generally re-
mained in the range of 9Vi to 10 percent. Then in
May 1984, rates rose to about IO'/J percent,
reflecting the firming in the Treasury and corpo-
rate securities markets as well as anticipation of
the increased supply of private-purpose tax-ex-
empt bonds that might occur when legislative
restraints were removed. During the summer
months, rates averaged below 10'A percent.

Interest rates on tax-exempt bonds do not
necessarily move in tandem with those on tax-
able securities. Indeed, the ratio of yields on lax-
exempt bonds to those on taxable bonds has a
cyclical pattern that is influenced by the behavior
of property and casualty insurance companies
and commercial banks—the major institutional
investors in municipal securities (chart 7). In the
past, these institutions frequently stayed out of
the tax-exempt market during recessions as low-
er profits reduced their need to shelter income.
With reduced demand by these institutions, the
ratio of tax-exempt to taxable yields had to be
higher to attract individual investors. As earn-
ings improved, these institutions would increase
their purchases of tax-exempt securities.

Unlike earlier expansionary periods, the 1983-
84 recovery saw little activity by institutional

6. Municipal bond yields1
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7. Ratio of yields on tax-exempt bonds
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1. Monthly data; the index of 20-year general obligation bonds
published by the Bond Buyer.

1. Quarterly data; latio of the index of 20-year general obligation
bonds published by the Bond Buyer to the index of recently offered A-
rated corporate utility bonds published by the Fcdcial Reserve Boaid.

Shaded areas denote recessions.

investors in municipal markets. Property and
casualty companies have experienced unprece-
dented underwriting losses since 1979. In addi-
tion, commercial banks have enjoyed less tax
benefit from investing in municipal bonds than in
the past. Before 1983, banks could use borrowed
funds to buy tax-exempt bonds and fully deduct
their interest costs. However, TEFRA changed
that by allowing only 85 percent of costs incurred
to be deducted, thereby reducing the incentive
for banks to invest in municipal bonds. The
Deficit Reduction Act of 1984 reduced this pro-
portion to 80 percent.

In contrast, purchases of municipal securities
by households, directly or through tax-exempt
mutual funds, rose substantially during the re-
cent expansion (chart 8): mutual funds' holdings
of municipal securities rose by nearly $15 billion
at an annual rate in the first half of this year,
compared with about $10 billion in the preceding
two years. Mutual funds probably have grown
rapidly in part because they have given individ-
ual investors access to the tax-exempt market
that might have been closed to them because
they lacked the resources or expertise to buy
individual bond issues directly. Through the mu-
tual funds individual investors can earn tax-
exempt interest income on a diversified portfo-
lio. Moreover, in recent years tax-exempt mutual
funds have been able to offer individuals in-
creased liquidity and various transaction capabil-
ities, such as check-writing and exchange privi-
leges with other mutual funds. Much of the rise
during the 1980s has been in mutual funds that
invest in short-term tax-exempt securities, in-
cluding tax-exempt notes and commercial paper.
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8. Purchases of state and local government obligations
by major market participants
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and long-term issues.

*First half, 1984; annual rate
SOURCE. Federal Reserve flow of funds accounts.

Other Developments

Despite a variety of institutional and economic
changes, the municipal market has remained
relatively stable. The registration requirement
has not resulted in a noticeable change in the
market. Although legislative changes interrupted
the flow of bonds, yields appeared to move about
as expected relative to yields on other long-term
obligations, and issuers have been able to suc-
cessfully sell bonds that previously had been
withheld from the market, such as single-family
housing bonds.

Moreover, tax-exempt markets in the aggre-
gate do not appear to have suffered long-term
repercussions from the default of the Washington
Public Power Supply System (WPPSS) during
the summer of 1983. On the other hand, several
utilities with nuclear power plants under con-
struction have been plagued by serious financial
problems owing to cost overruns, construction
delays, and heavy debt burdens. It has been
estimated that bonds issued by troubled utilities
have been trading at large interest-rate premi-
ums—as much as 400 basis points—for some
time. However, municipal utilities that do not
have nuclear plants under construction and issu-
ers of other types of municipal bonds seem to
have been unaffected by the developments sur-
rounding WPPSS.

CONCLUSION AND OUTLOOK

During the first year of the current recovery, real
outlays by state and local governments were

unchanged. This weakness came in the face of an
improving fiscal position throughout the year.
However, in early 1983, legislative bodies were
planning tax increases and spending cuts and did
not anticipate either the strength of the economic
recovery or the rise in surpluses that resulted.
Clearly, 1984 has been different: real purchases
were up 3'/2 percent at an annual rate over the
first two quarters of the year as real construction
outlays advanced 21 percent.

Moreover, issuance of public-purpose bonds
appears to have risen in the first half of 1984,
after a decline in 1983. Plans are being made to
undertake major capital projects. Much of the
funding, especially for highway repair, is expect-
ed to come from federal grants. However, sever-
al states and cities, including Connecticut and
Alabama, and Houston, Texas, have already
announced plans for major bond offerings. The
proceeds appear to be targeted at roads and
bridges, although the Houston program also calls
for spending on sewer and drainage projects and
park improvements.

Furthermore, growth in the state and local
sector is likely to accompany continued expan-
sion in economic activity. The lack of growth in
spending in the early 1980s stemmed primarily
from two factors. First, revenue growth was
down: federal grants fell significantly in nominal
terms between 1980 and 1982, and then trended
up only slowly, and receipts from tax and nontax
sources slowed somewhat. Second, outlays for
construction had been trending down since the
late 1960s, largely in response to the end of the
postwar baby boom, and by 1983, these real
outlays were at about the same level as in 1956.

Neither of these factors is expected to remain
in force. Federal grants, in nominal terms, rose
16 percent at an annual rate in the first half of this
year and are expected to continue trending up. In
addition, in light of strengthened fiscal positions
and heightened concern about the infrastructure,
real outlays for construction are likely to expand.
This outlook depends on three key factors: the
maintenance of a strong tax base produced by
steady economic growth; stable capital markets
to permit bond financing; and a steady level of
federal support.

The appendix begins on the following page.
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APPENDIX: PRIVATE-PURPOSE BONDS

Single-Family Mortgage Revenue Bonds

Municipal bonds issued to provide funds for
owner-occupied housing were virtually unknown
until the late 1970s. Then between 1978 and 1980,
as interest rates on long-term, fixed-rate mort-
gages rose steadily, state and local housing au-
thorities began to raise increasing amounts of
funds in the tax-exempt market with the inten-
tion of distributing the proceeds to homebuyers
at interest rates substantially below those on
conventional mortgages. During this time, there
were essentially no federal restrictions on these
bond issues.

The volume of single-family mortgage bonds
rose to $10'/2 billion in 1980, accounting for
almost 20 percent of total municipal bond offer-
ings that year. Lawmakers became alarmed
about the volume of these bonds and their possi-
ble abuse, and in December the Congress passed
the Mortgage Subsidy Bond Tax Act of 1980. Its
purpose was to limit issuance of single-family
mortgage bonds. Provisions confined borrowers
to first-time homebuyers and set limits on prices
of homes that could be financed under these
programs. Each state was subject to a volume
cap, and rules were set to prevent state and local
governments from accruing arbitrage profits. Fi-
nally, a sunset provision called a halt to the
issuance of new bonds for owner-occupied hous-
ing after December 31, 1983.

In 1981, the year after enactment of this law,
bond volume dropped precipitously, reflecting
the strict arbitrage limits as well as high interest
rates. The arbitrage restriction allowed a differ-
ential of only 100 basis points between the rate
on the mortgage revenue bonds and the actual
mortgage interest cost. Often this spread was not
enough to cover administrative costs, requiring
state and local governments to subsidize these
bonds. Some preferred to suspend bond offer-
ings. In addition, bond volume was reduced in
1981 in the face of extremely high interest rates.
By October of that year, the rates on 30-year
conventional, fixed-rate mortgages had soared to
nearly 18.5 percent. The housing market was at
its lowest level in the postwar period, and even
with the savings on mortgages funded through

mortgage revenue bonds, many potential first-
time homebuyers either could not qualify for a
loan or simply were not interested in buying a
house at relatively high rates.

In 1982, the volume of bonds issued for owner-
occupied housing swelled. This development re-
flected primarily the decline in mortgage rates
throughout the year and the corresponding im-
provement in the housing market. In addition, a
provision in the Tax Equity and Fiscal Reponsi-
bility Act of 1982 (TEFRA) relaxed the arbitrage
restriction from 1 percent to 1 V» percent for all
bonds issued after September 3 of that year.

Offerings continued to rise in 1983, especially
in the second half of the year, when housing
market activity advanced and the authority to
issue bonds for owner-occupied mortgages
neared its expiration date. Efforts under way in
the Congress in the final months of 1983 to
extend authority for these bonds beyond the
sunset date were not successful. However, in
June 1984, the Congress enacted new tax reform
legislation that re-authorized these bonds until
the end of 1987.

Issuance of single-family mortgage revenue
bonds surged during the summer of 1984. It has
been estimated that about $7 billion worth of
these bonds was sold in the third quarter. None-
theless, total volume for the year is expected to
be less than the $11 billion offered in 1983. In
part, the reduction is expected because issuance
of these bonds is permissible during only half the
year. In addition, housing activity has slowed,
and the pool of homebuyers eligible for these
loans has shrunk. Finally, the new legislation
provided federal tax credits as an alternative to
funding mortgages through tax-exempt markets.
Some housing authorities may prefer to offer
these credits.

Small-Issue Industrial Development Bonds

Industrial development bonds (IDBs) are issued
by state and local governments on behalf of
private businesses to finance industrial and com-
mercial facilities. Interest on these bonds is
exempt from federal taxes when the proceeds are
intended to fund certain activities, including in-
dustrial parks, some hydroelectric generating
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properties, qualified mass-commuting vehicles,
pollution-control facilities, and residential rental
property. Presumably, these projects were al-
lowed tax exemptions because they were consid-
ered to have substantial external economies, or
social benefits. Moreover, it may have been felt
that permitting their construction using tax-ex-
empt funds would provide the incentives needed
to get them built.

One type of IDB that has gained tremendous
popularity is the small-issue IDB—an issue of no
more than $1 million ($10 million when certain
capital expenditures are included). These funds
have to be used in conjunction with the acquisi-
tion, construction, or improvement of a single
depreciable property. At first, few limits were
placed on the type of activity that could be
supported, and the volume of new small-issue
IDBs grew steadily through the late 1970s and
early 1980s. It reached nearly $15 billion in 1982
and accounted for almost 18 percent of all tax-
exempt bonds issued to fund new capital in that
year compared with 4 percent in 1975.

As was the case for housing bonds, legislators
became concerned about the growing volume of
small-issue IDBs. Moreover, like the projects
supported by bonds for owner-occupied homes,
those funded by small-issue IDBs appeared to
offer minimal external economies, defying the
intent of the tax exemption. As a result, TEFRA
placed specific restrictions on small-issue IDBs.
The legislation tightened depreciation allow-
ances, disallowed the combination of small-issue
IDBs with other exempt activities, and listed
activities not considered exempt. Finally, a sun-
set provision cut off small-issue IDBs after 1986.

The volume of small-issue IDBs fell only
slightly in 1983, and in 1984 lawmakers set up
further limitations. Provisions contained in the
Deficit Reduction Act of 1984 set state-by-statc
volume caps on total IDB issuance, limited a
principal user of small-issue IDBs to $40 million
in bonds outstanding, and added to the list of
prohibited uses.



802

Profitability of Insured Commercial Banks
in 1983

Deborah J. Danker and Mary M. McLaughlin of
the Board's Division of Research and Statistics
prepared this article.

The profitability of commercial banks declined
again in 1983 as the industry's reported returns
on assets and on equity fell to 0.67 and 11.2
percent respectively. Moreover, 48 commercial
banks failed, and about 10 percent of the remain-
ing banks ended the year with net operating
losses despite the strong rebound in economic
activity that had begun in late 1982.

The major factor contributing to reduced prof-
itability was an increase in loan-loss provisions,
occasioned in large part by the lingering effects
of recession and by interest rates that remained
high, even after a drop of about 2 to 3 percentage
points on average. While not as sharp as that in
1982, the 1983 increase in loan-loss provisions
brought the figure up to almost one-half percent
of total net assets. Relatively hard hit were the
agricultural banks, whose customers not only
were affected by high interest costs, but also
were faced with depressed commodity prices and
reduced export demand associated with the
strong dollar. Provisions for loan losses at these
banks increased by almost half, to 0.59 percent
of total net assets. International loans also
played a role in credit quality in 1983; provisions
against loan losses attributable to international
business were increased more than 60 percent at
banks with foreign offices.

A modest shrinking of net interest margins also
contributed somewhat to the overall decline in
industry profitability in 1983. The size of the
change in these margins varied from group to
group, depending on the alignment of the maturi-

NOTE: Nancy Bowen and Chinhui Juhn provided data pro-
cessing and research assistance.

ties of the assets and liabilities of the banks and
on the impact of flows into money market deposit
accounts (MMDAs) on the structure of their
balance sheets. For example, the 13 money cen-
ter banks managed to increase their interest
margin several basis points, largely by limiting
interest expense. As a group, they attracted
heavy inflows of funds into the newly authorized
MMDAs at the beginning of the year, which
enabled them to cut back significantly on higher-
cost managed liabilities. Smaller banks, with far
fewer managed liabilities to run off, did less well.
In fact, the smallest banks—those with total
consolidated assets of less than $100 million—
experienced a relatively large decline in net
interest margins. While gaining a lot of deregulat-
ed retail-type deposits, these banks also experi-
enced a decline in lower-cost regulated deposits
that exceeded the drop in managed liabilities. So
even though the further deregulation of deposits
in 1983 appeared to have little effect on the
interest margin for the industry overall, it ap-
peared to affect individual banks and groups of
banks substantially.

Approximately offsetting the slight deteriora-
tion in the industry interest margin was a narrow-
ing of the gap between noninterest expenses
(excluding loan-loss provisions) and noninterest
income. Increased fee income was an important
factor in this development and suggests a contin-
ued trend toward "unbundling" of banking ser-
vices, as well as an intensified effort to generate
income from off-balance-sheet activities after
regulators moved to tighten capital-asset guide-
lines. On balance, with higher fee income offset-
ting the lower interest margin, net operating
profits in 1983 declined almost as much as loan-
loss provisions rose. An improvement in capital
gains on security transactions tempered the de-
cline, leaving aftertax profits in 1983 down 4
basis points as a percent of total net assets.
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2. Selected financial liabilities as a percent of total assets, all insured commercial banks, 1981-83'
Average during year

Item

Deposit liabilities
In foreign offices
In domestic offices

Demand deposits
NOW accounts
Large time deposits2

Other deposits'
Other selected financial liabilities

Gross federal funds purchased and repurchase agreements
Other borrowings

MtMO
Money market liabilities4

Average assets (billions of dollars) . . . .

Domestic offices

1981 T 1982 [ 1983

Fully consolidated offices
— _

1981 | 1982 1983

75.9 74.6 74.7

75.9
25.1
2.9

17.2
30.7
10.9
9.1
1.8

28.5
1,603

74.6
20.7
4 1

18 4
31 5
11.3
9.5
1.8

30.1
1,763

74 7
19.3
3.8

15.5
36.2
11.2
9.1
2.1

27.0
1,939

78.6
15.8
62 8
20 8
24

14.2
25 4
9.8
7.5
2.3

40.2
1,940

77.7
15.0
62.7
17.4
3.4

15.4
26 5
10.3
8.0
2.3

41.0
2,100

77.7
13.5
64.2
16 5
3.2

13.3
31.1
10.3
7.8
2.5

37.5
2,259

1. Percentages are based on aggregate data and thus reflect the
heavier weighting of large banks Data are based on averages for call
dates in December of the preceding year and in June and December of
the current year.

2. Deposits of $100,000 and over.

3. Including savings and small time deposits, MMDAs, and Super
NOW accounts.

4. Large time deposits issued by domestic offices, deposits issued
by foreign offices, subordinated notes and debentures, repurchase
agreements, gross federal funds purchased, and other borrowings.

banks. Small banks as a group tend to have more
retail-type deposits and their liabilities tend to
have longer terms; their money market liabilities
represent just 11 percent of total assets, com-
pared with 63 percent at money center banks.
Small banks, therefore, have experienced less
variability in interest expense in the past than
have the larger banks; their expenses rise less
when market rates rise and fall less when market
rates fall.

An additional factor affecting commercial bank
interest expense in 1983 was the change in the
structure of liabilities as banks and their custom-
ers reacted to the introduction of new types of
accounts. The most important of these was the
phenomenally successful MMDA introduced in
mid-December 1982; initially, promotional ef-
forts led to interest rates that averaged 10.6
percent, about double the 5'A percent rate of-
fered on NOW and savings accounts. In addition
to the MMDA, the Depository Institutions
Deregulation Committee authorized the Super
NOW account, effective in January 1983. Estab-
lished after the Garn-St Germain Depository
Institutions Act of 1982, both accounts were free
of interest rate ceilings provided depositors
maintained an average minimum balance of
$2,500. Of the two, the MMDA was the more
popular, attracting $213 billion to commercial
banks by June and $226 billion by the end of
1983. Super NOWs, which had broader check-

writing privileges but were typically offered at
rates about 100 basis points below those on
MMDAs, stood at $23 billion by midyear and $29
billion by December 1983.

The increase in MMDA and Super NOW bal-
ances generated a significant shift in the struc-
ture of banks' liabilities from 1982 to 1983. As
shown in table 2, about 4[A percent more of the
industry's assets were funded with retail-type
savings and small time deposits, MMDAs, and
Super NOWs (the "other deposits" category).
Offsetting the increase in this category was a
large decline in money market liabilities, equal to
3'/2 percent of consolidated assets, and a smaller
decline, of almost I percentage point, in the
demand deposit share. The drop in money mar-
ket liabilities was concentrated in the large time
deposit component and reversed the upward
trend of recent years, leaving managed liabilities
at about the 1979 level of 37.6 percent of total
assets. The decline in demand deposits as a
fraction of assets, by contrast, continued the
trend in that series and in fact was more gradual
than in the past few years.

The rapid growth of balances in the newly
authorized accounts was also associated with
shifts in the shares of various types of deposits
within the growing retail-type category of "other
deposits." Within this category, savings bal-
ances declined, the last of the tax-exempt All
Savers Certificates matured, and balances in
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3. Rates paid for fully consolidated liabilities,
all insured commercial banks, 1981-83'
Percent

Item

Interest-bearing deposits
Large negotiable ceitificates of deposit .
Deposits in foreign offices . .
Other deposits

Subordinated notes and debentuies
Gross federal funds purchased and

repui chase agreements . . .
Other liabilities for borrowed money
Total . . . .

1981

13 38
16.42
7 34
o.o?

10.01

7.57
4,42
3 86

1982

II 94
14.14
14.87
9.75
9.99

12.83
13.22
12.08

1983

9 13
8.90

10,3?
8.79

10.01

9.69
12.12
9 29

1. Calculated as described in the "Technical Note," FEDERAL
RESERVL B u n h i m , vol 65 (September 1979), p. 704.

individual retirement accounts and Keogh plan
deposits rose. Small time deposits diminished in
importance through the first half of the year but
then rebounded in the second half, in part as a
response to the deregulation of most such depos-
its in October.

In the aggregate, the change in the structure of
liabilities implied more dependence on retail-
type deregulated deposits and less on money
market liabilities and on deposits (including de-
mand deposits) subject to fixed interest rate
ceilings or not eligible for interest. The effects of
these changes on the interest expense of a partic-
ular bank or group of banks depended largely on
the relative declines in the more costly managed
liabilities and the less costly regulated deposits
(see appendix table A.2). At one end of the
spectrum, the money center banks as a group
reduced their money market liabilities substan-
tially, by 4.2 percent of total assets, while run-
ning counter to the industry trend by actually
raising the share of demand deposits. By con-

trast, the small banks, with fewer managed liabil-
ities to run off, cut their money market liabilities
by just 1.4 percent of assets. Their demand
deposit balances continued the strongly down-
ward trend of recent years, and on average
balances in regular NOWs also shrank. In part
reflecting these differences in balance sheet
changes among banks of various sizes, the de-
cline in interest expense at the small banks (1.02
percentage points) was less than half that at the
13 money center banks (2.31 percentage points).
Interest expense nevertheless remained highest
at the money center banks because of their still-
high ratio of managed liabilities to total liabilities.

INTEREST INCOME

In 1983, interest income at insured commercial
banks declined 1.69 percentage points to 9.50
percent of assets. Lower average market interest
rates were of course the predominant factor in
the decline—as they were in the case of interest
expense. But the drop in income was tempered
by the long maturity of many bank assets, securi-
ties in particular.

Commercial banks as a group expanded their
holdings of securities, especially U.S. Treasury
obligations, while cutting back on loans as a
share of total assets (see table 4). In part, this
change in asset composition was a reaction to the
heavy inflow of MM DA and Super NOW funds
early in the year. As noted above, the new
accounts prompted a restructuring of bank liabil-
ities, but the asset side of the balance sheet was

4. Portfolio items as a percent of total assets, all insured commercial banks, 1981-831

Average during year

Item

Interest-earning assets . .
Loans
Securities

U.S Treasuiy
U.S. government agencies
State and local governments
Other bonds and stocks

Gloss federal funds sold and reverse repurchase agicements
Interest-bearing deposits

MP.MO: Average assets (billions of dollars)

981

80.8
54.5
20.0
6.4
4.0
9 1

.5
4.8
1.6

Domestic offices

1982

82.5
55 3
19.2
6.1
4 1
8 6

.4
5.2
27

1 1983

82.6
54.7
19.9
7.4
4.0
7.9

.5
5.0
3.0

Fully

1981

83 8
55.2
17.0
5 3
3.3
7 6

.8
4.0
7.7

consolidated

1982

85 2
56.1
16.6
5.1
3.5
7 2

7
4 4
8.1

offices

1983

85.2
55 7
17 5
6 4
3.4
6.8

.8
4 3
7.7

1,603 1,763 1,939 1,940 2,100 2,259

1. Percentages arc based on aggiegate data and thus reflect the
heavier weighting of large banks Data are based on averages for call

dates in December of the pieceding year and in June and December of
the current year.
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also affected. The sudden inflow of funds was
placed largely in securities—a typical adjust-
ment, especially for smaller institutions with less
scope to vary managed liabilities. Only a small
portion of the inflow initially went into loans
because the economic recovery had just begun
and loan demand remained sluggish. By contrast,
the Treasury's demand for credit surged, reflect-
ing the huge federal deficit.

Small banks as a group continued to hold a
higher proportion of assets in Treasury securities
than did other banks, and they also showed the
largest proportionate increase in these instru-
ments. Small banks allocated an additional 2
percent of total assets to Treasury securities,
which raised the share to an average of almost 12
percent. At the same time, these banks partially
offset the acquisition of federal debt by decreas-
ing their holdings of state and local obligations,
leaving total holdings of securities only some-
what higher, at 31 percent of total assets. This
share of securities in total assets was high,
especially when compared with the 6V2 percent at
money center banks, and helped support interest
income because the longer maturities of these
securities guaranteed income through a period of
falling interest rates. In fact, more than 80 per-
cent of bank-held securities, but less than 40
percent of loans and 5 percent of other interest-
bearing assets, had a remaining maturity of more
than six months.1 Small banks also held longer-
term securities and longer-term loans than did
large banks. Taken together, these portfolio
characteristics limited the drop in interest in-
come to 1.14 percentage points for small banks
as a group.

Because their portfolios have a shorter maturi-
ty and loan rates tend to vary more with market
rates, the money center banks posted the sharp-
est fall in interest income, down 2.24 percentage
points to 9.26 percent of total assets. The drops
in interest income at other large banks and at
medium-sized banks were 1.73 percent and 1.20
percent respectively and thus fell between those
at money center and at small banks and paral-

1. Six months was the remaining maturity if the asset
carried a fixed rate and was the earliest possible repricing
interval if the asset had a floating rate, as reported on
Schedule J of the Call Report (June 1983).

5. Rates of return on fully consolidated portfolios,
all insured commercial banks, 1981-83'
Percent

Item

Securities, total
U.S. government
State and local government .
Other

Loans, gross .
Net of loan-loss provision . . .

Taxable equivalent-
Total securities
State and local government .
Total securities and gross loans

1981

9.27
11.38
6.72
11.54
16.37
15.83

1 73
12 15
15.26

1982

9.96
12.19
7.19
11.64
15 20
14.39

12.49
12 93
14.57

1983

9.83
11.79
7.04
11.14
12.70
11.76

12.06
12.58
12.55

1. Calculated as described in the "Technical Note," FiiDFRAi
RESERVE BULI fciiN, vol. 65 (September 1979), p 704

2. See table 1, note 4.

lelled the ranking of declines in interest expense.
Money center banks were the only group to
increase the share of their assets held in loans;
high growth rates in loans to foreign govern-
ments and official institutions and in security and
real estate loans brought the share of loans in
total assets to 6IV2 percent. Money center banks
also increased their holdings of securities. The
offsetting decline occurred in the share of assets
allocated to interest-bearing deposits.

NET INTEREST MARGIN

In 1983, the net interest margin at commercial
banks edged lower from the favorable levels of
the previous year. The deterioration was by no
means uniform either across banks or over the
year. In particular, year-over-year comparisons
actually showed some widening of the interest
margin in the first half of the year, but a sharp
narrowing in the second half left the margin
somewhat lower on average for the year. In
addition, some classes of banks (for example, the
money center banks) managed to go against the
trend and increase their interest margin for the
year as a whole.

The deterioration in the interest margin in the
second half of 1983 appeared especially sharp
because in the comparable period in 1982 the
interest margin had widened remarkably for
many banks. The widening of interest margins in
late 1982 had been associated with a steep drop
in market rates that had pulled down the cost of
bank liabilities somewhat more quickly than the
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income from assets. Consequently, even though
the net interest margin at money center banks
remained unchanged from the first to the second
half of 1983, a comparison with the year-earlier
period showed an improvement of 15 basis points
in the first half and a much smaller improvement,
of just 5 basis points, for the full year.2 For most
other banks, however, the deterioration in the
second half of 1983 could not be attributed
entirely to the unusual reference period. Indeed,
the net interest margin at banks other than the
money center banks narrowed from the first to
the second half of 1983 as interest expense
increased and interest income remained essen-
tially unchanged.

The change in the interest margin from 1982 to
1983 was not uniform across bank groups. For
example, small banks lost 16 basis points on
average at the same time that money center
banks gained 5 basis points. These relative
movements narrowed the differences among
classes of banks in 1983 (see the chart and
appendix table A.2): the interest margin moved
to 4.79 percent at small banks, 4.37 percent at
medium-sized banks, 2.32 percent at money cen-
ter banks, and 3.33 percent at other large banks.

The gap between the higher interest margin at
agricultural banks and the somewhat lower mar-
gin at banks specializing in mortgage lending also
narrowed.3 The two groups are comparable be-
cause they consist largely of small banks, but
their 1983 results differed markedly. The banks
with large holdings of agricultural loans saw a
particularly sharp drop in the return on loans and
a concomitant fall of 22 basis points in their net
interest margin. At the same time, mortgage-
oriented banks showed a relatively small drop in
the rate of return on their loans and ended the
year with an increase of 16 basis points in

2. Net interest margin is calculated as the difference be-
tween interest income, adjusted for taxable equivalence on
tax-exempt state and local securities, and interest expense,
expressed as a percent of total net assets.

3. The mortgage group consists of commercial banks with
at least a quarter of their assets allocated to loans secured by
real estate; in 1983, this group contained 3,018 banks. The
agricultural group consists of commercial banks with at least
one quarter of loans at theii domestic offices allocated to farm
real estate mortgages and loans made to finance agricultural
production; this group contained 4,055 banks in 1983.

their interest margin—exceeding even the im-
provement at the money center banks. The small
decline in the mortgage group's return on loans
demonstrated the low sensitivity of real estate
portfolios to interest rates despite the growing
importance of adjustable-rate mortgages. Be-
yond the interest margin, asset quality was an
important differentiating factor: loan-loss provi-
sions were increased 18 basis points at the agri-
cultural banks, but only 3 basis points at banks
specializing in mortgages. On balance, net in-
come rose at the mortgage-oriented banks and
fell at agricultural banks. Nonetheless, the for-
mer remained somewhat less profitable, and the
latter somewhat more profitable, than small and
medium-sized banks in the aggregate.

LOAN LOSSES

Loan losses became a more significant factor in
commercial bank profitability in 1983. While
rising less than they had in 1982, both provisions
for loan losses and actual net chargeoffs of loans
continued to climb from their high 1982 levels. In
the aggregate, loan-loss provisions increased 8
basis points, to 0.47 percent of total net assets,
and loan chargeoffs (net of recoveries) jumped 11
basis points, to 0.66 percent of gross loans. Both
these figures surpassed recent peaks.

Loan losses increased in 1983 as a number of
sectors of the economy continued to suffer from
the effects of the recent recession. Relatively
high interest rates also added to repayment diffi-
culties. Low commodity and energy prices ad-
versely affected the agriculture and energy indus-
tries; agriculture also came under pressure as the
high and rising exchange rate of the dollar im-
paired the competitive position of U.S. farm
exports. And abroad, difficulties in several de-
veloping economies continued to hamper the
servicing of loans to borrowers in those coun-
tries.

Loans written off as uncollectible (net of re-
coveries from loans previously charged oft) rose
at each group of banks, although by varying
amounts among groups (table 6). In particular,
the medium-sized and the money center banks
did relatively well, adding just 4 and 6 basis
points respectively to net chargeoffs as a percent
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6. Loan portfolio losses and recoveries, all insured commercial banks, 1982-83
Millions of dollars, except as noted

Year and size of bank1

1982
All banks
Less than $100 million
$100 million to $1 billion . . . .
$1 billion or more

Money center banks
Others

1983
All banks
Less than $100 million
$100 million to $1 billion
$1 billion or more

Money center banks
Others . . .

Losses
charged

8,109
1,578
1,637

2,125
2,769

10,456
2,001
1,941

2,490
4,024

Recoveries

1,588
308
315

392
574

2,056
387
393

478
798

Net losses

Amount

6,521
1,270
1,322

1,733
2,194

8,401
1,615
1,548

2,012
3,226

Percent of
loans2

.5.5

.67

.60

45
57

.66
84

.64

51
.74

Loan-loss
provision

8,291
1,479
1,642

2,212
2,958

10,614
1,895
1,927

2,467
4,326

1. Size categories aie based on yeai-end fully consolidated assets. 2. Average of beginning- and end-of-year loan balances.

of loans in 1983. Others did less well; both the
small banks and the large banks other than
money center banks increased their chargeoffs 17
basis points. Banks specializing in agricultural
lending saw the worst deterioration—a jump of
26 basis points that left net chargeoffs at almost 1
percent of gross loans.

Provisions for future loan losses rose very
much in line with banks' actual losses. The
increases were smallest at the medium-sized and
money center banks and largest at the agricultur-
al banks.

The international business of banks became a
more important factor in loan losses in 1983. For
example, in 1982 commercial and industrial loans
to foreign addressees accounted for more than 28
percent of gross loans at the 13 money center
banks, but they contributed just 20 percent of the
$1.7 billion in net loan chargeoffs at those banks.
But in 1983, chargeoffs of foreign commercial
and industrial loans rose sharply to nearly 30
percent of the $2.0 billion in net chargeoffs. In
addition, loans to foreign governments and offi-
cial instilututions constituted a growing if still
small component of chargeofts; these loans rose
from 1 to bVi percent of total net chargeoffs at
money center banks between 1982 and 1983.

OTHER N ON INTEREST EXPENSES AND
N ON INTEREST INCOME

Relative to average assets, nonintercst expenses
increased slightly in 1983 for insured commercial

banks in the aggregate. The rise of 4 basis points,
to 2.95 percent, represented a marked decelera-
tion in the upward trend of recent years. Only
money center banks showed a significant in-
crease—nearly three times the national aver-
age—in this ratio; and medium-sized banks actu-
ally experienced a decline of 4 basis points. As a
consequence, the ratio of noninterest expenses
to assets at money center banks moved closer to
the figures at other banks. The differences in
changes in noninterest expenses were due mostly
to movements in salary and employee benefit
expenses. In particular, the money center banks
expanded their staff only slightly, by 0.4 percent,
compared with the industry average of 0.7 per-
cent. These savings were more than offset by an
increase in salaries and benefits per employee of
7.6 percent, which was about 1 percentage point
higher than that at banks in other size classes.

Noninterest income grew twice as much as
expenses in 1983 and increased across all sizes of
banks. For most banks, the increase was ac-
counted for by growth in fee income. As banks
have "unbundled" financial services, a process
probably hastened by deregulation, they have
increasingly charged explicitly for services. At
small banks, the rise in fee income came predom-
inantly from deposit service charges. At large
banks other than money center banks and at
medium-sized banks, the deposit and other ser-
vice charges accounted equally for the rise. At
money center banks, the growth in deposit ser-
vice charges was in line with the national average
of almost 18 percent, but since such charges
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7. Profit rates, all insured commercial banks, 1979-83
Percent

Type of icturn and size of bank1

Return on assets2

All banks
Less than $100 million,
$100 million to SI billion
$1 billion or more

Money centei banks . . .
Others

Return on equity1

All banks
Less than $100 million.. .
$100 million to $1 billion.
$1 billion or more

Money eentei banks . , .
Others

1979

.80
1.15
.96

.56
72

13.9
14 1
13.9

14.0
13.5

1980

79
1 18

96

.56

.66

13.7
14.2
13.7

14.4
12.7

1981

.76
1.15
.91

53
68

13.2
13.6
12.8

13 4
12.9

1982

.71
1.08
.85

50
63

12.2
12.7
12.0

12 3
11.9

1983

67
96
84

.51
55

11.2
11 2
11.9

II 9
10.4

1. Size categories are based on year-end fully consolidated assets
2. Net income as a percent o£ the average of beginning- and entl-ol-

year fully consolidated assets net of loan-loss lescrves

3. Net income as a peicent of the average of beginning- and end-ot-
yeai equity capital.

amount to just over 5 peicent of nonintercst
income at those 13 banks as a group, the rise had
little impact. Instead, improvement in noninter-
est income came mostly from other service
charges and the undifferentiatcd "all other non-
interest income." On net, the industry's spread
between nonintcrest expenses and income in
1983 narrowed by 3 basis points from the previ-
ous year, approximately offsetting the reduction
in net interest margin over the same period.

PROFITABILITY, DIVIDENDS, AND CAPTIAL

Commercial banks were less profitable in 1983
than in any year in the last two decades. The
weighted average return on assets declined 4
basis points in 1983, and the average return on
equity fell a full percentage point (table 7). Much

more noticeable drops in these measures oc-
curred at small banks and at large banks other
than money center banks; indeed, the year-to-
year changes in profit rates for these two groups
were the largest in recent years. In contrast, the
profit performances of medium-sized and money
center banks were similar to those in the previ-
ous year, with money center banks even showing
an increase of 1 basis point in return on assets.

Despite the reduced profitability of the indus-
try, the ratio of cash dividends on common and
preferred stock to assets went up 2 basis points
in 1983. Money center banks increased their
dividends 5 basis points, considerably more than
other banks, while dividends at medium-sized
banks rose at about the average rate for all
banks. Other large banks and small banks re-
duced their dividends slightly relative to total
assets.

8. Sources of increase in total equity capital, all insured commercial banks, 1979-83
Million', of dolliiis, except as noted

Yeai

1979
1980
1981
1982
1983

Retained income1

All
banks

(1)

Large banks2

(2)

8,350 3,616
8,859 3,843
8,904 4,108
8,410 4,055
7,651 3,621

Net increase
capit

All
banks

(3)

9,952
0,828
1,168
0,865
0,738

m equity
al

Large banks

(4)

4,291
4,567
5,426
5,304
5,625

Percent of incicasc in equity
capital from

All banks
(column 1 -

column 3)

(5)

84
82
80
77
71

letained income

Laige banks
(column 2 -

column 4)

(6)

84
84
76
76
64

1. Net income less cash dividends declared on piefeired and
common stock.

2. banks with fully consolidated assets of $1 billion or more
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Insured commercial banks retained about $750
million less income in 1983 than in the year
before, the second consecutive year of decline
(table 8). Despite the drop in retained earnings,
the industry's equity-to-asset ratio rose in 1983
for the first time in seven years as equity sales
boosted bank capital. The aggregate ratio rose to
6.0 percent, with equity increases in excess of
asset growth at the money center banks as the
primary contributing factor. Over the year, the
money center banks raised their equity capital
more than $2 billion, or about 8 percent. Al-
though stock prices slid through much of the
year, regulators' concern over capital adequacy
and new guidelines for minimum ratios of capital
to assets probably contributed to the banks'
decision to increase equity.

9. Consolidated income and expense as a percent of
average net assets, U.S. insured commercial
banks with foreign offices, 1982-83

Item

Gross interest income. . . .
Gross interest expense . . .

Net interest margin . . . .
Taxable equivalent1..

Nomnterest income
Loan-loss piovision
Other noninterest expense.

Income before tax ..
Foieign offices2 . .
Domestic offices2.

Net income
International business2 . . .
Domestic business2

1982

11.11
8 58
2.53
2.79
1 17
.39

2.56

75
.24
.51

55
.18
37

1983

9.07
6 54
2 53
2.75
1.24
.48

2.62

67
.25
.43

.49

.18

.31

1. See table 1, note 4.
2 See table A.3 Reflects amounts attiibutecl to each class of

business, giving full allocation of income and expense.

INSURED U.S. COMMERCIAL BANKS
WITH FOREIGN OFFICES

In line with the industry as a whole, commercial
banks with foreign offices saw their net operating
income fall about the amount that loan-loss pro-
visions were increased.4 Loan-loss provisions at
these banks were raised by 0.09 percent of
average consolidated assets, or almost 30 per-
cent. The increase in loan-loss provisions was
especially pronounced for loans attributable to
the international business of banks; the foreign
share of total provisions rose to 27 percent in
1983 from 21 percent in 1982. Nevertheless,
profits from international business held up well
as the interest margin widened on business with
foreign customers, offsetting the deterioration in
loan losses and other noninterest expenses. In
the aggregate, banks with foreign offices report-
ed that all of the 1983 decline in their return on
assets was attributable to their domestic business
(see table 9).

The behavior of net income attributable to
foreign offices was similar to that of net income
attributable to international business (which in-
cludes all business with foreign-domiciled cus-
tomers, whether conducted in domestic or for-

4. This group includes 188 large insured commercial banks
with foreign offices, or Edge Act or Agreement subsidiaries.

eign offices). Profits from foreign offices also
increased on the basis of some widening in the
interest margin, in contrast to the declining prof-
its and narrowing of 10 basis points in the margin
at domestic offices. A factor contributing to the
better performance of the foreign office margin
was the relative absence of fixed-rate character-
istics on their deposit liabilities; foreign offices
have few long-term deposits and none subject to
regulatory interest rate ceilings. As table 10
shows, interest income and expense both fell
sharply at foreign offices, declining more than
300 basis points as compared with the declines of
155 basis points in income and 145 basis points in
expense at domestic offices.

Separating these banks into two groups, the 13
money center banks on the one hand did relative-
ly well, showing a slight increase in aftertax
profits. The increase in profits attributable to

10. Interest income and expense as a percent of
average net assets, U.S. insured commercial
banks with foreign offices, I982-831

Item

Gross interest income. .
Gross interest expense.

Net interest margin . .
Taxable equivalent1

Domestic
offices

1982 1983

Foi eign
offices

1982 1983

9.80 8.26 12.59 9.56
6.77 5.32 11.40 8.36
3 03 2 94 1.19 I 21
3.39 3.24 1.19 1.21

1. Approximated for domestic offices according to the method
described in table I, note 4.
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their international business compensated for the
decrease in domestic profits and lifted interna-
tional profits to just over one half of aftertax
income. Other large banks with foreign offices,
on the other hand, experienced a deterioration
not only in domestic profits but also—albeit
milder—in international profits. As a group, net
income at these banks declined 12 basis points,
slightly less than the 14 basis points by which
loan-loss provisions were raised. Increased capi-
tal gains on security transactions and an im-
provement in the balance of noninterest income
and expenses offset a substantial narrowing of
the interest margin at these other large banks.

As it has in the past several years, the level of
total assets held at foreign offices fell—by about
$8 billion in 1983. Here, too, the money center
banks were responsible for the trend, showing a
drop of more than $10 billion. The other large
banks posted an increase in foreign office assets
of about $2 billion. One should note, however,
that shifts of assets from foreign offices to inter-
national banking facilities (IBF.s) would show up
as a drop in foreign office assets and a corre-
sponding increase in those at domestic otliccs

II. Assets and liabilities, U.S. insured commercial
banks with foreign offices, December 31, 1983
Pcicent of total, except as noted

Item

Total assets (billions ot dollais) .
Cash and due from banks
Gross fedeial funds sold and icveise

icpinchasc agicements
Securities . . . . . . . . . . .
Loans . . . . . . . . . . .
Other

Advances to affiliated offices ..

Total liabilities (billions of dollais) . . .
Deposits . . . .

Non-interest-beaung1. . . . .
Interest-bearing

Savings and small time
Time of $ 100,000 01 moie

Selected nondeposit financial
liabilities.

Fedeial funds puichascd and
repurchase agi cements

Other liabilities for boilowed money.
Other

Advances from affiliated offices

Domestic
offices

1,012
12

4
12
58
14
3

943
71
22
49
30
19

17

14
3

12
4

I'oieign
offices

382
30

3
51
16
9

3KI
81
4

77
n.a
n.a.

5

*
5

14
9

1 Demand deposits in domestic othces, non-inteiest-bcanng de-
posits in foreign offices.

* Less than 0.5 pciccnt
n a Not available

because IBFs have been included in domestic
offices.
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A.I. Report of income, all insured commercial banks, 1979-83
Millions of dollars, except as noted

Item

Operating incume, total

Interest, total.
Loans.
Balances with banks .
Federal funds sold and securities purchased under icsale agreement.
Securities (excluding trading accounts)

U.S. Treasury and U.S. government agencies
State and local governments... .
Other1

Trust department.
Direct lease financing.
Service charges on deposits .
Other charges, fees, etc
Other operating income ..

Operating expenses, total

Interest, total
Deposits

Time CDs of $100,000 or more issued by domestic offices
Deposits in foreign offices
Other deposits

Federal funds purchased and securities sold under repurchase agreement
Other boilowed money2

Capital notes and debentures

Salaries, wages, and employee benefits
Occupancy expense'
Loan-loss provision
Other opeiating expenses

Income before taxes and securities gains or losses ..
Applicable income taxes
Net securities gains or losses ( - ) after t axes . . . .
Extraordinary charges (-) or credits after taxes

Net income
Cash dividends declared .

MEMO
Number of banks
Average fully consolidated assets (billions of dollars)

1979 1980 1981 1982 1983

149,795 190,109 247,932 257,188 239,255

137,364
101,942

10,561
6,106

18,755
10,630
6,928
1,197

2,375
1,073
2,517
3,635
2,831

131,950

87,570
71,693
18,105
24,523
29,065
12,218
3,162

497

21,465
6,255
3,764

12,796

17,843
4,736
-350

39
12,797
4,449

14,352
1,593

174,416
126,663

16,035
8,750

22,968
13,400
8,131
1,437

2,738
1,371
3,173
4,352
4,059

170,675

119,758
98,130
24,753
34,941
38,436
16,707
4,380

541

24,565
7,325
4,453

14,573

19,435
5,009
-492

17
13,950
5,091

14,421
1.76S

228,675
163,171
23,935
12,236
29,333
18,037
9,671
1,635

3,179
1,746
3,905
5,302
5,116

227,714

169,268
138,977
39,034
46,696
53,248
23,786
5,894

611

27,927
8,566
5,059

16,962

20,149
4,611
-861

54
14,731
5,831

14,400
1,940

235,121
166,589
23,857
11,316
33,359
21,022
10,612
1,725

3,604
1,943
4,573
6,203
5,715

238,016

168,553
141,097
37,359
41,746
62,029
20,618
6,188

650

31,218
9,960
8,291

19,953

19,172
3,639
-661

68
14,940
6,529

14,121
2,100

214,088
151,356
16,738
9,198

36,797
24,204
10,618
1,974

4,188
1,961
5,399
7,267
6,351

220,229

143,210
119,839
22,523
29,021
68,295
16,438
6,253

680

33,636
11,100
10,614
21,661

19,026
4,091

- 1 5
70

14,989
7,338

14,074
2,259

1. Includes interest income from other bonds, notes and deben-
tures, and dividends from stocks.

2. Includes interest paid on U.S. Treasury tax and loan account
balances.

3. Occupancy expense for bank premises net of any rental income
plus furniture and equipment expenses.
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A.2. Portfolio composition, interest rates, and income and expenses, insured commercial banks, 1980-831

A. All banks

Item

Inteicst-earning assets . . . . . . .
I .oans

Commercial and industrial ..
Real estate . . . . . . .
Personal

Secuntics
U.S. Treasury
U.S. government agencies
State and local governments
Other bonds and stock . . . . . . .

Gross federal funds sold and securities purchased under resale agreement
Interest-bearing deposits . . . . . . . .

Deposit liabilities
In foreign offices . . . .
In domestic offices

Demand deposits . . .
NOW accounts
Large time . . . . . . .
Othei deposits. . . . .. . . . .

Other selected financial liabilities . . . .
Gross federal funds purchased and securities sold under icpurehase agreement
Other borrowings ..

MI-MO: Managed liabilities

Rates earned
Securities . . . .

State and local governments
Loans, gross

Net of loan-loss provision.
Taxable equivalent

Securities
Securities and gross loans .

Rates paid
Time and savings deposits

Large negotiable CDs . . .
In foreign offices
Other deposits

All inteicst-beanng liabilities . .

Gross interest income
Gross inteiest expense .

Net interest margin . .
Noninterest income .
Loan-loss provision . .
Other noninterest expense

Profits before tax . . . .
Taxes
Other

Net income . . . .
Dividends
Retained income

MEMO: Net interest margin, taxable equivalent

1980 1981 1982 1983

Balance sheet items as percent of average
consolidated assets

82.9
55 4
20.8
14.6
10.6
17 0
5 3
3.0
7.H
.8
3.7
6.8
79.5
16.0
63.5
24.0
1,0
12 8
25.7
9.2
6.9
2.3
38 4

83.8
55 2
21 5
14.4
9.6
17.0
5 3
3.3
7 6
.8
4.0
7 7

78.6
15.8
62.8
20.8
2.4
14.2
25.4
9.8
7 5
2 3

40.2

85.1
56.1
22 8
14.2
9 2
16.6
5.1
3.5
7 2
.7
4.4
8.1
77.7
15.0
62.7
17.4
3.4
15 4
26.5
10.3
8.0
2.3

41.0

85.2
55.7
22 5
14 1
9 2
17.5
6.4
3.4
6.8
8

4.3
1.1

11.1
13.5
64.2
16.5
3.2
13 3
31.2
10.3
7.8
2 5
37.5

Effective interest uitcs (percent)

7.88
6 03
13.71
13.19

10.23
12.88

10 66
12.56
14 03
8 10
11.10

9.27
6.72
16.37
15.83

11.73
15 26

13.38
16.42
17.34
10.02
13.86

9.96
7.19
15.20
14.39

12.49
14 57

11.94
14 14
14.87
9.75
12.08

9.83
7.04
12.70
11.76

12.06
12.55

9.13
8 90
10.32
8.79
9.29

Income and expenses as percent of aveiage
consolidated assets

9.87
6.78
3 09
.89
25

2.63

1 10
.28

-.03
.79
.29
.50

11.81
8.75
3.07
.99
.26

2.76

1 04
.24

-.04
.76
.30
46

11.19
8.02
3.17
1.05
39

2 91

91
.17

-.03
.71
.31
40

9 50
6.36
3.15
1.12
.47

2.95

.84

.18
-.01
.67
.33
.34

3 46 3 45 3.55 3.50

1. See notes to tables in the text.
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A.2. Portfolio composition, interest rates, and income and expenses, insured commercial banks,
1980-83'-Continued
B. Banks with less than $100 million in assets

Item

Interest-earning assets . . .
Loans

Commercial and industrial . . . . .
Real estate . . . . . . . .
Personal

Securities .
U.S. Treasury . .
U.S. government agencies . . . .
State and local governments
Other bonds and stock .

Gross fedeial funds sold and securities purchased under resale agreement . . .
Interest-bearing deposits

Deposit liabilities
In foreign o f f i ces . . .
In domestic offices

Demand deposits . . .
NOW accounts
Large time .
Other deposits

Other selected financial liabilities . .
Gross federal funds purchased and securities sold undei repurchase agreement
Other borrowings . .

MEMO: Managed liabilities

Rates earned
Securities

State and local governments
Loans, gross

Net of loan-loss provision...
Taxable equivalent

Securities
Securities and gross loans.

Rates paid
Time and savings deposits . . . .

Negotiable CDs
In foreign offices
Other deposits

All interest-bearing liabilities .

Gross interest income . . . .
Gross interest expense . . .

Net interest margin . . . .
Noninterest income
Loan-loss provision
Other noninterest expense

Profits before tax ..
Taxes
Other

Net income
Dividends
Retained income .

MEMO: Net interest margin, taxable equivalent.

1980 1981 1982 1983

Balance sheet items as peicent of aveiage
consolidated assets

89 4
55.9
II 9
20 8
15.5
27.8

9 2
6 3

11.8

s
5.5

2
88 1

88 1
26 7

8
9 5

51.1
1 4
1.0

4
11.1

90.8
53.6
12 3
19.6
14 0
29.4
9.9
7.4

11 5
.5

5.9
1.9

87.5

87.5
22.5
4.0

10.0
51 0

1.7
1.4
.3

12.0

91 0
52 5
12 9
18 4
12.9
29.6

9 8
8 4

10.9
.4

6.4
2 6

87.1

87. l'
19.0
6.2

107
51.2
2.0
1.7
.3

12.8

90.9
51 4
12.9
18.0
12.3
31 0
11.9
8.6

10.0
.5

6.0
2.6

87.8

87.8
17.0
5.7
9.8

55.3
1.5
1.2
.3

11.4

Effective interest rates (percent)

7 89
5.80

12.43
11.90

9.98
11 60

8.81
11.66

8.36
8.89

9.69
6.44

14.90
14.30

11.77
13.79

11.21
15.18

10.56
11.31

10.82
7.24

15.35
14.46

12.97
14.48

10.97
13.72

10.52
11.02

10. 58
7 47

13.
12.

12.
13.

9.
9.

9.
9.

70
58

.52

.26

.15
20

15
11

Income and expenses as percent of average
consolidated assets

9.67
5.36
4.31

.64

.26
3.12

1 57
.36

- .03
1.18

31
.87

11.49
7.13
4.36

.69

.28
3.23

1.55
.35

- .06
1.15
.35
.80

4.85 4.92

11.71
7.33
4.38

.68

.41
3.30

1.35
.26

- .01
1.08
.39
.69

4.95

10.57
6.31
4.26

.70

.51
3.28

1.17
.23
.01
.96
.38
.58

4.79

1. See notes to tables in the text.
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A.2. Portfolio composition, interest rates, and income and expenses, insured commercial banks,
1980-83'-Continued
C. Banks with $100 million to $1 billion in assets

Item

Intercst-eai ning assets
Loans

Commercial and industrial . . . .
Real estate
Personal . . . .

Securities
U S. Treasury
U.S. government agencies
State and local governments . . . .
Other bonds and stock

Gross federal funds sold and securities purchased undei resale agreement .
Interest-bearing deposits

Deposit liabilities
In foreign offices
In domestic offices

Demand deposits
NOW accounts
Large time . . . .
Other deposi ts . . .

Other selected financial liabilities
Gross federal funds purchased and securities sold under icpurchase agreement
Other borrowings . . . . . .

MEMO: Managed liabilities .

Rales earned
Securities

State and local governments
Loans, gross

Net of loan-loss piovision. . .
Taxable equivalent

Securities
Securities and gross loans . .

Rates paid
Time and savings deposits . . .

Negotiable CDs
In foreign offices
Other deposits

All interest-bearing liabilities .,

Gross interest income
Gross interest expense

Net interest margin
Noninterest income
Loan-los.s provision
Other noninterest expense

Profits before tax
Taxes
Other

Net income
Dividends
Retained income

MEMO: Net interest margin, taxable equivalent.

1980 1981 1982 1983

Balance sheet items as peicent of average
consolidated assets

87.2
55.4
15.9
20.5
15 4
25.2
7.9
4.4
12 3
6

5 4
1.3

84.0
2

83.8
28 8
1 5

14.4
39.1
6.3
5.4
.9

21.3

88.0
54.1
16.3
20.0
14.0
25.7
8.1
5.0
11.9
.7

5 5
2.8

83.2
2

83 0
25.0
3.6
15.0
39.4
70
6 1
.9

22 6

89.0
53.4
16.9
19.4
13 2
25 3
8.0
5.5
11.1
.7
5.9
4.4
82.9
.2

82.7
21.3
5.2
15.4
40.8
7 3
6.5
8

23.2

89.4
52.7
16 8
18.9
12 9
26.5
10.0
5.4
10 3
.9
5.6
4.6

84.3
.2

84.2
19.5
4.9
13 0
46.8
6.1
5.2
.9

19.6

Effective interest rates (percent)

7.64
5.82
12.79
12 26

10.00
11.91

9 05
12.13
12.99
8.06
9.50

9.14
6.49
15.23
14 66

11.44
13.99

11 46
16.05
15.84
9.99
11 97

9.96
7.03
14.68
13.83

12.34
13.92

10.67
13.96
14 44
9.69
10.89

9.89
7.03
12.78
11 88

12.09
12.55

8.82
8.90
9.23
8.81
8.79

Income and expenses as percent of average
consolidated assets

9.47
5.62
3.85
.82
26

3.20

1.20
.22

-.03
.96
.36
.60

11.25
7.39
3.86
.87
.27

3.34

1.12
.17

-.05
.91
.39
.52

11.05
7.13
3.92
.90
.40

3 42

1 00
.12

-.04
.85
.40
.45

9.85
6.00
3.85
94
.43

3.38

.98

.14
-.01
.84
.42
.42

4.40 4.40 4.47 4.37

1. See notes to tables in the text.
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A.2. Portfolio composition, interest rates, and income and expenses, insured commercial banks,
1980-83'-Continued
D. Thirteen money center banks

Item

Interest-earning assets
Loans

Commercial and industrial
Real estate
Personal

Securities
U S. Treasury
U.S. government agencies
State and local governments
Other bonds and stock

Gross federal funds sold and securities purchased under resale agreement . . . .
Interest-bearing deposits

Deposit liabilities
In foreign offices. .
In domestic offices

Demand deposits . .
NOW accounts
Large time . . .
Other deposits

Other selected financial liabilities
Gross federal funds purchased and securities sold under repurchase agreement
Other borrowings

MEMO: Managed liabilities

Rates earned
Securities

State and local governments
Loans, gross

Net of loan-loss provision,..
Taxable equivalent

Securities
Securities and gross loans

Rates paid
Time and savings deposits . . .

Negotiable CDs
In foreign offices
Other deposits

All interest-bearing liabilities..

Gross interest income
Gross interest expense

Net interest margin
Noninterest income . .
Loan-loss provision
Other noninterest expense

Profits before tax
Taxes
Other

Net income
Dividends
Retained income

M E M O : Net interest maigin, taxable equivalent.

1980 1981 19X2 1983

Balance sheet items as percent of average
consolidated assets

78.0
55.4
29.9

6.9
4.3
72
2.2

9
28
1.4
1.6

13 7
75.3
40.3
35 0
17.5

.5
11.1
5.9

12.4
8.2
4 2

63.9

8.83
6.95

14.95
14.56

11.25
14.52

12 98
13.37
13.94
8.29
13.07

10.40
8.40
2.00

.96

.19
1.83

.36
-.01

.56

.22

.34

2.15

79.6
57.5
31.2
7.5
4.2
6.8
2.0

.8
2.7
1.3
2.1

13.2
74.2
39.3
34.9
14.7

.7
13.5
6.0

12.9
8.5
4.4

65.9

81.4
61.0
33.6
8 1
4.3
6.3
1.7
.7

2.7
1.2
2.4

11.7
72.5
38.0
34.5
11 1

.9
15.7
6.8

13.2
8.6
4.6

67.1

80.7
61.6
33.5
8.3
4.3
6.6
1.9

7
2.7
1.3
2.5

10.1
71.2
35.5
35.7
11.3

.8
13.3
10.3
13.8
8.8
5.0

62.9

Effective interest rates (percent)

9.90
7.68

17.63
17.20

12.74
17.10

16.02
16.98
17.17
9.40

16.20

expenses as
consolidated

12.58
10.69
1.89
1.11
.21

1.94

.86

.31
-.02

.53

.21

.32

9.78
7.64

15.65
14.98

12.57
15.35

13.67
14.71
14.88
8.79

13.65

percenl
assets

11.50
9.40
2.11
1.16
.35

2.16

.76

.24
-.03

.50
22

.27

9.61
6.49

12.62
11.92

12.09
12.57

9.77
9.17

10.72
8.19

10.22

2.07 2.27

9.26
7.09
2.17
1.25
.39

2.27

.76

.26

.01

.51

.27

.24

2.32

1 See notes to tables in the text.
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A.2. Portfolio composition, interest rates, and income and expenses, insured commercial banks,
1980-83'-Continued
E. Large banks other than money center banks

Item

Interest-earning assets
Loans

Commercial and industrial
Real estate
Personal

Securities
U.S. Treasury
U.S. government agencies
State and local governments
Other bonds and stock

Gross federal funds sold and securities purchased under resale agreement
Interest-beaiing deposits

Deposit liabilities
In foreign offices
In domestic offices

Demand deposits
NOW accounts
Large time
Other deposits

Other selected financial liabilities
Gross federal funds purchased and securities sold under repurchase agreement.
Other borrowings

MFMO: Managed liabilities

Rates earned
Securities

State and local governments.
Loans, gross

Net of loan-loss provision. . .
Taxable equivalent

Securities . . . .
Securities and gross loans.

Rale.s paid
Time and savings deposits . .

Negotiable CDs
In foreign offices
Other deposits

All interest-bearing liabilities ..

Gross interest income ..
Gross interest expense . .

Net interest margin
Noninterest income
Loan-Joss provision
Other noninterest expense

Profits before tax
Taxes
Other

Net income
Dividends
Retained income

M E M O : Net interest margin, taxable equivalent

1980 1981 1982 19X3

Balance sheet items as percent of average
consolidated assets

81.1
55.0
20.8
14.7
10.9
15.0
4.5
2.3
7.7

.5
3.6
7.4

75.8
11.4
64.4
26.1

1.2
15.7
21.4
12.8
10.4
2.4

40.4

7.67
6.11

13.85
13.23

10 29
13.08

10.64
12.66
14.37
7.72

11.36

81.3
54.4
20.7
14.6
97

14.4
4.2
2 2
7.5

.5
3.9
8.7

75.0
11.7
63.3
23 1
2.5

16.8
20.9
13.3
11.0
2.3

42.4

Effective interest

8.65
6.86

16.62
16.00

11.56
15.53

13.49
16.63
17.94
9.55

14.11

83.0
55.1
21.8
14.6
9.3

13.8
4.1
2.1
7 1

.5
4.3
9.8

74 1
11 0
63.1
19.7
3.2

17.7
22.5
13.9
11.7
2.2

43.0

rates (percent)

9.11
7 15

14.98
14.10

12 08
14.38

11.75
13.99
14.83
9.33

11 85

83.8
54.8
21.5
14 3
9.5

14.7
5.3
2.1
6.7

.6
4.4

10.0
74.3

9.8
64.5
18.8
3.1

15.2
27 4
14.1
11.6
2.5

39 6

9 13
6.93

12.29
11 18

11.58
12.14

8.77
8.71
9.23
8.69
8.91

Income and expenses as percent of average
consolidated assets

9.71
6.76
2.95
1.01
.30

2.76

.90

.19
- .05

.66

.29

.37

11.60
8.64
2.96
1.13
.29

2.92

.88

.15
- .05

.68

.31

.37

10 72
7.68
3.04
1.22
.42

3.07

.77
10

- .04
.63
.30
.33

8.99
5.98
3.0!
1.30
.55

3.09

67
.12

- .01
.55
.29
.26

3.31 3.35 3.42 3.33

1. Sec notes to tables in the text.
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A.3. Income attributable to international business of U.S. commercial banks with foreign offices
Millions of dollars

Item

Pretax income attnbutable to foreign offices' . .
Plus: Pictax income attnbutable to international business conducted in domestic offices
Less: adjustment amount: . . . . . . .

Pretax income attnbutable to international business
Less: All income taxes attributable to international business

Net income attnbutable to inteinational business

MLMO
Provision foi possible loan losses attributable to international business.

Nonintetest income
Attributable to foreign offices1

Attributable to intei national business . . . .

Niminterest expense
Attributable to foreign offices1 . . .
Attributable to intei national business

Intracompanv items atttibulable to international business
Interest income . . .
Interest expense . . .
Interest income of domestic offices fiom foreign-domiciled customers
Fully consolidated

Pretax income . .
Total applicable taxes
Net income1 . . . .

Average total assets . .

82

3,037
9S3
160

3,830
1,624
2,206

1983

3,200
1,092
17/

4,118
1,742
2,376

1,029

2,174
2,844

3,634
4,794

7,596
10,147
6,003

9,348
2,103
6,825

1,249,052

1,688

2,392
3,164

4,440
5,706

6,688
9,349
6,962

8,790
2,344
6,452

1,305,614

1. Including Edge Act and Agiecmcnt subsidianes.
2 Reflects the amount necessary to reconcile the preceding two

amounts with pietax income attributable to international business.

For example, any net income of foreign offices from business with
U.S.-domiciled customers is included heie.

3. After gains and losses from securities transactions and extraordi-
nary items.
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Staff Studies

The staffs of the Board of Governors of the
Federal Reserve System and of the Federal
Reserve Banks undertake studies that cover a
wide range of economic and financial subjects.
From time to time the results of studies that are
of general interest to the professions and to
others are summarized in the FLDLRAI, RLSIRVI.
BULLETIN.

The analyses and conclusions set forth are
those of the authors and do not necessarily

indicate concurrence by the Board of Governors,
by the Federal Reserve Banks, or by the mem-
bers of their staffs.

Single copies of the full text of each of the
studies or papers summarized in the BULLKIIN
are available without charge. The list of Federal
Reserve Board publications at the back of each
BUII.LIIN includes a separate section entitled
"Staff Studies" that lists the studies that are
currently available.

STUDY SUMMARIES

GEOGRAPHIC MARKET DELINEATION.- A REVIEW OE THE LITERATURE

John D. Wolken—Staff, Board oj Governors
Prepared as a stafl' study in May 1983.

Following the Philadelphia National Bank deci-
sion (1963) and the revisions to the Bank Merger
Act of 1966, the bank regulatory agencies were
required to assess the potential competitive im-
pact of bank mergers and decide in each case
whether the merger would have significantly
adverse effects on competition in "any line of
commerce or any section of the country." As a
result, the delineation of banking markets took
on great importance.

This staff study critically reviews the theoreti-
cal and empirical literature dealing with geo-
graphic market determination. Emphasis is
placed on the ability to define meaningful eco-
nomic banking markets for the purpose of ana-
lyzing bank mergers and acquisitions in the con-
text of current antitrust policy. Literature from
disciplines other than banking is included. Fol-
lowing the review of the academic literature, the
study evaluates the different approaches to geo-
graphic market determination used by the bank
regulatory agencies and the approach recently

suggested in the merger guidelines issued by the
Department of Justice.

The study finds that despite the extensive
treatment of delineation of banking markets in
the literature, the techniques used by researchers
and regulators in banking have not changed
much in the last decade. All of the current
approaches rely in one way or another on evi-
dence that indicates that for some bank custom-
ers the market is a relatively small geographic
area.

Yet, during the past few years, the financial
environment has changed markedly. And recent
surveys indicate that nonlocal and nonbank firms
are increasingly important to the traditional bank
customer, though still to a limited extent. These
facts raise questions regarding the relevance of
the local geographic banking market and the
approaches now used by the regulatory agencies.

The study concludes that these questions can
be resolved only through additional research.
The literature does not reveal any clearly superi-
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or approach to geographic market definition,
although it does illustrate well the tradeoffs be-
tween theoretical consistency and applicability.
The recent empirical evidence on the extent of
geographic banking markets is far from defini-
tive. And in any event, financial markets are still

in transition, so that the applicability of the
recent data is uncertain. Based on the review of
the literature, the study concludes with sugges-
tions regarding areas in which research would be
profitable.

A COMPARISON OF DIRECT DEPOSIT AND CHECK PA YMENT COSTS

William Dudley—Staff, Board of Governors
Prepared as a staff study in the summer of 1984.

This paper presents the findings of a study of the
relative cost of payment by direct deposit versus
check. The study, which was requested by the
Interagency Task Force on Electronic Fund
Transfers, was undertaken to determine whether
expansion of the direct deposit program would
be in the public interest. The eight government
agencies that make the majority of all recurring
federal government benefit payments participat-
ed in the study, along with the U.S. Treasury
(including the U.S. Secret Service), the Federal
Reserve System, General Services Administra-
tion (for storage and retrieval of checks), and the
depository institutions.

To aid in the analysis, the resource costs
incurred in fiscal year 1981 by the participants in
the study were calculated. In addition, the net
budgetary cost to the federal government (in-
cluding the cost of forgone check float) was
determined. This computation relied on a Feder-
al Reserve study of government check float
completed in January 1984. The cost of enrolling
a new claimant for either direct deposit or check

payment and the average cost for each form of
payment once enrollment has been completed
were ascertained. These two cost components
were then combined in a present-value calcula-
tion to determine the relative costs of payment
by direct deposit and check.

The study found that the average resource cost
for the federal government and the depository
institutions was significantly less for direct de-
posit than for check payment. For the govern-
ment alone, the average direct deposit account
generated an operational cost saving over its life
with a present value of about five dollars. How-
ever, the findings indicated that the direct depos-
it program had a substantial negative impact on
the federal government's budget. When the cost
of forgone check float (which does not represent
a resource cost to society as a whole) was
included as a cost to the federal government of
making a direct deposit payment, the cost of
payment by direct deposit far exceeded the cost
of payment by check. •
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Announcements

CHANGE IN SCHEDULE

FOR THE FEDERAL RESERVE BULLETIN

Beginning with this issue the Fi DI.RAI, RI.SI.RVI.

BUI.i.I.I IN will be released (he first of the month
instead of during the last week.

To facilitate this changeover, this issue of the
BULI.LIIN does not include the tables that regu-
larly appear in the "financial and Business Sta-
tistics" section. The data for the tables that
would have been published in the November
issue under the old schedule were nol available
in time for the November publication date. These
data will be published in the December Bui.i.h-
IIN, and the tables will appear regularly in subse-
quent issues of the Bui.i.i. TIN.

The reprint of the industrial production statis-
tical release (G. 12.3) for September will be pub-

lished in the Decembei" B U I . I I . I I N . The regular
press release date for G.I2.3 is not affected.

SYSTEM MEMBERSHIP:
ADMISSION OE STATE BANKS

The following banks were admitted to member-
ship in the Federal Reserve System during the
period September 11 through October 5, 1984:

Arizona
Phoenix Guardian Bank

California
Red Bluff Tchama County Bank

Florida
Miami Central Bank
Miami Gulf Bank
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Record of Policy Actions of the
Federal Open Market Committee

MEETING HELD ON AUGUST 21, 1984

I. Domestic Policy Directive

The information reviewed at this meeting sug-
gested that the expansion in economic activity
was continuing at a relatively strong pace,
though moderating from the annual rate of about
7 '/2 percent recorded for the second quarter.
Thus far in 1984, average prices, as measured by
the fixed-weight price index for gross domestic
business product, appeared to have risen more
slowly than in 1983.

Industrial production rose 0.9 percent in July,
the same as the increase in the preceding month,
which had been revised upward. Production of
durable consumer goods increased sharply,
while output of nondurable goods rose little on
balance. Output of business equipment remained
sizable though somewhat below the advanced
pace of other recent months. The rate of capacity
utilization in manufacturing reached 82.6 percent
in July, its highest level since early 1980.

Labor market reports for July gave mixed
signals. Nonfarm payroll employment rose
300,000 further, just a little less than the average
gain over the first six months of the year. How-
ever, the civilian unemployment rate, which had
plunged to 7.1 percent in June, returned to its
May level of 7.5 percent, as the survey of house-
holds showed a sharp drop in employment after
two months of especially large increases. For the
three-month period ending in July, both mea-
sures of employment reported a sizable increase
of nearly 1 million jobs.

Retail sales fell 0.9 percent in July, after rising
considerably in both the first and the second
quarters of the year. Sales declines were report-
ed at nearly all major types of stores but were
especially pronounced at general merchandise,
apparel, and furniture and appliance stores

where growth had been especially strong earlier.
Sales of new domestic automobiles were a little
above the annual rate of about 8'A million units
recorded for the first half of the year; but they
dropped back to a rate of about IVi million units
in the first 10 days of August, in part because
some popular models were in short supply.

Housing starts fell in July to a rate appreciably
below the average in the second quarter. Starts
of single-family units, declining for the third
month in a row, were nearly 14 percent below the
second-quarter average; multifamily starts,
though edging down in July, remained above the
average in the preceding quarter. Newly issued
building permits declined almost 12 percent in
July, with issuance down by comparable margins
for both single-family and multifamily construc-
tion.

In contrast to the slowing in the consumer and
housing sectors, business fixed investment con-
tinued to expand quite rapidly, and commitments
for future spending remained high. Shipments of
nondefense capital goods rose further in June
and were up nearly 6 percent for the second
quarter as a whole. New orders for such goods
increased about 5 percent in the quarter and the
backlog of outstanding orders continued to rise.

Incoming information on prices and wages
indicated a continuation of recent favorable
trends. The producer price index for finished
goods increased 0.3 percent in July, after three
months of virtually no change. Data on consumer
prices in July were not yet available, but in June
the consumer price index had risen 0.2 percent
for the second consecutive month. Over the first
seven months of 1984, producer prices increased
at an annual rate of about 3 percent, and over the
first half of the year, consumer prices and the
index of average hourly earnings rose at annual
rates of about 4 percent and V/i percent respec-
tively.
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In the period following the July FOMC meet-
ing, the foreign exchange value of the dollar
against a trade-weighted average of major foreign
currencies rose about 2 percent further to a new
high in early August; subsequently the dollar's
value fluctuated in a range a little below the
peak. Over most of the intermeeting interval
exchange markets were quite volatile, apparently
reflecting changing perceptions among market
participants about the outlook for interest rates,
inflation, and economic activity in the United
States. The merchandise trade deficit in June
was somewhat above the May level, and for the
second quarter as a whole the deficit was little
changed from the high first-quarter rate.

At its meeting on July 16-17, 1984, the Com-
mittee had decided that open market operations
in the period until this meeting should be directed
initially toward maintaining existing pressures on
reserve positions. That action was expected to
be consistent with growth in Ml, M2, and M3 at
annual rates of around 5'/>, IV2, and 9 percent
respectively during the period from June to Sep-
tember. The Committee also agreed that some-
what greater restraint would be acceptable in the
event of more substantial growth of the monetary
aggregates, while somewhat lesser restraint
might be acceptable if growth of the monetary
aggregates slowed significantly. Any such adjust-
ment would be considered only in the context of
appraisals of the continuing strength of the busi-
ness expansion, inflationary pressures, financial
market conditions, and the rate of credit growth.
The intermeeting range for the federal funds rate,
which provides a mechanism for initiating con-
sultation of the Committee, was set at 8 to 12
percent.

Ml contracted at an annual rate of 1V2 percent
in July, after increasing at an average annual rate
of about 12 percent in May and June. Data for
early August, however, suggested some rebound
in Ml growth. Growth in M2 was at an annual
rate of about 5 percent in July, a relatively slow
pace that was due in part to the sluggishness in
Ml, while expansion in M3 was relatively well
maintained at an annual rate of a little below 9
percent. Despite the decline in Ml and compara-
tively slow growth in M2 in July, these aggre-
gates remained well within the Committee's ob-
jectives for the year. From the fourth quarter of

1983 through July, Ml grew at a rate a bit above
the midpoint of the Committee's range of 4 to 8
percent for 1984; M2 increased at a rate a little
below the midpoint of its longer-run range of 6 to
9 percent. Over the same period, M3 expanded at
a rate somewhat above the upper limit of its
range of 6 to 9 percent.

Expansion of total domestic nonfinancial debt
was estimated to have remained at an annual rate
of around 13 percent in July, keeping growth thus
far in 1984 at a pace above the Committee's
monitoring range of 8 to 11 percent for the year.
A pickup in growth of federal debt offset some
slowing in expansion of private debt, as merger-
related borrowing lessened. Total credit at U.S.
commercial banks expanded at an estimated an-
nual rate of 9]A percent in July, after rising only
slightly in June. The acceleration primarily re-
flected a shift from liquidation to accumulation in
holdings of U.S. Treasury securities; growth in
business and consumer loans showed little
change from the pace in June.

Total reserves decreased in July at an annual
rate of about 2 percent, after expanding rapidly
over the two preceding months. The contraction
reflected a marked deceleration in growth of
required reserves, associated with weakness in
transaction accounts as demand deposits fell
following a sharp increase in June, and a reduc-
tion in excess reserves from the relatively high
June level. In the two complete reserve mainte-
nance periods since the July FOMC meeting,
adjustment plus seasonal borrowing continued to
average in the neighborhood of $1 billion.

Despite little change in the average level of
borrowing from the discount window, the federal
funds rate tended to drift higher over the inter-
meeting period; recently funds traded in a range
of 111/2 to IP/4 percent, up from about 11 'A
percent at the time of the Committee meeting in
July, as banks seemed to be somewhat reluctant
to borrow from the discount window and they
bid more aggressively for funds in the market.
Some other very short-term rates rose slightly
over the intermeeting period but most short- and
long-term rates declined, with yields on bonds
falling about 5/« to 3A percentage point. Stock
price indexes advanced 9 to 10 percent over the
interval on record trading volume, as the market
reacted positively to interpretations of the future
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course of monetary policy in connection with the
Federal Reserve's midyear report to the Con-
gress, and to incoming data on economic activi-
ty, prices, and money supply growth.

The staff projections presented at this meeting
continued to suggest that expansion in real GNP
would moderate over the balance of the year and
in 1985, a pattern of growth often characteristic
of maturing business expansions and rising utili-
zation of productive resources. The unemploy-
ment rate was projected to decline somewhat
further over the period and, though current infor-
mation on cost and price pressures remained
quite favorable, the rate of price increase was
expected to pick up a little from its recent pace.

In their discussion of the economic situation
and outlook, Committee members generally
agreed that the expansion in economic activity
was continuing at a relatively strong pace, al-
though they expected the rate of growth to slow
appreciably over the next several quarters. They
recognized, however, that the outlook for eco-
nomic activity and for prices and wages re-
mained subject to substantial uncertainties.
These were especially pronounced because of
the distortions created by unprecedented deficits
in the federal budget and the balance of pay-
ments, the strength of the dollar, and the sensi-
tive state of domestic and international financial
markets.

A number of members pointed to indications—
such as in housing, retail sales, and steel produc-
tion—that the rate of expansion might be moder-
ating appreciably, and some members comment-
ed on the emergence of more cautious attitudes
among businessmen in many parts of the coun-
try. Members also referred to the cyclical ten-
dency for expansions to lose momentum over
time and to the risks inherent in the various
imbalances and financial strains that were affect-
ing the economy. Some members, however, con-
tinued to view the risks as mainly in the direction
of more rapid expansion than was generally
expected, given the economy's current momen-
tum, the strength of business investment, and a
highly stimulative fiscal policy. With regard to
the nearer-term outlook, it was noted that a
prolonged strike in the automobile industry could
have a considerable impact, at least temporarily,
in retarding the overall expansion.

The members expressed somewhat diverging
views on the outlook for inflation. Some placed
considerable stress on the prospect that price
and wage pressures might increase as the econo-
my's productive resources became more fully
employed. An inflationary threat was also seen
in the possibility of a sizable decline in the
foreign exchange value of the dollar. Likewise, a
number of members expressed concern that an
excessive wage settlement in the automobile
industry, if it were to occur, would tend to have
an inflationary impact on other wage negotia-
tions, with widespread consequences for wage-
cost pressures in the economy.

Members who were relatively optimistic about
the outlook for inflation stressed, among other
factors, the prospects for continued good gains in
productivity. They commented in particular
about the renascent and apparently strong deter-
mination of businessmen to hold down their
costs and to improve the efficiency of their
operations. Moreover, the large investments in
capital during recent quarters would, it was
argued, help to enhance productivity over time.
One member also observed that, while a sizable
decline in the foreign exchange value of the
dollar would tend to increase upward price pres-
sures, such a result might well be more limited or
delayed longer than usual in light of the relatively
sluggish pace of economic activity abroad and
consequent efforts by foreign competitors to
retain recently enhanced U.S. market shares
through aggressive pricing.

At its meeting in July, the Committee had
reviewed and reaffirmed the basic policy objec-
tives that it had established in January for growth
of the monetary and credit aggregates in 1984 and
had set tentative objectives for growth in 1985.
For 1984 the policy objectives included growth of
4 to 8 percent for Ml and 6 to 9 percent for both
M2 and M3 for the period from the fourth quarter
of 1983 to the fourth quarter of 1984. The associ-
ated range for growth in total domestic nonfinan-
cial debt was also reaffirmed at 8 to 11 percent
for the year 1984. Given developments in the first
half of the year, the Committee anticipated that
M3 and particularly nonfinancial debt might in-
crease at rates somewhat above the upper limits
of their 1984 ranges. The tentative ranges estab-
lished for 1985 included reductions of 1 and V2
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percentage point from the upper limits of the
1984 ranges for Ml and M2 respectively, and no
changes in the range for M3 and the associated
range for total domestic nonfinancial debt.

In the Committee's discussion of policy imple-
mentation for the weeks immediately ahead, a
majority of the members expressed a preference
for continuing to maintain about the current
degree of restraint on reserve positions. A num-
ber of members, while finding the current ap-
proach to policy implementation acceptable,
nonetheless were prepared to look toward some
slight easing of reserve conditions, cither cur-
rently or soon should monetary growth fail to
pick up from recent trends. They believed that
such an approach would likely be consistent with
attainment of the third-quarter objectives for
monetary growth that had been set at the July
meeting, given the shortfall in the aggregates
since the meeting, and would also be consistent
with signs of some weakening in the rate of
economic growth relative to expectations. More-
over, in the view of at least some of these
members, some lessening in the degree of re-
serve restraint would appropriately tend to offset
the unusual pressures that had developed in the
federal funds market during June and July. Those
pressures were not associated with any change in
the degree of reserve restraint, but they appeared
to reflect the emergence of more conservative
reserve management attitudes on the part of
banks. Other members commented, however,
that any active effort to case reserve conditions
would be undesirable at present, and could well
be misinterpreted, unless clearly related to
emerging weakness in monetary growth in the
context of appreciably slowcr-than-expected ex-
pansion in economic activity.

One Committee member indicated a prefer-
ence for somewhat tighter reserve conditions so
as to help assure moderate rates of monetary
expansion. In this view, the near-term pressure
on interest rates that might result from such an
approach to policy implementation could well
preclude the need for greater, and more disrup-
tive, rate increases later. On the other hand,
other members commented that further restraint
would be undesirable except in the context of
rapid monetary growth against a background of
greater strength in economic activity. It was

viewed that current reserve conditions had be-
come restrictive enough, as pressures on finan-
cial institutions and borrowers had cumulated
over a number of months, so that the risk of an
unduly rapid spurt of money and credit growth
was relatively low.

In discussing how operations might be adjust-
ed during the intermeeting period if monetary
growth should prove to be significantly faster or
slower than targeted for the current quarter,
most members felt that the implementation of
open market operations should be sensitive to
the potential desirability of somewhat lesser re-
straint over the weeks ahead, as well as to the
possible need for some greater restraint should
monetary growth resume at an excessive rate
against a background of greater economic ebul-
lience than seemed to be taking place currently.
As compared with conditions at the time of the
previous meeting, the monetary aggregates had
weakened—with Ml, for example, closer to the
middle of its longer-run range—and there were
more indications of a moderation in the expan-
sion of economic activity. It was understood that
any intermeeting adjustment in reserve pressures
would not be made automatically in response to
the behavior of the monetary aggregates, but
would be undertaken only in the context of
appraisals of the strength of economic activity
and inflationary pressures, and evaluations of
conditions in domestic and international financial
and banking markets and the rate of credit
growth.

At the conclusion of the discussion, all but one
member indicated their acceptance of a directive
specifying no change at this time in the degree of
pressure on reserve positions, but calling for a
response to any significant deviation in the ag-
gregates from expectations against the back-
ground of economic and financial developments.
The members anticipated that this approach to
policy implementation would be consistent with
growth of the various aggregates at rates for the
quarter close to those specified at the previous
meeting. Specifically, Ml was expected to grow
at an annual rate of around 5 percent or slightly
less for the period from June to September, a
little less than expected at the previous meeting
reflecting the contraction in Ml in July. The
annual rates of growth for M2 and M3 in the third



826 Federal Reserve Bulletin • November 1984

quarter would continue to be IVi and 9 percent
respectively. The intermeeting range for the fed-
eral funds rate was left unchanged at 8 to 12
percent. It was also recognized that, within the
context of this overall approach, operations
might need to be modified if unusual financial
strains appeared to be developing.

At the conclusion of the meeting the following
domestic policy directive was issued to the Fed-
eral Reserve Bank of New York:

The information reviewed at this meeting suggests
that the expansion in economic activity is continuing
at a strong pace, but there are indications of a modera-
tion in the rate of growth. In July, industrial produc-
tion and nonfarm payroll employment rose further, but
retail sales fell after rising considerably in earlier
months and housing starts declined to a rate apprecia-
bly below the average in the second quarter. The
civilian unemployment rate increased 0.4 percentage
point to 7.5 percent. Information on outlays and
spending plans continues to suggest strength in busi-
ness fixed investment. Since the beginning of the year,
average prices and the index of average hourly earn-
ings have risen more slowly than in 1983.

In July, Ml declined after two months of rapid
growth, though data for early August suggested some
rebound, while M2 expanded at a relatively slow pace.
M3 growth, however, remained comparatively sizable.
From the fourth quarter of 1983 through July, Ml grew
at a rate a bit above the midpoint of the Committee's
range for 1984; M2 increased at a rate a little below the
midpoint of its longer-run range, while M3 expanded at
a rate above the upper limit of its range. Growth in
total domestic nonfinancial debt appears to be continu-
ing at a pace above the Committee's monitoring range
for the year, reflecting very large government borrow-
ing along with strong private credit growth. Most
interest rates have fallen considerably since the July
meeting of the Committee, with the largest declines
generally in intermediate and long-term bond markets.

The foreign exchange value of the dollar against a
trade-weighted average of major foreign currencies
rose further to a new high in early August and since
then has fluctuated in a range just below the peak. The
merchandise trade deficit in June was somewhat above
the May level, and for the second quarter as a whole
the deficit was little changed from the high first-
quarter rate.

The Federal Open Market Committee seeks to fos-
ter monetary and financial conditions that will help to
reduce inflation further, promote growth in output on a
sustainable basis, and contribute to an improved pat-
tern of international transactions. In furtherance of
these objectives the Committee agreed at the July
meeting to reaffirm the ranges for monetary growth

that it had established in January: 4 to 8 percent for Ml
and 6 to 9 percent for both M2 and M3 for the period
from the fourth quarter of 1983 to the fourth quarter of
1984. The associated range for total domestic nonfi-
nancial debt was also reaffirmed at 8 to 11 percent for
the year 1984. It was anticipated that M3 and nonfinan-
cial debt might increase at rates somewhat above the
upper limits of their 1984 ranges, given developments
in the first half of the year, but the Committee felt that
higher target ranges would provide inappropriate
benchmarks for evaluating longer-term trends in M3
and credit growth. For 1985 the Committee agreed on
tentative ranges of monetary growth, measured from
the fourth quarter of 1984 to the fourth quarter of 1985,
of 4 to 7 percent for Ml, 6 to 8'/2 percent for M2, and 6
to 9 percent for M3. The associated range for nonfi-
nancial debt was set at 8 to 11 percent.

The Committee understood that policy implementa-
tion would require continuing appraisal of the relation-
ships not only among the various measures of money
and credit but also between those aggregates and
nominal GNP, including evaluation of conditions in
domestic credit and foreign exchange markets.

In the implementation of policy in the short run, the
Committee seeks to maintain existing pressures on
reserve positions. This action is expected to be con-
sistent with growth in M1 at an annual rate of around 5
percent or slightly less, and in M2 and M3 at annual
rates of around IVi and 9 percent respectively during
the period from June to September. Somewhat greater
reserve restraint would be acceptable in the event of
more substantial growth of the monetary aggregates,
while somewhat lesser restraint would be acceptable
in the event of significantly slower growth. In either
case, such a change would be considered only in the
context of appraisals of the continuing strength of the
business expansion, inflationary pressures, financial
market conditions, and the rate of credit growth. The
Chairman may call for Committee consultation if it
appears to the Manager for Domestic Operations that
pursuit of the monetary objectives and related reserve
paths during the period before the next meeting is
likely to be associated with a federal funds rate persis-
tently outside a range of 8 to 12 percent.

Votes for this action: Messrs. Volcker, Solomon,
Boehne, Boykin, Corrigan, Gramley, Mrs. Horn,
Messrs. Martin, Partee, Rice, and Ms. Seger, Vote
against this action: Mr. Wallich.

Mr. Wallich dissented from this action because
he preferred a directive calling for a somewhat
greater degree of reserve restraint and marginally
lower monetary growth in the third quarter. In
his view such a directive was more likely to help
avert more serious inflation and financial pres-
sures later.
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2. Authorization for Domestic Open
Market Operations

At this meeting, the Committee approved a tem-
porary increase from $4 billion to $6 billion in the
limit on changes between Committee meetings in
System Account holdings of U.S. government
and federal agency securities specified in para-
graph l(a) of the authorization for domestic open
market operations. The increase was effective
for the intermceting period ending with the close
of business on October 2, 1984.

Votes for this action: Messrs. Volckcr, Solomon,
Boehne, Boykin, Corrigan, Gramley, Mrs. Horn,

Messrs. Martin, Partee, Rice, Ms. Seger, and Mr.
Wallich. Votes against this action: None.

This action was taken on the recommendation
of the Manager for Domestic Operations. The
Manager had advised that projected increases in
required reserves and currency might require net
purchases of securities over the intermeeting
interval in amounts close to the usual $4 billion
leeway. A likely rise in Treasury balances at
Federal Reserve Banks would add to the need for
System purchases of securities. Accordingly, the
Manager requested the temporary increase in the
limit to provide the necessary leeway for han-
dling that contingency.
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Legal Developments

BANK HOLDING COMPANY, BANK MERGER, AND
BANK SERVICE CORPORATION ORDERS ISSUED
BY THE BOARD OE GOVERNORS

Orders Issued Under Section 3 oj Bank Holding
Company Act

BankVermont Corporation
Burlington, Vermont

Order Approving Registration of a Hank Holding
Company

BankVermont Corporation, Burlington, Vermont, has
applied for the Board's approval under section 3(a)(l)
of the Bank Holding Company Act ("Act") (12 U.S.C.
§ 1842(a)(l)) to register as a bank holding company as a
result of its prior acquisition of the voting shares of
Bank of Vermont, Burlington, Vermont ("Bank").
Applicant acquired Bank upon its conversion from an
FDIC-insured state-chartered mutual savings bank to
an FDIC-insured stock savings bank.1

Notice of this application, affording opportunity for
interested persons to submit comments, has been
given in accordance with section 3 of the Act. The time
for filing comments has expired, and the Board has
considered the application and all comments received
in light of the factors set forth in section 3(c) of the Act
(12 U.S.C. § 1842(c)).

The Board has previously determined that a state
guaranty savings bank is a "bank" under section 2(c)
of the Act if it accepts demand deposits (including
NOW accounts), engages in the business of making
commercial loans, and is not covered by the exemp-
tion created by the Garn-St Germain Depository Insti-
tutions Deregulation Act of 1982 for FSLIC insured
thrift institutions.' Bank accepts demand deposits and
NOW accounts and engages in the business of making

commercial loans. Its deposits are not insured by the
FSLIC. Accordingly, the Board has determined that
Bank is a "bank" for purposes of the BHC Act. The
application has therefore been considered in light of
the requirements of section 3 of the Act pertaining to
the acquisition of banks.

Applicant was formed in 1983 to acquire the shares
of Bank upon its conversion to a stock savings bank.
Bank, which holds $428 million in total domestic
deposits, is the second largest depository institution in
Vermont, controlling 10.6 percent of the total deposits
in all depository institutions in the state.' Bank is the
largest of nine depository institutions in the relevant
banking market, holding 33.6 percent of the total
deposits in all depository institutions in the banking
market.1 Applicant's prior acquisition of Bank repre-
sented a corporate reorganization and did not increase
the concentration of banking resources in any relevant
area. Neither Applicant nor any of its principals is
affiliated with any other banking organization in any
relevant banking market. Accordingly, the Board has
concluded that approval of this application would not
result in any adverse effects upon competition in any
relevant area.

The financial and managerial resources of Applicant
and Bank are regarded as generally satisfactory, and
their prospects appear favorable, in light of certain
commitments made by Applicant and Bank to improve
Bank's capital. Although Applicant's prior acquisition
of Bank did not result in any immediate changes in the
services offered by Bank, considerations relating to
convenience and needs of the community to be served
are consistent with approval of the application. Ac-
cordingly, the Board has determined that Applicant's
proposal to register as a bank holding company is in
the public interest and that the application should be
approved.

Based on the foiegoing and other facts of record, the
Board has determined that the application under sec-
tion 3(a)(l) of the Act should be and hereby is ap-
proved.

1. On August 25, 1981, Applicant acquued 99.7*) puicent ot the
voting shares of Bank, then called The Builington Savings Bank

2. The 1'iankjoid Coipoiatum, 70 h r . m KAI R I S I R V I . B u m I I N
654 (1984), The One Hancoip, 70 I'l m KM Ki si RVI BUI I I IIN 359
(1984); Amoikeai; Hunk Shares, hit , 69 Fi m KAI RI SI HVI B I I l I -
UN 860 (1983), [-list Nil Hanks, hit . 69 I'l i)i KAI R I S I RVI B I I I I -
IIN 874 (1983)

3 Banking data aie as ol Maich 31, 1984
4 Market data aie as of June 30, 1983 toi all depositoiy institutions

except ciedit unions The iclevant banking maiket is defined as the
Burlington, Vermont banking maiket
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By order of the Board of Governors, effective
September 24, 1984.

Voting for this action: Vice Chairman Martin and Gover-
nors Partee, Rice, Gramley, and Seger. Absent and not
voting: Chairman Volcker and Governor Wallich.

[SEAL]

JAMES MCAFEE

Associate Secretary of the Board

FirstBank Holding Company of Colorado
Lakewood, Colorado

FirstBank Holding Company
Lakewood, Colorado

Order Approving Acquisition of Bank

FirstBank Holding Company of Colorado and its sub-
sidiary, FirstBank Holding Company ("Applicants"),
both of Lakewood, Colorado, and each a bank holding
company within the meaning of the Bank Holding
Company Act ("Act") (12 U.S.C. § 1841 etseq.), have
applied for the Board's approval under section 3(a)(3)
of the Act (12 U.S.C. § 1842(a)(3)) to acquire all of the
voting stock of FirstBank at Broadway/County Line
Road, N.A., Littleton, Colorado, a de novo bank
("Bank").

Notice of the applications, affording opportunity for
interested persons to submit comments, has been
given in accordance with section 3(b) of the Act. The
time for filing comments has expired and the Board
has considered the applications and all comments
received in light of the factors set forth in section 3(c)
of the Act (12 U.S.C. § 1842(c)).

Applicants' organization is the seventh largest com-
mercial banking organization in Colorado, controlling
22 subsidiary banks with total deposits of $452.6
million, representing 2.5 percent of total deposits in
commercial banks in the state.1 Since the bank to be
acquired is a de novo bank, consummation of this
proposal would not result in an increase in the concen-
tration of banking resources in the state.

Bank is to be located in an unincorporated portion of
Arapahoe County, Colorado, and will compete in the
banking market approximated by the Denver, Colora-
do, Ranally Metro Area ("Denver RMA"). Applicants
control 11 subsidiary banks in the market and current-
ly rank as the sixth largest banking organization in the
Denver RMA, controlling $291.6 million in deposits,
representing 2.7 percent of total deposits in the mar-

1. Banking data arc as of December 31, 1983. Applicants also
control an industrial bank, with deposits of $1.3 million

ket. As Bank is a de novo institution, consummation of
the proposal will not have any significant adverse
effects on either existing or potential competition in
any relevant market.

The financial and managerial resources and future
prospects of Applicants, their subsidiaries and Bank
are considered to be generally satisfactory and consis-
tent with approval.2 Considerations relating to conve-
nience and needs of the communities to be served are
also consistent with approval of this application.

On the basis of the foregoing and all the facts of
record, the Board has determined that the applications
should be, and hereby are approved. The transaction
shall not be consummated before the thirtieth calendar
day following the effective date of this Order, or later
than three months after the effective date of this
Order, and FirstBank at Broadway/County Line Road
shall be opened for business no later than six months
after the effective date of this Order, unless such
period is extended for good cause by the Board or the
Federal Reserve Bank of Kansas City, acting pursuant
to delegated authority.

By order of the Board of Governors, effective
September 25, 1984.

Voting for this action: Vice Chairman Martin and Gover-
nors Partee, Rice, Gramley, and Seger. Absent and not
voting: Chairman Volcker and Governor Wallich.

fSEALj
WILLIAM W. WILES

Secretary of the Board

First Colonial Bankshares Corporation
Chicago, Illinois

Order Approving Acquisition of Bank

First Colonial Bankshares Corporation, Chicago, Illi-
nois, a bank holding company within the meaning of
the Bank Holding Company Act ("Act") (12 U.S.C.
§ 1841 et seq.), has applied for the Board's approval
under section 3(a)(3) of the Act (12 U.S.C.
§ 1842(a)(3)) to acquire all of the voting shares of

2. In several recent cases, the Board has noted its concerns
regarding the capital adequacy of bank holding company applicants
seeking to expand through sizeable acquisitions involving a significant
level of intangible assets. National City Corporation, 70 FEDERAL
RESERVE BUI.I ETIN 743 (1984); and Eagle Bancorporatum, 70 FEDER-
AL RESERVE BULI LTIN 728 (19841. Although intangibles represent a
substantial portion of Applicants' primaly capital, the proposed
acquisition of Bank, a de novo institution, would not result in any
increase in Applicants' intangible assets, or any appreciable decline in
Applicants' capital ratios. Virtually all of Applicants' intangible assets
originated in 1981, when FirstBank Holding Company of Colorado
acquired FirstBank Holding Company. Since that time, Applicants'
ratio of intangibles to primary capital has decreased at a steady rate.
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Michigan Avenue National Bank of Chicago, Chicago,
Illinois ("Bank").1

Notice of the application, affording opportunity for
interested persons to submit comments, has been
given in accordance with section 3(b) of the Act. The
time for filing comments has expired, and the Board
has considered the application and all comments re-
ceived in light of the factors set forth in section 3(c) of
the Act (12 U.S.C. 8 1842(c)).

Applicant is the 30th largest commercial banking
organization in Illinois, controlling three banks with
total deposits of $304.1 million, representing 0.3 per-
cent of the total deposits in commercial banks in the
state.2 Bank is the 80th largest commercial bank in
Illinois with total deposits of $154.8 million, represent-
ing less than 0.2 percent of the total deposits in
commercial banks in the state. Upon consummation of
this proposal, Applicant would become the 14th larg-
est commercial banking organization in the state,
controlling total deposits of approximately $458.9 mil-
lion, representing approximately 0.4 percent of total
deposits in the state. In the Board's view, consumma-
tion of this proposal will not result in any significant
adverse effects on the concentration of banking re-
sources in Illinois.

Bank operates in the Chicago, Illinois, banking
market, where it is the 63rd largest of 389 commercial
banking organizations in the market, controlling ap-
proximately 0.2 percent of the total deposits in com-
mercial banks.1 Applicant also competes in the Chica-
go, Illinois, banking market. Following consummation
of this proposal, Applicant would be the 12th largest
banking organization in the relevant market, with
approximately 0.6 percent of the deposits in commer-
cial banks in the market. Based on all the facts of
record, the Board concludes that consummation of the
proposed transaction would have no significant ad-
verse effects on either existing or potential competi-
tion in any relevant market.

In evaluating this application, the Board also has
considered the financial and managerial resources of
Applicant and the effect on these resources of the
proposed acquisition of Bank. The Board has stated

1. Applicant is cunently ;i one-bank holding company, contiolling
First Colonial Bank and Tiust Company, Chicago, Illinois. On Fcbiu-
ary 23, 1984, Applicant leceivcd pnoi appioval to acquire contiol ol
the Colonial Group, Inc., Chicago, Illinois, and, indiiectly, its two
subsidiary banks, Northwest Commcice Hank, Rosemont, Illinois,
and All American Bank of Chicago, Chicago, Illinois Although
Applicant has not yet consummated this proposal, the data upon
which the Boaid bases its analysis ol the financial and competitive
factors in this case leflcct consummation of the pioposal and financial
and competitive factois in this case arc analyzed as if this tiansaclion
had been consummated.

2. Banking data aie as ol Decembei 31, !983, and icflcct bank
holding company acquisitions appioved as ot July 31, 1984

3. The Chicago, Illinois, banking maiket is appioximated by Cook,
DuPage, and Lake Counties, Illinois

and continues to believe that capital adequacy is an
especially important factor in the analysis of bank
holding company proposals.4

In this case, Applicant's existing primary and total
capital ratios are above the minimum levels specified
in both the Board's current and proposed Capital
Adequacy Guidelines/ Consummation of the proposal
would not result in a decline in Applicant's primary or
total capital ratios or in Applicant's tangible primary
capital ratio. Although a portion of Applicant's pri-
mary capital consists of intangibles and the absolute
amount of intangibles would increase following the
proposed transaction, the ratio of intangibles to tangi-
ble primary capital would not increase. Moreover,
although intangibles represent a portion of Applicant's
pro forma capital structure, Applicant does not place
excessive reliance on intangibles to meet the Board's
Capital Adequacy Guidelines, and the Board does not
believe that the amount of intangibles will affect Appli-
cant's ability to serve as a source of strength to its
banking subsidiaries.

Finally, the Board notes that the contracts for this
transaction were completed and the application was
accepted for processing before either the Board's
proposed Capital Adequacy Guidelines or the Nation-
al City Corporation decision were issued.

Based upon the above and other facts of record, the
Board concludes that the financial and managerial
resources and future prospects of Applicant, its sub-
sidiaries, and Bank are generally satisfactory and
consistent with approval.

Considerations relating to the convenience and
needs of the communities to be served are also consis-
tent with approval of this application.

On the basis of the record, the application is ap-
proved for the reasons summarized above. The trans-
action shall not be consummated before the thirtieth
calendar day following the effective date of this Order,
or later than three months after the effective date of
this Order, unless such period is extended for good
cause by the Board or the Federal Reserve Bank of
Chicago, acting pursuant to delegated authority.

By order of the Board of Governors, effective
September 25, 1984.

Voting for this action: Vice Chairman Martin and Gover-
nois Paitee, Rice, (iiamley, and Scger. Absent and not
voting: Chairman Volckei and Governor Wallich.

[SI Al.|

jAMhS M c A l h L
Associate Secretary of the Hoard

4. National City Corpoiatioti, 70 I-i 1)1 RAI KI si KVI Bui i i i IN 743
(1984)

5. Capital Adequacy Guidelines, 12 C.KR , 1'ait 225, Appendix A
Capital Adeipuu y (jitidehnes jot Hank Holding Companies, 49 / edet-
ul Register 30322 (July 30, 1984)
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First National Bankshares of Sheridan
Sheridan, Wyoming

Order Approving Acquisition of Bank

First National Bankshares of Sheridan, Sheridan, Wy-
oming, a bank holding company within the meaning of
the Bank Holding Company Act ("Act"),
12 U.S.C. § 1841 et seq., has applied for the Board's
approval under section 3(a)(3) of the Act, 12 U.S.C.
§ 1842(a)(3), to acquire Ranchester State Bank
("Bank"), Ranchester, Wyoming.

Notice of the application, affording an opportunity
for interested persons to submit comments, has been
given in accordance with section 3(b) of the Act. The
time for filing comments has expired, and the Board
has considered the application and all comments re-
ceived, including those of the Acting State Examiner
of Banks for the State of Wyoming, in light of the
factors set forth in section 3(c) of the Act, 12 U.S.C.
§ 1842(c).

Applicant is the 10th largest banking organization in
Wyoming, controlling one subsidiary bank, the First
National Bank of Sheridan ("FNBS"),' Sheridan,
Wyoming, with total deposits of $71.3 million, repre-
senting 1.9 percent of the total deposits in commercial
banks in Wyoming.2 Bank is the 81st largest banking
organization in Wyoming, controlling deposits of $9.6
million, representing 0.2 percent of the total deposits
in commercial banks in the state. Upon consummation
of this transaction, Applicant would become the 9th
largest banking organization in Wyoming, controlling
deposits of $80.9 million, representing 2.1 percent of
total deposits in commercial banks in the state. Ac-
cordingly, consummation of this proposal would not
have any significant effects upon the concentration of
banking resources in Wyoming.

Applicant and Bank both compete in the Sheridan
County banking market.3 Applicant's subsidiary bank,
FNBS, is located in Sheridan, Wyoming, 13 miles
from Bank, which is the only bank located in Ranches-
ter, Wyoming. FNBS is the second largest of four
commercial banks in the relevant banking market, and
controls 34.9 percent of the total deposits in commer-
cial banks in the market. Bank is the smallest commer-
cial bank in the Sheridan County banking market, and
controls 4.7 percent of the total deposits in commercial
banks in that market. Upon consummation of this
proposal, FNBS would remain the second largest

1. Applicant has one nonbank subsidiary, First Ag Coiporation,
Sheridan, Wyoming, which is an agricultural ciedit corporation.

2. Unless otherwise indicated, all commeicial bank deposit data are
as of Decembei 31, 1983 All thrift deposit data are as of Septem-
ber 30, 1983.

3. The Sheridan County banking market is defined as Sheridan
County, Wyoming

commercial bank in the Sheridan County market, and
would control 39.5 percent of the total deposits in
commercial banks in that market. Upon consumma-
tion of this proposal, the Herfindahl-Hirschman Index
("HHI") of 4003 would increase by 328 points to
4331.4 The Sheridan County banking market is a highly
concentrated market with the three largest commercial
banks in the market holding 95.3 percent of the depos-
its. Upon consummation of this proposal, only three
commercial banks would remain in the market; thus,
the three largest commercial banks in the market
would hold 100 percent of the market's deposits.

Even if competition from thrift institutions in the
market were taken into consideration and 50 percent
of the deposits held by thrift institutions were included
in the calculation of market concentration, consumma-
tion of this proposal would increase the HHI in the
Sheridan County market by 214 points to 3058 and
FNBS would control 32 percent of the market's total
deposits.5 It would appear from these facts of record
that consummation of this proposal would have sub-
stantially adverse effects on existing competition in the
Sheridan County market.

The anticompetitive effects of this proposal are,
however, mitigated by several factors. Currently,
Bank is not a strong competitor in the market, and its
effectiveness as a competitor has declined steadily
since Bank's principals acquired control of Bank in
1979. The percentage of deposits in the market con-
trolled by Bank was 5.5 percent in 1980, and had
declined to 4.7 by year-end 1983. The ratio of Bank's
loans to deposits was 62.5 percent in 1980, and had
declined to 37.3 by mid-1984.

Section 3(c) of the Act provides that the Board may
not approve an application under section 3 of the Act
". . . whose effect in any section of the country may
be substantially to lessen competition, . . . unless it
finds that the anticompetitive effects . . . are clearly
outweighed in the public interest by the probable effect
of the transaction in meeting the convenience and
needs of the community to be served." 12 U.S.C.
§ I842(c).

In assessing such considerations in light of the facts
surrounding this proposal, the Board finds that the

4. Under the Justice Department Merger Guidelines, a market in
which the post-merger HHI is above 1800 is considered highly
concentrated. In such a market, the Justice Department is likely to
challenge a merger that produces an increase in the HHI of 100 points
or more

5. Three thrift institutions in the market control deposits of $97.3
million, repiesenting 32.3 percent of the total deposits in commercial
banks and thrift institutions in the Sheridan County banking market.
The Board has previously detei mined that thrift institutions have
become, or at least have the potential to become, major competitors of
banks. NCNB Corporation, 70 FEDERAL RESERVE BULLETIN 225
(1984); Sun Banks, hu., 69 FEDI RAI RLSLRVP BUI i n IN 934 (1983);
Merchants Bancorp, Inc., 69 FrDhRAi RESERVE B u n t TIN 865
(1983); Monmouth Financial Services, Inc., 69 FEDERAL RESERVE
BULLETIN 867 (1983).
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anticompetitive effects are clearly outweighed in the
public interest. The financial and managerial resources
and future prospects ol' Applicant and its subsidiary
are considered satisfactory and consistent with ap-
proval of this application. Bank's financial and mana-
gerial resources, absent consummation of the instant
proposal, are less than satisfactory, and its future
prospects are uncertain.

As noted above, Bank is the only bank located in the
City of Ranchester. According to the facts of record,
including reports of examination, it appears that
Bank's overall financial condition has declined steadi-
ly since 1979. Accordingly, after reviewing these facts
and taking into consideration the comments of the
Acting State Examiner of Banks for the State of
Wyoming, the Board has determined that consumma-
tion of this proposal would strengthen Bank and
ensure that it continues to serve as a source of banking
services for the residents of the City of Ranchester and
Sheridan County, Wyoming.

Although the Board would prefer a less anticompeti-
tive acquisition as a means for assuring the continua-
tion of Bank as a vehicle for serving the convenience
and needs of the public, it appears that such an
alternative is not readily available.'1 Therefore, the
Board views the improved financial prospects of Bank
that would result from consummation of this proposal,
and convenience and needs considerations as lending
significant weight toward approval of the application
and outweighing the anticompetitive effects that would
result from consummation of the proposal. According-
ly, it is the Board's judgment that consummation of the
proposal would be in the public interest and that the
application should be approved.

On the basis of the record, the application is ap-
proved for the reasons summarized above. The acqui-
sition shall not be consummated before the thirtieth
calendar day following the effective date of this Order,
or later than three months after the effective date of
this Order, unless such period is extended for good
cause by the Board or by the Federal Reserve Bank of
Kansas City pursuant to delegated authority.

By order of the Board of Governors, effective
September 28, 1984.

Voting for this action: Vice Chairman Martin and Gover-
nors Partee, Rice, Gramley, and Seget. Absent and not
voting: Chairman Volcker and Governor Wallich.

[SEAL]

JAMI.S MCAFI.I.

Associate Secretary of the Board

6. Six financial organisations oi investoi gioups, including Appli-
cant, expressed an interest in puichasing Hank, but only Applicant
offered to purchase Bank. Cf. Van Iluren Banco) potation, 69 F I D I R -
AL RtsrRvr Bui 11 IIN 811 (1983), National City Cotpoiation, 70
FEDLRAI RISI-RVI Bui 11 IIN 743 (1984)

First Taylor County BanCorporation, Inc.
Bedford, Iowa

Order Approving Formation of a Hank Holding
Company

First Taylor County BanCorporalion, Inc., Bedford,
Iowa, has applied for the Board's approval pursuant to
section 3(a)(l) of the Bank Holding Company Act of
1956, as amended ("Act")(12 U.S.C. § 1842(a)(l)), to
become a bank holding company by acquiring all of the
voting shares of The Bedford National Bank, Bedford,
Iowa ("Bank").

Notice of the application, affording interested per-
sons an opportunity to submit comments, has been
given in accordance with section 3(b) of the Act. The
time for filing comments has expired, and the Board
has considered the application and all comments re-
ceived in light of the factors set forth in section 3(c) of
the Act.

Applicant, a nonoperating corporation with no sub-
sidiaries, was organized under the laws of Iowa for the
purpose of becoming a bank holding company by
acquiring Bank, which holds deposits of $19.6 mil-
lion.1 Upon acquisition of Bank, Applicant would
control the 355th largest of 643 banking organizations
in Iowa, representing less than 0.1 percent of the total
deposits in commercial banks in the state.

Within the relevant banking market,2 Bank is the
smallest of three commercial banking organizations
and holds approximately 24 percent of the total depos-
its in commercial banks in the market. Neither Appli-
cant nor any of its principals is associated with any
other banking organization in the relevant market, and
it appears that consummation of the proposal would
not result in any adverse effects upon existing or
potential competition or increase the concentration of
banking resources in any relevant area.

The financial and managerial resources and future
prospects of Applicant and Bank are regarded as
consistent with approval, particularly in light of Appli-
cant's commitment to provide additional capital to
Bank. Applicant will incur debt, but it appears that
Applicant is capable of servicing its debt while main-
taining adequate capital at Bank. Accordingly, consid-
erations relating to banking factors are consistent with
approval. Considerations relating to the convenience
and needs of the community to be served are also
consistent with approval of the application.

Based on the foregoing and other facts of record, the
Board has determined that consummation of the trans-
action would be in the public interest and that the

1. All banking data are as of June 30, 1984.
2. The iclcvant banking rmuket is approximated by Taylor County,

Iowa.
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application should be approved. On the basis of the
record, the application is approved for the reasons
summarized above. The transaction shall not be con-
summated before the thirtieth calendar day following
the effective date of this Order or later than three
months after the effective date of this Order, unless
such period is extended by the Board or by the Federal
Reserve Bank of Chicago, acting pursuant to delegated
authority.

By order of the Board of Governors, effective
October 1, 1984.

Voting for this action: Chairman Volcker and Governors
Martin, Wallich, Partee, Rice, Gramley, and Seger.

[SEAL]
JAMES MCAFEE

Associate Secretary of the Board

Fleet Financial Group, Inc.
Providence, Rhode Island

Order Approving Acquisition of Banks

Fleet Financial Group, Inc., Providence, Rhode Is-
land, a bank holding company within the meaning of
the Bank Holding Company Act of 1956, as amended
(12 U.S.C. § 1841 et seq.) ("Act"), has applied for
the Board's approval under section 3(a)(3) of the Act
(12 U.S.C. § 1842(a)(3)) to acquire all of the voting
shares of Fleet National Bank of Boston, Boston,
Massachusetts ("Fleet Boston"), and Fleet National
Bank of Connecticut, Hartford, Connecticut ("Fleet
Connecticut"), both proposed new banks.

Notice of the applications, affording opportunity for
interested persons to submit comments, has been
given in accordance with section 3(b) of the Act. The
time for filing comments has expired, and the Board
has considered the application and all comments re-
ceived in light of the factors set forth in section 3(c) of
the Act (12 U.S.C. § 1842(c)), including the comments
of Citicorp, New York, New York, challenging the
constitutionality of the Massachusetts and Connecti-
cut statutes under which the proposed acquisitions are
to be made.

Applicant, the largest banking organization in
Rhode Island, has one banking subsidiary with total
deposits of $3.3 billion, representing 39.7 percent of
the total deposits in commercial banks in Rhode
Island.1 Both Fleet Boston, which will compete in the

1. Banking data are as of March 31, 1984.

Boston banking market,2 and Fleet Connecticut,
which will compete in the Hartford banking market,3

are proposed new banks. Applicant currently com-
petes in neither the Boston nor the Hartford banking
market. In light of the de novo nature of these propos-
als, consummation of the proposed transactions would
have no adverse effects on competition or the concen-
tration of banking resources in any relevant area.

The financial and managerial resources and future
prospects of Applicant, Fleet Boston, and Fleet Con-
necticut are consistent with approval of the applica-
tions. As de novo institutions, the two proposed banks
will provide additional full service banking facilities,
and thus considerations relating to convenience and
needs of the community to be .served lend weight
toward approval.

Section 3(d) of the Act prohibits the Board from
approving any application by a bank holding company
to acquire any bank located outside of the state in
which the operations of the bank holding company's
banking subsidiaries are principally conducted, unless
such acquisition is "specifically authorized by the
statute laws of the State in which such bank is located,
by language to that effect and not merely by implica-
tion." (12 U.S.C. § 1842(d)). Based upon its review of
the Massachusetts and Connecticut interstate banking
statutes,4 the Board concludes that Massachusetts and
Connecticut have by statute expressly authorized,
within the meaning of section 3(d) of the Act, a Rhode
Island bank holding company, such as Applicant, to
acquire a bank or bank holding company in the autho-
rizing state.'

These applications raise a question under the United
States Constitution concerning the constitutionality of
provisions of the Massachusetts and Connecticut in-
terstate banking statutes that bar bank holding compa-
nies located outside of New England from acquiring
banks in Massachusetts or Connecticut.6 The Board
has addressed the constitutionality of the Connecticut
and Massachusetts statutes in its Orders concerning
three previous interstate acquisitions under these stat-

2 The Boston banking market includes all o/' Suffolk and Essex
Counties, most of Middlesex. Norfolk, and Plymouth Counties, and
part of Worcester and Bristol Counties, Massachusetts. It also in-
cludes 13 towns in southern New Hampshire.

3 The Hartford banking market is defined as Hartford County,
Connecticut

4. Mass. Ann. Laws Ch. 167A, S 2; 1983 Conn. Acts 411, § 2.
5. See Hartford National Corpoialion, 70 FI.DFRAI RLSFRVE BUL-

I E I IN 353, 354 (1984) (Massachusetts statute); Bunk o) New England
Corporation, 70 Fi DhRAi Rrsinvi Bui 11 UN 374, 375 (1984) (Con-
necticut statute), and Bank oj Boston Corpoiution (Colonial Bancorp,
Inc.), 70 Fi.DhRAi RLSLRvr Bui I H I N 524, 525 (1984)

6. New England bank holding companies include those located in
Connecticut, Maine, Massachusetts, New Hampshire, Rhode Island,
and Vermont.
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utes.7 In its Bank of New England Corporation Order,
the Board concluded that, while the issue was not free
from doubt, there was no clear and unequivocal basis
for a determination that the Connecticut statute is
inconsistent with the Constitution.*1

Subsequent to the Board's approval of the three
prior applications under the Connecticut and Massa-
chusetts interstate banking laws, protestants in each
case sought judicial review of the Board's Orders on
the sole ground that the Connecticut and Massachu-
setts interstate banking laws are unconstitutional. Fol-
lowing review of the issues, the United States Court of
Appeals for the Second Circuit issued an opinion
rejecting the petitioners' constitutional challenges to
the New England statutes and affirming the Board's
Orders.9 The constitutional issues involved in Fleet's
current applications are the same as those involved in
the Second Circuit decision.

Based on the foregoing and other facts of record, the
Board has determined that the applications should be
and hereby are approved. The transactions shall not be
consummated before the thirtieth day after the effec-
tive date of the Order, or later than three months after
the effective date of this Order, and the banks to be
acquired shall be opened for business not later than six
months after the effective date of this Order, unless
such latter periods are extended for good cause by the
Board, or by the Federal Reserve Bank of Boston
pursuant to delegated authority.

By order of the Board of Governors, effective
October 4, 1984.

Voting foi this action: Chairman Volckei and Ciovemois
Wallich, Partee, Rice, and Gramley. Abstaining from this
action: Goveinoi Martin. Absent and not voting: Governor
Seger.

[SEAL

JAMES MCAFI-.L
Associate Secretary of the Board

7 Harcfoid National Coipoiation, sitpia, Bank of New hn^tand
Corporation, supni; and Hank ot HoMon Corporation (Colonial Ban-
coip, [nc ), stipia

8. Hank of New i.ngUtiul Coipoiation, 70 Fi m RAI RI SI.RVI
BUI 11 IIN 376 (1984). II is the Boaid's polity that it will not hold a
state law unconstitutional in the absence ot cleai and unequivocal
evidence of the inconsistency of the state law with the United States
Constitution See NCNH Corp., 68 Fi DI RAI HI SI RVI. BUI I I IIN 54,
56 (1982). 'the Boaid icpeated these constitutional findings with
lespect to the Massachusetts statute in Hailloid National Coipoia-
tion, 70 FI .DIRAI Ri SI.KVI- Bin l LI IN 354 (1984), and with respect to
the closely parallel Rhode Island statute in Hank of Boston Coipoiu-
tion (R1HT Financial Coipoiation), 70 hi m HAI RI SI RVI BUI I I IIN
7.37 (1984)

9. Noitheast Hancotp, Int r lloaid of (itni'inois of the hcdcial
Keseive System, Nos 84-4047, 84-4051, 84 4053, and 84-4081
(2dCir Aug. I, 1984), petition foi ten filed, 52 U.S.I. W 3I89IU.S
Sept 6, 1984) (No 84-363)

Orders Issued Under Section 4 of Bank Holding
Company Act

Amsterdam-Rotterdam Bank, N.V.
Amsterdam, The Netherlands

Order Approving Application to Engage in
Investment Advisory Activities

Amsterdam-Rotterdam Bank, N.V., Amsterdam, The
Netherlands, a foreign bank subject to certain provi-
sions of the Bank Holding Company Act of 1956
("Act"), has applied for the Board's approval, pursu-
ant to section 4(c)(8) of the Act (12 U.S.C.
S 1843(c)(8)) and section 225.21(a) of the Board's
Regulation Y (12 C.F.R. 8 225.2l(a)), to acquire
through its merchant bank subsidiary, Pierson Held-
ring & Pierson, N.V. ("Pierson"), 50 percent of the
voting shares of DP Asset Management, Inc., Wil-
mington, Delaware ("Company"), a de novo joint
venture.1 The remaining 50 percent of Company would
be held by Delfi American Corporation, Wilmington,
Delaware ("DAC").

Company proposes to engage in investment adviso-
ry and discretionary portfolio management activities
for high net worth individuals, pension funds, trusts
and other institutional clients. Company would serve
primarily non-U.S. clients and would advise them with
regard to investments in the U.S. securities markets.
These activities have been determined by the Board to
be closely related to banking and permissible for bank
holding companies. (12 C.F.R. S 225.25(b)(4)).

Notice of the application, affording interested per-
sons an opportunity to submit comments, has been
duly published (49 federal Register 21115 (1984)). The
time for filing comments has expired, and the Board
has considered the application and all comments re-
ceived in light of the public interest factors set forth in
section 4(c)(8) of the Act.

Applicant is the 43rd largest banking organization
worldwide and the second largest in The Netherlands,
controlling total consolidated assets of approximately
U.S. $40.0 billion.2 In the United States, Applicant
maintains a Federal branch in New York City and a
representative office in San Francisco. Applicant en-
gages in a wide range of retail and wholesale banking
activities, as well as securities underwriting and bro-
kerage activities outside the United States. Pierson,
Applicant's wholly owned subsidiary, is the eighth
largest bank in The Netherlands with total assets of

I Applicant, a t'oieign hank opeiating a branch in New York, is
sub|ect to certain provisions ot the Act by opciation of section 8(a) of
the International Banking Act ot 1978 (12 U.S.C. § 3106 (1978)).

2. All banking data aie as of Decembei 31, 1983.
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approximately U.S. $2.1 billion. Pierson engages in
merchant banking and securities activities. In the
United States, Pierson maintains representative of-
fices in New York City and San Francisco. DAC is a
relatively small, privately-owned holding company for
various subsidiaries principally engaged in the spon-
sorship, distribution and management of a group of
nine mutual funds with net assets of approximately
$231.0 million.1 DAC does not engage in securities
underwriting.

Pierson and DAC would each own 50 percent of
Company's shares and each would elect four directors
to Company's eight-member board. DAC's directors
would be eligible to sit on Company's board; however,
Applicant has committed that none of DAC's other
employees, including its officers, would serve concur-
rently as officers or employees of Company. Company
would purchase a variety of services from DAC on a
fee basis, including securities research and analysis,
trading services, data processing, trust, and adminis-
trative services, and would lease office space from
DAC.

In acting on Applicant's proposal to engage in
investment advisory activities through the proposed
joint venture, the Board must consider the standards
enumerated in section 4(c)(8) of the Bank Holding
Company Act. As noted above, the proposed activities
are "closely related" to banking within the meaning of
the Act. However, the Board must determine whether
the performance of the proposed activities by Compa-
ny can reasonably be expected to produce benefits to
the public that outweigh possible adverse effects.
12 V.S.C. § 1843(c)(8).

Prior decisions of the Board in joint venture cases
indicate a concern on the part of the Board that joint
ventures not lead to a matrix of relationships between
co-venturers that could break down the legally man-
dated separation of banking and commerce.4 Joint
ventures by banking organizations and commercial
firms may also create the possibility of conflicts of
interest and concentration of resources that the Act
was designed to prevent, and impair or give the
appearance of impairing the ability of the banking
organization to function effectively as an independent
and impartial provider of credit. Further, joint ven-
tures must be carefully analyzed for any possible
adverse effects on competition and on the financial
condition of the banking organization involved in the
proposal. The Board believes that these concerns are
exacerbated where, as here, the joint venture involves
a relationship between a banking organization and a
securities firm that is more than a passive investor,

3. Data on DAC arc a.s of September 30, 1983.
4 See, e.g.. The Muybavo Company and Equitable Banco)parti-

tion, 69 Fl DIRAL RtSFRvr Bui L.F.TIN 375 (1983), and Deutsche Bank
AG, 67 Fi DI'RAL RrsrRvi. B U L I I T I N 449 (1981).

and thus the concomitant potential for the mingling of
permissible and impermissible securities activities.5

In this instance, however, the Board notes that
Company would not be engaged in impermissible
activities, and that Applicant has offered various com-
mitments to address the potential adverse effects de-
scribed above, including the following:'1

1. Applicant has committed to obtain the Board's
prior approval to retain its interest in Company
should DAC expand its business beyond its current
mutual fund activities, and to divest its investment
in Company should the Board so require;
2. Company's name would be distinct from DAC's
and would not link Company with DAC;
3. None of Company's officers or employees would
serve at the same time as officers or employees of
DAC or any of its affiliates;
4. Although the offices of DAC and Company would
be located in the same building, they would have
separate entrances;
5. Applicant and its subsidiaries will not distribute
prospectuses or sales literature for DAC's mutual
funds or make any such literature available to the
public at any of their offices;
6. Officers and employees of Applicant's bank sub-
sidiaries will be instructed not to express any opin-
ion concerning the advisability of purchasing the
securities of any DAC mutual fund;
7. The names of Applicant's bank customers will not
be furnished to DAC's mutual funds;
8. None of DAC's mutual funds will have offices in
any building which is likely to be identified in the
public's mind with Applicant or its subsidiaries;
9. Applicant and its subsidiaries will not act as
registrar, transfer agent or custodian for any of
DAC's mutual funds;
10. No officer, director or employee of DAC or its
affiliates will serve as an officer, director or employ-
ee of Applicant or its affiliates, excluding Company;
11. Applicant and its subsidiaries will not engage,
directly or indirectly, in the sale or distribution of

5. The proposed joint venture would not result in a violation ot the
Glass-Steagall Act, since it involves neither an affiliation nor manage-
ment interlocks between Applicant and DAC. 12 U.S.C. 4?S 78, 221a,
377. The joint owneiship of a third entity, such as Company, is not
prohibited under that Act.

The Board has approved only one previous joint venture application
between a banking organization and a securities film. The Maybaco
Company, uipia, note 4. In that case, however, the lole of the
securities firm was essentially that of a passive investor with little IOIC
in the management or operations of the joint venture.

6. Some of these commitments are required under the Board's
Published Interpretation regarding investment advisoiy activities
when advice is provided to an investment company by a bank holding
company. 12 C.F.R. § 225.125 This application would not result in
Applicant providing advice to an investment company, however, and
Applicant has oft'eied these commitments as a means of addressing the
possible adverse effects of a |oint venture between a bank holding
company and a securities firm
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any securities of DAC's mutual funds nor purchase
for their own account any securities of any DAC
mutual fund;
12. Applicant and its subsidiaries will not purchase
in their sole discretion any securities of DAC's
mutual funds in a fiduciary capacity, will not extend
credit to any such mutual fund, or accept securities
of any such mutual fund as collateral for a loan
which is for the purpose of purchasing securities of
any such fund;
13. Pierson will not make any investment in DAC or
nominate any of its directors; and,
14. Applicant and its banking subsidiaries will not
take into account the fact that a potential borrower
competes with Company in determining whether to
extend credit to that borrower.
With regard to competitive issues, DAC and Appli-

cant do not currently compete with each other in the
investment advisory area either in the United States or
abroad. Accordingly, consummation of the proposed
transaction would not eliminate any existing competi-
tion between Applicant and DAC.

With respect to potential competition, each joint
venturer in this proposal offers a unique service or skill
that the other needs and without which neither partner
would be able to engage in Company's activities.
Specifically, Pierson has indicated that its existing
foreign customers desire access to the U.S. equity
markets for small to mid-sized U.S. companies, an
area in which Pierson lacks sufficient expertise and
experience. DAC, on the other hand, would gain
access to a foreign customer base through the joint
venture that it might not otherwise be able to obtain.
The Board believes that the unique needs of the two
joint venturers in this case make it unlikely that either
joint venturer would be able to enter the market
independently. Accordingly, the Board concludes that
consummation of the proposed transaction would not
have a significant impact on potential competition in
any relevant market. The relatively small absolute size
and market share of DAC, when coupled with the
small domestic presence of Applicant, also demon-
strates that the proposal would be unlikely to result in
an undue concentration of resources.7

There is no evidence in the record to indicate that
consummation of the proposal would result in other
adverse effects on the public interest. Moreover, the
Board is satisfied that approval of this application does
not inherently present the opportunity for unsound
banking practices. In reaching this conclusion, the

7. The Board notes, in addition, that Company's proposed invest-
ment advisory activities aie ielatively limited in scope. Accordingly,
this pioposal does not pose the same potential tor conflicts of intcicst
or other adverse effects that arose in Deutsche Hunk, supiu note 4,
where the joint venturers had applied to engage in a broad lange of
activities

Board has placed particular emphasis on the fact that
DAC is not engaged in underwriting and dealing in
securities.

The Board finds that consummation of this proposal
may be expected to result in public benefits. In partic-
ular, Company is likely to increase the market for
equities of small and medium-sized U.S. companies,
as additional foreign investors begin to invest capital in
the United States on the basis of advice obtained from
Company. Further, the resources provided to Compa-
ny by each joint venture partner should permit Compa-
ny to be a viable and effective provider of investment
advice regarding U.S. securities.

Based on the foregoing facts of record, the Board
has determined that the balance of the public interest
factors it is required to consider under section 4(c)(8)
of the Act is favorable. Accordingly, the application
should be and hereby is approved. In approving this
application, the Board has relied on all the commit-
ments offered by Applicant, including the commitment
to secure the Board's prior approval to retain its
interest in Company if DAC expands its operations
beyond its current mutual fund activities. This deter-
mination is subject to all the conditions set forth in the
Board's Regulation Y, including those in sections
225.4(d) and 225.23(b), and to the Board's authority to
require such modification or termination of the activi-
ties of a bank holding company or any of its subsidiar-
ies as the Board finds necessary to assure compliance
with the provisions and purposes of the Act and the
Board's regulations and orders issued thereunder, or
to prevent evasion thereof.

The proposed activity shall be commenced not later
than three months after the effective date of this
Order, unless such period is extended for good cause
by the Board or by the Federal Reserve Bank of New
York, acting pursuant to delegated authority.

By order of the Board of Governors, effective
October 1, 1984.

Voting for this action: Chairman Volcker and Governors
Martin, Wallich, Partec, and Seger. Voting against this
action: Governor Rice. Absent and not voting: Governor
Gramley.

fSEAL]
JAMES MCAFEE

Associate Secretary of the Board

Dissenting Statement of Governor Rice

1 would deny this application because I believe that
approval of this proposal would serve to erode the
Glass-Steagall Act's fundamental objective of drawing
a dividing line between the banking and securities
industries. Further, approval of this application would
establish an adverse precedent that would encourage
other banking organizations to join together with secu-
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rities firms in similar joint venture relationships in-
volving additional securities- and non securities-relat-
ed activities.

Moreover, in my opinion, the only public benefit to
be gained by approval of this proposal would be a
small inflow of foreign dollars into the U.S. securities
markets. I believe that this one public benefit is not
sufficient to outweigh the potential adverse effects that
could result from approval of a joint venture that
contemplates such a significant level of involvement
between a banking organization and a securities firm.

Accordingly, I dissent from the Board's decision to
approve this application.

October 1, 1984

Orders Issued Under Section 5 of Bank Service
Corporation Act

Spencer County Bank
Santa Claus, Indiana

Christmas Lake Agency, Inc.
Dale, Indiana

Order Approving Investment in a Bank Service
Corporation

Spencer County Bank, Santa Claus, Indiana
("Bank"), an insured state nonmember bank, has
applied for the Board's approval under section 5(b) of
the Bank Service Corporation Act, as amended
("BSCA") (12 U.S.C. § 1861 et seq.), to acquire all of
the voting shares of Christmas Lake Agency, Inc.,
Dale, Indiana ("Agency"), a general insurance agency
which proposes to become a bank service corporation
subject to the BSCA.1

Bank intends to acquire all of the outstanding shares
of Agency from its owners (two of whom are principals
of Bank and collectively control 50 percent of Agen-
cy's voting shares) and move the operations of Agency
into the facilities of Bank, which is located in a
community with population not exceeding 5,000. In
connection with this proposal, Agency has applied
under section 5(b) of the BSCA to engage as a bank
service corporation in general insurance agency activi-
ties in an area approximated by Spencer County,
Indiana, the service area in which both Bank and
Agency currently operate.

Section 4(f) of the BSCA, 12 U.S.C. § 1864(0,
provides that a bank service corporation may perform

1. Agency currently engages principally in the sale of casualty and
credit life insurance, but expects to expand its activities in the future
to encompass a full line of general msuiance agency business,
including fire, casualty, life and health insurance.

at any geographic location any service, other than
deposit taking, that the Board has determined, by
regulation, to be permissible for a bank holding com-
pany under section 4(c)(8) of the Bank Holding Com-
pany Act.2 Agency proposes to engage in general
insurance agency activities to the extent those activi-
ties are generally permissible for bank holding compa-
nies under the Board's Regulation Y, 12 C.F.R.
§ 225.25(b)(8)(ii).

Section 5(b) of the BSCA, 12 U.S.C. § 1865(b),
requires prior Board approval of any investment by an
insured bank (as defined)1 in the capital stock of a
bank service corporation that performs any service
under authority of section 4(0 of the BSCA. Section
5(b) of the BSCA also requires a Company that
becomes a bank service corporation under the BSCA
to obtain the Board's approval before providing a
service under authority of section 4(0 of the Act.

Section 5(c) of the BSCA, 12 U.S.C. 8 1865(c),
authorizes the Board, in acting upon applications to
invest in bank service corporations, to consider the
financial and managerial resources of the institutions
involved, their prospects, and possible adverse ef-
fects, such as undue concentration of resources, unfair
or decreased competition, conflicts of interests, or
unsafe or unsound banking practices. The Board finds
that considerations relating to these factors are con-
sistent with approval and that there is no evidence of
adverse effects.

Accordingly, on the basis of the record, the applica-
tion is approved for the reasons summarized above.
This determination is subject to the Board's authority
to require such modification or termination of the
activities of a bank service corporation as the Board
finds necessary to assure compliance with the BSCA
or to prevent evasions thereof. The transactions shall
be consummated within three months after the date of
this Order, unless such period is extended for good
cause by the Board or the Federal Reserve Bank of
St. Louis.

By order of the Board of Governors, effective
October 2, 1984.

Voting for this action: Chairman Volcker and Governors
Martin, Partee, Rice, Gramley, and Seger. Abstaining from
this action: Governor Wallich.

[SEAL]
JAMES MCAFEE

Associate Secretary of the Board

2. Under section 4(c)(8) of the Bank Holding Company Act, a bank
holding company may engage in activities determined by the Board to
be closely related to banking and a propel incident thereto.

3. Under section l(b)(5) of the BSCA (12 U.S.C. § 1861(b)(5)), the
term "insured bank" has the meaning provided in section 3(h) of the
Federal Deposit Insurance Act (12 U.S.C. it I813(h)) and encompasses
banks insuied by the Federal Deposit Insurance Corporation
("FDIC"). Spencer County Bank is an FDIC-insured, state nonmem-
ber bank.
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ORDERS APPROVED UNDER BANK HOLDING COMPANY ACT

By Federal Reserve Banks

Recent applications have been approved by the Federal Reserve Banks as listed below. Copies of the orders are
available upon request to the Reserve Banks.

Section 3

Applicant

Ambanc Financial Services,
Inc.,
Beaver Dam, Wisconsin

American State Bancorp,
Sheridan, Indiana

B. B. Financial Corporation,
Boca Raton, Florida

Broadway Bancshares Inc.,
San Antonio, Texas

Camden National Corporation,
Camden, Maine

Cape Coral Financial Corpora-
tion,
Cape Coral, Florida

Citizens Bancshares, Inc.,
Salineville, Ohio

CNB Financial Corporation,
San Saba, Texas

Commonwealth Trust Bancorp,
Inc.
Covington, Kentucky

Community Banks of Florida,
Inc.,
Mims, Florida

Cylinder Bancorporation,
Cylinder, Iowa

DeMottc Bancorp,
DcMotte, Indiana

Drummond Bancshares, Inc.,
Drummond, Wisconsin

Eagle Financial Corp.,
Cedar Falls, Iowa

FBL Bancshares, Inc.,
Liberty, Illinois

Farmers National Bancshares,
Inc.,
Opelika, Alabama

Financial BancCorp, Inc.,
Trinidad, Colorado

Bank(s)

The American National Bank of
Beaver Dam,
Beaver Dam, Wisconsin

American State Bank of Sheri-
dan,
Sheridan, Indiana

Boca Bank,
Boca Raton, Florida

Broadway National Bank-West-
Plex,
Bexar County, Texas

Camden National Bank,
Camden, Maine

Community National Bank,
Cape Coral, Florida

The Union Commercial Savings
Bank,
Palestine, Ohio

The City National Bank of San
Saba,
San Saba, Texas

Peoples Deposit Bank,
Burlington, Kentucky

Community National Bank,
Mims, Florida

Reserve
Bank

Chicago

Chicago

Atlanta

Dallas

Boston

Atlanta

Cleveland

Dallas

Cleveland

Effective
date

October 2, 1984

September 28, 1984

October 3, 1984

September 19, 1984

September 19, 1984

October 2, 1984

September 21, 1984

September 28, 1984

September 21, 1984

Atlanta September 19, 1984

Cylinder State Bank,
Cylinder, Iowa

DcMotte State Bank,
DeMottc, Indiana

State Bank of Drummond,
Drummond, Wisconsin

Aredale State Bank,
Aredale, Iowa

The Farmers Bank of Liberty,
Liberty, Illinios

The Farmers National Bank of
Opelika,
Opelika, Alabama

Trinidad National Bank,
Trinidad, Colorado

Chicago

Chicago

Minneapolis

Chicago

St. Louis

Atlanta

Kansas City

October 4, 1984

October 2, 1984

October 2, 1984

October 2, 1984

October 1, 1984

September 22, 1984

September 24, 1984
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Section 3—Continued

Applicant

First Delta Financial Corpora-
tion,
Dermott, Arkansas

First Kentucky National Corpo-
ration,
Louisville, Kentucky

Georgia Community Bancorp,
Inc.,
Reynolds, Georgia

Grant County Bancorp, Inc.,
Williamstown, Kentucky

Holdco of Pinellas County, Inc.,
St. Petersburg, Florida

Jackson County Bancshares,
Inc.,
Scottsboro, Alabama

Liberty Shares, Inc.,
Hinesville, Georgia

Lismore Financial Services,
Inc.,
Lismore, Minnesota

Menomonie Financial Services,
Inc.,
Manomonie, Wisconsin

NCNB Corporation,
Charlotte, North Carolina

Northeast Bancorp, Inc.,
New Haven, Connecticut

Northern Neck Bankshares Cor-
poration,
Warsaw, Virginia

Panhandle Aviation, Inc.,
Clarinda, Iowa

Prattville Financial Services
Corporation,
Prattville, Alabama

RBDC Corporation,
Chicago, Illinois

St. James Bancorp, Inc.,
St. James, Minnesota

Seneca Bancshares, Inc.,
Fairlea, West Virginia

Siloam Springs Bancshares,
Inc.,
Bentonville, Arkansas

Bank(s)

First State Bank of Dermott,
Dermott, Arkansas

The Third National Bank of
Ashland,
Ashland, Kentucky

Bank of Terrell,
Dawson, Georgia

Commercial State Bank,
Donalsonville, Georgia

The Citizens State Bank of
Reynolds,
Reynolds, Georgia

Grant County Deposit Bank,
Williamstown, Kentucky

First Bank of Pinellas County,
Treasure Island, Florida

The Jackson County Bank,
Scottsboro, Alabama

The Hinesville Bank,
Hinesville, Georgia

State Bank of Lismore,
Lismore, Minnesota

First Bank and Trust,
Menomonie, Wisconsin

NCNB National Bank,
Fairfax County, Virginia

Citizens National Bank of South-
ington,
Plantsville, Connecticut

Northern Neck State Bank,
Warsaw, Virginia

Oakland State Bank,
Oakland, Iowa

Bank of Prattville,
Prattville, Alabama

Republic Bancorp, Co.,
Chicago, Illinois

Jackson State Bank,
Jackson, Minnesota

The Ronceverte National Bank,
Fairlea, West Virginia

First National Bank,
Siloam Springs, Arkansas

St.

St.

Reserve
Bank

Louis

Louis

Atlanta

Effective
date

September 27, 1984

October 1, 1984

September 28, 1984

Cleveland

Atlanta

Atlanta

Atlanta

Minneapolis

Minneapolis

Richmond

New York

Richmond

Chicago

Atlanta

Chicago

Minneapolis

Richmond

St. Louis

September 21, 1984

September 21, 1984

October 2, 1984

September 21, 1984

September 19, 1984

September 28, 1984

October 2, 1984

September 28, 1984

October 2, 1984

September 7, 1984

September 21, 1984

October 1, 1984

October 2, 1984

October 3, 1984

September 27, 1984
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Section 3—Continued

Applicant

The Sumitomo Bank, Ltd.,
Osaka, Japan

Fate Financial Corporation,
Coldwater, Mississippi

Trust Company of Georgia,
Atlanta, Georgia

Tyler Bancshares, Inc.,
Tyler, Texas

WNB Resources, Inc.,
Kerrville, Texas

Section 4

Bank(s)

CTB, Inc.,
Honolulu, Hawaii

Citizens Bank,
Coldwater, Mississippi

First Thomson Bancorp, Inc.,
Thomson, Georgia

'Tyler National Bank,
'Tyler, 'Texas

First National Bank of Kerrville,
Kerrville, 'Texas

Reserve
Bank

Effective
date

San Francisco September 27, 1984

St. Louis October 2, 1984

Atlanta September 20, 1984

Dallas October 4, 1984

Dallas October 2, 1984

Applicant

Maryland National Corporation,
Baltimore, Maryland

Security Pacific Corporation,
Los Angeles, California

Society Corporation,
Cleveland, Ohio

Nonbanking
company

Summit Industrial Bank,
Lakewood, Colorado

Clifford Drake & Company, Inc.
New York, New York

BancSystems Association,
Westlake, Ohio

Reserve
Bank

Effective
date

Richmond September 21, 1984

San Francisco September 26, 1984

Cleveland September 27, 1984

PENDING CASES INVOLVING THE BOARD OF GOVERNORS

This list of pending eases does not include suits against the I'ederal Reserve Hanks in which the Hoard of
Governors is not named a party.

Seattle Baneorporation v. Hoard of Governors, No.
84-7535 (9th Cir., filed Aug. 15, 1984).

Old Stone Corp. v. Hoard of Governors, No. 84-1498
(1st Cir., filed June 20, 1984).

Citicorp v. Board of Governors, No. 84-4081 (2d Cir.,
filed May 22, 1984).

Lamb v. Pioneer First Federal Savings and Loan
Association, No. C84-702 (D. Wash., filed May 8,
1984).

Girard Bank v. Hoard of Governors, No. 84-3262 (3rd
Cir., filed May 2, 1984).

Melcher v. Federal Open Market Committee, No.
84-1335 (D.D.C., filed, Apr. 30, 1984).

Florida Bankers Association v. Hoard of Governors,
N o . 84-3269 and N o . 84-3270 (1 lth Cir. , filed Apr.

20, 1984).

Northeast Bancorp, Inc. v. Board oj Governors, No.
84-4047, No. 84-4051, No. 84-4053 (2d Cir., filed
Mar. 27, 1984).

Huston v. Board of Governors, No. 84-1361 (8th Cir.,
filed Mar. 20, 1984); and No. 84-1084 (8th Cir. filed
Jan. 17, 1984).

De Young v. Owens, No. SC 9782-20-6 (Iowa Dist.
Ct., filed Mar. 8, 1984).

First 'Tennessee National Corp. v. Hoard of Gover-
nors, No. 84-3201 (6th Cir., filed Mar. 6, 1984).

State oj Ohio v. Board of Governors, No. 84-1270
(10th Cir., filed Jan. 30, 1984).

Ohio Deposit Guarantee Fund v. Hoard oj Governors,
No. 84-1257 (10th Cir., filed Jan. 28, 1984).

Colorado Industrial Hankers Association v. Hoard of
Governors, No. 84-1122 (10th Cir., filed Jan. 27,
1984).

Financial Institutions Assurance
Governors, No. 84-1101 (4th
1984).

First Baneorporation v. Hoard of Governors, No.

Corp. v. Board of
Cir., filed Jan. 27,

84-1011 (10th Cir., filed Jan. 5, 1984).
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Dimension Financial Corporation v. Board of Gover-
nors, No. 83-2696 (10th Cir., filed Dec. 30, 1983).

Oklahoma Bankers Association v. Federal Reserve
Board, No. 83-2591 (10th Cir., filed Dec. 13, 1983).

The Committee for Monetary Reform v. Board of
Governors, No. 84-5067 (D.C. Cir., filed June 16,
1983).

Association of Data Processing Service Organizations
v. Board of Governors, No. 82-1910 (D.C. Cir., filed
Aug. 16, 1982); and No. 82-2108 (D.C. Cir., filed
Aug. 16, 1982).

First Bancorporation v. Board of Governors, No.
82-1401 (10th Cir., filed Apr. 9, 1982).

Wolfson v. Board of Governors, N o . 83-3570 (11th
Cir., filed Sept. 28, 1981).

First Bank & Trust Company v. Board of Governors,
No. 81-38 (E.D. Ky., filed Feb. 24, 1981).

9 to 5 Organization for Women Office Workers v.
Board of Governors, No. 83-1171 (1st Cir., filed
Dec. 30, 1980).

Securities Industry Association v. Board of Gover-
nors, No. 80-2614 (D.C. Cir., filed Oct. 24, 1980),
and No. 80-2730 (D.C. Cir., filed Oct. 24, 1980).

A. G. Becker, Inc. v. Board of Governors, No.
80-2614 (D.C. Cir., filed Oct. 14, 1980), and No.
80-2730 (D.C. Cir., filed Oct. 14, 1980).

A. G. Becker, Inc. v. Board of Governors, No. 81-1493
(D.C. Cir., filed Aug. 25, 1980).
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Financial and Business Statistics

NOTE. The statistical tables that usually appear regular series of tables for domestic financial,
in this section could not be published in this domestic nonfinancial, and international statis-
BULLETIN because new data had not become tics will he published in the BULLETIN for Decem-
available since the publication of those tables at her 1984, which will be issued in the first week of
the end of October in the October BULLETIN. The December.
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Guide to Tabular Presentation,
Statistical Releases, and Special Tables

GUIDE 10 TABULAR PRESENTATION

Symbols and Abbreviations

c Collected 0
e Estimated n.a.
p Preliminary n.e.c.
i Revised (Notation appeals on column heading when lPCs

about half of the figures in that column are changed.) RKlTs
* Amounts insignificant in terms ot the last decimal place RPs

shown in the table (for example, less than 500,000 SMSAs
when the smallest unit given is millions) . . . .

Calculated to be zeio
Not available
Not elsewhere classified
Individuals, partnerships, and corporations
Real estate investment trusts
Repurchase agi cements
Standaid metropolitan statistical areas
Cell not applicable

General Information

Minus signs are used to indicate (Da decrease, (2) a negative
figure, or (3) an outflow.

"U.S . government securities" may include guaranteed
issues of U.S government agencies (the How of funds figures
also include not fully guaianteed issues) as well as direct

obligations oi the Treasury. "State and local government"
also includes municipalities, special districts, and other politi-
cal subdivisions.

In some of the tables details do not add to totals because of
rounding.

STATTSTICAL RELEASES

List Published Semiannually, with Latest Bulletin Reference

Anticipated schedule of release dates foi periodic releases.
Issue

June 1984
Pane
A83

SPECIAL TABLES

Published Irregularly, with Latest Bulletin Reference

Assets and liabilities of commercial banks, March 31, 1983 August 1983 A70
Assets and liabilities of commercial banks, June 30, 1983 December 1983 A(i8
Assets and liabilities of commercial banks, September 30, 1983 March 1984 A68
Assets and liabilities of commercial banks, December 31, 1983 June 1984 A66
Assets and liabilities ot U.S. branches and agencies of foreign banks, June 30, 1983 December 1983 A74
Assets and liabilities of U S branches and agencies of foreign banks, September 30, 1983 March 1984 A74
Assets and liabilities of U.S. branches and agencies of foreign banks, December 31, 1983 June 1984 A72
Assets and liabilities of U S. branches and agencies of foreign banks, March 31, 1984 Novembci 1984 A4
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4.30 A S S E T S A N D L I A B I L I T I E S of U .S . Branches and Agencies of Foreign Banks , March 31 , 1984'

Millions of dollars

Item

1 Total assets'

2 Cash and due tiom deposiloiy institutions
3 Cunency and coin (U S and foieign)
4 Balances with i'edeial Reseive Banks..
5 Balances with othei central banks
6 Demand balances with commercial banks in United

Stales
7 All other balances with depositoiy institutions in

United States and with banks in foieign
countries . . . .

8 lime and savings balances with commeicial
banks in United States

9 Balances with othei depositoiy institutions in
United States

10 Balances with banks in foieign counlncs
II I-oreign blanches ol I) S banks
12 Othei banks in loreign countnes
13 Cash items in process of collection

14 Total securities, loans, and tease financing receivables

15 lotal sccuntics, book value
16 U S Fieasuiy
17 Obligations of othei US government agencies and

coipoiations
18 Obligations ot slates and political subdivisions in

United States . . . . . .
19 Othei bonds, notes, debentuies, and coipoiate stock

20 1 edeial hinds sold and secuiitics puichased undei
agieemcnts to icsell

«v holilei
21 Commeicial banks in United States
22 Otheis

flv type
23 One-day mammy oi continuing contiact
24 Secuiities puichased nuclei ayieements to icscll
25 Othei
26 Othei secuiities puichased undei agreements to

resell

27 l o t a l loans, gloss . . . . .
28 L i ss. Unearned income on loans
29 K Q U A I S 1 oans, net

total loait\, K'ow, In iati^o>\
10 Real estate loans . . .
31 Loans to financial institutions
32 Commeicial banks in United States
33 US branches and agencies of othei foreign banks
14 Othei commeicial banks
35 Banks in foieiyn countries
36 foreign branches of U S banks
17 Other
18 Other financial institutions

39 Loans for puichasing ol canying securities
40 Commercial and industrial loans
41 US addressees (domicile)
42 Non-U S addiessees (domicile)
43 Loans to individuals for household, family, and other

peisonal expenditures
44 All othei loans
45 Loans to foieign governments and official

institutions .
46 Other

47 Lease financing receivables
48 All other assets .
49 Customers' liability on acceptances outstanding.
50 U S addiessees (domicile)
51 Non-US addiessees (domicile) . . .
52 Net due Ironl lelated banking institutions'*
53 Othei

All stales-

1 olal

238,100

46,132
22

812
20

1,284

41,786

22,571

219
20.976

1,185
29,791

209

142,077

9,208
5,077

519

67
1,526

7.90S

6.849
1,056

7,664
141

7,120

241

111.141
274

112,869

s.142
51,675
28,417
24 574

1,843
21,224

674
20,551

2,033

1.281
59,226
15,119
24,107

212
15,607

14,814
794

0
41,985
11,977
8,175
s,602

21,867
6,142

Blanches 1

186,559

42,091
19

748
20

1,101

40,017

20.465

226
19,126

1,109
18,217

184

108,844

8,479
4,886

519

57
1.017

6.847

6,055
792

6,605
211

6,192

241

100,588
221

100,164

2,150
40,353
22,062
18,491
3,571

16,528
544

15,985
1,762

1,250
45,074
25,911
19,140

185
11,577

10,889
688

0
28,778
10,994
5,972
5,021

12,861
4,921

Agencies

51,541

4,042
1

64
0

181

1,769

2.107

13
1,650

75
1,574

25

.1.1,2.3.1

729
191

19

10
S09

1,058

794
265

1,058
lit)
928

0

12,555
SI

12,504

2,992
11.322
6,155
6,083

272
4,696

130
4,566

271

31
14.152
9,185
4,967

27
4,031

3,925
106

0
13,207
2,983
2,404

S79
9,004
1,220

New

Blanches 1

166,580

39,383
IS

649
19

1,029

17,498

19,058

226
18,214
1,046

17,168
171

95,371

8,020
4,632

516

42
2,810

6,472

5,690
782

6,210
212

6,019

241

87,564
211

87.151

1.509
16,612
19,984
16,789
1,195

15,210
511

14,700
1,437

1,169
17,388
19,713
17,675

119
10,728

10,145
581

0
25,154
10,519
S.6S6
4,861

10,333
4,503

Vo i k

Agencies

6,075

478
1

14
0

64

198

111

0
86
20
66

1

4..102

72
58

0

0
14

544

305
240

544
113
431

0

4,236
6

4,231

12
872
245
196
49

571
0

571
54

0
1,852

255
1,597

2
1,499

1,481
17

0
749
114

1
132
435
180

Cali-
fornia,
total"

41,970

3,805
2

45
0

84

3,652

1,829

11
1,811

46
1,765

22

25,942

614
56

16

1
S62

465

440
25

46 S
10

456

0

2S.151
45

2S.307

2,126
10,061
6,146
6.144

201
I.5IS

128
1,387

200

111
11,078
8,071
1,005

25
1,951

1,881
68

0
11,757
2,778
2,195

184
8,050

929

Illinois
blanches

10,8.13

1,890
2

21
1

48

1,810

1,064

0
765
61

681
7

8,1.15

118
210

0

14
114

122

112
10

122
(I

122

0

7,804
7

7,797

207
2,816
1,410
1,096

114
1,089

15
1,074

117

0
4,147
1,568

579

9
60S

559
46

0
516
296
268
27
0

240

Othei

Blanches

6..164

286
1

65
0

20

198

175

0
22
0

22
1

.3,46.1

27
20

2

1
3

19

19
0

39
0

39

0

3,439
1

3,436

285
441
302
284

19
137
10

127
2

i
2,530
1,796

734

28
154

106
48

0
2,576

162
34

127
2,319

96

tates2

Agencies

6,228

289
1

15
0

40

230

112

0
97
9

88
4

4,864

117
100

5

9
1

61

6 !
0

61
9

54

0

4,747
0

4,746

1,001
834
III)
67
41

701
9

691
21

0
2,231
1,714

516

9
670

619
11

0
1,012

88
20
69

730
194



U.S. Branches and Agencies A5

4.30 Continued

l leni

54 Total liabilities5

55 1 otal deposits and credit balances
56 Individuals, paitnciships, and coiporations
57 U S addiessees (doiincilc)
58 Non-U S addiessees (domiule)
59 U S government, states, d\\d political subdivisions

in United Slates
60 Al l othei
61 lo iergn govcimncnts and otlicial institutions
62 Commeicial banks in United States
61 U S blanches and agencies ol olhei loieign

banks
64 Othci commeicu] hanks m United States
6_5 Hanks in toieign coimtiies
66 lo ie ign blanches o! U S banks
67 Othei banks in foreign countries

and letters ot cicdit sold loi cash

69 Demand deposits
70 individuals, partneiships, and lorpoiat ions
71 U S addressees (domicile)
72 Non-U S addressees (domicile)
71 U S government, stales, and political subdivisions

in United States
74 Al l othei
75 I'oreign governments and official institutions
76 Comrneicial banks in United States
77 U S blanches and agencies of other foieign

banks
7K Other commercial banks in United States
79 Banks in foieign countnes

and lettcis of credit sold tor cash

81 I line deposits
82 Individuals, paitnerslnps, and cojporations

84 Non-U S addressees (domicile)
85 U S government, slates, and political subdivisions

in United States
86 All othei
87 f oteign governments and otlicial institutions
S8 Commeieial banks in United Stales
89 U S hand les and agencies ot othei loieign

bunks
90 Othei commeicial banks in United Stales
91 Hanks in toieign counliies

92 Savings deposits
93 Individuals, pailneiships, and coiporalions
94 U S addiessccs (domicile)
95 Non-U S addiessees (domicile)
96 U S government, states, and political subdivisions

in United Stales
97 Al l othei

98 C'icdit balances
99 Individuals, paitneiships, and coipolations

100 U S addiessees (domicile)
101 N o n - U S addiessees (domicile)
102 U S government, states, tmi\ political subdivisions

in United States
103 Al l othei
104 I'Oietgn governments and ollicial institutions
105 Commeicial banks in United States
106 I S branches and agencies of othei loieign

banks
107 Othei commeicial hanks in United States
108 Hanks in foieign coimtiies

Total

2.(8,100

120.622
17,176
20,884
16.492

57
81.189

4 , !5 |
11,541

~n *P2
10,621
44,800
6,721

18.079

496

1,250
1,706

995
711

1 1
1,534

105
1 12

26
106
601

496

116,155
14,669
19 291
I5J7S

46
81,440
4,012

11,165

22,881
10,482
44.064

702
701
415
266

0
1

516
Mil
161
140

(I
214

14
4f>

11
11

114

All states ;

Blanches1

186,559

105.540
14 5->5
20.797
13.729

57
70,958
4,090

27.015

18,072
8,961

19 401
5,5()5

11,898

410

1,(106
1/95

995
600

II
1,400

102
lit)

18
ip

558

410

101.641
12,184
19,291
P89I

46
69 411

1,775
26,892

18,041
8,K5|

18,746

6)5
614
415
199

0
1

257
112
74
19

0
144

11
11

11
20
98

'\gencies

51,541

15,082
2,85|

88
2,761

0
12,231

261
6,508

4,849
1,658
5,197
1.215
4,181

66

245
11 1

0
1 1 1

0
114

1
22

8
14
41

66

14,511
2,484

{)

2,484

I)
P.027

217
6,472

4,841
1,611
5,118

67
67

0
67

0
0

259
189
88

101

0
70
21
11

0
11
16

New

Hlal ld lcs1

16(1,580

97,241
29,745
16,515
H.2I0

16
67,482

1.98H
25,429

17,021
8,40'J

17,659
5,211

12.44S

406

2,724
1,(74

791
581

10
1,141

275
108

18
90

552

406

91,814
27,812
15,402
12'4 l(t

6
65 9')7

1,699
25.289

16.990
8,1(X)

17.008

449
449
270
178

0
1

255
I I I
T>
19

0
144

11
11

11
20
98

Yoik

Agencies

(.,1175

1 966
141

19
122

I)
1,825

81
K44

128
•in
882

660

17

61
I)
0
0

0
61

0
18

8
10
26

17

1,721
24
0

24

0
1.700

62
8I4

120
495
824

0
0
0
0

0
0

181
117

19
98

0
64
20
12

0
12
11

Call
loirna,
total*1

41,970

12,456
1,514

409
1,105

5
10,917

155
5,911

4,901
1,011)
4,809

981
1,826

40

101
51
21
12

0
47

- •

1

0
1
5

40

12,241
1,150

121
1,010

5

10,88/
151

5,911

4,901
1,028
4,804

66
66
26
40

0
0

4 7

44
42

i

I)
1
1
1

0
1
0

Illinois
blanches

1(1,883

1,159
900
762
118

0
2,258

14
1.041

572
46S

1.188
266
922

16

119
118
114

4

I)
21

2
0

0
I)
1

16

2,946
709
578
no

0
2,218

12
1,041

5/2
468

1,185

71
71
70

3

0
0

0
0
0
0

0
0
0
0

0
0
0

Othei

lltanchcs

6,364

1,562
1,204
1,132

72

15
124
25

116

70
66

157
20

117

5

107
71
69

5

I)
32
2S

1

0
1
1

5

1,181
1,054
2,992

62

15
291

0
115

70
65

156

74
74
69

0
0

1
1
1
0

0
0
0
0

0
0
0

tates'

Agencies

6,228

2 216
1,872

28
1,845

I)
164
87

159

28
111
105

19
86

12

119
86

0
86

0
H

1
4

0
•I

IS

12

2.047
1.719

0
1.719

I)
128
85

155

28
126
88

19
19
0

39

0
0

32
28
28

1

0
1
0
0

0
0
3

For notes see end of table
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4.30 Continued

109

no
i n

112
1 1 -̂

114
115

116
117
118
119
120
121
122

123
124
125
126

127
128

129
130

131

132

133
134
135
136
137
138
139
140

141

142

143

144
145
146
147
148
149
150
151
152

153
154
155
156
157
158
159
160
161

Federal lunds pill chased and secuillies sold mulct
agreements to tepuichase

flv holdei
Commeicial banks in United States
Others

B\ type
One-day maturity oi continuing contract

Other

lepurchase .

Othei liabilities for hot lowed money
Owed to banks

U S addressees (domicile)
Non-U S, addressees (domicile).

Owed to others .
U S addiessces (domicile)
Non-U S addressees (domicile)

Al l other liabilities

Net due to I elated banking institutions6

Other ,

MFMO
Time deposits ot $100,000 ot mote

Cettillcates ot deposit (CDs) in denominations ol
$100,000 or more

Other
Savings deposits authorized toi automatic transfei ami

NOW accounts
Money market time certificates of $10,000 and less

than $100,000 with onginal matin itics of 26 weeks
l ime ceitificatcs ol deposit in denominations of

$100,000 oi more with remaining matutity ol
more than 12 months

Acceptances letlnaneed with a U S -ehaiteied bank
Statutory oi legulatory asset pledge requuenient
Statutory oi regulatoiy asset maintenance icquuemcnt
Commercial letteis of credit
Standby letteis ot credit, total

U S addtessees (domicile)
Non-U S addressees (domicile)

Standby letters ol credit conveyed to others thiough
participations (included in total standby letleis ot
ciedit) . . . . . .

Holdings ot commeicial papei included in total gloss
loans

Holdings ot acceptances mthided in total commcicial
and indusliial loans,

Immediately available hinds with a maturity greatet
than one day (included m othei liabilities fot boi-
rowed money)

Gross due f lom lelated banking institutions6

U S addtessees (domicile)
Branches and agencies in the United States

In the same state as icpoitei
In other states

U S banking subsidianes7

Non-U,S, addressees (domicile)
Head office and non-U S blanches and agencies
Non-U S banking companies and offices

Gross due to t elated banking institutions6

U.S addressees (domicile)
Blanches and agencies in the United States

In the same state as tepoitei
In other states

U S banking subsidianes7

Non-U S addressees (domicile) .
Head office and non-U S blanches and agencies
Non-U S banking companies and offices

lotal

21,196

17,512
3,664

20,245

18^180

950

46.851
43,412
41.207

2,205
1,419
1,06 i

!76

49,410
15 679
29] 800

1.951

86,794

29,277
57.518

i s

0

8.855

3,998
60,705

8.776
7.976

15,937
11,183
2.754

1,638

891

5.144

11,174

87,860
22,938
22,400

1,147
21,253

537
64,923
62,634

2,288

95.794
22,652
22,187

952
21,434

265
73,142
71,240

1,902

All slates:

Blanches'

15,479

12,271
3,208

14,660
I,8!6

12,824

820

27 597
24,750
22,744

2,006
2,847
2,621

227

17,942
P 154
22!194

1,394

74,423

27,464
46,959

11

0

8,815

2,873
60,166

8,331
5,321

11,328
10,868
2,460

1,501

556

3,891

17,038

69,850
15,165
14.908

650
14,258

257
54,685
52,662
2.021

79,182
16,599
16,185

470
15,915

214
62,583
60,792

1,792

Agencies

5,716

5 260
456

5,586

5,556

110

19.254
18,662
18.463

199
592
442
150

11,488
1 3?6
7,606

557

12.171

1,812
10.5S9

2S

0

20

1.125
519
444

2,651
2,608
2.3H

293

117

115

1,451

14,116

18.010
7,772
7,492

497
6.99S

280
10.218
9,972

265

16,612
6.051
ft,002

482
5,5|9

S2
10,158
10.448

no

Bi

New Yoik

inches'

14.226

11,155
1.071

13.468

11 !h42

758

26,026
23,230
21,285

1,945
2,796
2.574

222

29,OSS
11 861
K086
3,116

67,191

n2 82ft
44,167

1 1

0

7,717

2,584
52,707

5,606
4,782

11,481
9,110
2,171

1,112

517

1,610

15,931

64,018
11,807
11,554

588
10,966

25 !
52,211
50,208
2,001

67,771
9,880
9,767

409
9,!58

111
57,891
S6.125

1,766

Age ncies

680

146
114

570

558

111)

2,130
2,060
1,99S

6S
70
ft

64

1,299
178

1,016
105

217

1
216

0

0

1

100
429

0
181
87

7
81

0

6

71

1,640

1.100
101
101

!
98

0
1,199
1,198

1

1,882
104
304
23

281
0

1.577
1.571

4

Cali-
loinia,
total4

S ,026

4,89!
112

5,006

4,996

20

16,768
I6,2lft
16,182

I S

552
462

90

7,719
1 075
4^214

410

11,861

1.125
10,716

12

0

172

1,026
115
478

2,121
1,914
1,711

201

112

117

1,427

12.654

15.528
7,144
6.86S

447
6.419

279
8,383
8,208

176

11,692
1,181
1,152

444
2.708

29
8.511
8,426

85

Illinois,
blanches

840

718
121

778

769

62

760
750
733

17
10
10
0

6,125
102

5,721
100

2.561

1,07!
1.488

0

204

61
7,176

179
242
944
7S6
I8K

ss

19

76

609

1,891
198
194

10
184

3
1,694
1,684

10

7,614
3,874
1,794

10
1,794

80
3,740
1,725

15

Olhei

Blanches

279

279
0

279

0
279

0

498
486
445

41
12
12
(I

2,026

1,741
1 15

3,232

!, 121
111

•J

0

7 1 |

226
16

1,873
252
5 1 !
47S

17

44

1

141

246

1 446
2.919
2,918

19
2,919

0
508
498

10

2,869
2,157
2.145

17
2,128

12
511
511

1

states!

'Xgeneies

146

141
S"

146

137

0

670
670
569
101

0
0
0

3,176
91

3,020
65

1,730

1.1 10
599

16

0

10

1
63

440
199
996
921

7S

96

13

18

291

1,676
748
746

79
668

2
928
840

89

!,966
1,055
1,024

49
2,975

11
911
880

11



U.S. Branches and Agencies A7

4.30 Continued

Item

cnilmn null u'jKtil date
162 Total assets
163 Cash and due fioin depositoty institutions
164 Federal funds sold and setmilics puiehased undei

agreements to lesell
165 I'otal loans
166 Loans to banks in toieign countnes
167 lotal deposits and ctedit balances
168 lime CDs in denominations of MOO,000 oi moie
169 Fedeial funds pinehased and seeiuities sold undei

agi cements to lepui chase
170 Othet liabilities toi honowed money

171 Number ot lepotts filed*

lotal

217,07')
41,565

6 811
128,68s
21.894

11S.709
28,217

20.582
44,211

444

All stales2

Hianches*

184,475
37,782

s 727
96^38
16,935

100,671
26.467

15.057
24,789

268

Agencies

52.604
1,784

1.086
12,147
4,958

15,017
1,750

5.525
19,422

176

New

Hum. lies'

165 129
15,271

5,518
84,064
15,489
92.461
21.662

11,871
21,141

171

Yoik

Agencies

6,446
457

5 10
4,080

577
1,992

I I

609
2,212

11

Cali-
lo in ia,

lotaH

42,637
1,500

522
25,076

1.9S4
12.197

1,103

4,994
16,904

115

Ill inois,
hi ant lies

10,120
1,785

114
7,186
1,(142
3,016
1,027

610
705

41

Othei

Hunches

6,641
295

71
1,442

112
1,741
1,143

141
472

12

stales1

Agencies

6,107
256

76
4,637

720
2,099
1,071

151
557

50

I Data aie aggiegates of categones icpoitcd on the quarterly form f 'HhC (X)2,
"Report ot Assets and Liabilities ot U S Branches and Agencies oi loicign
Banks.1' I his form was fnsl used foi lepoiting data a>. ot iune M), 19X0 I torn
November 1972 through May I9H0, U S branches anil agencies offoieign banks
had filed a monthly PR H86a icpoit Aggiegate data fmm thai icpoit weie
available (hiough the I edeial Reserve statistical leleasc O i l , last issued on
July 10, 1980 Data in this lable and in Ihe Ci 11 tables are not sluctly compatible
because ot difVerentes in lepoitmg panels and in definitions ot balaiKe sheet
items

2. Includes the DisInU ot Columbia
3 Includes all offices th.it have Ihe powei to accept deposits horn U S

lesidents, including any such offices that ate considered agencies undei stale law
4 Agencies account loi virtually all of the assets and liabilities lepoitcd in

California
5 Total assets anil lotal liabilities include net balances, it any, due horn oi due

to related banking institutions in the United States ami in Uncivil countnes (sec

footnote 6) On the lormer monthly blanch and agency icpoil, available thanigh
the ( i 11 statistical release, i>fo\\ balances weie included in total assets and total
liabilities lheietoie, total asset and total liability Iigines in this table aie not
comparable t

fi Relate
U S and toi
company, an
holding

those in the d 11 tables
banking institutions" includes the loieign head office and othei

ign blanches ami agenuts ot the bank, the bank's patent holding
maiouty-owned banking subsidiai le bank and oi its patent
my (including subsidianes owned bolh duectly and indnectly)

elated Iwnking , sbi
memo items

7 'U S hanking subsidianes" icteis lo U S banking siibsidi.uies majonty-
owned by ihe tineign bank and by related foreign banks and includes U S oilices
ol U S -chaitcied commercial banks, ot 1'dge Act and Agieement coipoialions,
and o! New York State (Ailicle XII) investment companies

K In some cases two oi more oilicrs of a foreign bank within the same
metropolitan aiea Itle a consolidated report
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OFFICE OF STAFF DIRECTOR FOR
MONETARY AND FINANCIAL POLICY

STEPHEN H. AXII.ROD, Staff Director
DONALD L. KOHN, Deputy Staff Director
STANLEY J. SIGH , Assistant to the Board
NORMAND R.V. BERNARD, Special Assistant to the Board

DIVISION OF RESEARCH AND STATISTICS

JAMES L. KICHI INF-, Director
EDWARD C. ETTIN, Deputy Director
MICHAH. J. PRELL, Deputy Director
JOSEPH S. ZFISF.L, Deputy Director
JARED J. ENZLER, Associate Director
ELEANOR J. STOCKWEI.L, Associate Director
DAVID E. LINDSEY, Deputy Associate Director
HELMUT F. WENDEI , Deputy Associate Director
MARTHA BETHFA, Assistant Director
ROBERT M. FISHER, Assistant Director
SUSAN J. LEPPER, Assistant Director
THOMAS D. SIMPSON, Assistant Director
LAWRENCE SI.IFMAN, Assistant Director
STEPHEN P. TAYLOR, Assistant Director
PF.TFR A. TINSLEY, Assistant Director
LEVON H. GARABEDIAN, Assistant Director

(Administration)

DIVISION OF INTERNATIONAL FINANCE

EDWIN M. TRUMAN, Director
LARRY J. PROMISE! , Senior Associate Director
CHARLES J. SIF.GMAN, Senior Associate Director
DALE W. HENDERSON, Associate Director
ROBFRT F. GEMMIIX, Staff Adviser
SAMUEL PIZER, Staff Adviser
PETER HOOPER, III, Assistant Director
DAVID H. HOWARD, Assistant Director
RALPH W. SMITH, JR., Assistant Director



A9

and Official Staff
EMMETT J. Rich
LYLE E. GRAMI EY

MARIHA R. SI-.GLR

OFFICE OF
STAFF DIRFCIOR IOR MANAGEMENT

S. DAVID FROSI , Staff Directoi

WII.I.IAM R. JONTS, Assistant Staff Director
EDWARD T. M U L R I N I N , Assistant Staff Diiector
STEPHEN R. MAI PHRUS, Assistant Staff Dircctoi for Office

Automation and Technology
PORTIA W. THOMPSON, EEO Programs Officer

DIVISION OF DATA PROCESSING

CHARLI.S L. HAMPTON, Director
BRUCF M. BF.ARDSI I Y, Deputy Director
GI.F.NN L. CUMMINS, Assistant Director
NEAE H. HI I I.F.RMAN, Assistant Directoi
RICHARD J. MANASSFRI, Assistant Director
Ei IZABETH B. Ruitis, Assistant Diiector
W H UAM C. SCIINI IDI.K, JR. , Assistant Directoi
ROBERT J. ZF.MI I , Assistant Director

OFFICE OF STAFF DIRECTOR FOR
FEDERAL RESERVE BANK ACTIVITIES

THI.ODORF H. AI I ISON, Staff Director
JOSEPH W. DANII I S , SR. , Advisor, Equal Employment

Oppoi tunitv Programs

DIVISION OF FEDERAL RESERVE
BANK OPERA TTONS

CI YDI. H. FARNSWORIH, JR. , Director
Ei I IOTT C. M C E N E F I , Associate Directoi

DAVID L. ROBINSON, Associate Directoi
C. Wn I IAM SCIIEEICHFR, JR. , Associate Director
W M T I R ALIH,UJSEN, Assistant Directoi

CIIAREIS W. Bi NNI 11, Assistant Director
ANNF M. DI.BF.LR, Assistant Directoi
JACK DENNIS, JR. , Assistant Diiector
EARI. G. HAMII ION, Assistant Directoi
* WILI IAM H. PASCOE, III, Assistant Diiector

DIVISION OF PERSONNEL

DAVID L. SHANNON, Director
JOHN R. WEIS, Assistant Director
CHAREFS W. WOOD, Assistant Director

OFFICE OF THE CONTROLLER

GF.OROF E. LIVINGSION, Controller
BRENT L. BOWFN, Assistant Controller

DIVISION OF SUPPORT SERVICES

ROBLRT E. FRAZIFR, Director
W A I T E R W. KRFIMANN, Associate Directoi

GEORGE M. LOPEZ, Assistant Director

*On loan liom the l'ccleial Rcscive Bank ol Richmond (Baltimoic
Branch).
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Federal Open Market Committee
FEDERAL OPEN MARKET COMMITTEE

PAUL A. VOLCKER, Chairman

EDWARD G. BOEHNK
ROBERT H. BOYKIN
E. GERALD CORRIGAN

LYI E E. G R A M E I - Y

KAREN N. HORN
PRESTON MARTIN

STEPHEN H. AXILROD, Staff Director and Secretary
NORMAND R.V. BFRNARD, Assistant Secretary
NANCY M. STEF.I F, Deputy Assistant Secretary
MICHAEL BRADFIELD, General Counsel
JAMES H. OLTMAN, Deputy General Counsel
JAMES L. KICHLINF, Economist
EDWIN M. TRUMAN, Economist (International)
JOSEPH E. BURNS, Associate Economist
JOHN M. DAVIS, Associate Economist

ANIHONY M. SOLOMON. Vice Chairman

J. CHARI ES PARTI E
EMMETT J. RIC r
MARTHA R. SLOER
HFNRY C. WAI I ICH

RICHARD G. DAVIS, Associate Economist
DONALD L. KOHN, Associate Economist
RICHARD W. I.ANn, Associate Economist
DAVID E. LINDSFY, Associate Economist
MICHALI J PRI I i , Associate Economist
CHARI FS J. SIF<;MAN, Associate Economist
GARY H. SIFRN, Associate Economist
JOSEPH S. ZHSFI , Associate Economist

PEIER D. SIF.RNI IGHT. Manage/ for Domestic Opeiations, System Open Market Account
SAM Y. CROSS, Manager for Foreign Operations, System Open Market Account

FEDERAL ADVISORY COUNCIL

JOHN G. MCCOY, President
JOSEPH J. PINOEA, Vice President

VINCFNT C. BURKF , JR., N. BERNE HART, AND LEWIS T. PRESION, Directors

ROBERT L. NEWEI L, First District
LEWIS T. PRESTON, Second District
GEORGE A. BUTI ER, Third District
JOHN G. MCCOY, Fourth District
VINCENT C. BURKF, JR., Fifth District
PHILIP F. SEARLE, Sixth District

BARRY F. SUI.I IVAN, Seventh District
WILLIAM H. BOWTN, Eighth Distnct
E. PETER GILI ETTE, JR., Ninth District
N. BERNE HART, Tenth District
NAI S. ROGERS, Eleventh Distnct
JOSEPH J. PINOI A, Twelfth District

HERIURT V. PROCHNOW, Secietaiy

Wii I IAM J. KORSVIK. Associate Secretary
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and Advisory Councils
CONSUMER ADVISORY COUNCIL

WII i ARD P. OGBURN, Boston, Massachusetts, Chairman
TIMOTHY I). MARRINAN, Minneapolis, Minnesota, Vice Chairman

RACHEL G. BRAD, Medtbrd, Massachusetts
JAMES G. BOYLF, Austin, Texas
GERALD R. CHRLSTENSLN, Salt Lake City, Utah
THOMAS L. CLARK, JR., New York, New York
JEAN A. CROCKETT, Philadelphia, Pennsylvania
MEREDITH FERNSTROM, New York, New York
ALIEN J. FISHBEIN, Washington, D.C.
E.C.A. FORSBERG, SR., Atlanta, Georgia
STEVEN M, GEARY, Jefferson City, Missouri
RICHARD F. HALLIBURTON, Kansas City, Missouri
LOUISE MCCARREN HERRING, Cincinnati, Ohio
CHARLES C. HOI.I, Austin, Texas
HARRY N, JACKSON, Minneapolis, Minnesota
KENNETH V. LARKIN, San Francisco, California

FREDERICK H. MILI ER, Norman, Oklahoma
MARGAREI M. MURPHY, Columbia, Maryland
ROBERT F. MURPHY, Detroit, Michigan
LAWRENCE S. OKINAGA, Honolulu, Hawaii
ELVA QUIJANO, San Antonio, Texas
JANET J. RATHE, Portland, Oregon
(ii i.NDA G. Si OANE, Washington, D.C.
HENRY J. SOMMER, Philadelphia, Pennsylvania
WINNIE F. TAYI OR, San Francisco, California
Mif HAEI M. VAN BUSKIRK, Columbus, Ohio
CLINTON WARNE, Cleveland, Ohio
FREDERICK T. WF.IMIR, Chicago, Illinois
MERVIN WINSTON, Minneapolis, Minnesota

THRIFT INSTITUTIONS ADVISORY COUNCIL

THOMAS R. BOMAR, Miami, Florida, President
RICHARD H. DEIHE, LOS Angeles, California, Vice President

JAMES A. ALIBER, Detroit, Michigan
GENE R. ARTEMI NKO, Chicago, Illinois
J. MICHAEL CORNWAI L, Dallas, Texas
JOHN R. EPPINGHR, Villanova, Pennsylvania

NORMAN M. JONES, Fargo, North Dakota
ROBERT R. MASII.RION, Portland, Maine
JOHN T. MORGAN, New York, New York
FRED A. PARKER, Monioe, North Caiolina

SARAH R. WAI I A( L, Newark, Ohio
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Federal Reserve Board Publications

Copies are available from PUBLICATIONS SERVICES,
Mail Stop 138, Board of Governors of the Federal Reserve
System, Washington, D.C. 20551. When a charge is indicat-
ed, remittance should accompany request and be made
payable to the order of the Board of'Govei nois of the /• ederal
Reserve System. Remittance from foreign residents should
he drawn on a U.S. bank. Stamps and coupons are not
accepted.

THE FEDERAL RESERVE SYSTEM—PURPOSES AND FUNC-
TIONS. 1974. 125 pp.

ANNUAL REPORT.

FEDERAL RF.SERVF B U I I E T I N . Monthly. $20.00 per year oi
$2.00 each in the United States, its possessions, Canada,
and Mexico; 10 or more of same issue to one addmss,
$18.00 per year or $1.75 each. Elsewhere, $24.00 per
year or $2.50 each.

BANKING AND MONETARY STATISIICS. 1914-1941. (Reprint
of Part I only) 1976. 682 pp. $5.00.

BANKING AND MONETARY STATISTICS. 1941-1970 1976.
1,168 pp. $15.00.

ANNUAL STAIISTICAI DIGEST

1971-75. 1976 339 pp. $ 5.00 pei copy.
1972-76. 1977. 377 pp. $10.00 per copy.
1973-77. 1978. 361 pp. $12.00 per copy.
1974-78. 1980. 305 pp. $10.00 per copy.
1970-79. 1981. 587 pp. $20.00 per copy
1980. 1981. 241 pp. $10.00 per copy
1981. 1982. 239 pp. $ 6.50 per copy.
1982. 1983. 266 pp. $ 7.50 per copy.

FEDERAL RESERVE CHART BOOK. Issued four times a year in
February, May, August, and November. Subscription
includes one issue of Historical Chart Book. $7.00 per
year or $2.00 each in the United States, its possessions,
Canada, and Mexico. Elsewhere, $)0.00 per year or
$3.00 each.

HISTORICAL CHART BOOK. Issued annually in Sept. Subscrip-
tion to the Federal Reserve Chart Book includes one
issue. $1.25 each in the United States, its possessions,
Canada, and Mexico; 10 or more to one addiess, $1.00
each. Elsewhere, $1.50 each.

SELECTED INTEREST AND EXCHANGE RATES—WEEKLY SE-
RIES OF CHARTS. Weekly. $15.00 per year or $.40 each in
the United States, its possessions, Canada, and Mexico;
10 or more of same issue to one address, $13.50 per year
or $.35 each. Elsewhere, $20.00 per year or $.50 each.

THE FEDERAI RESERVE ACT , as amended through April 20,
1983. with an appendix containing provisions of certain
other statutes affecting the Federal Reserve System. 576
pp. $7.00.

REGULATIONS OF THE BOARD OF GOVERNORS OF THE FED-
ERAL RF.SERVF SYSTEM.

REPORT OF THL JOINT TRI.ASURY-FFDI RAI. RESERVI STLDY
OF THE U.S. GOVERNMENT Sr.cuRinr.s MARKFT. 1969.
48 pp. S.25 each; 10 or more to one address, $.20 each.

JOINT TREASURY-FEDERAL RESERVE STUDY OF THE GOV-
ERNMENT SECURITIES MARKET; STAFF STUDIES—PART
1, 1970. 86 pp. $.50 each; 10 oi more to one address, $.40
each. PARI 2, 1971. Out of print. PARI 3, 1973. 131 pp.
$1.00; 10 or more to one address, $.85 each.

REAPPRAISAL or THE FEDFRAL RFSERVF DISCOUNT MECHA-
NISM. Vol. I. 1971. 276 pp. Vol. 2. 1971. 173 pp. Vol. 3.

1972. 220 pp. Each volume, $3.00; 10 oi more to one
address, $2.50 each.

THE KCONOMEIRKS OI- PRKF DLTF RMINAITON CONFER-
ENCE, October 30-31, 1970, Washington, D.C. 1972. 397
pp. Cloth ed. $5.00 each; 10 or more to one address,
$4.50 each. Paper ed. $4.00 each; 10 or more to one
address, $3.60 each.

FEDERAL RESERVE STAFF STUDY: WAYS TO MODLRAIE
FI.UCIUATIONS IN HOUSING CONSTRUCTION. 1972 487
pp. $4.00 each; 10 or more to one address, $3.60 each.

LENDING FUNCTIONS OF THE FLDLRAI RESERVE BANKS.
1973. 271 pp. $3.50 each; 10 or more to one address,
$3.00 each.

IMPROVING THE MONETARY AGGREGATES: REPORT OF IHF
ADVISORY COMMITILE ON MONETARY STATISIICS.
1976. 43 pp. $1.00 each; 10 oi more to one address, $.85
each.

IMPROVING THE MONETARY AGGREGATES: STAFF PAPERS.
1978. 170 pp. $4.00 each; 10 or more to one address,
$3.75 each.

ANNUAL PERCENIAGE RATE TABI r.s (Truth in Lending—
Regulation Z) Vol. I (Regular Transactions) 1969. 100
pp. Vol. II (Irregular Transactions). 1969. 116 pp. Each
volume $2.25; 10 or more of same volume to one
address, $2.00 each.

FEDf.NA/. RtSfHVf- MhASURlS Of CAPACITY AND CAPACITY
UTILIZATION. 1978. 40 pp. $1.75 each; 10 or more to one
address, $1.50 each.

THE BANK HOI DING COMPANY MOVEMENT TO 1978; A

COMPENDIUM. 1978. 289 pp. $2.50 each; 10 or more to
one address, $2.25 each.

1977 CONSUMER CREDIT SURVEY. 1978. 119 pp. $2.00 each.
FLOW OF FUNDS ACCOUNTS. 1949-1978. 1979. 171 pp. $1.75

each; 10 or more to one address, $1.50 each.
INTRODUCTION TO FI ow OF FUNDS. 1980. 68 pp. $1.50 each;

10 or more to one address, $1.25 each.
PUBLIC POLICY AND CAPITAL FORMATION. 1981. 326 pp.

$13.50 each.
NEW MONETARY CONTROI PROCEDURES: FEDERAI RE-

SERVF STAFF STUDY. 1981.
SF.ASONAI ADJUSTMENT OF inr MONETARY AGGREGATES:

REPORT OF THE COMMIT ILE OF EXPERTS ON SEASONAL
ADJUSTMFNF TECHNIQUFS. 1981. 55 pp. $2.75 each.
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FEDERAI RESERVE REGUI ATORY SFRVICL. Looselcaf; updat-
ed at least monthly. (Requests must be prepaid.)

Consumer and Community Affairs Handbook. $60.00 per
year.

Monetary Policy and Reserve Requirements Handbook.
$60.00 per year.

Securities Credit Transactions Handbook. $60.00 per year.
Federal Reserve Regulatory Service. 3 vols. (Contains all

three Handbooks plus substantial additional material.)
$175.00 per year.

Rates for subscribers outside the United Stutes are as
follows and include additional air mail costs:

Federal Reserve Regulatory Service, $225.00 pei year.
F2ach Handbook, $75.00 pei year.

THE U.S. ECONOMY IN AN INTERDEPENDENT WOKI n: A
Min TICOUNTRY MODEI , May 1984. 590 pp. $14.50 each.

WEIXOMF. TO THE FF.DERAI RESERVI .
PROCESSING BANK HOLDING COMPANY AND MERGER APPLI-

CATIONS.

CREDIT CARDS IN inh U.S. ECONOMY: THEIR IMPACT ON
COSIS, PRICES, AND Rr IAII SAILS, July 1983. 114 pp.

THE MONETARY AUTHORITY OF THE FEDERAI RFSERVE,

May 1984. (High School Level.)
WRUINCI IN SIYI r AT nil- FIDIRAI RLSI RVL. August 1984.

93 pp. $2.50 each

CONSUMER EDUCATION PAMPHLETS
Short pamphlets suitable for classioom use. Multiple copies
available without charge.

Alice in Debitland
Consumer Handbook to Credit Protection Laws
The Equal Credit Opportunity Act and . . . Age
The Equal Credit Opportunity Act and . . . Credit Rights in

Housing
The Equal Credit Opportunity Act and . . . Doctors, Law-

yers, Small Retailers, and Others Who May Provide Inci-
dental Credit

The Equal Credit Opportunity Act and . . . Women
Fair Credit Billing
Federal Reserve Glossary
Guide to Federal Reserve Regulations
How to File A Consumer Credit Complaint
If You Borrow To Buy Stock
If You Use A Credit Card
Instructional Materials of the Federal Reserve System
Series on the Stria tme of the Fi'deial Reserve System

The Boaid of Governors of the Federal Reserve System
The Fedeial Open Market Committee
Federal Reserve Bank Boaid of Directois
Federal Reserve Banks
Monetary Control Act of 1980
Organization and Advisory Committees

Truth in Leasing
U.S. Currency
What Truth in Lending Means to You

STAFF STUDIES- Summaries Only Printed in the
Bulletin

Studies and papers on economic and financial subjects that
are of general interest. Requests to obtain .single copies of
the full text or to be added to the mailing list for the .scries
may be sent to Publications Services.

114. MULTIBANK HOLDING COMPANIES: RECT.NI KVI-
DENCF ON COMPETITION AND PERFORMANCE IN
BANKING MARKETS, by Timothy J. Curry and John T.
Rose. Jan. 1982. 9 pp.

115. COSTS, SCAI L ECONOMIES, COMPI IITION, AND PROD-
UCI Mix IN THE U.S. PAYMENTS MECHANISM, by
David B. Humphrey. Apr. 1982. 18 pp.

116. DIVISIA MONFIARY AGGRF.GATIS: COMPIIATION,
DATA, AND HISTORKAI BFHAVIOK. by William A.
Barnett and Paul A. Spindt. May 1982. 82 pp. Out of
print.

117. THE COMMUNITY REINVESTMENT Arr AND CRFDIT
ALLOCATION, by Glenn Canner. June 1982. 8 pp.

118. INTEREST RAIES AND TERMS ON CONS I RUC I ION
LOANS AT COMMI RCTAI BANKS, by David F. Seiders.
July 1982. 14 pp.

119. STRUCTURE-PERFORMANCE S I U D I I S IN BANKING:
AN UPDATED SUMMARY AND KVAIUATION, by Ste-
phen A. Rhoades. Aug. 1982. 15 pp.

120. FOREIGN SUBSIDIARIES OF U.S. BANKING ORGANIZA-
TIONS, by James V Houpt and Michael G. Martinson.
Oct. 1982. 18 pp Out of print

121. REDLINING: RESEARCH AND FI DLRAI LEGISIATIVE
RESPONSE, by Glenn B. Canner. Oct. 1982. 20 pp.

122. BANK CAPITAL TRENDS AND FINANCING, by Samuel
H. Talley. Feb. 1983. 19 pp. Out of print.

123. FINANCIAI TRANSACTIONS WITHIN BANK HOI DING
COMPANIES, by John T. Rose and Samuel H. '['alley
May 1983. 11 pp.

124. iNFERNATIONAI BANKING FACIIITIFS AND THE EU-
RODOLLAR MARKEI, by Henry S. Terrell and Rodney
II. Mills. August 1983. 14 pp.

125. SEASONAL ADJUSIMENT OF IHE WFEKI Y MONLIARY
AGGREGATES: A MODEL-BASED APPROACH, by David
A. Pierce, Michael R. Grupc, and William P. Cleve-
land. August 1983. 23 pp.

126. DEFINITION AND MEASUREMENT OE EXCHANGE MAR-
KET INTERVENTION, by Donald B Adams and Dale
W. Henderson. August 1983. 5 pp.

127. U.S. EXPERIENCE WITH EXCHANGE MARKFT INTFR-
VENTION: JANUARY-MARCH 1975, by Margaret L.
Greene. August 1984. 16 pp.

128. U.S. EXPERIENCE WIIH EXCHANGE MARKET INTER-
VFNIION. SEPIEMBER 1977-OcTOBER 1981, by Marga-
ret L. Greene.

129. U.S. EXPERIENCE WITH EXCHANGE MARKET INTER-
VI NIION: OCTOBER I98O-OCTOBEK 1981, by Margaiet
L. Greene. August 1984. 36 pp.
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130. EFFECTS or EXCHANGE R A H VARIABHUY ON [N-
TFRNAITONAI TRADE AND OTHER FXONOMIC VARIA-
BLES: A REVIEW OK nil- LITERATURE, by Victoria S.
Farrell with Dean A. DeRosa and T. Ashby McCown.
January 1984 21 pp.

131. CALCUI.AIIONS OF PROEII ABILITY FOR U.S. Doi IAR-
DF.UTSCHI MARK INTERVENTION, by Laurence R.
Jacobson. October 1983. 8 pp.

132. TIME-SERIES STUDIES OF mr. RFIATIONSHIP BF-
TWEEN EXCHANGE RAIFS AND INTERVENTION: A
REVIEW OF IHF TECHNIQUES AND LIIF.RAIURF, by
Kenneth Rogoff. October 1983. 15 pp.

133. RELATIONSHIPS AMONG EXCHANCIL RATES, INTER-
VENTION, AND INTF.RI ST RATES: AN EMPIRICAL IN-
VfeSTiGAlioN, by Bonnie E. Loopesko. November
1983. 20 pp.

134. SMAI i EMPIRICAI MODF.I s or EXCHANOI MARKET
INTF.RVENIION: A RF.VIEW OF THE LiriRAiuRf, by
Ralph W. Try on. October 1983. 14 pp.

"135. SMALL EMPIRICAI MODELS or Exc HANGI MARKET
INTERVENTION: APPI IC ATIONS TO CANADA, GERMA-
NY, AND JAPAN, by Deborah J. Danker, Richard A.
Haas, Dale W. Henderson, Steven A. Symansky, and
Ralph W. Tryon.

136. THE EFFECTS OF FISCAL POLK Y ON THE U.S. ECONO-
MY, by Darrell Cohen and Peter B. Clark. January
1984. 16 pp.

137. THE IMPIICATIONS FOR BANK MERGER POLICY OF
FINANCIAI DEREGULATION, INTERSTATE BANKING,
AND FINANCIAI SUPERMARKFTS, by Stephen A.
Rhoades. February 1984. 8 pp.

138. ANTITRUSI LAWS, JUSIICF DLPARIMF.NI GUIDT-
I INES, AND THE LIMITS OF CONT EN I RAT ION IN LO-
CAI. BANKING MARKEIS, by James Burke. June 1984.
14 pp.

139. SOME IMPI itAIIONS OF-FINANCIAI INNOVATIONS IN
THE UNITHJ STAILS, by Thomas D. Simpson and
Patrick M. Paikmson. August 1984. 20 pp.

140. GEOGRAPHIC MARKEI DEEINEAIION: A Rrvnw OF
THE LITERATURE, by John O. Wolken. November
1984. 38 pp

141. A COMPARISON OI DIRECT DEPOSIT AND CHFCK PAY-
MENI Cosis, by William Dudley. November 1984.
20 pp.

REPRINTS OF BULLETIN ARTICLES
Most of the articles reprinted do not exceed 12 pages.

Survey of Finance Companies. 1980 5/81.
Bank Lending in Developing Countries. 9/81.
The Commercial Paper Market since the Mid-Seventies. 6/82.
Applying the Theory of Probable Future Competition. 9/82.
International Banking Facilities. 10/82.
New Federal Reserve Measures of Capacity and Capacity

Utilization. 7/83.
Foreign Experience with Targets for Money Growth. 10/83.
Intervention in Foreign Exchange Markets: A Summary of

Ten Staff" Studies. 11/83.
A Financial Perspective on Agriculture 1/84.
U.S. International Transactions in 1983 4/84.
Survey of Consumei Finances, 1983 9/84
Hank Lending to Developing Countries. 10/84.

T h e availability of this study will be announced in a forth-
coming Bui i E IIN.
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Federal Reserve Banks, Branches, and Offices
FEDERAL RESERVE BANK.,
branch, or facility Zip

BOSTON* 02106

NEW YORK* 10045

Buffalo 14240

PHILADELPHIA 19105

CLEVELAND* 44101

Cincinnati 45201
Pittsburgh 15230

RICHMOND1- 23219

Baltimore 21203
Charlotte 2X230
Culpepei Communications
and Records ('enter 22701

ATLANTA 30301

Birmingham 352X3
Jacksonville 32231
Miami 33152
Nashville 37203
New Orleans 70161

CHICAGO1- 60690

Detroit 48231

ST. LOUIS 63166

Little Rock 72203
Louisville 40232

Memphis 3X101

MINNEAPOLIS 55480

Helena 59601

KANSAS CITY 64I9X

Denver 80217
Oklahoma City 73125

Omaha 68102

DALLAS 75222

El Paso 79999
Houston 77252

San Antonio 78295

SAN FRANCISCO 9412(1

Los Angeles 90051
Portland 97208
Salt Lake City 84125
Seattle 98124

Chairman
Deputy Chan man

Robeit P. Henderson
Thomas I. Atkins

John Brademas
Gertrude G. Michelson

M. .lane Diekman

Robeit M. Landis
Nevius M. Cuitis

William II. Knoell
E. Mandell de Wind!

Robert E. Bom
Milton Ci. Hulmc, Jr.

William S. Lee
Leroy !'. Canolcs, Ji.

Robeit L. Tate
Henry Ponder

John II. Weitnauer, Ji
Bradley Cuney, Jr.

Maltha A. Mclnnis
Jerome P Keuper
Sue McCouit Cobb
C. Warren Neel
Sharon A. Perils

Stanton K. Cook
Edward F. Brabec

Russell Ci. Maw by

W L. Hadley Griffin
Mary P. Holt

Sheffield Nelson
Sistei Eileen M. Egun
Patricia W. Shaw

William (i. Phillips
John 15. Davis, Ji

Finest B. Corrick

Doris M. Drui y
Irvine (). llockaday, Ji.

James E. Nielson
Patience Latting
Robeit (i. Lueder

Robert D. Rogeis
John V. James

Mary Caimcn Saucedo
Paul N. Howell
Lawrence L. Ciuni

Caioline L. Ahmanson
Alan C Furlh

Bruce M. Schwaeglei
Paul E Bragdon
Wendell J. Ashton
John W. Ellis

President
First Vice President

Frank K. Morris
Robert W. Eisenmenger

Anthony M Solomon
Thomas M. Timlcn

Edward G. Boehne
Richard L. Smoot

Karen N Horn
William H. Hendncks

Robeit P. Black
Jimmie R. Monhollon

Robert P. Fonestal
Jack Guynn

Silas Keehn
Daniel M. Doyle

Theodoie II Robeits
Joseph P. Garbaiini

E, Gerald Corngan
Thomas F,. Gainoi

Rogei Guffey
Hemy R. C/eiwmski

Robert II. Boykin
William H. Wallace

John J. Balics
Richaid T. Griffith

Vice President
in chaige of branch

John T. Keane

Charles A. Cenno
Harold J. Swart

Robert D. McTeei, Jr.
Albert D. Tinkelenberg
John G Stoides

Fred R. Hen-
James D. Hawkins
Patnck K. Barron
Jeffrey J. Wells
Henry H. Bourgaux

Koby L. Sloan

John F. Breen
James F, Conrad
Paul 1 Black, Ji

Robert F. McNellis

Wayne W. Martin
William G. Evans
Robeit D. Hamilton

Joel L. Koonce, Jr.
J.Z. Rowe
Thomas H. Robertson

Richard C. Dunn
Angelo S. Carella
A. Grant Holman
Gerald R. Kelly

'Additional offices ol these Bunks aic localed ,it I.ewislon, Maine 04240, Wmdsoi Locks, Connecticu! 06096, Cianlord, New Jeisey 07016,
Jericho, New Yoik 11753, Utica at Onskany, New Yoik 13424, Columbus, Ohio 43216, Columbia. South Caiolina 29210; Chailcstun, West
Virginia 25311, Des Monies, Iowa 50306, Indianapolis, Indiana 46204, and Milwaukee. Wisconsin 53202.



A16

The Federal Reserve System
Boundaries of Federal Reserve Districts and Their Branch Territories

April 1984

Boundaries of Federal Reserve Districts

Boundaries of Federal Reserve Branch
Territories

Board of Governors of the Federal Reserve
System

® Federal Reserve Bank Cities

• Federal Reserve Branch Cities

Federal Reserve Bank Facility


